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	 Global Asset 
	 Class View

RBC’s Investment Stance

Views Explanation  
(+/=/–) represents the Global Portfolio Advisory Committee’s (GPAC) view over a 12-month investment 
time horizon.  

+ Positive implies the potential for better-than-average performance for the asset class or for the region 
relative to other asset classes or regions.

= In-line implies the potential for average performance for the asset class or for the region relative to 
other asset classes or regions.

– Negative implies the potential for below-average performance for the asset class or for the region 
relative to other asset classes or regions.

Global Asset Views

Source - RBC Wealth Management

Asset 
Class

View

—       =       +
Equities

Fixed 
Income

See “Views Explanation” below for details

Expect below 
average  

performance

Expect above 
average  
performance

Equities – Average Performance	 =
�� We remain constructive on the global equity market and anticipate worthwhile 

returns for the year. Monetary policies are supportive, corporate earnings 

should continue to grow, and many companies have capacity to return more 

cash to shareholders in the form of higher dividends and additional stock 

buybacks. 

�� Valuations for most markets are at or slightly above long-term averages, but are 

not so high as to warrant reducing exposure. However, all equity markets are 

cheap relative to bonds.

�� While markets in China, Japan, and Europe have led year to date, the U.S. 

should gain ground in the second half of the year as domestic growth 

accelerates and corporate earnings improve. 

Fixed Income – Below-Average Performance	 –
�� We doubt the recent rise in government bond yields will continue unabated 

given that European growth should remain subdued, the U.S. economy is 

unlikely to achieve “escape velocity” in the near term, and global disinflationary 

pressures linger. 

�� Nevertheless, volatility and liquidity episodes will likely be a “new normal” for 

investors as central bank policies move toward divergence. Even though the 

timing is uncertain, the Federal Reserve and the Bank of England are preparing 

to raise rates while other major central banks are set to maintain easy monetary 

policies.  

�� Central bank policy expectations will continue to play a role in determining 

investment decisions. Whether the bias is toward further easing (Asia and 

Europe) or tightening (U.S. and U.K.), it is our opinion the best opportunities 

come from extending duration to take advantage of steep yield curves. 
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The Price of Water Scarcity
Executive Summary

The fresh water crisis touches our entire blue planet. From drought 
in California to the unavailability of clean, secure fresh water in many 
developing regions, urgent water issues are spilling over. But while this 
is a global crisis, it is critical to approach solutions locally. In our new 
special report we look at this fragile resource and how investors should 
approach water trends.

Following is an executive summary of a special report, The Price of 
Water Scarcity. Please find the full report here.

RBC Capital Markets, LLC Analyst Deane Dray brings a unique insight to the complex 
issues around fresh water. With 20 years as a capital markets industrial sector analyst, 
Deane has put his skills and values into action in many ways, including serving on 
the Advisory Board to the United Nations Environment Programme Finance Initiative 
on water issues. We are pleased to share Deane’s insights on the subject of water in 
the following interview summary. 

Q. Deane, your deep understanding of industrial technologies and end 
markets has encouraged world  global organizations to tap your expertise. 
Water is a renewable resource, but there seem to be many issues at play.

A. Of course. Many issues center around conservation, reuse, and new sources of 
fresh water. Fresh water, including glacial packs, is only placed at 2.5% of total global 
water. Within this, fresh water lakes and rivers are estimated to represent only 0.3% 
of total fresh water. The problem gets bigger because in so many parts of the world, 
fresh water needs do not line up with availability. 

	D eane Dray 
	 New York, United States 
	 deane.dray@rbccm.com 

RBC Capital Markets, LLC

Global Water Supply vs. Population Imbalance
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The number of people living in 
water-scarce conditions globally is 
expected to double in 20 years. 

Over one billion people are exposed to 
unsafe drinking water and 3-4 million 
die annually from waterborne diseases.

In contrast to North 
America's favorable 
dynamic, China has just 
7% of the water supply, 
but 21% of the 
population.

North America has 
an attractive ratio 
with 15% of the 
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but only 8% of the 
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Source - United Nations

https://www.rbcinsight.com/WM/Share/ResearchViewer/?SSS_7FCF5078C4BE2D24BB5A37E28C42D0B9
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Q. Can you point to any water management successes?

A. Singapore defines the big global trend toward urbanization and population growth 
in coastal cities that are typically in water-stressed regions. Part of the work that I’ve 
done with the United Nations focuses on these trends. In Singapore, “necessity is 
the mother of invention.” From a geological standpoint, Singapore has zero natural 
sources of water. You are not going to find a river, there’s not a brook, there’s not a 
swamp, and there’s not a lake.

For many years, the city piped in water from Malaysia. The exciting development is 
that beginning more than 15 years ago, Singapore started to change everything about 
their water management to develop one of the biggest water reuse systems in the 
world. This should be an example for other communities.

Singapore now treats all of their waste water instead of dumping it into the ocean. 
They created man-made lakes to hold treated water. This water is treated again for 
use as drinking water. They have built large-scale desalination systems that basically 
make the city drought-proof and lower the reliance on piping water from Malaysia. 
And they have lots of point-of-use treatment systems at both homes and businesses. 
Overall awareness throughout Singapore treats water as a precious resource. 

