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10-year U.S. Treasury, total returns reflect Bloomberg Barclays U.S. Treasury
Index; 3Yield and total returns reflect that of the respective Bloomberg
Barclays Index; 4Spot prices and price returns.
Source - Bloomberg, RBC Wealth Management
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Rare air
Another day, another dollar. Another month, another
all-time high, as it were. The global stock market as
measured by the MSCI All Country World Index (2.28%
m/m) logged several new all-time highs in May, while
U.S. investors are also breathing rare air, as the S&P
500 Index (1.41% m/m) pressed north of 2,400 for the
first time. Europe continues to lead the pack while
U.S. market leadership has pivoted, thereby drawing
questions as to whether the reflation trade is dead or
simply dormant—we explore that topic in the “Chart
of the month.” In the “Technical corner,” we ponder
whether a strategy of selling lower and buying higher has
merit.

Leader of the pack – Europe outperforms, again
European stocks continue to ride post-French-election
optimism, having returned 4.78% in May and besting
U.S. stocks by 3.37%, though roughly 60% of European
stock outperformance derived from the euro’s 3.2%
appreciation versus the dollar. Nevertheless, currency
fluctuations are indicative of global money flows; a
stronger euro suggests investors are reallocating funds
to Europe now that election headwinds have passed.
Europe’s fundamental picture also remains upbeat, as
the May reading of the Eurozone Composite Purchasing
Managers’ Index (PMI), a leading economic indicator,
registered a robust 56.8 and Q1 European corporate
earnings per share likely grew by an impressive 23%,
according to research compiled by RBC Capital Markets.
Whether European outperformance persists over the
short term—from a U.S. investor’s perspective—is
subject to two factors: Europe’s economy and the euro.
We remain confident that Europe’s economic backdrop
will support its equity markets; however, short-term
currency fluctuations are largely influenced by regional
interest rate differentials and central bank rhetoric.
In June, investors will hear from both the European
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Central Bank (ECB) and the Federal Reserve. Should ECB President Mario Draghi
acknowledge an improving European backdrop and project a willingness to wind
down monetary policy accommodation while Fed Chair Janet Yellen backs away
from additional 2017 rate hikes after a widely anticipated June hike, the euro
should strengthen further and remain a tailwind for European equity investments.
Conversely, should Draghi appear reluctant to remove accommodation while
Yellen attempts to prepare markets for a third 2017 rate hike, a rebound in the
dollar and U.S. rates is possible and would present a headwind to European equity
investments.

U.S. stocks at all-time highs, but leadership has changed
Post-election leaders, such
as Financials, Industrials,
and small caps, have
become laggards.

U.S. stocks continue to log new all-time highs, as the S&P 500 ended May north
of 2,400. What’s driving the market, however, has changed. Post-election leaders,
such as Financials, Industrials, and small caps, have become laggards as inflation
expectations, interest rates, and the dollar have rolled over, thereby highlighting
concerns over delays in pro-growth policies from the White House and that hard
economic data has yet to catch up with leading indicators. Indeed, the old guard
of secular growers, e.g., Technology stocks (20.49% YTD) that don’t require an
economic tailwind to sustain growth, and defensive stocks, e.g., Utilities (11.77%
YTD) and Consumer Staples (10.52% YTD), have reassumed the mantle of
leadership. A reflation trade rebound largely depends on several factors outlined in
the “Chart of the month.”

