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JPMorgan Global Composite PMI: New Orders

Global economy: Growth momentum should improve as vaccinations ramp up
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Source: RBC Wealth Management, J.P. Morgan, Bloomberg; data through 3/2/21

Shaded regions are U.S. recessions
Index value above 50 indicates expansion, below 50 indicates contraction 

Global New Orders PMI signals ongoing economic recovery 
from last year’s recession

Varying degrees of social lockdowns across the world will 
continue to weigh on global business and consumer activity in 
the near term, but we expect the world economy to resume an 
above-trend growth rate on a 12-month horizon on sustained 

robust fiscal and monetary policy stimulus support
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COVID Vaccine Doses Administered: Global (Millions)

Steady ramp up in vaccinations, despite early bottlenecks, should 
help bolster confidence about the growth outlook in 2H

While vaccine coverage will differ between countries, mass 
immunization in major economies potentially achievable in 2H21



U.S. business cycle scorecard: Most likely “Early cycle”
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Source: RBC GAM; data through 2/15/21. Darkness of shading indicates the weight given to each input for each phase of the business cycle.

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

Sentiment
Bonds
Corporate profitability
Economic trend
Cycle age
Prices
Leverage
Monetary policy
Consumer
Housing
Business investment
Inventories
Economic slack
Employment
Equities
Volatility
Credit

Allocation to each stage of cycle 11% 62% 12% 4% 2% 8%
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Global Earnings Revision Ratio (ERR)

Corporate fundamentals: Still moving in the right direction

4-Mar-214 RBC Dominion Securities Inc.  |  Portfolio Advisory Group

Source: RBC Wealth Management, J.P. Morgan, Bloomberg; data through 3/2/21. ERR measures the number of analyst earnings forecast upgrades minus the number of downgrades divided by total estimate changes.
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Corporate profit recovery continues as earnings estimates have 
largely recovered to pre-COVID levels and remain in upswing…

…while global earnings revisions ratios continue to 
demonstrate resilience, suggesting analysts may have been 

too downbeat in their forecasts coming into the year and more 
room for consensus earnings estimates to move higher 
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Equities maintain a reasonable valuation edge versus low bond yields
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Source: RBC Wealth Management, Bloomberg; data through 3/2/21

Current TSX Composite earnings yield of 6.25% compares favourably against 
the 10-year Government of Canada (GoC) bond yield of 1.36%, with the current 

4.89% differential still meaningfully above the long-term average of 3.85%

Current S&P 500 earnings yield of 4.66% compares favourably against 
the 10-year U.S. Treasury yield of 1.40%, with the current 3.26% 

differential still meaningfully above the long-term average of 2.11%
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Goldman Sachs U.S. Financial Conditions Index

↓ Easing Financial Conditions

↑ Tightening Financial Conditions

Global bonds: Yields catching up to solid economic fundamentals
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Source: RBC Wealth Management, Goldman Sachs, Bloomberg; data through 3/2/21 
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U.S. 10-Year Treasury Yield ISM Manufacturing PMI

Global bond yields are perking up, led by longer-term maturities as 
yields are starting to “catch up” with a constructive economic backdrop

The recent rise in government bond yields is not unusual, as bond yields 
typically rise when economic growth is firming

Despite the recent acceleration in the upswing in bond yields, 
financial conditions are still at their easiest levels in years, which 

should remain supportive of the economic recovery



Corporate bonds: Valuations increasingly constraining return prospects
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Source: RBC Wealth Management, Bloomberg; data through 3/2/21 
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U.S. High Yield Bonds: Yield To Worst

U.S. HY corporate bonds
Average 

annualized total 
returns

Average annualized 
excess returns vs. 
U.S. Treasuries

Average annualized 
excess returns vs. 

Canadian 
government bonds

Starting credit spread 1 year 2 year 1 year 2 year 1 year 2 year

First quartile: < 374 bps 5.0% 2.3% -1.0% -3.9% -0.7% -3.3%

Second: Between 374 - 479 bps 3.6% 4.3% -0.5% 0.6% -1.3% -0.3%

Third: Between 479 - 657 bps 5.6% 6.3% 1.7% 2.4% 1.8% 2.4%

Fourth: > 657 bps 14.6% 14.4% 9.2% 10.0% 9.1% 9.5%

HY credit spreads have tightened to ~330 bps, well below 
long-term average of ~550 bps, while all-in yields for U.S. 
HY bonds have fallen to near record lows of around 4.1%

Under the most ideal conditions, corporate bonds can still 
outperform government bonds given policy support and 

improving corporate fundamentals, but upside now limited 
to yield pick-up (see top right table)

U.S. HY credit spread range Average forward annualized returns:
S&P 500 relative to HY corporate bonds

1 year 2 year

Less than 400 bps (bps) 8.3% 6.9%

Between 400 bps and 600 bps 5.5% 3.2%

Between 600 bps and 800 bps -4.3% -1.2%

Between 800 bps and 1000 bps -11.8% -9.8%

Greater than 1000 bps -16.2% -9.1%

Meanwhile, equities have historically delivered meaningful 
outperformance relative to credit, on average, in an 

economic recovery once credit spreads compress below 
their long-term average (see bottom right table)



Portfolio strategy: Favour equities in portfolio risk budget allocation 
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Source: RBC Wealth Management 

Global Equities: Modest Overweight Global Fixed Income: Modest Underweight

• Buoyant sentiment and rising bond yields against the backdrop of elevated 
valuations suggest equities could be vulnerable to potentially outsized bouts of 
volatility in the near term.

• Return prospects in most fixed income market segments remains muted as nearly all 
developed market government bond yields remain below inflation and credit spreads 
have narrowed well below their long-term averages.

• Fundamental outlook remains solid, with fiscal and monetary stimulus continuing to 
augment the world economy, while broadening vaccine deployment should pave the 
way for a more durable return to normality and further bolster growth later in the year. 

• Maintain a shorter-than-benchmark duration tilt as the path of least resistance for 
bond yields remains to the upside amid a resilient global economic outlook.

• Continued upturn in consensus corporate earnings forecasts could help mitigate the 
potential downward pressure on equity valuations stemming from higher bond yields 
and allow equities to deliver worthwhile returns over the next 12 months.

• Maintain modest preference for corporate credit over government bonds, but shift to 
a less pronounced implementation of this tilt in portfolios than in past quarters to 
ensure an adequate layer of safety exists in fixed income to counteract a larger 
equity weight.
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S&P 500: New all-time closing highs by year (1950 to 2021)
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Source: RBC Wealth Management, Bloomberg; data through 3/2/21 

All-time highs tend to emerge in clusters



S&P 500: Performance following all-time closing highs vs. all dates (1950 to 2020)
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Source: RBC Wealth Management, Bloomberg; data through 12/31/20. Returns based on price index. 

Returns have been attractive after reaching record highs

Percentage of positive outcomes 3 month 6 month 1 year 2 year 3 year 5 year

Following all-time highs 67% 73% 73% 83% 87% 83%

All dates 66% 70% 74% 82% 84% 83%
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