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A ss et Allo ca t io n Gui d e

This publication provides guidance and direction on asset allocation from the Canadian Investment Committee, including
updated thoughts and recommendations for various asset and sub-asset classes. It can be used to help investors tilt their
own strategic asset mix in a direction that reflects the 12–18 month investment views at RBC Wealth Management. The
Guide will be updated quarterly or on an ad-hoc basis should an asset allocation view change.
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Prospects that markets have transitioned into a late-cycle environment raise the risk of volatility bursts across asset classes. We would
exercise patience and retain a modest Overweight in cash, balancing
our desire to maintain liquidity to take advantage of potential rebalancing opportunities stemming from market dislocations with gradually
rising opportunity costs. To reduce the opportunity cost of holding
an above-benchmark weight in cash, we recommend using cash-like
vehicles, such as money market funds, which now provide a more
worthwhile yield.
We maintain a modest Underweight and think lower-quality corporate
bonds are a good place to start the overall portfolio de-risking process
because compensation for taking those risks is currently minimal and
credit quality has weakened. This allows investors to take advantage of
higher short-term bond yields while still acknowledging that rewards
for taking both credit and interest rate risk are modest in the context of
narrow credit spreads and a flat yield curve.
We maintain a Neutral weight amid a more volatile macro backdrop.
Cheaper valuations after the correction over the past few months, low
recession risk for major economies, and a reasonable outlook for corporate profits suggest to us that stocks can deliver gains over the next
12 months. However, these supportive factors are offset by mounting
concerns about the prospect of a possible Federal Reserve policy error
triggering a U.S. recession, which joins China-U.S. trade as a key market
worry in 2019. A fully invested stance in equities allows participation in
potential price upside but acknowledges that prospective returns could
be lumpy and more moderate, given slowing earnings growth and limited scope for multiple expansion in the current environment.

Asset allocation
balanced profile
Current qualitative
Long-term targets
Asset class

% of portfolio

recommendations
–

=

+

Global

Domestic

Cash

2%

2%

Fixed Income

43%

43%

Core

32%

32%

●

Government
bonds

9%

11%

●

Corporate investment
grade

13%

16%

Global bonds
CAD-hedged

10%

5%

Non-core

11%

11%

Canadian
preferred
shares

3%

3%

High yield

4%

4%

Emerging
markets

4%

4%

2

Asset Allocation Guide | January 2019

Commentary

●
●
Maintain modest Overweight. Government of Canada (GoC) bonds have
rallied in response to a reduction in the number of expected interest rate
hikes in Canada as well as increased uncertainty in the global economic
outlook. We continue to believe it is timely for fixed income investors to
increase liquidity and credit quality despite GoC bonds offering lower yields
than they had for much of 2018. The value case for bonds that are heavily
discounted to par remains in place. Until we see a clearer indication that
the Canadian economy, as well as that of the U.S., may be slowing down
materially or, if their respective government bond yield curves re-steepen
from here, our focus remains on shorter-dated bonds.
Maintain modest Underweight. The average yield differential between
Canadian IG corporate bonds and government bonds has moved to the widest
level in over two years. Despite an improved valuation case, we remain
somewhat cautious given the high levels of financial leverage outstanding
and what we expect to be a more challenging operational environment over
the coming years. Where possible, we continue to recommend issuers that
have less exposure to the highly indebted Canadian consumer.

●

●

Maintain modest Overweight. Credit diversification is a key attraction of
global bonds and as we move closer towards the end of the cycle, we think
this will improve risk-adjusted returns. We believe it is sensible for investors to
take steps to diversify credit exposure away from businesses that are exposed
to the Canadian consumer. Current hedging conditions are also appealing, in
our view, in that many global sovereigns (especially U.S. Treasuries) can be
hedged back to Canada at higher levels than the equivalent GoC yields.

