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The RBC Investment Strategy Committee consists of senior investment professionals drawn from
across RBC Global Asset Management. The Committee regularly receives economic and capital
markets related input from internal and external sources. Important guidance is provided by the
Committee’s regional advisors (North America, Europe, Far East), from the Global Fixed Income
& Currencies Subcommittee and from the global equity sector heads (financials and healthcare,
consumer discretionary and consumer staples, industrials and utilities, energy and materials,
telecommunications and technology). From this it builds a detailed global investment forecast
looking one year forward.

The Committee’s view includes an assessment of global fiscal and monetary conditions, projected
economic growth and inflation, as well as the expected course of interest rates, major currencies,
corporate profits and stock prices.

From this global forecast, the RBC Investment Strategy Committee develops specific guidelines that
can be used to manage portfolios.
These include:

= the recommended mix of cash, fixed income instruments, and equities

= the recommended global exposure of fixed income and equity portfolios

= the optimal term structure for fixed income investments

= the suggested sector and geographic make-up within equity portfolios

= the preferred exposure to major currencies

Results of the Committee’s deliberations are published quarterly in The Global Investment Outlook.
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EXECUTIVE SUMMARY

Daniel E. Chornous, CFA
Chief Investment Officer
RBC Global Asset Management Inc.

Sarah Riopelle, CFA
Vice President & Senior Portfolio Manager
RBC Global Asset Management Inc.

It was a volatile quarter for developed-world stock markets driven by investor concerns over the impact
of what appeared to be intensifying geopolitical risks, as well as a cluster of poor economic readings.
The downturn was fairly brief and contained, lasting only a few weeks, as economic data was not as
troubling as it first looked. And while there are undeniably a large number of geopolitical risks in the
world today, the overall threat is not getting worse. In fact, our view is that it is improving slightly.

Sharp decline in oil prices

The sharp decline in oil prices is worth
noting given the severity of the move in
recent weeks. We have long expected
oil prices to descend back into double-
digit territory due to a combination of
slower emerging-market growth and
surging supply brought on by a decade
of high prices. The decline has been
severe with oil now sitting around $60
per barrel. Longer term, we continue to
believe that a price of around $80 per
barrel represents a reasonable target
given the costs of major producers.

Contrasting economic
momentum

Uneven economic growth was one of
the hallmarks of 2014. Some parts

of the world accelerated nicely (the
U.S and U.K.), while others posted
disappointing results (Europe

and Japan). For 2015, we expect a
slight broadening of growth, even if
individual prospects remain varied.
The more robust developed economies
look capable of sustaining their recent
growth, while the more feeble ones
should narrow the performance gap.

Emerging-market economic growth
has decelerated materially over the

past few years. This slowing trend
reflects the fact that fewer efficiency
gains are available to corporations,
and that emerging-market credit
growth is slowing. We believe the

era of deteriorating emerging-market
growth may be nearing an end as
these countries benefit from falling oil
prices, lower interest rates and weaker
currencies, and improving developed-
world growth.

We remain in the expansion phase

of this business cycle and we believe
that we can continue on this path. The
current cycle is five years old and the
expansion phase typically lasts seven
to 10 years. Importantly, business
cycle expansions tend to last longer
when they follow an especially deep
recession, and when the initial recovery
is tepid, as is the case for this cycle.

Inflation remains low

Inflation remains very low in many
parts of the world, driven by a
combination of slow growth, minimal
wage pressures and declining
commodity prices. We expect low
inflation to persist over the next year
and have shaved our inflation forecasts
as a result. That said, we still believe
that a trend to higher levels should

begin over the next year, but that will
depend on where oil prices settle.

U.S. dollar strength expected
to continue

The U.S. dollar bull market is firming
up, with half of the 20% move off the
bottom three years ago occurring since
July. The greenback gained against
every G10 currency and almost all
emerging-market currencies. Such
consistency underscores the power of
the trend. We don’t see any signs of

a turn in this bull market, and believe
that corrections against various
currencies offer trading opportunities.
Our forecasts are supported in large
part by monetary-policy divergences
and by dollar-positive flows — with
much of that strength coming at the
expense of the euro and the yen.
Slower global growth and abundant
commodity supplies will weigh on the
Canadian dollar and other resource-
linked currencies.

Monetary-policy divergence

The monetary policy environment
remains unusually diverse. The U.S
Federal Reserve and Bank of England
appear set to tighten in 2015, while
the Bank of Japan and the European
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Central Bank are actively delivering
more stimulus. We do not expect an
end to this divergence in policies in
the near term. One group is focused
on ensuring that their economies don’t
overheat, while the other is working

to stabilize their economies and drive
strong growth. We continue to believe
that the Fed will be the first central
bank to hike rates, likely in the summer
of 2015.

Bond yields more likely to rise
than fall

Interest rates are unusually low across
the globe. As a result, we expect that
yields are more likely to rise than fall
over the next few years as sustainable
global growth takes root. Our
expectation that growth and inflation
will tick upwards in 2015 and that the
Fed will begin hiking rates reinforces
our belief that higher yields are likely
over our forecast horizon. The increase
in yields should be gradual, though,
as a rapid rise in interest rates could
undermine the housing market and
growth in general. If yields increase as
we expect, capital losses on sovereign
bonds would more than wipe out
coupon income, leaving fixed-income
investors with a negative total return.

EXECUTIVE SUMMARY e Sarah Riopelle, CFA ¢ Daniel E. Chornous, CFA

Given the risks to the sovereign-bond
market, corporate bonds remain a
compelling alternative.

