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Report card
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POSITIVE DEVELOPMENTS

•Some economic green shoots

•Protectionism improves on 

other fronts: autos, steel & 

aluminum, USMCA

•Centrist parties retain control 

after EU election

•Modi won India election

NEGATIVE DEVELOPMENTS

•Yield curve inverts again

•Chinese data wobbles

•U.S.-China trade dispute 

intensifies

•Risk assets fell

•Late in business cycle

•Brexit: May resigned

•Politics: Iran, North Korea, 

Israel, Mueller speech, Trump 

tax return

INTERESTING

•Oil prices lower, dollar higher

•Fed and BoC on hold

•EU & ECB & BoE search for 

new president

•Canada’s mysterious 

employment strength 

  !



Stock market gains eroded by U.S.-China trade dispute
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Stock markets switch to "sell" mode

Note: As of 5/29/2019. Source: WSJ, Haver Analytics, RBC GAM

Smooth and 
happy equities

in 2017

Extreme volatility

Concern about 
rates, growth, tariffs

Fears 
fade

May-19

Tariff war 
escalates



Still some economic green shoots visible
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Global Data Change Index bottomed

Note: As of 5/29/2019. Shaded area represents U.S. recession.
Source: Citigroup, Bloomberg, RBC GAM

Economic data worse 
than a year ago

Economic data better 
than a year ago



Trade scenarios tilt toward “Negative”

Source: RBC GAM, Oxford, Bloomberg, OECD, Nomura, Goldman Sachs, UBS, Barclays, Fajgelbaum et al

Scenario Likelihood Detail Economic effect

Worst case 15% Trade war

US: -2.1%

CN: -2.5%

CA: -2.0%

Negative 40% Substantial tariffs

US: -0.3 to -0.6%

CN: -0.4 to -0.8%

CA: -0.2 to -0.4%

Slightly negative 25% Small tariffs

US: -0.1 to -0.2%

CN: -0.2 to -0.5%

CA: -0.1%

Neutral 10% Trump tariffs unwind

US: 0.0%

CN: 0.0%

CA: 0.0%

Best case 10%
Foreign barriers fall to 

pressure

US: positive

CN: ?

CA: ?
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Trade war ammunition extends well beyond tariffs

Tariffs:

• Universal

• Geographic filter

• Product filter

Non-tariff barriers:

• Import quota

• Domestic subsidy

• Border thickness

• Technical barrier

• U.S. blocking WTO judge appointments

Investments:

• Restrict inward capital flows

• Restrict inward corporate acquisitions

• Sell foreign holdings (China: U.S. bonds)

Export restrictions:

• Access to Chinese “rare earths”

• Access to advanced U.S. tech

Other pressure points:

• Immigration restrictions

• Constrain individual firms         

(ZTE, Huawei, Qualcomm, 

Micron, Apple)

• Access to $ clearance system

• Gov’t procurement contracts

• Exchange rate manipulation

• Universal Postal Union

• Inflame public sentiment

(boycott, tourism)

• Military posturing
Source: RBC GAM
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U.S. is “Late cycle” though no further along than 
last quarter
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Start of cycle Early cycle Mid cycle Late cycle End of cycle Recession

Volatility 1 0 0

Corporate profitability 1 1

Prices 1 1 0

Credit 1 1 0

Business investment 1 1 0

Employment 1 1 0.5

Inventories 0 0 0 1

Housing 0 1

Equities 0.5 1 0.5

Sentiment 0.5 1 0.5

Leverage 0 1 0.5

Economic trend 1 0.5

Consumer 0 0 1 1

Economic slack 1 1

Monetary policy 0 0.5 1

Cycle age 1

Bonds 0.5 1 0.5

Scores for each stage of business 

cycle
0 0 7 14 7.5 0.5

U.S. business cycle scorecard

Note: As at 5/3/2019. Dark shading indicates the most likely stage of business cycle (full weight); light shading indicates alternative interpretation (0.5 weight). 

