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Why has the market reacted?

While it was not implausible that a rate change would occur, only about half
of market participants expected it at today’s meeting. The balance expected a
hike in October, when more data would have been made available and the
BoC was scheduled to release its updated monetary policy report. The recent
strength of the CAD, which is up approximately 10% off its spring lows, was
expected to be a moderating factor in the decision, leading market
participants towards the view that perhaps the BoC would hold steady at this
meeting.

As such, the decision to hike rates today rather than waiting until October is
being deemed a “hawkish” move. However, in our view, the language used to
portray future decisions was more moderate. To us, this implies less certainty
about future rate increases than there was at the time of the first hike in July,
though we do expect more rate hikes to come.

Has the outlook for the Canadian dollar now changed?

The recent appreciation of the loonie has been driven by the BoC’s sharp turn
towards a tightening bias, and our view is that over the medium-term there
are a number of headwinds facing the Canadian economy. These are
expected to moderate the long-term upside potential for the currency, and
include:

Key Highlights:

The market was mixed around
whether a hike would occur today
or in October.

The move is being deemed
hawkish as a function of their
decision to hike today rather than
because of any specific language
around future decisions. To us, this
implies less certainty about future
rate increases.

Looking forward, we think October
is a possibility for the next round of
hikes, but it would require further
significant economic strength in the
near-term. A more likely scenario is
a December hike at the earliest.

° Protectionism and the risk that NAFTA renegotiations may result in an unfavourable outcome for Canada

o A growing divide between taxation in Canada and the U.S.

o Increasingly tougher labour laws in Ontario and Alberta, particularly as minimum wage increases come into
effect

° Stricter environmental standards in Canada

° Higher electricity costs in Ontario, further impacting competitiveness amongst manufacturers

° Oil and the extent to which rising U.S. shale production will contain prices over the medium-term

While the BoC is counting on stronger exports and higher corporate investments, these headwinds could considerably

dampen those prospects.
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Meanwhile, the BoC acknowledges that the consumer is unlikely to be the engine of future growth, expecting a levelling
off in spending. However, we believe that cumulative measures taken over the past several years to limit the excessive

risk-taking in the Canadian housing market, combined with higher interest rates, are much more likely to cool household
spending. While we can’t know with certainty that this is the end of CAD strength in the short term, we believe it already
provides good medium- and long-term opportunities at current levels.

What's our outlook for future rate hikes?

Despite the BoC now fully unwinding the stimulus that was delivered in 2015, we expect more rate hikes to come, though
perhaps at a slower pace than the market is currently anticipating. This is driven by the recent strength in the Canadian
dollar and the BoC'’s expectation that growth will slow in the second half of the year. As well, the BoC acknowledged that
inflation is still low, recognizing a number of risks around geopolitics, tariffs and the strength of the Canadian dollar. In its
statement, the BoC specifically mentioned that further decisions are “not predetermined,” which we view as a more dovish
tone than that taken in July. Meanwhile, this rate hike, combined with the one in July, should help to slow growth over the
next 18 months.

As we look forward, October is certainly a possibility for the next round of increases, though it would likely require further
significant economic strength in the near-term. As well, the U.S. Federal Reserve is hiking at a pace of roughly four
increases per year, and to us it would be quite aggressive for the BoC to hike at a pace of eight increases per year —
despite their historical tendency to move fairly expediently when in motion. As such, our view is that the next hike is more
likely to come in December at the earliest.

Publication Date: September 6, 2017

Please consult your advisor and read the prospectus or Fund Facts document before investing. There may be commissions, trailing commissions, management fees and
expenses associated with mutual fund investments. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. RBC
Funds, BlueBay Funds and PH&N Funds are offered by RBC Global Asset Management Inc. and distributed through authorized dealers.

This article is not intended to provide individual legal, accounting, tax, investment, financial or other advice and is for informational purposes only.
Specific investment strategies should be considered relative to each investor's objectives and risk tolerance. The information contained herein is
provided by RBC Global Asset Management Inc. (RBC GAM) and believed to be up-to-date, accurate and reliable. Information obtained from third
parties is believed to be reliable but RBC GAM and its affiliates assume no responsibility for any errors or omissions or for any loss or damage suffered.
RBC GAM reserves the right at any time and without notice to change, amend or cease publication of the information.

This document may contain forward-looking statements about the Fund, its future performance, strategies or prospects, and possible future Fund action.
The words “may”, “could”, “should”, “would”, “suspect”, “outlook”, “believe”, “plan”, “anticipate”, “estimate”, “expect”, “intend”, “forecast”, “objective” and
similar expressions are intended to identify forward-looking statements. Forward-looking statements are not guarantees of future performance. Forward-
looking statements involve inherent risk and uncertainties, both about the Fund and general economic factors, so it is possible that predictions,
forecasts, projections and other forward-looking statements will not be achieved. We caution you not to place undue reliance on these statements as a
number of important factors could cause actual events or results to differ materially from those expressed or implied in any forward-looking statement
made by the Fund. These factors include, but are not limited to, general economic, political and market factors in Canada, the United States and
internationally, interest and foreign exchange rates, global equity and capital markets, business competition, technological changes, changes in laws and
regulations, judicial or regulatory judgments, legal proceedings and catastrophic events. The above list of important factors that may affect future results
is not exhaustive. Before making any investment decisions, we encourage you to consider these and other factors carefully. All opinions in forward-
looking statements are subject to change without notice and are provided in good faith but without legal responsibility.

Global Asset _
Management ® ™ Trademark(s) of Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc. 2017