●
●

Maintain Neutral. The valuation case for preferred shares has increased
substantially over the past couple of months given the relative
underperformance (versus other risk assets) that was experienced. This relative
underperformance transpired from a point when preferred share valuations
were not as rich as other risk assets, which enhances our constructive view. We
are cognizant that preferred shares are perpetual credit products and we are
closer towards the end of the cycle than the beginning, which is why we are not
increasing the recommended exposure. However, we are seeing opportunities
to rotate existing positions into more deeply discounted issues.
Maintain Underweight. Despite a drastic improvement in valuation,
we continue to view the risk-reward profile as unattractive for HY given
compensation for credit risk remains somewhat modest and deal structures
have weakened this year. The high-yield market has underperformed
government bonds on a multi-year holding period return basis when credit
spreads are in the narrowest quartile, which is where they currently reside.
One risk facing the high-yield market resides in the investment-grade market,
where nearly half of all borrowers carry a BBB rating. This represents a
potentially significant source of high-yield supply if there are a series of
negative ratings actions in the future, in our opinion.

●

●

Maintain Neutral. EM bonds have posted positive total returns of late as lower
government bond yields have more than offset a further widening in credit
spreads. While EM bonds now exhibit spreads that are at their widest levels
since 2016, we refrain from adding to positions at current levels as we think
our risk budget is better spent elsewhere.
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Maintain Neutral. Valuations remain discounted relative to the U.S., which
we believe provides appropriate compensation for domestic-specific
challenges (e.g., the impact of higher interest rates on highly-leveraged
households, constrained oil pipeline capacity, and waning economic
competitiveness). Resolution of free trade negotiations with the U.S. and
Mexico appears poised to reduce uncertainty; however, the agreed accord
must now be passed into law. Bank valuations have contracted but better
reflect expectations for slower earnings growth. Mandatory production cuts
should alleviate a glut of crude in storage, but visibility on increased pipeline
capacity remains limited.

U.S.

20%

12%

●

Maintain Neutral. U.S. stocks have buckled under persistent concerns about
tightening monetary policy, signs of slowing global growth, and domestic
political discord. With most data indicating the domestic economy remains
on a solid footing, and our recession risk indicators not flashing any warning
signals, we retain a modestly constructive view towards the U.S. market.
While valuations have cheapened following the latest downdraft, we refrain
from upgrading given a higher-than-normal hurdle for positive earnings
surprises in the near term and unusually high uncertainty surrounding both
fiscal and monetary policy.
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international

10%
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●

Maintain Neutral. Brexit remains a worrisome overhang on European indexes,
which comprise more than 60% of the market cap of international developed
markets. Japanese bourses offer relatively more attractive opportunities,
in our view, thanks to a combination of compelling valuations, improving
shareholder-friendly behaviours, and decent earnings growth. That said, we
believe the higher representation of cyclical sectors in these regions’ indexes
leaves their overall earnings outlook relatively more vulnerable to the global
trade and manufacturing soft patch. We maintain a bias towards high-quality
companies with global franchises and a structural growth runway.

Emerging
markets

5%

4%

●

Maintain Neutral. The current macro backdrop of lingering trade
protectionism, tightening financial conditions and lack of clarity on China’s
growth policy is not conducive to sustained EM share price outperformance.
Although the prospect of China intensifying its current stimulus campaign
to shore up its economy from the impact of U.S. tariffs could help to bolster
near-term sentiment, we believe EM’s earnings trends could continue to
lag developed markets. Valuations have cheapened, but we recommend
maintaining a selective approach, focusing on businesses with more resilient
growth fundamentals, such as those tied to consumers and health care.
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Interpreting the recommendations
For investors looking for more specific ways of interpreting the recommendations, we offer the table
below as a guide on how to quantify the qualitative recommendations.
"Global balanced" profile

‒
UW

=
Modest UW

Neutral

+
Modest OW

OW

5%

10%

Interpreting qualitative asset class recommendations above:
Absolute % (of portfolio)