On the negative side, you look at deferred water infrastructure maintenance and its 
costs. London is one of the worst cities in the world with respect to old, leaking water 
pipes. The city loses up to 30% of all its treated water as it passes through pipes and is 
lost through leaks. The developed markets of the U.S. and Europe are only updating 
and upgrading the water system with band-aids. Looking at the U.S. alone, the dollar 
estimates for the backlog of water projects the EPA concludes need to get done range 
from $300B to $1T.

If you compare this with what is actually being spent on upgrading the system, it will 
take the U.S. 800 years to complete the cycle. I know that’s an absurd number, but it 
just shows perspective on the drawn out re-investment. When I tell people in Europe, 
they all kind of chuckle about how foolish the U.S. infrastructure deferral is. But I say, 
“Oh, in Europe that same math is 1,000 years.”

Q. Could you give some perspective on California’s water issues?

A. We have all seen this crisis unfolding with California residents now in their fourth 
year of a drought. Governor Jerry Brown very recently called for domestic water 
restrictions cutting domestic use by 25%. More focus is good.

Here you have California, one of the richest states in the union with some of the most 
populated regions. We talk globally in terms of a water sector and water issues, but 
at the end of the day, water is always a very local issue (or, in this case, a state issue). 
There are legal jurisdictions unique to California as to who owns the water.

As a second issue, there is the California farmer. In the northern region, this group 
consumes 80% of all water used within the state. I find the lack of thought over 
really efficient use of water in agriculture discouraging. The state allows big acreage 
devoted to growing rice. Globally, water dedicated to agriculture is 70%. In developed 
markets such as Europe and the balance of the U.S., Ag use is typically much lower—

The example that 
everyone should 

look at is the 
technology and 

service integration 
that Singapore  

has done.
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around 45%. California is just out of scale. Resource use decisions need to be made. 
This means finding a balance between the water rights of a few thousand farmers 
and 39 million people living in the state.

Q. How do you approach the water theme as an investor?

A. If we aggregate products and services, you start getting to a number of $450B in 
annual product and services revenue that comprise a global water sector. People 
quickly conclude that they need to seek out investments in the sector. However, there 
is really an aggregate of at least 15 different end-markets including a separate water 
market related to pumps, valves, control systems, water tests, meters, water utilities, 
and then you can talk about desalination and irrigation as separate markets. 

We think investors should be focusing on areas that are higher up the technology 
scale. At the higher end is the engineering and knowhow that goes into building a 
desalination plant or the technology that is integrated into water test measurement 
where contaminants are measured in a sensitivity of parts per trillion. That’s where 
you get differentiated businesses. This includes membrane filtration including 
nanofiltration, pressure vessels that drive the system, and ultraviolet (UV) filtration. 
UV can be thought of as disinfecting water by putting it over a tanning bed. It 
provides an alternative to using chlorine. You will also see a number of products that 
use real-time sensors to fine-tune water treatment equipment—another offshoot of 
the “Internet of Things.” In addition, I find it fascinating that there are still new water 
markets developing.

We invite readers to download the full interview with this link. Discussion includes 
several of these developing water markets and investment recommendations from 
Deane.

Global Profiles of Water Demand
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https://www.rbcinsight.com/WM/Share/ResearchViewer/?SSS_7FCF5078C4BE2D24BB5A37E28C42D0B9
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Canada Health Check
An Interview With Eric Lascelles

With Canada trying to recuperate from the oil shock, we had an 
illuminating conversation with Eric Lascelles, chief economist for 
RBC Global Asset Management Inc., on this and other dynamics that 
warrant investor attention. From the economic handoff from West to 
East to a potential housing bubble and more, Eric highlighted what 
this all means to Canada’s economy.

Q. Let’s start with the drop in oil prices and how you see this impacting the 
Canadian economy.

A. Lower oil prices are bad—but not awful—for the Canadian economy. Without 
question, oil producers and their employees are hurt badly, with trickle-down 
effects that corrode fiscal coffers. Fortunately, there are several mitigating factors. 
For instance, oil production continues largely unabated in Canada—it is just the 
investment side of the business that is in freefall. Meanwhile, a weaker loonie, the 
Bank of Canada’s rate cut, and a reasonably healthy U.S. economy (once first-quarter 
wiggles are out of the system) provide a powerful offset that substantially dampens 
the blow. Our modelling argues that around half a percentage point has been lopped 
from the Canadian economy’s annual growth rate, which nevertheless leaves it firmly 
in growth mode, if diminished. 

Quality-adjusted hiring has been surprisingly fine since the oil shock, and 
housing activity is holding up fairly well. However, greater weakness is evident 
at the provincial level, where our proxies show that Alberta, Saskatchewan, and 
Newfoundland are all experiencing much slower-than-usual economic growth.

Finally, there is some additional bad news and good news. The bad news is that the 
Canadian economy feels much worse to the average person than the official numbers 
indicate. Low oil prices and higher import prices don’t feed directly into real GDP, but 
they nevertheless undermine the effective incomes of Canadians.

The good news is that oil prices have already substantially recovered. As this trend 
continues, some of the recent suffering will abate. Furthermore, the Bank of Canada 
believes that the economic hit from this oil shock is especially front-loaded, meaning 
the economy should enjoy some additional momentum over the coming quarters, 
even if oil prices don’t cooperate.

Overall, the Canadian economy is no longer the high flyer of the developed world, 
but talk of an imminent recession appears overblown and the country was lucky that 
it ate through most of its economic slack before being hit by this shock. 

