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The Fed’s “insurance” cuts look set to pay off

Thomas Garretson, CFA — Minneapolis

The Fed took a victory lap of sorts this week as most officials now believe that three rate cuts will prove sufficient
to reduce economic uncertainty ahead, while a phase one trade deal finally appears to be actually at hand. But
will either shift the investing landscape?

Some like it hot
Consumers’ income growth expectations highest in decades

The final Federal Reserve meeting of 2019 confirmed what
many officials have already pledged publicly in recent weeks:
the Fed is well and truly on hold having delivered three

“insurance” rate cuts in recent months. Additionally, there is no 5.0%
longer a rift at the Fed between those who wish to ease policy, 160 *

and those who did not, as a clear majority—13 of 17 officials— 4.0%
now see policy rates unchanged through 2020—a consensus 140

that markets viewed favorably. 3.0%
This meeting was by no means one of the more eventful ones in 120 .
recent memory, but another key development came from the 2.0%
Fed’s official statement. Language referencing “uncertainties”

about the outlook was dropped, while an acknowledgement of 100 1.0%
“muted inflation pressures” was added. ‘91 '95 '99 '03 ‘o7 ' 15 19

While removing the reference to uncertainties suggests the
Fed will be in no rush to cut rates absent a material economic
downturn, we simply see this as the Fed wanting to shift the
narrative back to the fundamentals of inflation and U.S. labor

U.S. recessions
Index of consumers’ expected 1-year change in income (LHS)
Annual wage growth (RHS)

markets, which Fed policy influences, and away from the
ancillary fears of late around trade wars and other factors that it
has less control over. This proved prescient as news reports late
on Thursday afternoon suggested the U.S. has a trade deal in
“principle” with China, and that President Donald Trump has
signed off on it.

While we await complete details on any truce, we believe
that such a deal has largely been priced into markets already.
However, business confidence and investment, the parts of
the U.S. economy that have borne the brunt of the impact of
ongoing trade uncertainty, could improve in the first half of
2020.
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Regardless, the Fed can’t stay on hold forever, and in fact,
rarely does. But while our base case remains that the Fed will
keep policy on hold, and that any bias remains toward further
easing, what are the chances that the Fed cuts further, or even
resumes the rate hike cycle?

The bar to hike

Somewhat curiously for a Fed coming off three consecutive
rate cuts, much of the questions directed at Fed Chair Jerome
Powell during the press conference centered on the prospects
for a resumption of the rate hike cycle, rather than the
prospects for further easing.

Perhaps this was simply a reflection of the recent stabilization
in the economic backdrop, some progress on trade, and
another strong jobs report in November that saw the
unemployment rate dip back down to 3.5%. But Powell made
one thing clear: he won’t even entertain the idea of a rate hike
until inflation returns to 2% on a “persistent” basis. And even in
the face of historically low unemployment, he said the Fed still
sees slack in labor markets that is depressing wage growth.

How long might that remain true? As we see in the chart on
page 1, an index from the University of Michigan Consumer
Survey released last week showed that the balance of
consumers expecting higher household incomes over the next
year, relative to those who think their incomes will be lower, is
at one of the highest levels on record, while an index of wage
growth has accelerated to 3.7%, essentially the fastest pace this
cycle.

For now, this will be a welcome development at the Fed. But if
there’s one thing that might shift the Fed back into tightening
mode, it would likely be a labor market showing signs of
overheating.

The bar to cut

As Powell put it, it would take a “material reassessment” of

the economic outlook for the Fed to cut rates further—which
essentially means that the Fed may want to use rate cuts to fight
the next recession when it eventually arrives—partly driven by
the fact that the Fed can only deliver six rate cuts until interest
rates are back at the 0.00%-0.25% range.

With the Fed on pause, yields likely to remain range-bound
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Our primary concern here is that if the Fed is reluctant to ease
further in order to sustain the expansion that in itself could
raise recessionary risks. Regardless, markets continue to price a
roughly 80% chance that the Fed cuts rates again at some point
in 2020.

