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2025 Q3 Economic and Market Commentary

Executive Summary

¢ In the third quarter of 2025, markets focused on the positives: stocks rose as
investors looked to the potential of artificial intelligence (Al) and US economic
resilience, rather than tariff uncertainty.

e Canadian stocks had an especially strong quarter as gold prices rose to record
highs.

e Canadian bonds also performed well as short-term interest rates declined in
anticipation of interest rate cuts by the Bank of Canada (BoC).

e However, Canada’s economy showed some weakness, as manufacturing and
exports declined due to tariffs, and unemployment rose.

e Looking ahead, trade uncertainty remains high, as the latest round of trade
negotiations with the US was paused in late October.

e As always, if you have questions or want to review your portfolio, please contact
your Encasa advisor.

Economic Highlights

Canada’s economy continues to face challenges. Growth has been slow since the end
of the COVID pandemic, and new US tariffs have added extra pressure. The tariffs
make Canadian goods more expensive and less competitive in the US market, which
has led to a slowdown in exports — especially in industries like automotive, steel and
aluminum that rely heavily on US sales.

Falling exports have led to a loss of jobs in manufacturing and other goods-producing
industries. This has pushed the unemployment rate to over 7%, higher than the 6%
level that was typical in the years leading to the COVID pandemic.

This weak economic picture allowed the BoC to cut short-term interest rates by 0.25%
in September, lowering its overnight rate to 2.50%, the first cut since March.

Lower short-term interest rates helped boost bond prices. Figure 1 below shows the
yields on Government of Canada bonds by maturity (what is known as a yield curve), as
of June 30" and September 30t
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Figure 1. Government of Canada Yield Curve, June 30 to Sep. 30, 2025 (%)
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The yield curve shows that while short-term interest rates declined in Q3, long-term
rates rose. This was likely due to investors’ concerns about increased federal and
provincial government borrowing in response to slower economic growth and trade
disruptions. Interest rates moved higher in Q3 in most major bond markets around the
world, as investors became concerned that governments will have to borrow more in the
face of slowing economic growth and pressures to spend more on everything from basic
services to defense.

Market Highlights

All major asset classes delivered solid returns in Q3:

Figure 2. Returns from Key Asset Classes (in Canadian dollars)
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It was a strong quarter overall, adding to already impressive results for 2025 so far.

In the bond market (or fixed income), short-term bonds did better in Q3 than the
“‘Universe” bond index, including longer-dated bonds. This was due to the steepening of
the yield curve that we saw in Figure 1. The decline in short-term rates boosted the
return of short-term bonds, as bond prices move in the opposite direction to interest
rates, while the prices of the longer-dated bonds in the Universe index were hurt by
higher interest rates.

Stocks (also known as equities) had a strong quarter as investors looked past signs of a
weakening economy and focused instead on the potential for artificial intelligence (Al)
and interest rate cuts to boost economic growth. Canadian equities did especially well,
helped by a rise in gold and base metals prices. Canadian technology companies also
did well in the quarter.

Encasa Fund Results (as at September 30, 2025)"

Product Name QTD? 1Year? 3Years® 5Years® 10 Years®
Canadian Short-Term Bond Fund 1.3 3.6 4.4 1.2 1.5
FTSE Canada Short Term Overall 1.3 4.2 5.0 1.9 21

Bond Index

Canadian Bond Fund 1.5 2.6 4.2 -0.9 1.4
FTSE Canada Universe Bond Index 1.5 29 4.7 -0.2 20
Equity Fund 1.4 28.4 22.9 14.3 10.8
35% S&P/TSX Composite Index and 10.5 23.9 23.6 16.2 12.2
65% MSCI World*

" Rates of return assume reinvestment of all distributions, after deduction of fees.

2 Three-month and year-to-date rates of return are a simple return on investment (not
annualized).

3 Annualized returns

4 Prior to July 1, 2020, the benchmark for the Encasa Equity Fund was 70% S&P/TSX
Composite Index and 30% MSCI World Ex-Canada Index.
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Encasa Canadian Short-Term Bond Fund

The Short-Term Bond Fund delivered a return of 1.3% for the quarter, bringing the 1-
year return to 3.6%. For comparison, the Fund’s benchmark, which doesn’t include fees
or expenses, delivered a similar return of 1.3% for the quarter and 4.2% over the past
year.

In Q3, the Fund was invested more in Corporate and less in Federal and Provincial
bonds compared to the benchmark. At the end of the quarter, the Fund’s overall interest
rate sensitivity was slightly greater than the benchmark’s, meaning its value was a bit
more affected when rates moved up or down. As at September 30, the Fund’s yield to
maturity was 3.0% (expected return if bonds are held to maturity), compared to 2.8% for
the benchmark.

Reflecting Encasa’s commitment to Responsible Investment, 29.4% of the Fund's
portfolio was invested in Sustainable Labelled bonds (bonds that help fund
environmentally or socially beneficial projects), compared to 4.7% for the benchmark.

Encasa Canadian Bond Fund

The Canadian Bond Fund gained 1.5% in the quarter, bringing its one-year return to
2.6% after fees. The Fund's benchmark, which doesn't include fees, returned 1.5% for
the quarter and 2.9% over the past 12 months.

During the quarter, the Fund invested more in Corporate and less in Federal bonds
compared to the benchmark, with Provincial bonds slightly below the benchmark. The
fund increased its interest rate sensitivity during the quarter in anticipation of lower
interest rates in the future — which can benefit bond prices. At the end of the quarter, the
Fund's yield to maturity (expected return if bonds are held to maturity) was 3.8%,
compared to 3.5% for the benchmark.

Consistent with Encasa’s commitment to Responsible Investment, 34.9% of the Fund's
portfolio was invested in Sustainable Labelled bonds, compared to 4.3% for the
benchmark.

Encasa Equity Fund

The Equity Fund rose by 11.4% in Q3, bringing its return for the one-year period to
28.4% after fees. The Fund's benchmark, which doesn't include fees, returned 10.5%
for the quarter and 23.9% for the year.

The Fund focused on markets outside Canada in the quarter, allocating slightly more
assets to those regions than the benchmark. As in recent quarters, the Fund benefitted
from the rise in large technology companies, but the quarter also saw strong returns
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from companies in a wide range of industries. Stock selection was a positive source of
added value in the quarter.

At the end of Q3, the Fund continues to have slightly less exposure to Canada than its
benchmark, and more exposure to the US and developed markets outside North
America. The Fund continues to focus on companies with strong quality and growth
characteristics. The Fund’s returns in Q3 were helped by strong security selection,
particularly in Information Technology, Industrials and Materials. The Fund’s gold stocks,
helped by the rising price of gold, were among the top contributors.

Consistent with Encasa’s commitment to Responsible Investment, the Fund continues
to avoid companies with controversial business practices or industry involvements.

Concluding Note

2025 has turned out to be a positive one for investors, despite worrying news headlines
and weakening economic data.

As always, if you have questions or want to review your portfolio, please contact your
Encasa advisor.



https://encasa.ca/contact/
https://encasa.ca/contact/
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