Expect higher volatility and
lower returns for stocks

Global equities continued to rally
through 2014. Despite strong returns,
valuations for most major equity
markets are not yet expensive by
historical comparison. With fuller
valuations, though, come lower
average returns and greater volatility.
As a result, we are more cautious on
stocks at these valuation levels and
continue to look for opportunities to
tactically manage our asset mix.

Impetus from expanding multiples
will likely be much less significant
going forward. Equity markets will
be paced more by corporate profit
growth. As the global economic

recovery becomes self-sustaining,
we expect rising corporate profits
to sustain the bull market. Many

analysts have been sounding the alarm

on profit margins, but our analysis
indicates that margins should remain
at or near current levels, removing a
major downside risk to earnings.
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Prefer stocks over bonds

Our preference for stocks over bonds
has not changed. The long-term case
for rising bond yields remains intact
and will put downward pressure on
returns to fixed-income investors,
while stable growth, accommodative
monetary policies, benign inflation,
reasonable valuations and rising
corporate profits all provide a
supportive backdrop for equity
markets. While stocks are well
positioned to outperform bonds, both
markets are likely to produce below-
normal total returns going forward.
During the sell-off in October, we took
the opportunity to add two percentage
points to our equity allocation, funded
from bonds. For a balanced, global
investor, we now recommend an asset
mix of 61% equities (strategic neutral
position: 55%) and 38% fixed income
(strategic neutral position: 40%), with
the balance in cash.



ECONOMIC & CAPITAL MARKETS FORECASTS

ECONOMIC FORECAST (RBC INVESTMENT STRATEGY COMMITTEE)

UNITED UNITED EMERGING
STATES CANADA EUROPE KINGDOM JAPAN CHINA MARKETS?
Change Change Change Change Change Change Change
New Year from NewYear from NewYear from NewYear from NewYear from NewYear from NewYear from
2015 Fall2014 2015 Fall2014 2015 Fall2014 2015 Fall2014, 2015 Fall2014 2015 Fall2014 2015 Fall2014
REAL GDP
2013A 1.86% 2.01% (0.40%) 1.75% 1.56% 7.71% 5.25%*
2014E 2.25% N/C 2.25% N/C 0.75% N/C 3.00% N/C 0.50% (0.75) 7.25% N/C 5.00% N/C
2015E 3.25%  N/C 2.25%  N/C 1.25% N/C 3.00% N/C 1.50% N/C 6.75% N/C  5.25% N/C
CPI
2013A 1.46% 0.96% 1.34% 2.57% 0.36% 2.58% 4.69%
2014E 1.75% (0.25) 2.00% N/C 0.50% (0.25) 1.75% (0.25) 2.75% N/C 2.25% (0.25) 4.25% N/C
2015E 1.75%  (0.25) 1.75%  (0.25) 1.00%  (0.25) 1.75% (0.50) 1.50%  (0.25) 2.75% (0.25) 4.00% N/C
A=Actual E=Estimate ‘GDP Weighted average of China, India, South Korea, Brazil, Mexico and Russia

TARGETS (RBC INVESTMENT STRATEGY COMMITTEE)

FORECAST CHANGE FROM 1-YEAR TOTAL RETURN

NOVEMBER 2014 NOVEMBER 2015 FALL 2014 ESTIMATE (%)
CURRENCY MARKETS AGAINST USD
CAD (USD-CAD) 1.14 1.18 0.03 2.0
EUR (EUR-USD) 1.24 1.14 (0.06) (8.6)
JPY (USD-JPY) 118.68 125.00 17.00 (5.3)
GBP (GBP-USD) 1.56 1.50 0.13) (3.7
FIXED INCOME MARKETS
U.S. Fed Funds Rate 0.25 0.50 N/C N/A
U.S. 10-Year Bond 2.16 3.00 (0.25) (5.0)
Canada Overnight Rate 1.00 1.00 N/C N/A
Canada 10-Year Bond 1.90 2.50 (0.25) (3.4)
Eurozone Policy Rate 0.05 0.00 N/C N/A
Germany 10-Year Bund 0.70 1.50 (0.25) (6.7)
U.K. Base Rate 0.50 1.00 (0.25) N/A
U.K. 10-Year Gilt 1.93 3.25 (0.50) 9.3)
Japan Overnight Call Rate 0.10 0.10 N/C N/A
Japan 10-Year Bond 0.42 0.80 0.10) (3.2
EQUITY MARKETS
S&P 500 2068 2175 25 7.1
S&P/TSX Composite 14745 15500 (1000) 8.1
MSCI Europe 1681 1775 (100) 9.0
FTSE 100 6723 7000 (275) 8.0
Nikkei 17460 18000 1500 4.6
MSCI Emerging Markets 1005 1100 (75) 12.3

Source: RBC GAM
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RECOMMENDED ASSET MIX

Asset mix — the allocation within
portfolios to stocks, bonds and cash —
should include both strategic and
tactical elements. Strategic asset mix
addresses the blend of the major asset
classes offering the risk/return tradeoff
best suited to an investor’s profile. It
can be considered to be the benchmark
investment plan that anchors a portfolio
through many business and investment
cycles, independent of a near-term view
of the prospects for the economy and

related expectations for capital markets.

Tactical asset allocation refers to fine
tuning around the strategic setting in an
effort to add value by taking advantage
of shorter term fluctuations in markets.