	E ric Lascelles
	 Toronto, Canada
	 eric.lascelles@rbc.com 

RBC Global Asset Management Inc.
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Q. Along the same lines, we have read much about the handoff from the 
West to the East as manufacturing takes over for energy in helping to 
support the economy. However, at the same time we have examples such 
as Toyota leaving Canada for Mexico and some discussions that other auto 
manufacturers may follow suit. How do you see this handoff playing out?

A. The handoff from West to East is probably overstated. There is admittedly 
something to it in the short run, as our provincial proxies find that Alberta and 
Saskatchewan are barely expanding while Ontario manages nation-leading growth. 
The obvious catalysts are low oil prices that hurt the West (and help the East), while 
the softer currency helps everyone (export-oriented Eastern manufacturers most). 

Beyond the next year or two, the West will probably take the lead again, if less 
commandingly. The resource sector is not totally cooked, and the region has a young 
population and new infrastructure. British Columbia has mild weather and attracts 
significant Asian immigration and wealth. Meanwhile, the manufacturing provinces 
are helped by a weaker currency, but many of the lost jobs aren’t coming back from 
China or Mexico. 

Employment Distribution by Hourly Wage

Source - RBC Economics Research; dollar figures in CAD

Higher-paying jobs 
trending up.

Q. Let’s move to housing and the much-discussed issue of a Canadian 
housing bubble. Are you worried about this, or has the issue been blown 
out of proportion?

A. Canadian housing has a few near-term pressure points that relate to the latest 
price surge in some of the larger markets, and to Alberta vulnerabilities given the oil 
shock. These seem manageable for now. Meanwhile, the rate of national construction 
is actually well aligned with demographic demand, and affordability is surprisingly 
normal thanks to ultra-low mortgage rates.

Leaks start to form over the medium term. Rising mortgage rates—should interest 
rate normalization ever actually happen—will take housing affordability offside, 
with home prices potentially 15% too high. This doesn’t have to be resolved via lower 
prices (rising incomes would also do the trick), but it might be. The condo market is 
less problematic than many people think, but should still be softer than the detached 
market throughout.
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We tend to regard the housing market as a coming economic drag, but not a coming 
crisis. Reflecting this view, we maintain moderately below-consensus Canadian 
economic forecasts in the anticipation of eventual housing weakness. In contrast, the 
systemic (crisis) risks seem pretty limited, in sharp contrast to the U.S. experience. 

Q. What about household debt levels, which continue to boldly go where 
no household debt levels in Canada have gone before. Is this an area of 
concern and, if so, to what degree?

A. Household debt levels have risen in Canada, and are now higher than the U.S. 
and U.K. However, they are not nearly as high as several Scandinavian countries, and 
the fraction of household income needed to service this debt is at a record low level. 
Moreover, the vast majority of the debt is backed by an asset—real estate.

There are certainly still ways that this can go wrong—if home prices fall, then the cozy 
balance between assets and liabilities suddenly looks less viable. If interest rates rise 
significantly, then the cost of servicing all of this debt goes up. This issue is essentially 
one and the same with the housing market, and similarly translates into less 
economic growth in the future. The problem has been to get the timing right, as many 
have been incorrectly (or at least prematurely) prophesying doom for six years now.

Q. Lastly, we have seen the Canadian dollar decline sharply over the past 
several years, but more recently, we have seen it start to stage a bit of a 
recovery. What are your views on the Canadian dollar from here?

A. The loonie has weakened significantly over the past two years, and then reclaimed 
some of that ground more recently. The fundamental tug-of-war is between oil prices, 
which are likely to rise somewhat further, and the U.S. dollar—which is on its own 
secular strengthening trend. In the end, the greenback should dominate, meaning 
that the Canadian dollar loses a few more cents, even if oil continues to recover. This is 
not an argument about valuation: the loonie has gone from significant overvaluation 
on a purchasing-power parity basis to modest undervaluation. It has far more to do 
with the U.S. dollar and the fact that the greenback traditionally goes through five- to 
ten-year cycles. The strengthening cycle doesn’t appear to be done yet.

Household Debt-to-Income Ratio: Canada
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Constructive Economic 
Underpinning
Despite a first quarter rocked by severe 
weather, a port strike on the West 
Coast, and a slowdown in the energy 
sector, the U.S. private sector managed 
to expand by 3.2% y/y. Most developed 
economies look to have established 
encouraging forward momentum in 
recent quarters, including the EU and 
Japan.

Importantly, banking conditions are 
improving, suggesting the credit cycle 
is not about to ambush the economic 
outlook. Borrowing rates are low and 
banks are looking for opportunities 
to lend money to credit-worthy 
borrowers. Loans to the private sector 
in the eurozone have risen for four 
consecutive months to April after 
falling for two years.

Positive economic growth in the 
developed economies should translate 
into further growth in corporate 
earnings, the underpinning for 
higher share prices. And most major 
markets are trading only slightly above 
long-term average price-to-earnings 
multiples, suggesting investors are 
confident—but not complacently 
overconfident—those earnings will be 
delivered.

While monetary conditions are easy 
and supportive of higher earnings 
and share prices the Fed has been 
clear about its intention to begin 
“normalizing” interest rates later 
this year, probably at its September 
meeting. In our view, a normalized 
Fed funds rate would be about 2.50% 
in late 2017 or early 2018. The Fed will 
have to “tighten” to get to that level but 
“normal” does not equal “tight.” We 
expect this constructive underpinning 

	 Global 
	 Equity

Source - RBC Wealth Management; see “Views Explanation” on page 3  
for details.