-10%

-5%

0%

Interpreting sub-asset class (i.e., within Equity or Fixed Income) recommendations above:
Relative % (of asset class)

-40%

-20%

+/- 5%

20%

40%

Research resources
This document is produced by the Canadian Investment Committee within RBC Wealth Management. This group consists
of members from various investment areas at RBC Capital Markets and RBC Wealth Management, including RBC Dominion
Securities and RBC Global Asset Management. It meets monthly and is responsible for providing views on asset allocation,
fulfillment selection, portfolio construction, and management for the firm’s investment advisors. The Committee leverages the
firm’s vast resources, including asset allocation, asset class, manager, and individual security research from RBC Global Asset
Management, RBC Capital Markets, and third-party resources.
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Siân Canavan, CFA –Manager, Multi-Asset Advisory & Portfolio Practice Management, RBC Dominion Securities Inc.
Imran Dhanani, CFA – Senior Mutual Fund Analyst, Mutual Fund Advisory, RBC Global Asset Management Inc.
Janet Engels – Head of Portfolio Advisory Group - U.S., RBC Wealth Management, RBC Capital Markets, LLC
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Erwin Go, CFA – Senior Mutual Fund Analyst, Mutual Fund Advisory, RBC Global Asset Management Inc.
Brent Hubbs, CFA – Senior Portfolio Consultant, Multi-Asset Advisory, RBC Dominion Securities Inc.
David Jean-Philippe , CFA – Senior Manager, Investment Analytics, RBC Dominion Securities Inc.
John MacIsaac, CFA – Senior Analyst, Global Manager Research, RBC Dominion Securities Inc.
Patrick McAllister, CFA – Portfolio Advisor, Canadian Equities, Portfolio Advisory Group, RBC Dominion Securities Inc.
Gopa Nair, CFA – Portfolio Advisor, U.S. Equities, Portfolio Advisory Group, RBC Dominion Securities Inc.
Mikhial Pasic, CFA – Portfolio Advisor, Fixed Income Strategies, RBC Dominion Securities Inc.
Carolyn Schroeder – Associate Portfolio Advisor, Multi-Asset Advisory & Portfolio Practice Management, RBC Dominion Securities Inc.
Michael Schuette, CFA – Senior Analyst, Managed Portfolio Strategies, RBC Wealth Management, RBC Capital Markets, LLC
Peter Scott – Portfolio Analyst, Multi-Asset Advisory, RBC Dominion Securities Inc.
Joseph Wu, CFA – Portfolio Advisor, Portfolio Advisory Group, RBC Dominion Securities Inc.
Arete Zafiriou – Associate Portfolio Advisor, Multi-Asset Advisory, RBC Dominion Securities Inc.
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Required disclosures
This report is issued by the Portfolio Advisory Group (“PAG”) which is part of
the retail division of RBC Dominion Securities Inc. (“RBC DS”). The PAG provides
portfolio advisory services to RBC DS Investment Advisors. Reports published
by the PAG may be made available to clients of RBC DS through its Investment
Advisors. The PAG relies on a number of different sources when preparing its reports
including, without limitation, research reports published by RBC Capital Markets
(“RBC CM”). RBC CM is not independent of RBC DS or the PAG. RBC CM is a business
name used by Royal Bank of Canada and certain of its affiliates, including RBC DS,
in connection with its corporate and investment banking activities. As a result of
the relationship between RBC DS, the PAG and RBC CM, there may be conflicts of
interest relating to the RBC CM analyst that is responsible for publishing research on
a company referred to in a report issued by the PAG.