Every individual has differing return
expectations and tolerances for
volatility, so there is no “one size fits
all” strategic asset mix. Based on a
35-year study of historical returns

and the volatility of returns (the range
around the average return within which
shorter-term results tend to fall), we
have developed five broad profiles

and assigned a benchmark strategic
asset mix for each. These profiles
range from very conservative through
balanced to aggressive growth. It goes
without saying that as investors accept
increasing levels of volatility, and
therefore greater risk that the actual
experience will depart from the longer-
term norm, the potential for returns
rises. The five profiles presented below
may assist investors in selecting a
strategic asset mix best aligned to their
investment goals.

Each quarter, the RBC Investment
Strategy Committee publishes a
recommended asset mix based on

our current view of the economy and
return expectations for the major asset
classes. These weights are further

divided into recommended exposures
to the variety of global fixed income and
equity markets. Our recommendation is
targeted at the Balanced profile where
the benchmark setting is 55% equities,
40% fixed income, 5% cash.

A tactical range of +/- 15% around the
benchmark position allows us to raise or
lower exposure to specific asset classes
with a goal of tilting portfolios toward
those markets that offer comparatively
attractive near-term prospects.

Continued on next page...

GLOBAL ASSET MIX
BENCHMARK PAST NEW YEAR = SPRING SUMMER FALL NEW YEAR
POLICY RANGE 2014 2014 2014 2014 2015
CASH 2.0% 15%-16% 4.0%  40%  40%  1.0%  1.0%
BONDS 43.0% 25%-54% 38.0%  38.0%  37.0% | 40.0% 38.0%
STOCKS 55.0% 36%-65% 58.0%  58.0%  59.0% 59.0% 61.0%

Note: Effective September 1, 2014, we revised our strategic neutral positions within fixed income, lowering the
‘neutral’ commitment to cash from 5% to 2%, and moving the difference to bonds. This takes advantage of the
positive slope of the yield curve which prevails over most time periods, and allows our fixed income managers
to shorten duration and build cash reserves whenever a correction in the bond market, or especially an inverted
yield curve, is anticipated.

REGIONAL ALLOCATION

cuosows | ONCHI, PNL NI G SueR e
North America 34.6% 18%-40%  28.0% 38.0% 37.7% 32.9% 39.6%

Europe 41.5% 32%-56% 42.3% 38.2% 39.3% 41.9% 39.0%

Asia 23.9% 20% -35% 29.7% 23.7% 23.1% 25.2% 21.4%

Note: Based on anticipated 12-month returns in $US hedged basis

clomLEUEs e, P N SEG SR e
North America 59.6% 51%—61% 57.3% 58.3% 58.7% 59.1% 60.5%

Europe 21.9% 21%-35% 23.8% 25.0% 24.2% 22.3% 20.8%

Asia 11.2% 9% -18% 11.5% 9.8% 10.2% 11.3% 11.3%

Emerging Markets 73% 0% -8.5% 7.5% 7.0% 7.0% 7.3% 7.5%

Our asset mix is reported as at the end of each quarter. The mix is fluid and may be adjusted within each
quarter, although we do not always report on shifts as they occur. The weights in the table should be
considered a snapshot of our asset mix at the date of release of the Global Investment Outlook.

GLOBAL EQUITY SECTOR ALLOCATION

MSCI** RBC ISC RBC ISC CHANGE FROM = WEIGHTVS.

NOV. 2014 FALL 2014  NEW YEAR 2015  FALL 2014 BENCHMARK
Energy 8.81% 9.10% 7.81% (1.29) 88.6%
Materials 5.23% 5.78% 4.23% (1.55) 80.9%
Industrials 10.92% 10.97% 12.12% 1.15 111.0%
Consumer Discretionary | 11.81% 11.84% 12.81% 0.97 108.5%
Consumer Staples 9.81% 10.70% 9.81% (0.89) 100.0%
Health Care 12.61% 13.47% 14.21% 0.75 112.7%
Financials 21.00% 18.88% 19.00% 0.12 90.5%
Information Technology 13.02% 14.70% 15.02% 0.32 115.4%
Telecom. Services 3.44% 2.94% 1.64% (1.30) 47.7%
Utilities 3.36% 1.62% 3.36% 1.73 100.0%

*Citigroup World Global Bond Index **MSCI World Index Source: RBC Investment Strategy Committee
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...Continued from previous page

This tactical recommendation for the
Balanced profile can serve as a guide
for movement within the ranges allowed
for all other profiles. If, for example, the
recommended current equity exposure
for the Balanced profile is set at 62.5%
(i.e.: 7.5% above its benchmark of 55%
and part way toward its upper limit of
70% for equities), that would imply a
tactical shift of + 5.02% to 25.02% for
the Very Conservative profile

(i.e.: a proportionate adjustment above
the benchmark equity setting of 20%
within the allowed range of +/- 15%).

The value-added of tactical strategies is,
of course, dependent on the degree to
which the expected scenario unfolds.

Regular reviews of portfolio weights are
essential to the ultimate success of an
investment plan as they ensure current
exposures are aligned with levels of

RECOMMENDED ASSET MIX

long-term returns and risk tolerances
best suited to individual investors.

Anchoring portfolios with a suitable
strategic asset mix, and placing
boundaries defining the allowed

range for tactical positioning, imposes
discipline that can limit damage caused
by swings in emotion that inevitably
accompany both bull and bear markets.

1. Average Return: The average total return produced by the asset class over the period 1979 - 2014, based on monthly results.

2. Volatility: The standard deviation of returns. Standard deviation is a statistical measure that indicates the range around the average return within which
2/3 of results will fall into, assuming a normal distribution around the long-term average.