	 Jim Allworth
	 Vancouver, Canada
	 jim.allworth@rbc.com 

	

for share prices will deliver worthwhile 
all-in returns for equity portfolios for 
some time.

There is a “left field” within the 
economic/investing playground 
that can often offer up unsettling 
developments. Greece, geopolitics 
in the Middle East, Ukraine, and 
flashpoints in Asia, together with 
elections in Europe, the U.S. and 
Canada, are already on the investor’s 
radar; undoubtedly several others 
are not. It would be unusual were 
equity markets not to encounter some 
setbacks or periods of uncomfortable 
volatility over the course of the next 
12 months. For example, the first Fed 
rate hike in a tightening cycle, once 
it arrives, has typically produced 2–4 
months of stock market jitters.

That said, we expect the long-term 
uptrend, underway since the financial 
crisis lows of 2009, has further to run, 
perhaps much further.

Equity Views

Region Current

Global =
United States =
Canada =
Continental Europe =
United Kingdom –
Asia (ex Japan) +
Japan +
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Regional Highlights

United States

�� The S&P 500 inched above its three-
month trading range and reached an 
all-time high in May. For the market 
to clearly break out into rally-mode, 
the bellwether transportation sector 
needs to get moving. It fell 3.4% last 
month, underperforming the Dow 
Jones Industrial Average by 436 basis 
points (bps), the widest margin since 
September 2012. Freight carriers, 
truckers, and airlines weakened as 
April’s bounce in crude oil led to 
higher gasoline prices. Airlines were 
also hit on concerns about potential 
capacity additions and fare discounts. 
While the transport correction 
could have further to go, we believe 
the selloff in railway stocks, a key 
subsector, is overdone. 

�� The transport sector and broader 
market should ultimately be 
supported by a pickup in GDP growth 
in Q2, and stronger, above-trend 
economic activity in the second 
half of the year. Leading indicators, 
including a surge in housing starts, 
signal that soft Q1 GDP growth should 
prove transitory. 

�� Corporate earnings estimates are 
showing signs of stabilization. The 
full-year consensus forecast for S&P 
500 earnings growth has hovered 

around 1%–2% y/y for the past three 
months, according to Thomson 
Reuters I/B/E/S. While at first blush 
that’s nothing to get excited about, 
it includes a massive drag from the 
energy sector. Excluding energy, 
S&P 500 earnings could rise roughly 
9% this year, which we think is 
achievable, if not beatable.

�� We continue to favor large-cap stocks, 
and would overweight financials, 
health care, and technology. 
Financials seem likely to deliver the 
strongest earnings growth among 
all 10 sectors this year. Bank stocks 
should outperform as the timing of 
the Fed’s first rate hike comes closer in 
view. And as the Fed’s rate hike cycle 
progresses in 2016, banks with the 
highest interest rate sensitivity should 
benefit from a notable uptick in net 
interest margins.

Canada

We recommend market weight exposure 
to Canadian stocks, a stance we have 
held since October 2014. While we have 
concerns about the glide path of oil over 
the next 12–18 months, we continue to 
believe that the S&P/TSX offers pockets 
of value. We position our portfolios in the 
following manner:

�� 	Market Weight Financials: We expect 
the year to be front-end loaded as 
benign credit conditions are likely 

U.S. Equity Indexes – Year-to-Date Change (%)

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

Jan Feb Mar Apr May

Dow Jones
Industrial Average

Dow Jones 
Transportation Average

Source - RBC Wealth Management, Bloomberg

U.S. transports 
continue to 
underperform, 
calling into question 
the sustainability 
of the broader 
market’s move.

Kelly Bogdanov
	 San Francisco, United States
	 kelly.bogdanov@rbc.com 

	M att Barasch
	 Toronto, Canada
	 matt.barasch@rbc.com 

Frédérique Carrier
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	 frederique.carrier@rbc.com 

	 Jay Roberts
	 Hong Kong, China
	 jay.roberts@rbc.com 
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to deteriorate to some degree in the 
back half of the year. We would be 
roughly market weight bank stocks, 
although better buying opportunities 
could emerge in the coming months. 
We regard the REIT space as a good 
source of income, but our view is 
tempered by the group’s sensitivity to 
increases in interest rates.

�� 	Underweight Telecom: While 
valuations relative to other areas 
of the market have grown more 
interesting, we are concerned about 
government regulation and the 
potential emergence of a fourth 
national wireless competitor.

�� 	Overweight Consumer: While 
valuations have pushed to the high-
end of historical norms, we expect 
the sector to continue to benefit from 
the decline in oil prices (which puts 
more money in consumers’ pockets). 
Furthermore, the weaker loonie 
should boost domestic consumption.

�� 	Overweight Industrials: We favour 
names that offer exposure to the U.S. 
economy. The recent weakness in 
rail stocks presents an opportunity to 
add exposure, in our view. 

�� 	Underweight Energy: The sector 
gave up much of its year-to-date 
gains in May. We remain concerned 

that valuations already reflect 
significantly higher oil prices than 
are likely to prevail over the next 
several quarters. We remain cautious. 

