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A  c l o s e r  l o o k

A number of factors reached critical mass, driving U.S. equities and other markets sharply lower. But 
investors shouldn’t overreact to this overdue pullback. We don’t think there is an existential threat to the 
U.S. bull market, and we look at how the Fed and bond markets fit into all of this.
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Market pulse

The correction is weighing more heavily on Asia ex-Japan
Percentage decline of select equity indexes from 2018 highs*

*Four of the seven indexes reached all-time highs in 2018: S&P 500,  
S&P/TSX, FTSE All-Share (U.K.), and hang Seng  
Source - RBC Wealth Management, Bloomberg; data through 10/11/18; data 
in local currencies
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Pullbacks and corrections are routine when it comes to 
investing, but they rarely feel that way when they arrive.

The U.S. equity market sold off on Wednesday and Thursday, 
marking six straight declines for the S&P 500. The NASDAQ 
stumbled more than the broader indexes. As Technology 
shares corrected sharply, the NASDAQ posted its second-
biggest single-session selloff in seven years, falling 4.1% on 
October 10, behind only the Brexit-induced selloff in mid-
2016. All total, the Dow Jones Industrial Average, S&P 500, and 
NASDAQ have declined 6.6%, 6.9%, and 9.6%, respectively, 
from their recent all-time highs.

Equity markets worldwide followed the U.S. lower, adding to 
their previous losses. Asian and emerging markets have borne 
the brunt of the global correction.

The U.S. fixed income market hasn’t been immune to the 
selling. Treasury prices fell and the 10-year Treasury yield 
climbed to 3.23% at one point, the highest level since 2011. 
The spike in yields spooked global equities.

Pointing the finger
Corrections typically have multiple culprits, and this episode is 
no exception. Equity markets are primarily being held back by:

•	 the run-up in Treasury yields and related concerns about a 
higher interest rate regime; 

•	 perceptions by some that the Federal Reserve may shift to 
an unnecessarily aggressive rate hike pace (we disagree); 

•	 a fierce decline in global Tech stocks primarily due to tariff 
risks, regulatory threats, above-average valuations, and 
signs of peak activity in bellwether semiconductors;
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The silver lining: Market valuations are easing
S&P 500 forward twelve-month price-to-earnings (P/E) ratio

Source - RBC Wealth Management, FactSet; data through 10/11/18
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•	 the increasing likelihood the U.S.-China trade dispute 
will intensify, and the ratcheting up of overall tensions 
between the two countries;

•	 concerns about China’s slowing economic momentum;

•	 potential wrinkles in the U.S. Q3 earnings season related 
to margin pressure, tariff angst, and the strong dollar; and, 

•	 the coming transition to a slower, more normal U.S. 
corporate earnings growth rate in 2019.

Data from RBC Capital Markets indicates global investors 
had crowded into the U.S. over the summer as tariff risks 
were hitting other markets with greater force. Technology and 
Communication Services have become particularly over-
owned, and have underperformed during the market pullback. 
Another growth sector, Consumer Discretionary, has lagged as 
well.

There are also signs that computer-driven algorithmic trading 
may have exacerbated the equity selloffs. This is becoming par 
for the course during episodes of volatility. 

It’s important to keep in mind the S&P 500 pullback follows 
the strongest quarterly performance in almost five years. U.S. 
equities are usually volatile in October and are often wobbly 
in midterm election years—typically pulling back within the 
12-month period ahead of the election and then rallying after 
the dust settles.   

Market maintenance
In our view, the entire laundry list of concerns above does 
not need to be resolved for equity markets to start to regain 
their sea legs. Our checklist of requirements for calmer 
conditions includes: Treasury yields settling down, Tech stocks 
stabilizing, and indications that Q3 U.S. earnings trends will be 
respectable overall despite some wrinkles by select companies. 
Some fear and loathing among investors would also help, in 
our assessment, as these attitudes are almost always contrary 
indicators. This process will likely take some time.

The immediate risks facing equities have not changed our 
constructive longer-term view because the two pillars for 
stocks—economic and earnings growth—are likely to continue 
to provide a sturdy foundation. We remain Market Weight 
U.S. equities and slightly Overweight the overall global equity 
asset class. Forward-looking indicators are still signaling 
the U.S. economic expansion will persist for the next 12 
months, at least, and some of these data points have actually 
strengthened recently. 

While we expect S&P 500 earnings growth to slow from its 
torrid 2018 pace of 20%+ y/y (including the boost from tax 
cuts), growth in 2019 should be average to slightly above 
average, in the high single-digit to low double-digit range. 

This should be enough to maintain the long-term bull market 
streak, in our view.

