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It’s well known in investing circles that the phrase “this time 
it’s different” is often a warning signal because things typically 
aren’t that “different” when it comes to market and economic 
cycles. Over time, booms and busts unfold along with periods 
of steady movements, all of which are driven by similar types 
of catalysts and risks.

So while we won’t argue that this global economic expansion 
and equity bull market are a lot different than the long-
duration cycles before it, we think the case can be made that 
this particular phase of the global expansion, and associated 
rally in stocks, is in fact different than what we’ve experienced 
since the bull market began in 2009.

Plenty to see here
Improvement in the global economy is now an established 
fact. For a little more than a year the overwhelming majority 
of global and regional indicators have gained ground and 
contributed to the double-digit rally in many equity markets 
so far in 2017.

But some of the nuances associated with the improvement 
should not go unnoticed:

• Synchronized uptick: This is the first time during the long, 
eight-year recovery cycle that we’re seeing a synchronized 
expansion in major economies. The U.S., Europe, China, 
and Japan are growing at trend rates or better.

 This has been reflected in Q3 earnings reports 
of multinational companies, particularly in the 
economically-sensitive (cyclical) sectors. For example, a 
number of U.S.-based Industrials, including Caterpillar 
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and 3M, beat consensus forecasts handily and issued 
optimistic forward guidance. Companies so sensitive to 
economic gyrations usually don’t post strong quarters 
unless all regions are on solid footing.

• No crisis to manage: For the first time this cycle, markets 
are free from crisis, which has enabled each major region 
to feed off each other.

 Up until this year, the U.S., Europe, or China were either 
cleaning up from a crisis, were in the midst of a crisis, 
or were attempting to avoid one. The U.S. spent at least 
three years following the global financial crisis cleaning 
up from its housing bubble; then Europe followed with 
its sovereign debt crisis; thereafter China had to deal with 
elevated risks. 

As we approach year end, the global economy has a firmer 
foundation and this is being recognized by economists. The 
consensus forecast for global economic growth has risen to 
3.5% y/y for 2017 and 3.6% for 2018, as the chart on page 1 
illustrates. Indicators of manufacturing and service sector 
sentiment have pushed up to healthy levels, as the top chart 
shows.

Runway for growth
None of our U.S. or global recession indicators are flashing 
red, or even yellow, for that matter. The global economy’s 
foundation is the most stable of this cycle—a notable 
difference from prior years. To us, this should support at 
least an average increase in global equity profits in 2018 
accompanied by attractive gains in share prices.

RBC Global Asset Management’s chief economist estimates 
the bellwether U.S. economy is in the mid- or late-cycle stage, 
but is not yet staring at the end of the cycle. Europe’s economy 
is earlier in its growth stages.

Certainly geopolitical risks exist, as they often do. The global 
economy and markets could be tested if a North Korean 
crisis breaks out, or if Middle East tensions escalate due to 
power shifts in Saudi Arabia and the country’s disputes with 
Yemen and Iran, or if full-scale war were to recur in Ukraine’s 
breakaway Donbass region.

While a consolidation period or pullback would be normal 
following double-digit year-to-date rallies in most markets, 
we believe a moderately Overweight position in global 
equities is still warranted as our positive long-term thesis 
remains intact. Corporate revenues, earnings, and estimates 
should continue to drift higher so long as the U.S. and global 
economies expand at least at an average pace and major 
central banks continue to focus on normalizing interest rates 
rather than restricting credit outright. Barring a geopolitical 
crisis or unexpected outbreak of protectionism, we anticipate 
favorable conditions to persist in 2018, if not longer.

Source - RBC Wealth Management, Bloomberg; data through 10/31/17
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U n i t e d  S t a t e s 

Kelly Bogdanov – San Francisco    

• With news reports reminding investors that tax cuts 
aren’t necessarily a done deal, the momentum in the U.S. 
stock market slowed in the past week. We are often asked 
whether tax cuts are priced into the market. Not fully, in 
our view, because polls and anecdotal evidence indicate 
investors haven’t been banking on them. So if tax cuts 
don’t materialize, there could be a pullback (the market 
is long overdue), but we doubt the major indexes would 
decline meaningfully or for long.