�� 	Underweight Materials: China, 
the main driver of the commodity 
demand story, continues to manage 
down its growth rate, leaving many 
companies struggling to right-size 
production.

Continental Europe & U.K.
�� Equities seem better underpinned 

in the short term on the stepping 
up of ECB quantitative purchases, 
U.K. policy continuation under the 
new Conservative government, and 
signs of progress on Greek debt 
negotiations. However, risks remain 
as the slim Conservative majority 
in the U.K. may erode over time, 
uncertainty caused by prospects of 
a referendum on EU membership 
could crimp growth, while the Greece 
issue remains unresolved.     

�� Valuation levels reflect much 
optimism. Both the U.K. and Europe 
trade on a 2016E (consensus) P/E of 
15.0x. This is a substantial discount 
to U.S. equities, though not entirely 
unwarranted in the face of benign 
inflation, historically low interest 
rates, and profitability levels that 
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remain below those of the U.S. 
corporate sector.

�� Many European stocks have rallied 
since the beginning of 2015. The 
weak euro boosted international 
earnings and led to a pickup in 
takeover activity, which was further 
helped by low financing costs. 

�� Such price action presents 
opportunities to prune lesser quality 
holdings and focus on stocks with 
genuinely better prospects. The 
recent international ASCO oncology 
conference highlighted the potential 
for pharma sector companies 
involved in immuno-oncology. 
Telecoms benefit from more friendly 
regulation, market consolidation, 
and pricing improvement in many 
countries. 

Asia

�� After a strong start to 2015, the 
Shanghai Composite dropped 9% at 
the start of May only to regain most 
of the ground lost.

�� The People’s Bank of China reduced 
its one-year lending rate 25 bps, to 
5.1%, which helped to bring about 
the mid-month reversal in stocks. 
This is the third cut in an easing 
cycle that began in November 2014, 
and we expect further policy easing 
in China in the months to come. 
Manufacturing and housing remain 
lackluster; however, the services 
sector, now the largest sector in the 
economy, continues to provide some 
offset. Low valuations are no longer 
a support for equities, however, as 
the index now trades at 18x forward 
earnings estimates and 2.6x book 
value vs. a forward P/E of 7.7x and 
(trailing) P/B  of 1.3x when the rally 
started in July 2014.

�� Japan’s TOPIX Index reached a new 
cycle-high last month. We have been 
surprised by the consistent strength 
in Japanese stocks in recent weeks 
after strong gains earlier in the year. 
We remain cautious on a tactical 
basis. Longer term, we maintain our 
overweight position. 
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Spike in Yields Unlikely to Last

Government bond yields recorded 
a notable rise in much of the 
developed world in May. We 
believe the recent move in yields 
has been the function of certain 
technical factors, including the 
reversal of what was likely an 
overbought market in parts of 
the world (i.e., Germany), but we 
would note that disinflationary 
pressures remain strong. As a 
result, we doubt the recent rise in 
yields will continue unabated.

Much has been made of negative yields 
in Europe, and the subsequent reversal 
that began in mid-April, but we believe 
this volatility is mostly a case of the 
financial markets finding their way in 
a world featuring enormous central 
bank intervention amidst a deflationary 
backdrop. Barring a significant 
acceleration of growth in Europe or the 
U.S., or a surge in commodity prices, we 
don’t feel a further rise in government 
bond yields is likely given a dearth of 
fundamental catalysts.

U.S. and Canadian fixed income 
investors should consider extending 
duration given the steeper yield curves 
that are in place. Specific to the U.S., 
we would prefer to add exposure to the 
BBB-rated segment of the corporate 
bond market in light of the spread 
differential existing between that 
segment and the A-rated part of the 
market.

Sovereign Yield Curves

Source - RBC Wealth Management, Bloomberg
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*1-yr base lending rate for working capital, PBoC  
Source - RBC Investment Strategy Committee, 
RBC Capital Markets, Global Portfolio Advisory 
Committee (GPAC), Consensus Economics
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United States

�� U.S. bond yields stabilized over the 
course of May, following a sharp rise 
at the beginning of the month led by 
a selloff in the German 10-year bund. 

U.S. yield curves steepened in the 
process, creating a prime opportunity 
for investors to explore curve 
extension swaps ahead of a shift in 
focus back to the Federal Reserve and 
the forthcoming tightening cycle.

�� The back-up in yields has negatively 
affected the performance of 
investment grade bonds, while the 
less interest rate-sensitive high-yield 
market has outperformed. As focus 
turns back to the Federal Reserve, 
we believe investment grade bonds 
are likely to regain some footing, 
with BBB-type credits offering the 
best mix of interest rate and positive 
economic sensitivity, in our view.

�� The latest meeting minutes from the 
Federal Reserve’s April 29 Federal 
Open Market Committee (FOMC) 
meeting confirmed what many 
already expected—a June rate hike is 
likely off the table. Attention will now 
likely turn to the September FOMC 
meeting, with the focus on incoming 
data for signs that the labor market 
is getting back on track, inflation 
is firming, and economic growth is 
rebounding from a weak Q1.
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Canada

�� Widespread uncertainty in interest rate 
markets was felt in Canada as a global 
sentiment shift, oil price volatility, and 
economic data releases contributed to 
large fluctuations in bond yields. Rates 
were lower to end the month, but the 
most notable trend was the increased 
volatility experienced as various data 
releases provoked significant moves in 
government bonds.