During market corrections, valuations typically ease when 
earnings forecasts do not deteriorate. At this stage, earnings 
growth is still materializing, sales growth is outpacing GDP 
growth, and valuations are easing. In fact, the S&P 500 forward 
price-to-earnings (P/E) ratio has declined. After reaching 
a peak of 18.5x in late January based on the twelve-month 
forward consensus forecast, the forward P/E has declined 
more than 15% to 15.7x to trade below longer-term averages. 
Additionally, measured against the 5- and 20-year averages, 
the chart shows that the current valuation appears to be 
relatively benign for a market forecast to grow earnings per 
share at 20%+ y/y for the second half of 2018 and at roughly 
10% in the first half of 2019.

Passing the gut check
Over the near term, it’s likely the issues weighing on U.S. and 
global equities will take some time for markets to sort through 
or adjust to, and could involve more downside.

RBC Capital Markets, LLC’s Head of U.S. Equity Strategy Lori 
Calvasina is reluctant to buy the dip at this stage given the 
risks surrounding Q3 earnings season and the over-ownership 
of U.S. equities by global investors, and specifically crowding 
in Tech and Communication Services. We think earnings 
trends will be respectable overall with some select companies 
facing challenges related to margins, tariffs, or the dollar. But 
the process has to work through the system over the coming 
days and weeks. 
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We expect the 10-year Treasury yield to once again steady 
after latest selloff
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RBC Capital Markets, LLC’s Technical Strategist Bob Dickey 
anticipates that once the market finds its footing, perhaps at 
moderately lower levels, some backing and filling should occur 
within a trading range over the months ahead as the market 
consolidates the strong gains of the past two years. 

Our view remains that investors should give equities the 
benefit of the doubt as long as the economic, credit, and 
earnings cycles remain favorable for stocks. We would not 
overreact to the recent moves. Corrections usually take 
some time to play out. They rarely end quickly. We think 
investors have time to be patient and make portfolio decisions 
thoughtfully, in line with long-term goals.

Welcome to the policy error era
The bond markets are again receiving the bulk of the blame 
for equity market turbulence, and it may not be completely 
unwarranted. With the Federal Reserve having raised short-
term rates to a 2.00%–2.25% range at its September meeting, 
we are nearing the level where policy rates begin to restrict 
economic activity—currently estimated by the Fed to be levels 
higher than 3.00%, or just three rate hikes away. 

While the September rate hike had long been anticipated, 
markets have renewed worry on the back of recent historically 
strong economic indicators and rising wage pressures that 
might cause the Fed not only to raise rates toward that 3.00% 
level more quickly than expected, but to push well beyond it. 

Those fears were sparked in part by Fed Chair Jerome Powell’s 
October 3 comments. “Interest rates are still accommodative, 
but we’re gradually moving to a place where they’ll be 
neutral—not that they’ll be restraining the economy,” he said. 
“We may go past neutral. But we’re a long way from neutral at 
this point, probably.” 

The bond market likely took issue with the Fed’s decision, at 
its September meeting, to remove language characterizing 
policy as “accommodative” from its official statement as well 
as with Powell’s suggestion that rates remain “a long way from 
neutral,” which raised the possibility that the Fed chair thinks 
the neutral level could be higher than the Fed’s current 3.00% 
consensus. 

But the main problem is that while the Fed may think rates are 
a long way from neutral, markets continue to see policy rates 
peaking for the rest of this cycle at just 2.75%, or two rate hikes 
away.

Looking forward, we believe uncertainty around what each 
subsequent rate hike means for the economy, and the risk 
that the Fed will raise rates until something breaks, will keep 
markets on edge and is likely to keep volatility elevated—as is 
typical in a late-stage economic cycle environment. 

But it doesn’t have to be this way  
The chart shows the story of the benchmark 10-year U.S. 
Treasury yield over the last two years, and the three catalysts 
that have driven market selloffs. As in the past, we expect the 
10-year yield to stabilize and find a new 30 basis points trading 
range, this time between 3.10% and 3.40%. However, we think 
this is the last hurrah for Treasury yields as we maintain our 
view that 3.40% is likely to be the speed limit for the 10-year in 
this economic cycle. 

We also continue to see the Fed raising rates, likely twice 
more to 2.75%, before pausing. Despite recent strong data, 
RBC Global Asset Management expects economic growth to 
moderate next year, while the October 11 release of consumer 
price data showed inflation remains in check. That, combined 
with recent market action, should only serve to convince the 
Fed that caution is warranted.

Source - RBC Wealth Management, Bloomberg; 10-year Treasury yield 
forecasts based on futures market data
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C a n a d a

Arete Zafiriou & Richard Tan – Toronto

•	 Thus far in 2018, the Canadian market has lagged the 
U.S., primarily due to pipeline constraints, reliance on 
commodity prices, trade uncertainties, a rising rate 
environment, and the outperformance of U.S. Technology 
stocks. As of market close on October 3, the S&P/TSX 
Composite was up 1.4% on a total-return basis compared 
with the S&P 500 at 11.0%.  However, if we compare 
the performance of the S&P/TSX and the S&P 500 from 
the open on October 4 (the start of the selloff) through 
market close on October 10, the Canadian benchmark 
outperformed by approximately 97 basis points on a total-
return basis.  