• If corporate tax cuts do pan out, our early assessment 
is they could be worth an extra $7–$15 per share in S&P 
500 earnings for 2018 or 2019 (depending on when they 
are put into effect and their composition). Our current 
forecast for 2018 S&P 500 earnings of $141 per share does 
not include tax cut assumptions. Lower corporate rates 
could boost that earnings estimate to $148 to $156, or by 
5% to 11%, if they are implemented next year. We believe 
the odds of passage are roughly 65% as there are numerous 
ideological differences and, perhaps more importantly, 
political hurdles within Senate and House Republican 
caucuses. The Senate will likely be the sticking point, 
especially those GOP senators who have opposed the 
president’s other initiatives or battled him in the media.

• Even though the S&P 500 has worked its way higher 
all year, rallying 15.4%, one of the knocks against the 
rally is that U.S. fund flows have been disappointing to 
nonexistent. In fact, on a cumulative basis, $457M has 
been pulled out of U.S.-only mutual funds and exchange-
traded funds (ETFs) so far in 2017.

• But the U.S.-only data does not tell the full story. Investors 
have been flooding global equity mutual funds and ETFs 
with cash this year by $129B in total. It turns out this has 
been great news for the U.S. market. Based on our analysis, 
about 56% of global flows have been allocated to U.S. 
stocks. The U.S.-only flows plus the U.S. portion of global 
flows have resulted in $72B in cumulative inflows to the 
U.S. stock market (see chart). This has supported the 
double-digit rally in the major U.S. indexes.

C a n a d a 

Alicia Buckiewicz & Farazeh Mahboob – Toronto

• The S&P/TSX Composite Index reached a record high 
during the week, after breaking through the 16,000 level 
the week prior. The catalyst to this rally has largely 
been predicated on strength in oil prices, which have 
now steadied just below two-year highs, supported by 

supply cuts from major exporters and continued political 
instability in Saudi Arabia, OPEC’s most influential 
member. OPEC will discuss output at a meeting on 
November 30, and is expected to extend the production 
limits beyond their expiry in March 2018. Due to uncertain 
conditions in the global oil market, we continue to remain 
cautious on crude oil prices in the medium term.

• The Canadian life insurance companies (lifecos) 
reported positive results in Q3, with operating earnings 
per share generally exceeding expectations. RBC Capital 
Markets was expecting a relatively noisy quarter given the 
lifecos undergo their annual actuarial reviews in Q3, but 
this proved to be a non-event with only small charges to 
reported earnings. Asset management net sales surprised 
to the upside, mostly driven by institutional inflows, while 
retail inflows continued to be weak. While valuations 
for the sector are now at highs for the year, RBC Capital 
Markets expects the macro environment to remain 
supportive for the lifecos.   

• In a speech on November 7, Bank of Canada (BoC) 
Governor Stephen Poloz addressed central banks’ ability 
to understand inflation. Poloz reiterated the BoC’s 
cautious approach to monetary policy while keeping 
an optimistic tone on inflation. Poloz noted that he is 
confident inflation will return to the BoC’s 2% midpoint 
target as the economy returns to normal and attributed 
the lagging Consumer Price Index to “the surprising 
persistence of excess capacity in the economy, and the fact 
that inflation reacts to excess demand after a lag.” Poloz 
maintained the BoC’s dovish tone in his speech, stating the 

Source - RBC Wealth Management, EPFR Global; weekly data through 
11/1/17. U.S. portion of global flows estimated based on representation in 
MSCI ACWI and MSCI World indexes.
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bank will remain cautious in making any adjustments to 
the future policy rate. 