Required Disclosures
RBC Capital Markets Distribution of Ratings
For purposes of ratings distributions, regulatory rules require member firms
to assign ratings to one of three rating categories −Buy, Hold/Neutral, or Sell−
regardless of a firm’s own rating categories. Although RBC Capital Markets’
ratings of Top Pick/Outperform, Sector Perform and Underperform most closely
correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not
the same because our ratings are determined on a relative basis (as described
below).
Distribution of Ratings - RBC Capital Markets, LLC Equity Research
As of December 31, 2018

Rating
Buy [Top Pick & Outperform]
Hold [Sector Perform]
Sell [Underperform]

Count

Percent

876
642
77

54.92
40.25
4.83

Investment Banking Services
Provided During Past 12 Months
Count
Percent
234
111
7

26.71
17.29
9.09

Explanation of RBC Capital Markets, LLC
Equity Rating System
An analyst’s “sector” is the universe of companies for which the analyst
provides research coverage. Accordingly, the rating assigned to a particular
stock represents solely the analyst’s view of how that stock will perform over the
next 12 months relative to the analyst’s sector average. Although RBC Capital
Markets, LLC ratings of Top Pick (TP)/Outperform (O), Sector Perform (SP), and
Underperform (U) most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same because our ratings are determined
on a relative basis (as described below).
Ratings
Top Pick (TP): Represents analyst’s best idea in the sector; expected to provide
significant absolute total return over 12 months with a favorable risk-reward
ratio. Outperform (O): Expected to materially outperform sector average over 12
months. Sector Perform (SP): Returns expected to be in line with sector average
over 12 months. Underperform (U): Returns expected to be materially below
sector average over 12 months. Restricted (R): RBC policy precludes certain
types of communications, including an investment recommendation, when
RBC is acting as an advisor in certain merger or other strategic transactions
and in certain other circumstances. Not Rated (NR): The rating, price targets
and estimates have been removed due to applicable legal, regulatory or
policy constraints which may include when RBC Capital Markets is acting in an
advisory capacity involving the company.
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Risk Rating:
The Speculative risk rating reflects a security’s lower level of financial or operating predictability, illiquid share trading volumes, high balance sheet leverage,
or limited operating history that result in a higher expectation of financial and/
or stock price volatility.
RBC Capital Markets Conflicts Policy
RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To access our current policy,
clients should refer to https://www.rbccm.com/global/file-414164.pdf or send
a request to RBC Capital Markets Research Publishing, P.O. Box 50, 200 Bay
Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7.
We reserve the right to amend or supplement this policy at any time.
Dissemination of Research & Short Term Ideas
RBC Capital Markets endeavours to make all reasonable efforts to provide
research simultaneously to all eligible clients, having regard to local time zones
in overseas jurisdictions. Subject to any applicable regulatory considerations,
“eligible clients” may include RBC Capital Markets institutional clients globally,
the retail divisions of RBC Dominion Securities Inc. and RBC Capital Markets LLC,
and affiliates. RBC Capital Markets’ equity research is posted to our proprietary
websites to ensure eligible clients receive coverage initiations and changes in
rating, targets and opinions in a timely manner. Additional distribution may
be done by the sales personnel via email, fax or regular mail. Clients may also
receive our research via third party vendors. Please contact your investment
advisor or institutional salesperson for more information regarding RBC Capital
Markets research. RBC Capital Markets also provides eligible clients with access
to SPARC on its proprietary INSIGHT website. SPARC contains market color and
commentary, and may also contain Short-Term Trade Ideas regarding the securities of subject companies discussed in this or other research reports. A ShortTerm Trade Idea reflects the research analyst’s directional view regarding the
price of the security of a subject company in the coming days or weeks, based
on market and trading events. A Short-Term Trade Idea may differ from the price
targets and/or recommendations in our published research reports reflecting
the research analyst’s views of the longer-term (one year) prospects of the
subject company, as a result of the differing time horizons, methodologies and/
or other factors. Thus, it is possible that the security of a subject company that
is considered a long-term ‘Sector Perform’ or even an ‘Underperform’ might be
a short-term buying opportunity as a result of temporary selling pressure in the
market; conversely, the security of a subject company that is rated a long-term
‘Outperform’ could be considered susceptible to a short-term downward price
correction. Short-Term Trade Ideas are not ratings, nor are they part of any ratings system, and RBC Capital Markets generally does not intend, nor undertakes
any obligation, to maintain or update Short-Term Trade Ideas. Short-Term Trade
Ideas discussed in SPARC may not be suitable for all investors and have not
been tailored to individual investor circumstances and objectives, and investors
should make their own independent decisions regarding any Short-Term Trade
Ideas discussed therein.