•	 Only four of the 11 S&P/TSX Composite sectors remain 
in positive territory on a year-to-date basis. Health Care 
is leading the pack with returns north of 28% followed 
by Technology at approximately 12%. However, at 2% 
of the index, the Health Care sector’s contribution to 
the benchmark is fairly muted. Consumer names and 
Utilities have been lagging, losing approximately 10% and 
11%, respectively, as higher minimum wages, inflation 
concerns, and rising rates have caused multiples to 
contract. 

•	 However, throughout the recent market selloff, Utilities 
largely outperformed on a relative basis as risk appetite 
diminished and investors rotated into defensive sectors. 
We remain wary of the impact of higher interest rates 
as sectors (such as Utilities) that are viewed as bond 
alternatives require high capital expenditures, carry a 
higher debt burden in their capital structure typically, 
and exhibit higher sensitivity to interest rates. Yields on 
10-year Government of Canada bonds have moved up by 
approximately 46 basis points since the beginning of the 
year. 

•	 A number of factors reinforce our Market Weight stance 
on Canadian equities. The economy remains healthy, with 
August employment data showing a net gain of 63,000 jobs, 
beating consensus expectations of 23,000. Furthermore, 
the new USMCA trade pact was a net positive, particularly 
in avoiding the threat of U.S. auto import tariffs on 
Canadian-made vehicles and parts. Canada also made 
fewer concessions than expected with respect to dairy. 
Housing has been sluggish for most of the year, but key 
pockets are now showing signs of stabilization. We have 
also become more constructive on the outlook for crude 
oil prices given the upcoming U.S. sanctions on Iran. 
The S&P/TSX now trades at a 2019 forward P/E of 13.1x 

compared with the S&P 500 at 15.2x. We believe that the 
discount on the Canadian market provides adequate 
compensation for domestic-specific risks (e.g., the impact 
of higher rates on leveraged households and housing, 
energy transportation constraints, and waning relative 
economic competitiveness) and leaves scope for an 
improved relative valuation in the event the Canadian 
outlook improves at the margin.

E u r o p e

Frédérique Carrier, Thomas McGarrity, CFA, &  
Alastair Whitfield – london

•	 European stocks fell to their lowest levels since January 
2017. The STOXX Europe 600 fell 5.3% over the past five 
trading days in a broad-based selloff. Growth and cyclical 
sectors led the declines, including Technology (-8.6%), 
Financial Services (-7.9%), Industrial Goods and Services 
(-7.8%), and Basic Resources (-6.8%). Defensive value 
(aka “bond proxy”) sectors notably outperformed, with 
Telecommunications (-0.9%), Real Estate (-1.9%), and 
Utilities (-2.5%) the best-performing sectors. 

•	 Among Tech stocks, Semiconductors were the worst 
hit on continued trade war uncertainty and worries that 
the semiconductor cycle has peaked, with industry data 
pointing to rising inventories. The European Tech sector, 
especially Semiconductors, has had a strong run, and 
remains the best-performing sector in Europe since the 
start of 2017. In the long term, we remain constructive 

The discount of Canadian equities provides adequate 
compensation for domestic-specific risks

Source -RBC Wealth Management, Bloomberg; data through 10/11/18
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on Semiconductors, given structural trends towards 
increased electrification, automation, and energy 
efficiency, which should underpin semiconductor content 
growth. However, performance could be held back in the 
short term until destocking concerns recede, and clarity 
emerges regarding trade wars. 

•	 Luxury Goods stocks were also hit. Bellwether LVMH 
Moët Hennessy Louis Vuitton confirmed that customs 
rules in China are being enforced more stringently on 
non-declared imports, adding to fears of a deceleration 
in Chinese consumer demand. Despite the Luxury 
Goods subsector having now given back all its 2018 
gains, we believe its longer-term outperformance, the 
unwinding of positions, and profit-taking all suggest 
further underperformance is possible in the short term, 
especially amid mounting concerns of a slowdown in 
Chinese consumer spending and relatively rich valuations. 

•	 We maintain our Market Weight stance on both European 
and U.K. equities. While both have undemanding 
valuations, in absolute and relative terms, risks around 
the Italian political situation and Brexit continue to cloud 
the outlook. We believe the defensive qualities of Health 
Care are attractive at this stage in the cycle and amid 
trade uncertainty, while valuations that are not overly 
demanding should shield the sector somewhat from rising 
bond yields. We also continue to see value in Energy and 
Insurance companies.  

•	 In fixed income markets, European and U.K. government 
bonds both broadly mirrored the move in U.S. Treasuries, 
with yields falling from recent highs given the demand for 
sovereign assets in response to the fall in equities. German 
and U.K. government bonds have led the moves, being the 
risk-free assets for their respective markets.