E u r o p e 

Frédérique Carrier & Thomas McGarrity – London 

• Corporate earnings season is proving positive. With over 
two-thirds of earnings reported in Europe and the UK as 
a whole, EPS are up just under 10% y/y, surprising to the 
upside. All sectors saw earnings growth, except Health 
Care and Utilities. 

• The positive results mask important regional 
discrepancies. Eurozone earnings growth was even 
stronger, at 16%. UK earnings were much weaker, as 
highlighted in an EY (formerly Ernst & Young) report, 
Diverging Fortunes. There were 75 profit warnings in the 
UK in Q3 2017, much above the 45 in the prior period, and 
the highest level in six years. Exporters have been relatively 
unscathed so far thanks to the resilient global environment 
and weaker pound. But, the report notes, many businesses 
besieged by pricing pressures before the Brexit vote are 
also now feeling the brunt of rising domestic uncertainty 
and increasing costs. Digital disruption adds yet more 
competitive and investment pressure. Most affected were 
domestic sectors, including support services, general and 
home improvement retailers, as well as travel & leisure 
including restaurants and bars. 

• The average share price drop on the day of warning 
increased by more than 2%, to 14.3%, pointing to an 
equities market that is becoming increasingly cautious. 

• A recent Confederation of British Industry (CBI) survey 
has found deteriorating optimism across all sectors 
with investment intentions amongst Industrials firms 
falling to the lowest level since 2009. This gloom is at 
odds with October PMIs which were surprisingly strong. 
Nevertheless, RBC Capital Markets continues to believe 
the risks are skewed to the downside for activity and, as 
such, expects no further rate hikes in 2018.

A s i a  P a c i f i c

Jay Roberts – Hong Kong

• The MSCI AC Asia Pacific Index rose to yet another high. 
The benchmark has risen by 27.2% this year in a consistent 
pattern. 

• The Hang Seng Index moved above 29,000 again. The 
benchmark has been helped by the extraordinary move 
higher this year in Tencent (700 HK), the largest index 
component. Powered by strong earnings, Tencent’s stock 
has gone up by more than 100% in 2017, adding well over 
$200B in market capitalization. 

• Japan’s TOPIX Index moved past the 1,800 level and 
briefly touched its highest level since the early 1990s. The 
index is up 19.4% this year on good corporate earnings, 
robust global leading economic indicators, and a steady 
currency. The index jumped higher after Prime Minister 
Shinzo Abe’s general election victory on October 22. 

• China Literature (772 HK), the country’s largest publisher 
of e-books, became the most successful technology IPO 
to list in Hong Kong since 2007. The company, spun 
off from Chinese internet giant Tencent, surged by 86% 
in its first day of trading, giving the company a market 
valuation of $12B. This may be a high valuation in light of 
the $32M profit in the first half of the year. 

• DBS Group (DBS SP), the largest bank in Southeast Asia, 
reported a significant drop in Q3 earnings of S$822M 
($602M), a 23% y/y decline and far below forecast. The 
decline was due to much higher provisions for loan 
losses, particularly to companies in the Energy sector. 
Following the cleanup, management expects loan-loss 
provisions to moderate significantly in 2018. On the 
positive side, loan growth was robust. 

• National Australia Bank (NAB) will eliminate around 
4,000 jobs, or 12% of its workforce, as automation driven 
by technological advancement reduces requirements for 
manpower. 

Source - RBC Wealth Management, Bloomberg
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Data as of November 9, 2017

Source - Bloomberg. Note: Equity returns do not include dividends, except for the German DAX and 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 11/9/17. 

Examples of how to interpret currency data: CAD/USD 0.78 means 1 Canadian dollar will buy 0.78 U.S. dollar. CAD/USD 6.0% return means the Canadian dollar 
rose 6.0% vs. the U.S. dollar year to date. USD/JPY 113.44 means 1 U.S. dollar will buy 113.44 yen. USD/JPY -3.0% return means the U.S. dollar fell 3.0% vs. the 
yen year to date. 