Conflict Disclosures
In the event that this is a compendium report (covers six or more subject
companies), RBC DS may choose to provide specific disclosures for the subject
companies by reference. To access RBC CM’s current disclosures of these
companies, please go to https://www.rbccm.com/GLDisclosure/PublicWeb/
DisclosureLookup.aspx?EntityID=1.
Such information is also available upon request to RBC Dominion Securities,
Attention: Manager, Portfolio Advisory Group, 155 Wellington Street West, 17th
Floor, Toronto, ON M5V 3K7.

The authors are employed by RBC Dominion Securities Inc., a securities broker-dealer with principal offices located in Toronto, Canada.
The Global Industry Classification Standard (“GICS”) was developed by and is
the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard
& Poor’s Financial Services LLC (“S&P”) and is licensed for use by RBC. Neither
MSCI, S&P, nor any other party involved in making or compiling the GICS or any
GICS classifications makes any express or implied warranties or representations
with respect to such standard or classification (or the results to be obtained by
the use thereof), and all such parties hereby expressly disclaim all warranties of
originality, accuracy, completeness, merchantability and fitness for a particular
purpose with respect to any of such standard or classification. Without limiting
any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any
third party involved in making or compiling the GICS or any GICS classifications
have any liability for any direct, indirect, special, punitive, consequential or any
other damages (including lost profits) even if notified of the possibility of such
damages.
References herein to “LIBOR”, “LIBO Rate”, “L” or other LIBOR abbreviations
means the London interbank offered rate as administered by ICE Benchmark
Administration (or any other person that takes over the administration of such
rate).

Disclaimer
The information contained in this report has been compiled by RBC Dominion
Securities Inc. (“RBC DS”) from sources believed by it to be reliable, but no
representations or warranty, express or implied, are made by RBC DS or any
other person as to its accuracy, completeness or correctness. All opinions and
estimates contained in this report constitute RBC DS’ judgment as of the date of
this report, are subject to change without notice and are provided in good faith
but without legal responsibility. This report is not an offer to sell or a solicitation
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of an offer to buy any securities. Additionally, this report is not, and under no
circumstances should be construed as, a solicitation to act as securities broker
or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction.
This material is prepared for general circulation to Investment Advisors and
does not have regard to the particular circumstances or needs of any specific
person who may read it. RBC DS and its affiliates may have an investment
banking or other relationship with some or all of the issuers mentioned herein
and may trade in any of the securities mentioned herein either for their own
account or the accounts of their customers. RBC DS and its affiliates may also
issue options on securities mentioned herein and may trade in options issued
by others. Accordingly, RBC DS or its affiliates may at any time have a long or
short position in any such security or option thereon. Neither RBC DS nor any of
its affiliates, nor any other person, accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information
contained herein. This report may not be reproduced, distributed or published
by any recipient hereof for any purpose.
In all jurisdictions where RBC Capital Markets conducts business, we do not
offer investment advice on Royal Bank of Canada. Certain regulations prohibit
member firms from soliciting orders and offering investment advice or opinions
on their own stock. References to Royal Bank are for informational purposes
only and not intended as a direct or implied recommendation for investing in
Royal Bank and all related securities.
RBC Dominion Securities Inc.* and Royal Bank of Canada are separate corporate
entities which are affiliated. *Member-Canadian Investor Protection Fund. RBC
Dominion Securities Inc. is a member company of RBC Wealth Management, a
business segment of Royal Bank of Canada. ®Registered trademarks of Royal
Bank of Canada. Used under licence. ©2019 Royal Bank of Canada. All rights
reserved.