•	 Peripheral Europe has proved the exception, as tensions 
continue around Italy’s ongoing determination to 
deepen its deficit as per the coalition government’s 
manifesto earlier this year. This has seen Italian 10-year 
yields continue to push above 3.5%, with 2-year yield 
spreads relative to Germany widening by 78 basis points 
(bps) since late September and now exceeding 200 bps. 
Spanish and Portuguese 2-year yield spreads have followed 
this trend somewhat, but with much more modest moves 
(up by just 10 bps).

•	 We expect market concerns regarding Italy to persist while 
leaders of both the Five Star Movement and the Northern 
League, which make up the Italian coalition government, 
continue to take a hard line against the EU Commission. 
This could lead S&P and Moody’s to potentially downgrade 
the country’s outlook at the end of this month.

•	 Credit has seen limited moves and we remain constructive 
on the market overall. We maintain our stance on 
European credit (Overweight) and government bonds 
(Market Weight), as well as our Market Weight stance on 
U.K. government bonds and credit.

A s i a  P a c i f i c

Jay Roberts, CFA & Calvin ng – hong Kong

•	 Asian equities saw red across the board, selling off 
sharply following the pullback in the U.S. equity market. 

•	 The biggest losses were seen in Taiwan and mainland 
China stocks. The Taiwanese benchmark declined by 
6.3% on Thursday. That index is heavily concentrated in 
Technology stocks, which account for well over 50% of 
total market capitalization—further evidence, in our view, 
that Technology stocks are at the heart of the current 
pullback. 

•	 The Shenzhen and Shanghai Composites fell by 6.0% 
and 5.2%, respectively, on Thursday. Those indices have 
been under pressure through the year. We think their 
underwhelming performance earlier in the year was 
primarily driven by the ongoing financial deleveraging 
process in China, which has been dampening growth. 
(Financial deleveraging refers to the Chinese authorities 
reducing areas of riskier credit growth in the Chinese 
economy.) However, most of the declines have come since 
May and are a direct result of the U.S.-China trade dispute, 
which has rocked investor sentiment. 

•	 Both indices are in bear markets. In 2018, the Shanghai 
is down 21.9% and Shenzhen 31.9%. The MSCI China 
Index—which has a very different index composition 

Italian bonds look riskier as government plans larger deficit
Spread between Italian and German sovereign 10-year yields

Source - RBC Wealth Management, Bloomberg; data through 10/11/18
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Price-to-book multiple for the hang Seng Index over 25 years

Source - RBC Wealth Management, Bloomberg; data through 10/11/18
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to Shanghai and Shenzhen, both of which have heavy 
weighting to state-owned enterprises—has also been 
weak, but less so. 

•	 In Hong Kong, stocks that combine both “China” and 
“Technology” generally proved toxic on Thursday. Index 
heavyweight Tencent (0700 HK) declined by 6.8% and is 
down 34% in 2018 and 43% from its peak in January. Sunny 
Optical Technology (2382 HK) and AAC Technologies 
(2018 HK) were also among the biggest losers on the day at 
-6.2% and -7.3%, respectively. The Technology sector was 
the worst performer, down 6.7%. The best performers were 
Consumer Staples and Utilities, both down 1.4%. 

•	 The Hang Seng Index is also in a bear market, down 
23.8% from its all-time high, although this should be 
viewed in the context of the index’s particularly strong 
performance in 2017 and its sprint to a euphoric peak in 
January. The index has retreated 15.5% in 2018, again with 
losses accelerating since May. 

•	 Going forward, if the U.S. pullback were to turn into an 
official correction (a decline of at least 10%; the S&P 500 is 
down 5% from its September high), we would expect Asian 

equities to remain under pressure. However, a further 
retreat might take them into oversold territory, in our view, 
because the Hang Seng has already retreated considerably. 
Equity valuations have been largely irrelevant in the course 
of the decline this year. However, history tells us that book 
value is an exceptionally strong support line for the 
Hang Seng, while 1.1x book value has also represented a 
compelling buying opportunity historically (see chart). 
The index is currently at 25,266; book value is 21,200. The 
index would need to retreat a further 7.7% to reach 1.1x 
book value of 23,320. 

•	 Japan’s TOPIX declined by 3.5% and is down 6.4% in 2018. 
Japan remains one of our preferred equity markets in 
Asia. 

•	 In currencies, the Chinese renminbi weakened to 
USDCNY6.929. The threat of the currency weakening 
to over USDCNY7.00 is growing. Weakness in the 
currency may provide ammunition to those in the U.S. 
administration who seek to label China a currency 
manipulator. A report from the Department of the 
Treasury on the topic is due shortly. The yen also 
strengthened against the dollar, as is common in a risk-off 
environment. 

•	 In fixed income, the hawkish tone set by Federal Reserve 
Chair Jerome Powell has continued to cloud the Asian 
credit market with longer-tenor bond yields picking up. 
Currencies such as the Indonesian rupiah and Indian 
rupee both tested new lows against the dollar, triggering 
rounds of selling in the sovereign and quasi-sovereign 
space. 