Commodities (USD) Price MTD YTD 1 yr 2 yr

Gold (spot $/oz) 1,285.30 1.1% 11.5% 0.6% 17.7%

Silver (spot $/oz) 17.00 1.7% 6.8% -8.1% 16.5%

Copper ($/metric ton) 6,825.50 0.1% 23.6% 26.4% 37.3%

Oil (WTI spot/bbl) 57.17 5.1% 6.4% 26.3% 30.3%

Oil (Brent spot/bbl) 63.86 4.1% 12.4% 37.7% 35.3%

Natural Gas ($/mmBtu) 3.21 10.9% -13.8% 19.4% 39.6%

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

U.S. 10-Yr Tsy 2.338% -4.1 -10.6 28.1 -0.6

Canada 10-Yr 1.932% -1.9 21.1 56.3 21.3

U.K. 10-Yr 1.265% -6.7 2.6 0.8 -77.0

Germany 10-Yr 0.375% 1.2 16.7 17.2 -28.6

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

U.S. Aggregate 2.60% 0.2% 3.4% 2.3% 6.4%

U.S. Invest Grade Corp 3.18% 0.1% 5.7% 5.2% 12.1%

U.S. High Yield Corp 5.59% -0.4% 7.0% 9.1% 20.4%

Currencies Rate MTD YTD 1 yr 2 yr

U.S. Dollar Index 94.5250 0.0% -7.5% -4.0% -4.5%

CAD/USD 0.7887 1.7% 6.0% 5.9% 4.8%

USD/CAD 1.2679 -1.6% -5.7% -5.5% -4.6%

EUR/USD 1.1640 -0.1% 10.7% 6.7% 8.3%

GBP/USD 1.3148 -1.0% 6.5% 6.0% -13.0%

AUD/USD 0.7679 0.3% 6.5% 0.6% 9.0%

USD/JPY 113.4400 -0.2% -3.0% 7.4% -7.9%

EUR/JPY 132.0400 -0.2% 7.4% 14.5% -0.3%

EUR/GBP 0.8853 1.0% 3.7% 0.7% 24.5%

EUR/CHF 1.1575 -0.4% 8.0% 7.8% 7.3%

USD/SGD 1.3592 -0.3% -6.1% -2.9% -4.5%

USD/CNY 6.6402 0.1% -4.4% -2.2% 4.4%

USD/MXN 19.0383 -0.6% -8.1% -4.1% 13.5%

USD/BRL 3.2505 -0.6% -0.1% 0.8% -14.4%

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 2,584.62 0.4% 15.4% 19.5% 24.3%

Dow Industrials (DJIA) 23,461.94 0.4% 18.7% 26.2% 32.3%

NASDAQ 6,750.05 0.3% 25.4% 28.5% 32.5%

Russell 2000 1,475.02 -1.8% 8.7% 19.7% 24.5%

S&P/TSX Comp 16,082.09 0.4% 5.2% 9.0% 19.3%

FTSE All-Share 4,108.39 -0.2% 6.1% 9.6% 18.9%

STOXX Europe 600 390.07 -1.3% 7.9% 14.8% 3.8%

EURO STOXX 50 3,612.50 -1.7% 9.8% 18.2% 5.7%

Hang Seng 29,136.57 3.2% 32.4% 30.0% 28.2%

Shanghai Comp 3,427.80 1.0% 10.4% 9.6% -6.0%

Nikkei 225 22,868.71 3.9% 19.6% 40.7% 16.4%

India Sensex 33,250.93 0.1% 24.9% 22.0% 27.3%

Singapore Straits Times 3,423.91 1.5% 18.9% 22.7% 14.2%

Brazil Ibovespa 72,930.69 -1.9% 21.1% 15.3% 57.9%

Mexican Bolsa IPC 48,713.51 0.2% 6.7% 2.8% 9.5%
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