VERY CONSERVATIVE

BENCH- LAST CURRENT i i i i i
ASSET CLASS oank | RANGE (e oMM ENDATION Very.Conserva’Flve mvestors-wﬂl seekincome VYIth
CASH & CASH EQUIVALENTS | 2% 0-15%  1.19% 1.0% maximum capital preservation and the potential
FIXED INCOME 78% | 55:95%  75.2% 73.8% for modest capital growth, and be comfortable
TOTAL CASH & FIXED INCOME 80% 65-95%  76.3% 74.8% with small ﬂuctuations in the value of th eir
CANADIAN EQUITIES 10% | 5-20% | 11.0% 12.0% investments. This portfolio will invest primarily
U.S. EQUITIES 5% 0-10% 6.8% 7.0% . . . ey
in fixed-income securities, and a small amount
INTERNATIONAL EQUITIES 5% | 0-10%  5.9% 6.2% . . . L.
EMERGING MARKETS o | o | oon 0.0 of equities, to generate income while providing
e % | 555 | s — some protection against inflation. Investors
= | venE T who fit this profile generally plan to hold their
35-YEAR AVERAGE 9.2% 6.1% investment for the short to medium term
LAST 12 MONTHS 8.8% 3.0% (minimum one to five years).
BENCH- LAST CURRENT i i i
ASSET CLASS oark | RANGE o RECOMMENDATION Fonservatwe |n\{estors will pL.1rsue modest
CASH & CASH EQUIVALENTS | 2% 0-15%  1.0% 1.0% income and capital growth with reasonable
FIXED INCOME 63% | 40-80% | 60.1% 58.4% capital preservation, and be comfortable with
TOTAL CASH & FIXED INCOME 65% 50-80% @ 61.1% 59.4% moderate ﬂuctua“ons |n the Value Of thelr
CANADIAN EQUITIES 15% | 525% | 16.0% 17:1% investments. The portfolio will invest primarily
U.S. EQUITIES 10% 0-15% 11.9% 12.1% . . . .re . .re
in fixed-income securities, with some equities,
INTERNATIONAL EQUITIES 10% 0-15% 11.0% 11.4% . .
EMERGING MARKETS - . 0.0% 0.0% to achieve more consistent performance and
TOTALEQUITIES = | 20505 | sme 40.6% provide a reasonable amount of safety. The
i profile is suitable for investors who plan to hold
35-YEAR AVERAGE 9.5% 7.3% their investment over the medium to long term
LAST 12 MONTHS 10.0% 3.0% (minimum five to seven years).
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BALANCED

RECOMMENDED ASSET MIX

BENCH- LAST CURRENT 0 i i
ASSET CLASS oark | RANGE o RECOMMENDATION The Balanced portfollo is appropriate for
CASH & CASH EQUIVALENTS | 2% 0-15%  1.0% 1.0% investors seeking balance between long-term
FIXED INCOME 43% | 20-60%  40.0% 38.0% capital growth and capital preservation, with a
TOTAL CASH & FIXED INCOME 45% 30-60% @ 41.0% 39.0% Secondary fOCUS on mOdeSt income, and WhO are
CANADIAN EQUITIES 19% | 1030% | 200% 211% comfortable with moderate fluctuations in the
U.S. EQUITIES 20% 10-30% 21.8% 22.1% . .
value of their investments. More than half the
INTERNATIONAL EQUITIES 12% 5-25% 12.9% 13.3% K . . . . .
EMERGING MARKETS % | 010% | 43% 45% portfolio will usually be invested in a diversified
TOTAL EQUITIES 55% | 40-70%  59.0% 61.0% mix of Canadian, U.S. and global equities. This
RETURN ~ VOLATILITY profile is suitable for investors who plan to hold
35-YEAR AVERAGE 9.6% 8.7% their investment for the medium to long term
LAST 12 MONTHS 12.1% 3.4% (minimum ﬁve to seven yeaI’S).
BENCH- LAST CURRENT 1 1 H
ASSET CLASS oank | RANGE | oMM ENDATION Investors who fit the Grow’Fh profile W|ll.seek
CASH & CASH EQUIVALENTS | 2% 0-15% | 1.0% 1.0% long-term growth over capital preservation
FIXED INCOME 8% 540%  24.9% 22.6% and regular income, and be comfortable with
TOTAL CASH & FIXED INCOME 30% 15-45% @ 25.9% 23.6% Considerable ﬂuctuations in the Value Of their
CANADIAN EQUITIES 2% | 1535% | 24.0% 1% investments. This portfolio primarily holds a
U.S. EQUITIES 25% | 15-35% @ 26.8% 27.2% . e . .
diversified mix of Canadian, U.S. and global
INTERNATIONAL EQUITIES 16% 10-30% @ 17.0% 17.4% . . . i
EMERGING MARKETS b | 012% | 63% 6.7% equities and is suitable for investors who plan to
TOTAL EQUITIES 70% | 55-85%  74.1% 76.4% invest for the long term (minimum seven to
RETURN VOLATILITY ten years).
35-YEAR AVERAGE 9.6% 10.8%
LAST 12 MONTHS 13.3% 3.9%
BENCH- LAST CURRENT i i i -
ASSET CLASS e RANGE S COmMENDATION Aggressive Growth |nyestors seek maX|mum long
CASH & CASH EQUIVALENTS | 2%  0-15%  0.5% 0.5% term growth over capital preservation and regular
FIXED INCOME 0% = 0-10%  0.0% 0.0% income, and are comfortable with significant
TOTAL CASH & FIXED INCOME | 2% | 020% | 0.5% 0575 fluctuations in the value of their investments.
CANADIAN EQUITIES 325% | 2045% | 32.7% 331% The portfolio is almost entirely invested in stocks
U.S. EQUITIES 35.0%  20-50% | 36.0% 36.1% ) . )
and emphasizes exposure to global equities. This
INTERNATIONAL EQUITIES 21.5% 10-35% 21.8% 21.3% . . . R .
EMERGING MARKETS 0.0% | 0-15% | 9.0% 9.0% investment profile is suitable only for investors
TOTAL EQUITIES 98%  80-100% 99.5% 99.5% with a high risk tolerance and who plan to hold
RETURN  VOLATILITY their investments for the long term (minimum
35-YEAR AVERAGE 9.7% 13.4% seven to ten yea rs)_
LAST 12 MONTHS 15.3% 4.9%
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CAPITAL MARKETS

Milos Vukovic, MBA, CFA
Vice President & Head of Investment Policy
RBC Global Asset Management Inc.

