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Report card

POSITIVE DEVELOPMENTS

•Risk assets rebounded

•Dovish central banks

•U.S.-China trade negotiations in 

“final stages”

•Gov’t shutdown over for good

•China: stimulus, better data

•Growth slowing, but OK rate

• Inflation tame for the moment

•Brexit likely delayed, 

downside risks shrink

NEGATIVE DEVELOPMENTS

•Slowing global growth, 

including US & Cdn GDP

• “Late cycle” and advancing

•Tariff battles ahead: autos, 

possibly India, Turkey

•Geopolitics: India-Pakistan; 

U.S.-North Korea; French 

yellow vests; Venezuela

INTERESTING

•China lowers growth target

•China’s National People’s 

Congress starts this week

•U.S. politics: Border wall 

funded; Trump investigations

 !
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Wild gyrations in stock market
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Note: As of 2/28/2019. Source: WSJ, Haver Analytics, RBC GAM
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U.S. government shutdown was long; now definitively over
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Markets now expect pause on rate hike
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Bond market has repriced to remove rate hikes

Note: As of 2/28/2019. Source: Bloomberg, RBC GAM
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Cyclical: Global growth continues to slow
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Global manufacturing on mostly downward trajectory

J.P.Morgan Global PMI Developed markets PMI
Emerging markets PMI

Note: As of Feb 2019. PMI refers to Purchasing Managers Index for manufacturing 
sector, a measure for economic activity. Source: Haver Analytics, RBC GAM
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Trump economic effect: shifting into reverse
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Source: RBC GAM assumptions and calculations

Positive effect on GDP 
growth initially

(confidence, deregulation,
tax cuts, spending bill)

Negative economic effect
on GDP growth later 

(shutdown, protectionism, less 
immigration, fading fiscal stimulus)
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Don’t forget about Q1 seasonal distortion
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Consensus growth forecasts mostly being revised lower
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Consensus forecast mostly edges down

Note: As of Feb 2019. Source: Consensus Economics, IMF, RBC GAM

Outlook revised steadily 
lower for many years...

...turned up in 
2016-17...

...but down again 
in 2018-19
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U.S. is “Late cycle” and moving forward;

“End of cycle” now more probable than “Mid cycle”

Start of cycle Early cycle Mid cycle Late cycle End of cycle Recession

Inventories 0 1 0.5

Consumer durables 0.5 1 1

Leverage 1 0.5

Housing 1 1

Equity profitability 1 1

Prices 0.5 1 0.5

Monetary policy 0.5 1 0.5

Credit 0.5 1 0.5

Business investment 0.5 1 0.5

Bonds 1 0.5

Economic trend 1 1

Employment 1 1

Equity direction 1 1

Economic slack 1 1

Volatility 1 1

Sentiment 0 0.5 1

Cycle age 1

Scores for each stage of business 

cycle
0 1.5 6.5 14 9.5 0

U.S. business cycle scorecard

Legend: Dark shading indicates the most likely stage of business cycle (full weight); light shading indicates alternative interpretation (0.5 weight). Source: RBC GAM
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Economy now extremely tight
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Economic conditions have improved substantially
since financial crisis

Poor sales Quality of labor

Source: NFIB Small Business Economic Survey, Haver Analytics, RBC GAM

Surpassed
pre-crisis peak

Note: As of Jan 2019.

Below pre-crisis low
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U.S. recession risk rising
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Yield curve signals rising recession risk

Long-term spreads Near-term forward spreads
Note: As of Feb 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 6 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

2019
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U.S. growth scenarios for the year ahead

Scenario

for year ahead

Normal 

odds

Current 

odds
U.S. GDP growth

Bear 15% 40% <1.5%

Base 75% 50% 1.5% – 3.0% 

Bull 10% 10% >3.0%

Scenario-

weighted growth
2.1% 1.7%

Note: Bear scenario is not necessarily the same as recession. Probabilities are stylized.

Source: RBC GAM forecasts
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Long term: U.S. productivity trend gradually reviving
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U.S. productivity is reviving, but still low

of the business sector real output per hour of all persons. Shaded area represents 
recession. Source: BLS, NBER, Haver Analytics, RBC GAM

Note: As of Q3 2018. Productivity measured as rolling 8-quarter annualized % change
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China growth clearly slowing
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Chinese growth has declined notably

Official Caixin/Markit
Note: As of Feb 2019. Source: China Federation of Logistics & Purchasing, IHS 
Markit, Macrobond, RBC GAM
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China losing competitiveness
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Relative labour competitiveness by country

2007 2017
Note: Competitiveness factors not considered include energy costs, the price of inputs, tax rates, labour laws and 
regulatory burden. Market exchange rate used to convert wages to reflect actual labour costs facing firms; 
purchasing power parity exchange rates used to convert real value added to reflect the quantity of goods produced 
on the presumption that multinationals could then sell them into any market. Source: The Conference Board 
International Labor Comparisons program, Macrobond, RBC GAM

More competitive than U.S.

Less competitive than U.S.
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Headwinds against the Canadian economy
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Rising rates to challenge Canadian economy

Mortgage interest cost (LHS, inverted) Real GDP (RHS)
Note: As of Q4 2018 for GDP, Jan 2019 for mortgage interest cost. Real mortgage interest 
cost, in 5-month lead, is CPI mortgage interest cost deflated by CPI all items. Source: 
Statistics Canada, Haver Analytics, RBC GAM
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Follow us on social media

@RBCGAMChiefEcon

www.linkedin.com/in/ericlascelles
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