•	 Meanwhile, the People’s Bank of China (PBoC) 
announced that it would cut the reserve requirement 
ratio (RRR) by 1%, effective October 15, in an effort 
to prepare for liquidity in case the trade dispute starts 
to impact the funding market. Also, China launched 
sovereign dollar bonds (unrated), seen as an attempt 
to anchor the cost of borrowing at least for state-owned 
enterprises. This might have just spared the market from 
selling off more heavily amid the global stock rout. The 
issue of $3B was oversubscribed by five times. It marks the 
second time China has raised money via sovereign bonds 
denominated in dollars; the first was in 2017. 
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Data as of October 11, 2018

Source - Bloomberg. note: Equity returns do not include dividends, except for the Brazilian Ibovespa. Bond yields in local currencies. Copper Index data and U.S. 
fixed income returns as of Wednesday’s close. 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. Data as of 8:35 pm GMT 10/11/18.

Examples of how to interpret currency data: CAD/USD 0.76 means 1 Canadian dollar will buy 0.76 U.S. dollar. CAD/USD -3.5% return means the Canadian dollar 
fell 3.5% vs. the U.S. dollar year to date. USD/JPY 112.07 means 1 U.S. dollar will buy 112.07 yen. USD/JPY -0.6% return means the U.S. dollar fell 0.6% vs. the 
yen year to date.