The U.S. dollar extended its gains
against all major currencies between
September 1, 2014, and November
30, 2014. The greenback’s 14.1% gain
versus the yen was the biggest. The
greenback climbed 6.1% against the
British pound, 5.6% versus the euro
and 5.2% versus the Canadian dollar.
Over the 12-month period ended
November 30, 2014, the U.S. dollar
rose 15.8% against the yen, 9.2%
versus the euro and 7.7% versus the
Canadian dollar.

Fixed-income markets posted declines
during the three-month period, mostly
because of U.S. dollar strength against
all major currencies. Returns were
generally positive in local-currency
terms. The Barclays Capital Aggregate
Bond Index, a broad measure of U.S.
fixed-income performance, rose 1.0%.
European bonds lost 3.5% measured
by the Citigroup WGBI — Europe Index,
even though yields extended declines
on concerns that deflation was
becoming more of a threat. The FTSE
TMX Canada Universe Bond Index,
Canada’s fixed-income benchmark,
declined 3.5%, while Japanese bonds,
as measured by the Citigroup Japanese
Government Bond Index, lost 11.1%.

8 |

PERFORMANCE

Major equity markets declined broadly,
as was the case with global fixed
income, on U.S. dollar strength. U.S.
equity markets rose on optimism
that the U.S. economic recovery was
continuing to gather momentum.
The S&P 500 Index climbed 3.7%,
while the MSCI Europe lost 3.8%.
Within Europe, the MSCI U.K. lost
6.7%, followed by a 4.6% decline in
the MSCI France. The MSCI Germany
fell the least, with a 0.2% decline.
Over the 12-month period, the S&P
500 increased 16.9%. The MSCI U.K.
lost 0.1%, followed by 3.6% declines
for both the MSCI Germany and the
MSCI France. The S&P 400 Index, a
measure of the U.S. mid-cap market,
rose 0.7% in the latest three months
and 12.2% for the 12-month period,
while the S&P 600 Index, a gauge of
small-cap performance, appreciated
1.1% in the three-month period and

gained 4.3% over the 12-month period.

The S&P/TSX Composite Index lost
9.7% in U.S. dollar terms during the
three months, lagging the 8.0% loss
for the large-cap S&P/TSX 60 Index,
but beating the 21.0% drop in the
resource-heavy S&P/TSX Small Cap
Index. The MSCI Emerging Markets

Index lost 7.3% during the three-
month period and climbed 1.1% in the
12-month period. The Russell 3000
Growth Index rose 4.1% during the
quarter, and the Russell 3000 Value
Index gained 2.0%. Over the 12-month
period, the Russell 3000 Growth

Index rose 16.5% and the Russell
3000 Value Index increased 14.6%.

Seven of the 10 global equity sectors
rose during the quarter ended
November 30, 2014. The best-
performing sector was Health Care,
which gained 6.2%, followed by
Information Technology at 5.0%, and
Consumer Staples with a 4.1% rise.
The worst-performing sectors were
Energy, which lost 20.0%; Materials,
which lost 8.4%; and Financials, which
lost 0.1%. Over the 12-month period,
the best-performing sectors were
Information Technology, Health Care
and Utilities, and the worst-performing
were Energy, Materials and Industrials.
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EXCHANGE RATES
PERIODS ENDING NOVEMBER 30, 2014
Current 3 months YTD 1 year 3 years 5 years
usb (%) (%) (%) (%) (%)
USD-CAD 1.1439 5.21 7.69 7.69 3.90 1.62
USD-EUR 0.8037 5.59 10.58 9.18 2.60 3.82
USD-GBP 0.6394 6.14 5.89 4.65 0.12 1.02
USD-JPY 118.6700 14.05 12.68 15.84 15.24 6.54
Note: all changes above are expressed in US dollar terms
CANADA
PERIODS ENDING NOVEMEBER 30, 2014
usb CAD
3 months YTD 1year 3 years 5 years 3 months 1 year 3 years
Fixed Income Markets: Total Return (%) (%) (%) (%) (%) (%) (%) (%)
FTSE TMX Canada Univ. Bond Index (3.54) 0.46 0.03 0.13 3.35 1.48 7.72 4.04
u.s.
PERIODS ENDING NOVEMBER 30, 2014
usb CAD
3 months YTD 1year 3 years 5 years 3 months 1year 3 years
Fixed Income Markets: Total Return (%) (%) (%) (%) (%) (%) (%) (%)
Citigroup U.S. Government 1.21 4.77 3.85 1.63 3.28 6.47 11.84 5.59
Barclays Capital Agg. Bond Index 1.00 5.86 5.26 3.00 4.10 6.26 13.35 7.02
GLOBAL
PERIODS ENDING NOVEMBER 30, 2014
usb CAD
3 months YTD 1 year 3 years 5 years 3 months 1 year 3 years
Fixed Income Markets: Total Return (%) (%) %) (%) (%) (%) %) (%)
Citigroup WGBI (4.06) 0.17 0.38) 0.94 1.61 0.93 7.28 4.87
Citigroup WGBI — Europe (3.45) 1.88 2.42 6.15 2.30 1.58 10.30 10.29
Citigroup Japanese Government (11.14) (8.06) (11.08) (10.84) (3.83) (6.51) (4.24) (7.37)
CANADA
PERIODS ENDING NOVEMBER 30, 2014
usb CAD
3 months YTD 1year 3 years 5 years 3 months 1 year 3 years
Equity Markets: Total Return (%) (%) (%) (%) (%) (%) %) (%)
S&P/TSX Composite (9.68) 3.11 5.16 5.63 6.52 (4.97) 13.25 9.75
S&P/TSX 60 (8.02) 4.94 6.85 6.61 6.19 (3.24) 15.07 10.76
S&P/TSX Small Cap (21.01) (9.02) (6.56) (3.47) 2.72 (16.90) 0.63 0.29
u.s.
PERIODS ENDING NOVEMEBER 30, 2014
usb CAD
3 months YTD 1year 3 years 5 years 3 months 1 year 3 years
Equity Markets: Total Return (%) (%) (%) (%) (%) (%) %) (%)
S&P 500 3.72 13.98 16.86 20.93 15.96 9.12 25.85 25.64
S&P 400 0.68 8.87 12.23 19.51 17.77 5.92 20.87 24.17
S&P 600 1.06 2.82 4.31 19.61 18.56 6.32 12.33 24.28
RusseLL 3000 Value 1.96 11.83 14.60 21.16 15.66 7.27 23.42 25.89
RusseLL 3000 Growth 4.11 13.29 16.45 20.42 16.86 9.53 25.40 25.12
NASDAQ Composite Index 4.61 14.73 18.02 22.29 17.44 10.06 27.10 27.05