With the Fed on the sidelines, take money off

the sidelines

With the Fed on hold, we largely expect Treasury yields to
trade around current levels for the foreseeable future. Even an
unexpectedly strong jobs report and positive developments on
the trade front have failed to send the 10-year Treasury yield
back above 2%, a level below which it has held since the Fed
delivered the first rate cut back on July 31. We continue to view
2% as the speed limit, meaning that any rise in yields toward
that level would be an opportunity for fixed income investors to
put money to work.

December 12,2019 | RBC Wealth Management
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Bill Kuehn, CFA — Minneapolis

¢ Aswe approach year-end, a small corner of the financial
markets could flare up, creating newsworthy moves. The
market for repurchase agreements, or repo for short, has
the potential to fall out of balance, and the interest rate
on repos can suddenly spike higher due to this imbalance.
The repo market acts as the lubrication for the U.S.
financial system, as it facilitates borrowers in need of cash
to attain funding from lenders who have excess cash. In mid-
September, the interest rate on overnight repo trades spiked
from 2% to as high as 10%, as there was a large imbalance of
borrowers and lenders due to corporate tax payments that
were due on the same day an auction of Treasury debt was to
settle.

« Following September’s repo market dislocation, the
Federal Reserve took steps to prevent another spike in
repo rates through year-end, which historically is a busy
time for repo trades. The Fed commenced repurchasing
$60 billion in short-term Treasury bills through mid-
December to add banking reserves back into the financial
system. Additionally, the Fed opened up both overnight
and term repo facilities for banks to provide longer-term
liquidity. Prior to the September spike, repo trades were
only transacted between market participants; now, however,
banks can access the Fed repo facility, if necessary, for
needed liquidity. While we aren’t necessarily convinced this
is a permanent solution to the issues in the repo market, we
believe the term repos provide a temporary solution that
should at least tamp down any potential volatility and

Jobless claims historically spike in December due to
seasonality in the data
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Source - RBC Wealth Management, Bloomberg; data through 12/12/19

unintended consequences on repo rates through the end
of the year.

o Initial jobless claims unexpectedly rose for the week
ending December 7, increasing by 49,000 from the week
prior to 252,000, a two-year high. Consensus estimates were
for jobless claims to rise slightly to 214,000, but as the chart
shows, jobless claims data is historically very volatile in
December due to seasonality issues surrounding retailers
and the holiday shopping season. Jobless claims data is one
of the recession indicators we monitor closely, but one
week does not make a trend. We would need to see further
deterioration for this indicator to shift into a cautionary
zone. Overall, the U.S. labor market remains strong and
employers are reluctant to dismiss workers amid a shortage
of qualified labor, a sign the current economic expansion has
room to run.

Richard Tan, CFA & Christopher Girdler, CFA - Toronto

« There has been a series of disappointing data releases since
the Bank of Canada (BoC) kept the policy rate unchanged last
week. The unemployment rate jumped 0.4 percentage points
to 5.9% after the November labour market report showed a
loss of 71,200 jobs. Context is key as the Canadian economy
has created over 285,000 new positions this year and wage
growth is currently greater than 4%; however, the reading
was notably weaker than expected. Capacity utilization for
the economy came in a little shy of market expectations
for Q3, registering 81.7% and demonstrating the economy
isn’t quite firing on all cylinders at present. With less than
one rate cut priced into the yield curve and risks to the
Canadian economy still in play for next year, we believe
investors still have a good opportunity to put some cash to
work in discount short- to intermediate-duration bonds.

o Preferred shares continue to sit out the 2019 rally
in equities and corporate bonds as investors remain
concerned over the impact of lower bond yields on a large
portion of the market. We are constructive on preferred
shares given the level of compensation they currently
provide. Many issues have 6%-plus yields that are locked
in for the next four to five years, and this represents a yield
pickup of around 300-350 basis points (bps) over long-term
corporate bonds from the same companies.