Govt bonds (bps chg) Yield MTD YTD 1 yr 2 yr

U.S. 10-Yr Tsy 3.142% 8.1 73.7 79.4 137.9

Canada 10-Yr 2.499% 7.2 45.4 39.0 130.2

U.K. 10-Yr 1.674% 10.1 48.4 29.4 69.5

Germany 10-Yr 0.518% 4.8 9.1 5.5 49.3

Fixed Income (returns) Yield MTD YTD 1 yr 2 yr

U.S. Aggregate 3.60% -0.9% -2.5% -2.1% -1.4%

U.S. Invest Grade Corp 4.22% -1.1% -3.4% -2.5% 0.4%

U.S. high Yield Corp 6.61% -1.0% 1.5% 1.7% 10.5%

Currencies Rate MTD YTD 1 yr 2 yr

U.S. Dollar Index 94.9960 -0.1% 3.1% 2.1% -2.8%

CAD/USD 0.7677 -0.9% -3.5% -4.3% 1.8%

USD/CAD 1.3026 0.9% 3.6% 4.6% -1.8%

EUR/USD 1.1596 -0.1% -3.4% -2.2% 4.9%

GBP/USD 1.3237 1.6% -2.0% 0.1% 9.2%

AUD/USD 0.7123 -1.4% -8.8% -8.5% -5.5%

USD/JPY 112.0700 -1.4% -0.6% -0.4% 8.3%

EUR/JPY 129.9600 -1.5% -3.9% -2.6% 13.6%

EUR/GBP 0.8760 -1.6% -1.4% -2.3% -3.9%

EUR/ChF 1.1473 0.7% -2.0% -0.6% 5.0%

USD/SGD 1.3764 0.7% 3.0% 1.6% -0.2%

USD/CnY 6.8899 0.3% 5.9% 4.5% 2.5%

USD/MXn 18.9875 1.4% -3.4% 1.5% 0.4%

USD/BRl 3.7785 -6.7% 14.1% 19.1% 18.2%

m a r k et  s co r e c a r d

Equities (local currency) Level MTD YTD 1 yr 2 yr

S&P 500 2,728.37 -6.4% 2.0% 6.8% 27.7%

Dow Industrials (DJIA) 25,052.83 -5.3% 1.3% 9.5% 38.2%

nASDAQ 7,329.06 -8.9% 6.2% 11.0% 39.7%

Russell 2000 1,545.38 -8.9% 0.6% 2.6% 25.9%

S&P/TSX Comp 15,317.13 -4.7% -5.5% -3.1% 5.3%

FTSE All-Share 3,848.58 -6.8% -8.8% -6.9% 0.2%

STOXX Europe 600 359.65 -6.1% -7.6% -7.8% 5.7%

EURO STOXX 50 3,209.19 -5.6% -8.4% -11.0% 6.2%

hang Seng 25,266.37 -9.1% -15.6% -11.0% 7.3%

Shanghai Comp 2,583.46 -8.4% -21.9% -23.8% -15.7%

nikkei 225 22,590.86 -6.3% -0.8% 8.2% 32.7%

India Sensex 34,001.15 -6.1% -0.2% 6.8% 21.1%

Singapore Straits Times 3,047.39 -6.4% -10.4% -7.1% 6.7%

Brazil Ibovespa 82,921.08 4.5% 8.5% 8.2% 35.9%

Mexican Bolsa IPC 47,558.23 -3.9% -3.6% -5.1% -1.0%

Commodities (USD) Price MTD YTD 1 yr 2 yr

Gold (spot $/oz) 1,224.71 2.7% -6.0% -5.2% -2.2%

Silver (spot $/oz) 14.60 -0.7% -13.8% -15.0% -16.4%

Copper ($/metric ton) 6,251.00 -0.2% -13.3% -7.5% 30.5%

Oil (WTI spot/bbl) 70.97 -3.1% 17.5% 38.3% 39.7%

Oil (Brent spot/bbl) 80.19 -3.1% 19.9% 40.8% 53.0%

natural Gas ($/mmBtu) 3.23 7.5% 9.5% 11.9% -0.1%



8  |  Global Insight Weekly

October 11, 2018  |  RBC Wealth Management

A u t h o r s

Analyst Certification
All of the views expressed in this report accurately reflect the 
personal views of the responsible analyst(s) about any and all 
of the subject securities or issuers. no part of the compensation 
of the responsible analyst(s) named herein is, or will be, directly 
or indirectly, related to the specific recommendations or views 
expressed by the responsible analyst(s) in this report.

Important Disclosures
In the U.S., RBC Wealth Management operates as a division of RBC 
Capital Markets, llC. In Canada, RBC Wealth Management includes, 
without limitation, RBC Dominion Securities Inc., which is a foreign 
affiliate of RBC Capital Markets, llC. This report has been prepared 
by RBC Capital Markets, llC. which is an indirect wholly-owned 
subsidiary of the Royal Bank of Canada and, as such, is a related 
issuer of Royal Bank of Canada.

Non-U.S. Analyst Disclosure: Arete Zafiriou and Richard Tan,  
employees of RBC Wealth Management USA’s foreign affiliate RBC 
Dominion Securities Inc.; Frédérique Carrier, Thomas McGarrity, and 
Alastair Whitfield, employees of RBC Wealth Management USA’s 
foreign affiliate Royal Bank of Canada Investment Management 
(U.K.) limited; and Jay Roberts and Calvin ng, employees of RBC 
Investment Services (Asia) limited; contributed to the preparation of 
this publication. These individuals are not registered with or qualified 
as research analysts with the U.S. Financial Industry Regulatory 
Authority (“FInRA”) and, since they are not associated persons of RBC 
Wealth Management, they may not be subject to FInRA Rule 2241 
governing communications with subject companies, the making of 
public appearances, and the trading of securities in accounts held by 
research analysts.

In the event that this is a compendium report (covers six or more 
companies), RBC Wealth Management may choose to provide 

Kelly Bogdanova – San Francisco, United States
kelly.bogdanova@rbc.com; RBC Capital Markets, LLC

Tom Garretson, CFA – Minneapolis, United States
tom.garretson@rbc.com; RBC Capital Markets, LLC

Ben Graham, CFA – Minneapolis, United States
benjamin.graham@rbc.com; RBC Capital Markets, LLC

Arete Zafiriou – Toronto, Canada
arete.zafiriou@rbc.com; RBC Dominion Securities Inc.

Richard Tan – Toronto, Canada
richard.tan@rbc.com; RBC Dominion Securities Inc.

Frédérique Carrier – London, United Kingdom
frederique.carrier@rbc.com; Royal Bank of Canada Investment Management (U.K.) Ltd.

Thomas McGarrity, CFA – London, United Kingdom
thomas.mcgarrity@rbc.com; Royal Bank of Canada Investment Management (U.K.) Ltd.

Alastair Whitfield – London, United Kingdom
alastair.whitfiled@rbc.com; Royal Bank of Canada Investment Management (U.K.) Ltd.

Jay Roberts, CFA – Hong Kong, China
jay.roberts@rbc.com; RBC Investment Services (Asia) Limited

Calvin Ng – Hong Kong, China
calvin.ng@rbc.com; RBC Investment Services (Asia) Limited

D i s c l o s u r e s  a n d  D i s c l a i m e r

important disclosure information by reference. To access current 
disclosures, clients should refer to https://www.rbccm.com/
GlDisclosure/PublicWeb/Disclosurelookup.aspx?EntityID=2 to view 
disclosures regarding RBC Wealth Management and its affiliated 
firms. Such information is also available upon request to RBC Wealth 
Management Publishing, 60 South Sixth St, Minneapolis, Mn 55402.

References to a Recommended list in the recommendation history 
chart may include one or more recommended lists or model 
portfolios maintained by RBC Wealth Management or one of its 
affiliates. RBC Wealth Management recommended lists include the 
Guided Portfolio: Prime Income (Rl 6), the Guided Portfolio: Dividend 
Growth (Rl 8), the Guided Portfolio: ADR (Rl 10), and the Guided 
Portfolio: All Cap Growth (Rl 12), and former lists called the Guided 
Portfolio: large Cap (Rl 7), the Guided Portfolio: Midcap 111 (Rl 9), 
and the Guided Portfolio: Global Equity (U.S.) (Rl 11). RBC Capital 
Markets recommended lists include the Strategy Focus list and the 
Fundamental Equity Weightings (FEW) portfolios. The abbreviation 
‘Rl On’ means the date a security was placed on a Recommended 
list. The abbreviation ‘Rl Off’ means the date a security was removed 
from a Recommended list.