Note: all rates of return presented for periods longer than 1 year are annualized
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GLOBAL
PERIODS ENDING NOVEMBER 30, 2014
usb CAD
3 months YTD 1 year 3 years 5 years 3 months 1 year 3 years
Equity Markets: Total Return (%) (%) (%) (%) (%) (%) (%) (%)
MSCI World* 0.12) 6.66 8.91 16.08 10.96 4.99 17.30 20.60
MSCI EAFE* (3.95) (1.49) 0.02) 12.02 6.38 0.96 7.68 16.38
MSCI Europe* (3.80) (1.96) 0.24 12.92 6.53 1.12 7.96 17.32
MSCI Pacific* (4.37) (0.90) (0.86) 10.33 6.32 0.52 6.78 14.63
MSCI UK* (6.72) 2.77) 0.11) 10.61 8.02 (1.95) 7.58 14.92
MSCI France* (4.61) (5.15) (3.59) 12.04 3.47 0.27 3.84 16.40
MSCI Germany* (0.16) (6.21) (3.60) 14.65 7.71 4.95 3.82 19.12
MSCI Japan* (1.70) (2.63) (1.85) 10.54 5.95 3.32 5.71 14.84
MSCI Emerging Markets* (7.31) 2.54 1.06 5.27 3.55 (2.57) 8.84 9.37
GLOBAL EQUITY SECTORS
PERIODS ENDING NOVEMBER 30, 2014
usb CAD
3 months YTD 1year 3 years 5 years 3 months 1 year 3 years
Sector: Total Return (%) (%) (%) (%) (%) (%) (%) (%)
Energy (19.82) (10.66) (8.03) 2.23 4.04 (15.72) (0.95) 6.21
Materials (8.37) (2.99) 0.77) 2.17 2.21 (3.68) 6.88 6.15
Industrials 0.03 1.60 4.88 16.07 12.43 5.15 12.96 20.59
Consumer Discretionary 3.54 4.38 6.52 21.63 17.38 8.84 14.73 26.37
Consumer Staples 4.11 9.70 10.51 15.29 13.26 9.43 19.03 19.78
Health Care 6.16 21.17 22.38 26.07 17.30 11.59 31.81 30.98
Financials 0.12) 4.66 6.11 19.99 7.77 4.99 14.28 24.67
Information Technology 4.97 17.89 22.92 19.18 14.37 10.34 32.39 23.82
Telecommunication Services 1.88 3.84 6.39 13.29 10.21 7.09 14.59 17.70
Utilities 2.19 15.32 15.76 9.63 5.42 7.42 24.68 13.90

* Net of Taxes

Note: all rates of return presented for periods longer than 1 year are annualized

THE GLOBAL INVESTMENT OUTLOOK RBC INVESTMENT STRATEGY COMMITTEE New Year 2015

Source: Bloomberg/MSCI




GLOBAL INVESTMENT OUTLOOK

Eric Lascelles
Chief Economist
RBC Global Asset Management Inc.

Markets in motion

As a bumpy quarter for financial
markets draws to a close, it is useful
to reflect back on the origins and
effects of these market swings. In
early October, developed-world stock
markets swooned by 10%, driven

by a perception of intensifying risks
that coincided with a cluster of sour
economic readings. Fortunately,

this stock-market response was out
of proportion to the news, allowing
the entirety of the losses to be
unwound (Exhibit 1). The geopolitical
environment is just not as poor as it
looks, as demonstrated by risks such
as Ebola and ISIS that have failed to
achieve true global significance.

Meanwhile, economic data was not

as troubling as it first looked. The
International Monetary Fund’s 2015
global growth forecast was revised only
0.2 percentage point lower. European
data was weak, but distorted by holiday
effects. Japanese GDP weakness
seems similarly overstated. Moreover,
lingering deflation risks are tempered
by the prospect of additional monetary
stimulus in these two regions.