Source: RBC GAM



Yield curve inverted: recession risk warning
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Yield curve signals rising recession risk

Long-term spreads Near-term forward spreads
Note: As of 5/29/2019. Long-term spreads measured as 10-year U.S. Treasury yield minus

3-month Treasury yield. Near-term forward spread is forward rate of 3-month Treasury bill 
six quarters from now minus spot 3-month Treasury yield. Shaded area represents 
recession. Source: Engstrom and Sharpe (2018), FEDS Notes, Washington: Board of 
Governors of the Federal Reserve System; Bloomberg; Haver Analytics; RBC GAM
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Yield curve debate

Reasons for optimism

1) Barely: 3m-10yr barely inverted

2) Briefly: 3m-10yr only briefly inverted

3) Lack of corroboration: 2yr-10yr didn’t invert

4) Distortion: Lack of term premium = distorted signal

5) Lag: Inversion doesn’t mean immediate recession

Source: RBC GAM

Reasons for pessimism

1) Alarm triggered: 3m-10yr inverted = recession

2) Alternative corroboration: 1Q-6Q T-bill forward inverted (not biased by term premium)

3) Logical: Monetary policy peaking = classic reason for curve inversion

4) Distortion: Structurally low yields makes curve artificially steeper than otherwise?

5) Continuum: Signal is a continuum: curve has been flattening for years, now quite flat

6) “This Time is Different”: Long history of wrong-headed excuses:

2019: “Legacy of QE” means signal distorted

2007: “Foreign buying” means signal distorted

2000: “Government surplus” means signal distorted

1989: “Low inflation” means signal distorted
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China growth trend wavering
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Note: As of Apr 2019. Source: China Federation of Logistics & Purchasing, IHS Markit, 
Macrobond, RBC GAM

China's manufacturing activity slipped after strong rebound



Canadian provinces operating at different speeds
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Province
Current GDP growth rate

(YoY % change)

Manitoba 2.4

British Columbia 2.1

Quebec 2.1

Nova Scotia 2.0

Newfoundland and Labrador 1.9

Prince Edward Island 1.9

Ontario 1.7

Saskatchewan 1.2

Alberta 1.0

New Brunswick 0.8
Note: RBC GAM estimate of provincial GDP year-over-year growth rate as of Mar 2019.

Source: Macrobond, RBC GAM



Canadian GDP and employment disagree
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Canadian employment has been confoundingly strong

Real GDP (LHS) Employment (RHS)
Note: As of Q4 2018 for GDP, Apr 2019 for employment.
Source: Statistics Canada, Macrobond, RBC GAM



Canadian housing is no longer adding to GDP
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Canadian housing share of GDP is high, signalling risk

Nominal Nominal, historical average
Real Real, historical average

transfer costs, housing rent (both actual and imputed for home owners), maintenance and repair of 
dwellings, utilities, a housing wealth effect, plus half of furniture, textiles and appliances & equipment 
for house and garden. Historical average from 1990 to 2006. Source: Haver Analytics, RBC GAM

BC's housing share of 
GDP is over 30%

Note: As of Q4 2018. Housing share of GDP calculated as residential construction, renovations,



Canadian households are over-leveraged
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Household leverage rising in Canada, declining in U.S.

Canada U.S.
Note: As of Q4 2018. Source: Haver Analytics, RBC GAM



Household credit risk actually quite tame
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Household credit vulnerability has ebbed

Note: As of Q4 2018. Trend calculated using HP filter on quarterly data with lambda 
of 500,000. Source: Haver Analytics, BIS, Bank of Canada, RBC GAM

Household 
credit 

vulnerability
has improved

Household credit 
growth pointed 

to extreme 
vulnerability

Credit overshoot

Credit undershoot

2018
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Canadian households have less room for spending 
growth
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Canadian households have been saving less

U.S. Canada
Note: As of Q1 2019 for U.S., Q4 2018 for Canada. Source: Macrobond, RBC GAM



Canadian provincial elections reveal clear rightward 
trend
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Province Latest election Prior government Latest government Change

Newfoundland and Labrador 05/16/2019

Prince Edward Island 04/23/2019

Alberta 04/16/2019

Quebec 10/01/2018

New Brunswick 09/24/2018

Ontario 06/07/2018

Nova Scotia 05/30/2017

British Columbia 05/09/2017

Manitoba 04/19/2016

Saskatchewan 04/04/2016

Latest provincial elections

Note: Red flag represents left-wing parties (non-BC Liberal, NDP), blue for right-wing parties (Conservatives, BC Liberals, Quebec CAQ, Alberta UCP).

Source: Wikipedia, RBC GAM
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