Distribution of Ratings
For the purpose 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, llC 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.

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.

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.

As of September 30, 2018

Rating Count Percent Count Percent
Buy [Top Pick & Outperform] 859 54.33 251 29.22
Hold [Sector Perform] 646 40.86 125 19.35
Sell [Underperform] 76 4.81 5 6.58

Investment Banking Services 
Provided During Past 12 Months

Distribution of Ratings - RBC Capital Markets, LLC Equity Research

https://www.rbccm.com/GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntityID=2
https://www.rbccm.com/GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntityID=2


9  |  Global Insight Weekly

October 11, 2018  |  RBC Wealth Management

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.

Valuation and Risks to Rating and Price Target
When RBC Wealth Management assigns a value to a company in a 
research report, FInRA Rules and nYSE Rules (as incorporated into 
the FInRA Rulebook) require that the basis for the valuation and 
the impediments to obtaining that valuation be described. Where 
applicable, this information is included in the text of our research 
in the sections entitled “Valuation” and “Risks to Rating and Price 
Target”, respectively.

The analyst(s) responsible for preparing this research report received 
compensation that is based upon various factors, including total 
revenues of RBC Capital Markets, llC, and its affiliates, a portion of 
which are or have been generated by investment banking activities of 
the member companies of RBC Capital Markets, llC and its affiliates.

Other Disclosures
Prepared with the assistance of our national research sources. 
RBC Wealth Management prepared this report and takes sole 
responsibility for its content and distribution. The content may have 
been based, at least in part, on material provided by our third-party 
correspondent research services. Our third-party correspondent 
has given RBC Wealth Management general permission to use 
its research reports as source materials, but has not reviewed or 
approved this report, nor has it been informed of its publication. Our 
third-party correspondent may from time to time have long or short 
positions in, effect transactions in, and make markets in securities 
referred to herein. Our third-party correspondent may from time to 
time perform investment banking or other services for, or solicit 
investment banking or other business from, any company mentioned 
in this report.

RBC Wealth Management endeavors to make all reasonable efforts 
to provide research simultaneously to all eligible clients, having 
regard to local time zones in overseas jurisdictions. In certain 
investment advisory accounts, RBC Wealth Management will act as 
overlay manager for our clients and will initiate transactions in the 
securities referenced herein for those accounts upon receipt of this 
report. These transactions may occur before or after your receipt of 
this report and may have a short-term impact on the market price of 
the securities in which transactions occur. RBC Wealth Management 
research is posted to our proprietary Web sites to ensure eligible 
clients receive coverage initiations and changes in rating, targets, 
and opinions in a timely manner. Additional distribution may be done 
by sales personnel via e-mail, fax, or regular mail. Clients may also 
receive our research via third-party vendors. Please contact your RBC 
Wealth Management Financial Advisor for more information regarding 
RBC Wealth Management research.

Conflicts Disclosure: RBC Wealth Management is registered with the 
Securities and Exchange Commission as a broker/dealer and an 
investment adviser, offering both brokerage and investment advisory 
services. RBC Wealth Management’s Policy for Managing Conflicts of 
Interest in Relation to Investment Research is available from us on 
our Web site at https://www.rbccm.com/GlDisclosure/PublicWeb/
Disclosurelookup.aspx?EntityID=2. Conflicts of interests related to 

our investment advisory business can be found in Part II of the Firm’s 
Form ADV or the Investment Advisor Group Disclosure Document. 
Copies of any of these documents are available upon request 
through your Financial Advisor. We reserve the right to amend or 
supplement this policy, Part II of the ADV, or Disclosure Document at 
any time.

The authors are employed by one of the following entities: RBC 
Wealth Management USA, a division of RBC Capital Markets, llC, a 
securities broker-dealer with principal offices located in Minnesota 
and new York, USA; by RBC Dominion Securities Inc., a securities 
broker-dealer with principal offices located in Toronto, Canada; 
by RBC Investment Services (Asia) limited, a subsidiary of RBC 
Dominion Securities Inc., a securities broker-dealer with principal 
offices located in hong Kong, China; and by Royal Bank of Canada 
Investment Management (U.K.) limited, an investment management 
company with principal offices located in london, United Kingdom.

Research Resources
This document is produced by the Global Portfolio Advisory 
Committee within RBC Wealth Management’s Portfolio Advisory 
Group. The RBC WM Portfolio Advisory Group provides support 
related to asset allocation and portfolio construction for the firm’s 
Investment Advisors / Financial Advisors who are engaged in 
assembling portfolios incorporating individual marketable securities. 
The Committee leverages the broad market outlook as developed by 
the RBC Investment Strategy Committee, providing additional tactical 
and thematic support utilizing research from the RBC Investment 
Strategy Committee, RBC Capital Markets, and third-party resources.