In fact, although stock-market
histrionics have captured a
disproportionate share of the
attention, the actions of other

financial variables have been far more
consequential because they have not
reversed course. Since the summer, oil
prices have plummeted from over $100
to less than $70 per barrel. Bond yields
are also substantially lower, and most
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EXHIBIT 1. Stock-Market Swings Are Common
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EXHIBIT 2. Financial Markets Generate GDP Boost

1-Year Effect of Financial Market

10 | o7
05 04 04 03 03 03
- 0
5 00
i)
c 05
£
o |
3 -1.0=
2
-3.0 2.4
© ® «© % < N c © ©
£ S g S S 8 g % a
O o m - o &
=1 (@]
w

Note: Effect of lower oil prices, lower yields and stronger U.S. dollar on GDP.
Source: OECD, Oxford Economics, RBC GAM

of the world’s major currencies have
depreciated versus the U.S. dollar.

These shifts are all profoundly growth-

economic momentum shifting back
from negative to positive (Exhibit 3).

0il’s new world

enhancing, and provide the foundation

for an important economic upswing
over the coming quarters (Exhibit 2).
This is already becoming visible, with

The sharp decline in oil prices is worth
particular contemplation given the
extremity of the move (Exhibit 4).

That fact that oil prices have gone




down rather than up is not entirely
shocking. We have long expected oil
prices to descend back into double-
digit territory due to a combination of
slower emerging-market growth and
surging supply brought on by a decade
of high prices.

Predicting where oil prices will settle

is an entirely different challenge.
Recent downward momentum has
arguably pushed oil prices past fair
value, though it is difficult to anticipate
how long the deviation may last. We
continue to believe that a price of
around $80 per barrel represents a
reasonable target given the costs of
major producers (Exhibit 5).

Upsetting the apple cart, the

member nations of the Organization
of Petroleum Exporting Countries
(OPEC) recently opted not to reduce
production despite plummeting
prices. Various theories have been put
forward to justify this inaction:

1. OPEC is the low-cost producer and
so can stomach lower oil prices
better than other producers;

2. The cartel may wish to undercut
shale-oil producers before shale
captures even more market share;

3. OPEC may be punishing Russia
(another big oil producer) given
Russia’s recent geopolitical
aggression;

4. The cartel may simply lack the
coordination to cut production.

We find most of these arguments
unpersuasive. OPEC is indeed the low-
cost producer, but their government
budgets are heavily reliant on oil prices
that are in many cases well above
current levels (Exhibit 6). Thus, they
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EXHIBIT 3. Leading Indicators Begin to Turn Higher
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EXHIBIT 4. Oil Prices Tumble on Global Growth Concerns and Supply Glut
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are no less desirous of high prices than
anyone else.

OPEC no doubt wishes that shale oil
producers would go away, but it is
not clear that they can sustainably
best them via lower prices. The
entrepreneurial nature of the shale oil
business (paired with a rapid decay
rate on existing wells), means that
shale producers can turn off and on
almost like a light switch. The only way
to permanently kill shale oil would be
to take prices down through $60 and
keep them there indefinitely. But a
permanently lower price level would
punish OPEC as much as anyone else.

The idea that OPEC would wish to
punish Russia seems laughable
given the number of OPEC nations
closely aligned with Russia, and
given the economic cost these
countries are incurring.

As a result, we are most inclined
toward the last hypothesis: OPEC is
having coordination problems. Some
members, such as Iran, Venezuela and
Nigeria, are particularly vulnerable

to low prices, and so are keen to cut
production. Others are much less
willing to suffer the upfront hit, and are
hoping Saudi Arabia will absorb the
brunt of any cutback, as it often does.
Saudi Arabia, meanwhile, appears

fed up with doing the hard work all

by itself, particularly since it has
significant idle capacity.

How will equilibrium return? OPEC will
likely succumb to a production cut at
some point over the next few months
simply because it is so clearly in its
best interest. The global daily supply
exceeds demand by no more than
two million barrels, out of a market
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EXHIBIT 6. OPEC Unlikely to Embrace Low Oil Prices
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EXHIBIT 7. RBC GAM GDP Forecasts for Developed Markets

Source: RBC GAM
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of 93 million barrels. If OPEC, which
produces 40% of the total, were to
reduce its production by just 4%, it
would be amply compensated with a
10% to 25% increase in price.

Uneven growth

Unusually uneven economic growth
was one of the hallmarks of 2014.
Some parts of the world accelerated
nicely, such as the U.S., the U.K. and
India. On the other side of the aisle,
however, Europe and Japan have both
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disappointed, and Brazil and Russia
have been extremely weak.

We expect slightly broader growth

in 2015, even if individual prospects
remain varied. The zippier developed
economies look capable of sustaining
their recent growth, while the more
feeble ones are gearing up to narrow
the performance gap (Exhibit 7).

The outlook is more mixed for
emerging markets. India and Mexico
are most obviously on track for

| 13




improving, strong growth. Brazil is
capable of at least escaping from
recession after a disastrous 2014, if
not much more. Meanwhile, Chinese
growth should continue to decelerate,
while Russia remains stuck in a
recessionary orbit (Exhibit 8).

Another way to convey our forecasts
is according to whether we are

more optimistic than the consensus
expectation. This is distinct from
whether we expect good growth.