o The Canadian banks wrapped up Q4 earnings, and the
results generally fell short of consensus expectations
driven by softness in capital markets, higher credit
provisions, margin pressures, and one-off restructuring
charges. Unsurprisingly, net interest margins were points
of contention given that the Federal Reserve reduced its
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overnight rate by 75 bps versus the BoC’s unchanged policy
in 2019. Overall, we maintain a modest Underweight
position in the Canadian banks relative to the S&P/

TSX Composite Index due to challenges within the macro
environment and the aging business cycle. On average, the
Canadian banks continue to trade below their historical
price-to-earnings multiple of 11.5x and have lagged the S&P/
TSX Composite year-to-date.

8
-
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Frédérique Carrier & Thomas McGarrity, CFA — London

At the time of writing, UK voters are selecting their new
prime minister. While polls have narrowed, they still
indicate a Conservative majority. This would be the most
market-friendly outcome, in our view, though any rally in
equities and sterling is likely to be modest given much

has already been discounted in prices. Under this scenario,
we would expect Boris Johnson’s Withdrawal Agreement
(WA) to pass swiftly into law. Attention would then soon
turn to whether the Conservatives can negotiate a free

trade agreement (FTA) with the EU before the WA-imposed
deadline of December 2020. Our view is that this may only be
possible if the FTA is very limited in scope and if the UK were
to commit to a regulatory level playing field with the EU—
something a Conservative government is likely to resist.

Alternatively, if the Conservatives fall short of a majority by
a handful of votes, we believe their only option would be to
turn to their former allies, Northern Ireland’s Democratic
Unionist Party (DUP). In exchange for its support, the DUP
would likely demand a stronger voice regarding regulatory
alignment with the EU.

Finally, if all parties aside from the Conservatives and

the DUP have the majority of seats in Parliament, we
would expect Labour, the Scottish National Party, and the
Liberal Democrats to form an alliance with the aim of
reopening Brexit negotiations and orchestrating a second
referendum. This process would likely be challenged in the
courts.

Regardless of the outcome, uncertainty will remain, or at
best, disappear for a short time, and will likely continue to
cloud economic prospects.

In the corporate sector, the share price of Inditex, one of
the world’s largest fashion retailers, rose over 5% after the

company released Q3 results on December 11. Net income
grew 14% y/y to €1.17 billion in the quarter, 2.5% ahead of the
consensus estimate. The key driver of the beat was a higher-
than-expected gross margin, which the company’s chairman
attributed to Inditex’s use of radio-frequency identification
technology to enhance its inventory management capability,
helping to maximize full price sales.

A\ w)
Jasmine Duan — Hong Kong & Nicholas Gwee, CFA — Singapore

o Asian markets traded mostly higher during the week, led
by South Korea and Taiwan. Both the KOSPI and TAIEX
indexes posted fresh 2019 highs on hopes of a potential delay
in the planned U.S. tariffs on Chinese goods set to take effect
this weekend.

» Despite tensions over the clashes in Hong Kong and the
issues surrounding Muslim Uighurs in the western Xinjiang
region, Bloomberg reported that trade officials from the
U.S. and China were moving closer to agreeing on the
amount of tariffs that would be rolled back in a phase one
trade deal. In the latest sign of easing trade tensions, Beijing
said it would offer a tariff waiver to “some” imports of U.S.
soybeans and pork.

o Consumer prices in China grew 4.5% y/y in November,
the fastest acceleration in almost eight years. The sharp
increase was mainly driven by higher pork prices (+110.2%
y/y) as the African swine fever epidemic weighed on supply.
The crisis also sent prices of beef, lamb, and eggs higher as
consumers switched to other sources of protein. Against
the backdrop of slower economic growth, we believe
higher food prices may lead to more cautious consumer
spending.