Third-party disclaimers
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 Wealth 
Management, a division of RBC Capital Markets, llC, from sources believed to 
be reliable, but no representation or warranty, express or implied, is made by 
Royal Bank of Canada, RBC Wealth Management, its affiliates or any other person 
as to its accuracy, completeness or correctness. All opinions and estimates 
contained in this report constitute RBC Wealth Management’s judgment as of 
the date of this report, are subject to change without notice and are provided 
in good faith but without legal responsibility. Past performance is not a guide 
to future performance, future returns are not guaranteed, and a loss of original 
capital may occur. Every province in Canada, state in the U.S., and most countries 
throughout the world have their own laws regulating the types of securities and 
other investment products which may be offered to their residents, as well as 
the process for doing so. As a result, the securities discussed in this report may 

https://www.rbccm.com/GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntityID=2
https://www.rbccm.com/GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntityID=2


10  |  Global Insight Weekly

October 11, 2018  |  RBC Wealth Management

not be eligible for sale in some jurisdictions. 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. nothing 
in this report constitutes legal, accounting or tax advice or individually tailored 
investment advice. This material is prepared for general circulation to clients, 
including clients who are affiliates of Royal Bank of Canada, and does not have 
regard to the particular circumstances or needs of any specific person who may 
read it. The investments or services contained in this report may not be suitable 
for you and it is recommended that you consult an independent investment 
advisor if you are in doubt about the suitability of such investments or services. 
To the full extent permitted by law neither Royal Bank of Canada 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. no matter contained in this document may be reproduced or copied by any 
means without the prior consent of Royal Bank of Canada. Additional information 
is available upon request.

To U.S. Residents: This publication has been approved by RBC Capital Markets, 
llC, Member nYSE/FInRA/SIPC, which is a U.S. registered broker-dealer and 
which accepts responsibility for this report and its dissemination in the United 
States. RBC Capital Markets, llC, is an indirect wholly-owned subsidiary of the 
Royal Bank of Canada and, as such, is a related issuer of Royal Bank of Canada. 
Any U.S. recipient of this report that is not a registered broker-dealer or a bank 
acting in a broker or dealer capacity and that wishes further information regarding, 
or to effect any transaction in, any of the securities discussed in this report, 
should contact and place orders with RBC Capital Markets, llC. International 
investing involves risks not typically associated with U.S. investing, including 
currency fluctuation, foreign taxation, political instability and different accounting 
standards.

To Canadian Residents: This publication has been approved by RBC Dominion 
Securities Inc. RBC Dominion Securities Inc.* and Royal Bank of Canada are 
separate corporate entities which are affiliated. *Member-Canadian Investor 
Protection Fund. ®Registered trademark of Royal Bank of Canada. Used under 
license. RBC Wealth Management is a registered trademark of Royal Bank of 
Canada. Used under license.

RBC Wealth Management (British Isles): This publication is distributed by Royal 
Bank of Canada Investment Management (U.K.) limited and RBC Investment 
Solutions (CI) limited. Royal Bank of Canada Investment Management (U.K.) 
limited is authorised and regulated by the Financial Conduct Authority (Reference 

number: 146504). Registered office: Riverbank house, 2 Swan lane , london, 
EC4R 3BF, UK. RBC Investment Solutions (CI) limited is regulated by the Jersey 
Financial Services Commission in the conduct of investment business in Jersey. 
Registered office: Gaspé house, 66-72 Esplanade, St helier, Jersey JE2 3QT, 
Channel Islands, registered company number 119162.

To Hong Kong Residents: This publication is distributed in hong Kong by 
Royal Bank of Canada, hong Kong Branch which is regulated by the hong 
Kong Monetary Authority and the Securities and Futures Commission (‘SFC’), 
and RBC Investment Services (Asia) limited, which is regulated by the SFC. 
Financial Services provided to Australia: Financial services may be provided in 
Australia in accordance with applicable law. Financial services provided by the 
Royal Bank of Canada, hong Kong Branch are provided pursuant to the Royal 
Bank of Canada’s Australian Financial Services licence (‘AFSl’) (no. 246521).

To Singapore Residents: This publication is distributed in Singapore by the 
Royal Bank of Canada, Singapore Branch, a registered entity licensed by the 
Monetary Authority of Singapore. This material has been prepared for general 
circulation and does not take into account the objectives, financial situation, 
or needs of any recipient. You are advised to seek independent advice from a 
financial adviser before purchasing any product. If you do not obtain indepen-
dent advice, you should consider whether the product is suitable for you. Past 
performance is not indicative of future performance. If you have any questions 
related to this publication, please contact the Royal Bank of Canada, Singapore 
Branch. Royal Bank of Canada, Singapore Branch accepts responsibility for this 
report and its dissemination in Singapore.
© RBC Capital Markets, llC 2018 - Member nYSE/FInRA/SIPC
© RBC Dominion Securities Inc. 2018 - Member Canadian Investor Protection Fund 
© RBC Europe limited 2018
© Royal Bank of Canada 2018 
All rights reserved
RBC1253