For instance, while we expect faster
growth in India, we are unconvinced it
can accelerate quite as quickly as the
market imagines. By this metric, we
look for better-than-expected growth
in the U.S., U.K., Japan, Eurozone,
Mexico and South Korea. Conversely,
we anticipate worse-than-consensus
growth in Canada, India, Russia and
China. Our expectations align with the
consensus for Brazil (Exhibit 9).

Sustaining the business cycle

We believe the expansion phase of this
business cycle can persist, despite
investor concerns that European and
Japanese weakness could be signalling
a downward turn (Exhibit 10). There are
several reasons for our constructive
view. First, it is customary for the
business cycle to last seven to 10
years, not the mere five that separate
us from the Great Recession. Second,
economic expansions tend to last
longer when they follow an especially
deep recession, and when the initial
recovery is tepid. Third, downturns are
classically induced by an overheating
economy. As demonstrated by frosty
inflation levels, this is not yet a
credible concern.
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EXHIBIT 8. RBC GAM GDP Forecast for Emerging Markets
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EXHIBIT 9. RBC GAM Forecasts vs. Consensus for 2015
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EXHIBIT 10. Longer Business Cycle
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Overstated geopolitical
worries

There are undeniably a large number
of geopolitical risks in the world today
(Exhibit 11). However, the environment
may not be quite as problematic as

it first looks, despite the spectres of
Ebola and ISIS.

The Ebola outbreak is an awful tragedy
and a full-blown crisis for West

Africa. But from a global investment
perspective, the consequences appear
limited. This is just the latest outbreak
in a long line — spanning decades —
and none has spread meaningfully
beyond an initial handful of the world’s
poorest countries.

The characteristics of Ebola may have
something to do with this. A multi-
week incubation period limits the pace
at which it spreads. Ebola spreads
through direct contact with bodily
fluids (rather than through the air),
limiting its transmission. Helpfully,
symptoms manifest before the disease
becomes highly contagious, affording
a window of opportunity to isolate
patients. The mortality rate — as high
as 50% to 70% in the poorest

nations — is much lower in the
developed world at 10% to 20%. Even
Liberia — which suffered the worst

of the initial outbreak — is reporting

a diminishing number of new cases.
Vaccines under development also show
some promise. None of this guarantees
that Ebola has peaked, but it makes for
an improbable global pandemic.

ISIS is mainly relevant to markets
via its potential effect on Iraqi oil
production. Yet oil prices have failed
to signal even an iota of concern,
instead plummeting to the lowest
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EXHIBIT 11. Geopolitical Threats
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levels in years. This lack of traction

is understandable. ISIS operates
predominantly in the north and
northwest of Iraq, whereas most of
the oil production comes from the
south. Where ISIS has wrested control
of extraction or refinery facilities, it
has largely maintained production as
a means of raising funds. The West’s
engagement has also profoundly
limited ISIS’s ability to expand further.
As a result, we expect ISIS to remain of
limited relevance to global markets.

Meanwhile, a number of risks are in a
holding pattern, such as the Russia-
Ukraine conflict. Russia is unlikely to
formally annex eastern Ukraine, nor
is Ukraine likely to fully wrest control
back from rebels.

More than offsetting the handful of
intensifying risks, a large number

of geopolitical risks have recently
faded. Naturally, these receive little
acknowledgement in the press. For
instance, the Israel-Gaza conflict has
eased, as have tensions between
China and Japan.
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A further such development is the
ebbing of independence movements
around the world. The threat of
Scottish separation has vanished
after a September “No” vote. This not
only keeps the U.K. intact, but also
reduces the odds of the U.K. leaving
the European Union in a few years.
The Scottish vote also took the air out
of separatist movements elsewhere.
Catalonia recently cancelled its own
referendum on whether to secede from
Spain (though much of this was also
due to legal challenges from Madrid).

A final point of uncertainty has
helpfully dimmed as a spate of
emerging-market elections have

been resolved. The votes spanned

the so-called “Fragile Five” of India,
Indonesia, Brazil, South Africa and
Turkey. All went according to initial
expectations, and those in India and
Indonesia went very well from the
standpoint of investors. For all nations,
moving past their elections has brought
a helpful dose of clarity to the outlook,
and opens a window for delivering
politically unpopular but economically
valuable structural reforms.



Thus, the overall level of geopolitical
risk may be elevated, but it is not
getting worse. To the contrary, it is
improving slightly.

Deflation threat

Inflation has lately been very low
around the world, driven by a
combination of slow growth, minimal
wage pressures and declining
commodity prices. Real-time indicators
suggest the worst is not quite over yet,
and so we look for the continuation of
fairly low inflation over the next year.

European inflation has been especially
weak. As the months stack up, it
becomes more difficult to escape from
this experience given falling inflation
expectations (Exhibit 12).

Fortunately, there are several reasons
why persistent deflation should
ultimately be avoided. Our economic
models argue that the European
economy is not weak enough to
succumb to deflation. Empirically,
various European inflation proxies
have begun to stabilize or edge higher
(Exhibit 13). Even in a Japanese-style
worst-case scenario, Europe should
be capable of following Japan out of
any deflationary trap via Japan’s recent
strategy of monetary stimulus and
currency weakness. In fact, Europe

is already beginning to undertake
these remedies.

Accordingly, we have revised our
inflation forecasts modestly lower, but
still believe a rising trend is probable
over the next year (Exhibit 14). Of
course, much will depend on where oil
prices settle.
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EXHIBIT 12. Eurozone Inflation Expectations Are Low and Falling
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EXHIBIT 13. Euro Area Inflation Proxies Have Bottomed
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EXHIBIT 14. RBC GAM CPI Forecast for Developed Markets

YoY CPI Change (%)
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