�� A broad-based rally in the U.S. dollar 
resulted in the Canadian dollar giving 
back most of its recent gains. The 
loonie sits 4.21% off its mid-month 
high of CA$0.8363. 

�� Early Q2 economic data has begun 
to trickle in. Recent data points have 
been mildly disappointing as both 
employment and inflation numbers 
for April came in below expectations. 
Q1 GDP declined at a rate of 0.6%, 
surprising markets with the first 
quarterly contraction since 2009. We 
continue to monitor economic data 
in order to gauge any potential for a 
sentiment shift at the Bank of Canada. 
For now the central bank remains on 
hold.

Continental Europe & U.K.
�� 	The Greek debt crisis continues to 

loom in the background. However, the 
German bond market selloff has been 

the main market theme over recent 
weeks. German growth has weakened, 
and this, coupled with continued 
Greek resistance to bail-out terms, 
could result in the 10-year bund 
retesting recent lows, in our view. 
We see little value in core eurozone 
government bonds, whereas second-
tier sovereigns may rally on the back of 
further purchases by the ECB.

�� 	The U.K. election result has 
calmed the market, but triggered 
new concerns regarding the EU 
referendum expected to be held by 
2017. We anticipate the Gilts market 
will be well-correlated to the U.S. 
Treasury market in the medium term 
as the U.K. economy, the Bank of 
England, and the market are all more 
in-line with their U.S. counterparts 
than those of the eurozone.

�� 	Corporate spreads, unchanged in 
the GBP universe, rallied somewhat 
in the EUR in May. Corporate results 
have been bond-friendly so far, and 
defaults remain at very low levels. 
Furthermore, the ECB’s QE is likely 
to cause spreads to tighten as a 
second round effect, leaving us with a 
continued positive view on corporate 
bonds. Finally, the recent selloff has 
resulted in a higher yield level, which 
we see as an opportunity to invest 
into the market.

Source - RBC Wealth Management, Bloomberg Bond Indices; Data as of 5/28/2015

U.S. Corporate Bond Spreads Over Treasury Yields: by Credit Quality
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BBB Index A Index AA Index BBB-rated credits 
now yield 72 
bps more than 
comparable A-rated 
credits, compared to 
an average of 62 bps 
over the past year.
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2015E 2016E

Oil (WTI $/bbl) 54.00 74.00

Natural Gas ($/mmBtu) 2.97 3.45

Gold ($/oz) 1,242 1,300

Copper ($/lb) 2.75 3.00

Corn ($/bu) 3.94* 4.20

Wheat ($/bu) 5.40* 5.61

*H2 2015
Source - RBC Capital Markets forecasts (oil, natural 
gas, gold, and copper), Bloomberg consensus 
forecasts (corn and wheat)

	 Commodities 

Commodity Forecasts

Gold

�� Gold remains weak ahead of an 
anticipated rate hike cycle from the 
U.S. Federal Reserve, which may lead 
to further U.S. dollar strength.

�� In the near term, concerns around 
Greek debt could provide a positive 
catalyst for gold.

�� Supply/demand trends remain 
unremarkable with steady demand 
from central banks and investors 
in bar and coin. Exchange-traded 
funds (ETFs) saw a modestly positive 
demand trend in Q1 2015, the first 
since 2012. Mine supply is steady.

�� We continue to expect gold to trade in 
a range of $1,150–$1,400.

Copper and Industrial Metals

�� Overall, the copper market has been 
in surplus from H2 2014 through 
Q1 2015, but RBC Capital Markets 
expects this to gradually change 
beginning in H2 2015.

�� Production disruptions and a pickup 
in Chinese imports this spring 
has provided relief to the market. 
We believe a reasonable range for 
copper prices is $2.50–$3.00/lb in 
the near term.

Oil 
�� Oil prices are up about 35% from 

the March 2015 lows on a supply 

Source - Energy Information Administration estimates through June 2015

U.S. Shale Oil Production 
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U.S. shale oil 
production appears 
to be cresting.

response from U.S. producers, 
with the Energy Information 
Administration estimating that U.S. 
shale oil production is cresting.

�� After record U.S. oil production 
growth in 2014 of 1.2 million barrels/
day (bbl/d), RBC Capital Markets 
expects growth to decelerate to 
630,000 and 580,000 bbl/d in  
2015–16, respectively.

�� While U.S. production growth is 
abating, global supply was up over 3 
million bbl/d year over year in April. 
This increase compares with the 
International Energy Agency’s total 
demand growth forecast of  
1.1 million bbl/d for full-year 2015.  

�� Key near-term catalysts include: 
OPEC’s June 5 meeting, Iranian 
nuclear sanction discussions, and 
U.S. production and storage levels. 

Natural Gas

�� Volume growth driven by Marcellus 
production continues to leave the 
market oversupplied. Summer 
weather and coal-to-gas switching 
dynamics will be key near-term 
catalysts for natural gas prices.

�� We see $2.00–$3.50/mmBtu as a 
reasonable range for natural gas given 
the strong supply growth expected in 
2015.
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U.S. Dollar  
�� 	The Q1 2015 weather-related 

slowdown in the U.S. economy 
appears to have abated, and jobs 
data look to be rebounding. In our 
view, this should refocus the market’s 
attention on the first rate hike of the 
cycle and support the dollar after its 
spring selloff (see chart).