« Japan’s economy grew much more than first thought
in Q3. Growth was revised up to 1.8% q/q (seasonally
adjusted annualized rate) compared to the preliminary
reading of 0.2%, as corporate investment and household
consumption were stronger than initially reported. While
some economists on the Street expect a backlash in Q4 as
consumption slows following the hike in the consumption
tax in October, we believe the fiscal stimulus package
recently announced by the government can offset some of
the downside risks to consumption and the economy.
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Data as of December 12, 2019

Equities (local currency) Level MTD YTD 1yr 2yr
S&P 500 3,168.57 0.9%  26.4% 17.4%  20.5%

Dow Industrials (DJIA) 28,132.05 0.3% 20.6% 12.4% 16.3%

NASDAQ 8,717.32 0.6% 31.4% 21.8%  28.9%
Russell 2000 1,644.81 1.3% 22.0% 11.1% 8.4%
S&P/TSX Comp 16,946.90 -0.5% 18.3% 11.6% 6.5%
FTSE All-Share 4,033.41 -0.8% 9.8% 6.4% 0.1%
STOXX Europe 600 407.58 0.0% 20.7% 15.0% 5.4%
EURO STOXX 50 3,706.35 0.1% 23.5% 17.7% 3.8%
Hang Seng 26,994.14 2.5% 4.4% 0.7% -6.4%
Shanghai Comp 2,915.70  1.5% 16.9%  10.0% -11.7%
Nikkei 225 23,424.81 0.6% 17.0% 6.9% 3.5%

India Sensex 40,581.71 -0.5% 12.5% 13.1% 23.7%
Singapore Straits Times 3,194.67 0.0% 4.1% 1.2% -7.1%
Brazil Ibovespa 112,199.70 3.7% 27.7%  26.0% 54.7%

Mexican Bolsa IPC 43,195.19 0.9% 3.7% 3.1% -9.0%

Commodities (USD) Price MTD YTD 1yr 2yr
Gold (spot $/02) 1,469.71 0.4% 14.6% 18.8% 16.1%
Silver (spot $/02) 16.94 -0.5% 9.3% 16.9% 5.2%
Copper ($/metric ton) 6,127.25 4.9% 3.0% -0.8%  -5.9%
Oil (WTI spot/bbl) 59.18 7.3% 30.3% 11.9% 2.7%
Oil (Brent spot/bbl) 64.33 3.0% 19.6% 4.5% 2.3%
Natural Gas ($/mmBtu) 2.34 2.6% -20.4% -47.6% -19.7%

Govt bonds (bps chg)

U.S. 10-Yr Tsy
Canada 10-Yr
U.K. 10-Yr

Germany 10-Yr

Fixed Income (returns)

U.S. Aggregate

U.S. Invest Grade Corp

U.S. High Yield Corp

Currencies

U.S. Dollar Index

CAD/USD
USD/CAD
EUR/USD
GBP/USD
AUD/USD
usb/JpyY
EUR/JPY
EUR/GBP
EUR/CHF
USD/SGD
USD/CNY
USD/MXN

USD/BRL

Yield MTD

1.897%

1.670%

0.820%

-0.269%

Yield MTD

2.30%

2.85%

5.39%

Rate

97.3020

0.7583

1.3189

1.1129

1.3161

0.6906

109.3000

121.6400

0.8456

1.0962

1.3546

6.9849

19.0604

4.0910

YTD

-78.7

-29.7

-45.7

-51.1

YTD

8.9%

14.6%

12.8%

YTD

1.2%

3.4%

-3.3%

-2.9%

3.2%

-2.0%

-0.4%

-3.3%

-5.9%

-2.6%

-0.6%

1.5%

-3.0%

5.6%

1yr

-101.6

-46.3

-49.5

-54.6

1yr

10.4%

15.5%

10.1%

1yr

0.2%

1.3%

-1.2%

-1.9%

3.4%

-5.0%

-3.4%

-5.3%

-5.1%

-3.1%

-0.9%

1.9%

-7.0%

5.8%

2yr
-45.4
)RS
-43.7
-58.9
2yr

9.0%

12.0%

10.7%

2yr

4.2%

-3.8%

3.9%

-5.9%

-2.1%

-9.2%

-2.9%

-8.7%

-3.9%

-6.1%

0.6%

5.5%

1.5%

26.2%

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 12/12/19.