�� 	Longer-term, we still expect the 
dollar to end the year higher, but 
with more modest gains than in 2014.

Euro  
�� 	The April/May rally in the euro hit 

a wall near the end of the month 
as several ECB members voiced 
concerns over a strong currency. This 
“verbal intervention” was backed up 
by a pledge to accelerate quantitative 
easing which, combined with ongoing 
Greek woes, led to renewed weakness.

�� 	We expect further weakness through 
the summer months before a 
modest recovery later in the year 
when foreign fund flows seeking to 
participate in the region’s economic 
recovery should buoy the currency.

Japanese Yen 
�� 	The yen has traded in a surprisingly 

narrow range against the dollar so 
far in 2015. We believe opposing 
factors have balanced out: Japanese 
government pension fund outflows 
have likely been offset by the 

unwinding of short yen positions by 
speculative traders.

�� 	As a result, we believe short 
positioning is less extended now, and 
may spark the next leg higher for the 
dollar against the yen, particularly if 
Japanese private investors continue 
to move funds offshore.

British Pound 
�� 	The unexpected margin of victory for 

the Conservative Party in the recent 
U.K. election pushed sterling higher 
on the expectation of a tighter budget 
deficit. Combined with stronger 
economic data, we expect further 
sterling strength as the market looks 
to a more rapid rate hike cycle.

�� 	Over the long term we expect the 
pound to steady in 2016 as the 
prospect of an EU membership 
referendum or Scottish 
independence fears add negative 
risks to the currency.

Canadian Dollar 
�� 	The combination of firmer oil prices 

and a less dovish tone from the Bank 
of Canada has pushed the loonie 
higher against the dollar recently.

�� 	We expect longer-term concerns over 
tepid Canadian growth relative to 
that of the U.S. and uncertainty over 
the price of oil to continue to put 
downward pressure on the loonie. 

Currency 
Pair

Current 
Rate

Forecast 
Jun 2016 Change*

USD Index 96.91 93.36 -4%

CAD/USD 0.80 0.78 -2%

USD/CAD 1.25 1.28 2%

EUR/USD 1.10 1.16 5%

GBP/USD 1.53 1.63 7%

USD/CHF 0.94 0.97 3%

USD/JPY 124.15 126.00 1%

AUD/USD 0.76 0.74 -3%

NZD/USD 0.71 0.67 -6%

EUR/JPY 136.35 146.16 7%

EUR/GBP 0.72 0.71 -1%

EUR/CHF 1.03 1.13 9%

Emerging Currencies

USD/CNY 6.20 6.90 11%

USD/INR 63.83 66.00 3%

USD/SGD 1.35 1.47 9%

USD/TRY 2.66 2.80 5%

USD/PLN 3.74 3.34 -11%

USD/MXN 15.38 14.25 -7%

USD/BRL 3.18 3.65 15%

* Defined as the implied appreciation or 
depreciation of the first currency in the pair quote. 
Examples of how to interpret data found in the 
Market Scorecard. 
Source - RBC Capital Markets, Bloomberg

Currency Forecasts

	 Currencies 
	

Source - RBC Wealth Management, Thomson Reuters. Currency units per dollar, 3/31/15 = 100.

Seasonal U.S. Weakness Appears to Fade, Rate Hike Back on Agenda
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Dollar weak as U.S. economic 
data impacted by cold weather, 

port strike in Q1 2015.

Value of the USD vs. Major Currencies

Market starts to look 
past seasonal factors.

The spring swoon in the 
dollar reversed in May 
as the one-off impacts 
from Q1 2015 started 
to drop out of the 
economic data. Rate 
hike chatter should 
support the dollar 
through year-end.
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Canada — Energy Weakness
�� 	Q1 GDP contracted modestly. House construction firm, 

business capex and gov’t weak, consumer restrained by 
weather, uncertainty in energy sector. 

�� 	Mfg. unfilled orders off in April but near all-time high. 
Energy capex plans down sharply. Bank of Canada on 
hold.

Eurozone — Improving
�� 	Q1 was 7th successive quarter of positive growth, 

including for Spain, which is accelerating. Germany, 
Netherlands, Ireland solid. France lagging. Private sector 
lending up 4 mos. running after 2-year decline.

�� 	Region’s PMI off in April, still solidly above “50” 
expansion/contraction boundary. Germany, Spain leading 
the way, Italy in positive territory, France soft. Russia, 
Greece weighing.

United Kingdom — Solid but Slower
�� 	Q1 GDP up (9th in a row) but weakest since Q4 2012. 

Services eased, construction and business capex 
weak. Oil sector subtracted from growth. Employment 
and wages solid. April PMI weaker. New orders and 
export orders both higher.

�� 	Growth pace sustainable for 2015, but uncertainty 
around EU membership referendum weighing on 
business investment.

China — Stabilising
�� 	Q1 GDP at 7.0% in line with gov’t full-year target but 

industrial output, fixed asset investment, and retail 
sales all slowed. Manufacturing PMI back above 50. 
Business and consumer confidence improved.

�� 	Loans still growing faster than GDP. Gov’t easing 
credit conditions. 

Japan — Volatile
�� 	GDP growth rate improved again in Q1. Leading 

indicators, new orders, corporate earnings, and 
business confidence all better.

�� 	Consumer confident, starting to spend, wages 
growing. Weak oil prices putting inflation targets in 
jeopardy.

United States — Solid Growth
�� Q1 economy contracted, hit by weather, port strike, energy 

sector woes, gov’t drag. Nonetheless private sector grew by 
3.2% y/y. Wage growth speeding up. Home sales strong. 
Leading indicators, confidence elevated. Construction 
spending improving. 

�� ISM manufacturing index rebounded in May. New orders and 
backlogs up. Unemployment claims at 30-yr low. 2.2% more 
jobs in last 12 months.
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Index (local currency) Level 1 Month YTD 12 Months 

S&P 500 2,107.39 1.0% 2.4% 9.6%

Dow Industrials (DJIA) 18,010.68 1.0% 1.1% 7.7%

NASDAQ 5,070.03 2.6% 7.1% 19.5%

Russell 2000 1,246.53 2.2% 3.5% 9.9%

S&P/TSX Comp 15,014.09 -1.4% 2.6% 2.8%

FTSE All-Share 3,797.12 1.0% 7.5% 3.9%

STOXX Europe 600 399.87 1.0% 16.7% 16.2%

German DAX 11,413.82 -0.4% 16.4% 14.8%

Hang Seng 27,424.19 -2.5% 16.2% 18.8%

Shanghai Comp 4,611.74 3.8% 42.6% 126.2%

Nikkei 225 20,563.15 5.3% 17.8% 40.5%

India Sensex 27,828.44 3.0% 1.2% 14.9%

Singapore Straits Times 3,392.11 -2.7% 0.8% 2.9%

Brazil Ibovespa 52,760.48 -6.2% 5.5% 3.0%

Mexican Bolsa IPC 44,703.62 0.3% 3.6% 8.1%
 Bond Yields 5/29/15 12/31/14 5/30/14 12-mo. Chg

US 2-Yr Tsy 0.605% 0.567% 0.373% 0.23%

US 10-Yr Tsy 2.121% 2.032% 2.476% -0.35%

Canada 2-Yr 0.569% 0.676% 1.049% -0.48%

Canada 10-Yr 1.624% 1.581% 2.246% -0.62%

UK 2-Yr 0.509% 0.535% 0.666% -0.16%

UK 10-Yr 1.813% 1.834% 2.570% -0.76%

Germany 2-Yr -0.225% -0.221% 0.064% -0.29%

Germany 10-Yr 0.487% 0.366% 1.358% -0.87%
 Commodities (USD) Price 1 Month YTD 12 Months

Gold (spot $/oz) 1,190.55 0.5% 0.5% -4.7%

Silver (spot $/oz) 16.75 3.7% 6.7% -11.0%

Copper ($/metric ton) 6,005.25 -5.6% -5.7% -13.2%

Uranium ($/lb) 35.00 -8.5% -12.5% 23.9%

Oil (WTI spot/bbl) 60.30 1.1% 13.2% -41.3%

Oil (Brent spot/bbl) 65.56 -1.8% 14.4% -40.1%

Natural Gas ($/mmBtu) 2.64 -4.0% -8.5% -41.8%

Agriculture Index 280.43 -3.5% -13.0% -28.0%
 Currencies Rate 1 Month YTD 12 Months

US Dollar Index 96.91 2.4% 7.4% 20.6%

CAD/USD 0.80 -3.0% -6.7% -12.9%

USD/CAD 1.25 3.1% 7.2% 14.8%

EUR/USD 1.10 -2.1% -9.2% -19.4%

GBP/USD 1.53 -0.4% -1.8% -8.7%

AUD/USD 0.76 -3.3% -6.5% -17.9%

USD/CHF 0.94 0.8% -5.4% 5.0%

USD/JPY 124.15 4.0% 3.6% 22.0%

EUR/JPY 136.35 1.8% -5.9% -1.7%

EUR/GBP 0.72 -1.7% -7.5% -11.7%

EUR/CHF 1.03 -1.2% -14.1% -15.3%

USD/SGD 1.35 1.8% 1.7% 7.5%

USD/CNY 6.20 -0.1% -0.1% -0.8%

USD/BRL 3.18 5.4% 19.6% 41.8%

Equity returns do not include dividends, 
except for the German DAX. Equity 
performance and bond yields in local 
currencies. U.S. Dollar Index measures USD 
vs. six major currencies. Currency rates 
reflect market convention (CAD/USD is 
the exception). Currency returns quoted in 
terms of the first currency in each pairing. 
Examples of how to interpret currency data: 
CAD/USD 0.80 means 1 Canadian dollar 
will buy 0.80 U.S. dollar. CAD/USD -12.9% 
return means the Canadian dollar has fallen 
12.9% vs. the U.S. dollar during the past 12 
months. USD/JPY 124.15 means 1 U.S. dollar 
will buy 124.15 yen. USD/JPY 22.0% return 
means the U.S. dollar has risen 22.0% vs. 
the yen during the past 12 months.

Source - RBC Wealth Management, RBC 
Capital Markets, Bloomberg; data through 
5/29/15. 

	 Market 
	 Scorecard

Yen sellers  
re-emerge.

Shanghai Comp 
rises in 12 of the 
past 13 months.

U.S. 10-year 
ends May well 
below the 2.29% 
monthly high.

Nat gas retreats 
again on strong 
U.S. supply 
growth.

Expect Brazil 
economy to 
contract in ‘15.
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