Examples of how to interpret currency data: CAD/USD 0.75 means 1 Canadian dollar will buy 0.75 U.S. dollar. CAD/USD 3.4% return means the Canadian
dollar rose 3.4% vs. the U.S. dollar year to date. USD/JPY 109.30 means 1 U.S. dollar will buy 109.30 yen. USD/JPY -0.4% return means the U.S. dollar fell

0.4% vs. the yen year to date.

December 12,2019 | RBC Wealth Management



6 | Global Insight Weekly

disclosures, clients should refer to https://www.rbccm.com/
GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntitylD=2

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

Bill Kuehn, CFA — Minneapolis, United States
william.kuehn@rbc.com; RBC Capital Markets, LLC

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

Christopher Girdler, CFA - Toronto, Canada
christopher.girdler@rbc.com; RBC Dominion Securities Inc.

Frédérique Carrier - London, United Kingdom
frederique.carrier@rbc.com; RBC Europe Limited

Thomas McGarrity, CFA - London, United Kingdom
thomas.mcgarrity@rbc.com; RBC Europe Limited

Jasmine Duan - Hong Kong, China
jasmine.duan@rbc.com; RBC Investment Services (Asia) Limited

Nicholas Gwee, CFA - Singapore
nicholas.gwee@rbc.com; Royal Bank of Canada, Singapore Branch

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: Richard Tan and Christopher Girdler,
employees of RBC Wealth Management USA’s foreign affiliate RBC
Dominion Securities Inc.; Frédérique Carrier and Thomas McGarrity,
employees of RBC Wealth Management USA’s foreign affiliate RBC
Europe Limited; Jasmine Duan, an employee of RBC Investment
Services (Asia) Limited; and Nicholas Gwee, an employee of Royal
Bank of Canada, Singapore Branch 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
important disclosure information by reference. To access current

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). 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.

Distribution of Ratings - RBC Capital Markets, LLC Equity Research
As of September 30,2019

Investment Banking Senices
Provided During Past 12 Months
Rating Count Percent Count Percent
Buy[Top Pick & Outperform] 748 51.73 208 27.81
Hold [Sector Perform] 618 4274 126 20.39
Sell [Underperform] 80 553 3 3.75
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. Qutperform (0):
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.

December 12,2019 | RBC Wealth Management


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

7 | Global Insight Weekly

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 have
received (or will receive) 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 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 or a
designated third party 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 website at https://www.rbccm.com/GLDisclosure/
PublicWeb/DisclosureLookup.aspx?EntitylD=2. Conflicts of
interests related to our investment advisory business can be
found in Part 2A Appendix 1 of the Firm’s Form ADV or the RBC
Advisory Programs 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 2A Appendix 1 of the Form ADV, or the RBC Advisory Programs
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; by Royal Bank of
Canada, Singapore Branch, a licensed wholesale bank with its
principal office located in Singapore; and by RBC Europe Limited,
a licensed bank 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 MSCl 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

December 12,2019 | RBC Wealth Management



8 | Global Insight Weekly

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 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
itis 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, indirect or
consequential loss arising from, or in connection with, 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 written consent of
Royal Bank of Canada in each instance. 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 bankacting 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

RBC Europe Limited and RBC Investment Solutions (Cl) Limited. RBC Europe
Limited is authorised by the Prudential Regulation Authority and regulated by
the Financial Conduct Authority and the Prudential Regulation Authority (FCA
registration number: 124543). 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.

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 independent 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 2019 — Member NYSE/FINRA/SIPC

© RBC Dominion Securities Inc. 2019 — Member Canadian Investor Protection
Fund

© RBC Europe Limited 2019

© Royal Bank of Canada 2019

All rights reserved

RBC1253

December 12,2019 | RBC Wealth Management