Oil just won’t play ball
West Texas Intermediate crude oil ended the month at $48.32 per barrel, down
2.05% m/m and 10.05% YTD. The S&P 500 Energy sector returned -3.40% m/m and
is the worst-performing sector on the year, having returned -12.46% YTD. Yet OPEC
recently reached an agreement to extend production cuts another nine months in
an ongoing effort to drive oil prices higher. What gives?
Oil’s failure to respond highlights concerns that the cartel is no longer the market
influencer of old, as its efforts have not meaningfully reduced the oversupply of
global crude inventories, particularly in the U.S. Indeed, U.S. crude inventories
are at a 5-year seasonally adjusted high while U.S. crude production has surged
by nearly one million barrels per day over the past year, partially on the back
of rebounding U.S. shale production. Whether U.S. oversupply abates, thereby
allowing oil prices to rise, depends on three factors, according to RBC Capital
Markets’ Commodity Strategy Team: (1) whether U.S. refineries can pull more crude
oil through the supply chain via increased gasoline exports to Central and South
America, (2) whether the U.S. reduces crude imports, and (3) whether the U.S.
begins to export more crude abroad. Should those factors coalesce, crude oil prices
may find a path higher.

Chart of the month: Stocks and bonds – Something’s gotta give

We suspect that either
stocks fall or yields rise.
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There they go again—stock prices and bonds yields are diverging. The S&P 500
continues to march higher as bulls buy into the thesis that a solid economic
backdrop and rising corporate profits will sustainably fuel the rally. Yet the 10-year
Treasury yield has fallen 43 basis points from its March high of 2.63%, as bears pile
into government bonds on concerns that the past year’s economic momentum is
waning, pro-growth policy will not materialize, inflation will not reach the Fed’s
2% target, and the next recession looms on the not-too-distant horizon. As seen
in years past, something’s gotta give. We suspect that either stocks fall, as was the
case during the summer of 2015 when a Chinese currency devaluation unnerved
equity investors, or yields rise, as was the case last summer when moving beyond
Brexit allowed investors to refocus on improving U.S. economic data. The eventual
resolution likely depends on the following factors.
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Bulls will look for a reflation
trade resurgence; bears will
look for trepidation from
Janet Yellen.

Bulls will look for a reflation trade resurgence. A reassertion of confidence in the
U.S. economy from Yellen during her remarks following the June 14 meeting of the
Federal Open Market Committee, as well as a reiteration of plans to move forward
with monetary policy normalization would be a start. An eventual drawdown of
U.S. crude oil inventories would not only help to bolster oil prices and the Energy
sector, in our view, but also raise inflation expectations and steepen the yield curve,
thereby supporting bank profitability and rejuvenating the flailing Financials sector.
Robust Q2 GDP would also help to dispel lingering hard data concerns.
Bears will look for trepidation from Yellen, which would suggest that the U.S.
remains mired in a low-growth status. Sustained inaction from Washington may
eventually have a deleterious effect on consumer and business confidence, thereby
resolving the hard/soft data debate in a dismal conclusion. Finally, China concerns
may again come to the fore, as its manufacturing sector recently flagged signs of
contraction while its government seems intent on curtailing excessive lending.

Chart of the month: Something’s gotta give
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Technical corner: Sell lower and buy higher? Food for thought

Selling lower and buying
higher performs best in nonvolatile, trending markets.

There are several schools of thought in portfolio management. The common
mantra is buy low and sell high—it’s ingrained in the human psyche and helps to
explain why many investors are reluctant to buy stocks at all-time highs despite
having long-term investment horizons. Yet selling lower and buying higher is also
a proven strategy. Which strategy prevails largely depends on the current market
environment.
Historically, buy low and sell high outperforms in volatile, trendless—i.e., rangebound—markets. Put differently, a wide, flat trading range with many ups and
downs provides ample opportunity for investors to profit from buying stocks at low
prices and selling at high prices without fear of neglecting a long-term trend.
Conversely, selling lower and buying higher performs best in non-volatile, trending
markets. Put differently, investors profit from continuously investing in a long-term
uptrend and mitigate losses by continuously selling into long-term downtrends.
Readers of RBC Capital Markets, LLC Technical Analyst Bob Dickey’s Market Maps
will recall there is a case to be made that U.S. stocks are currently in a secular bull
market, i.e., a long-term uptrend. Moreover, volatility as measured by the Chicago
Board Options Exchange’s Volatility Index, better known as the VIX, is currently near
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an all-time low, thereby suggesting that opportunities to buy low and sell high are
fleeting. And while contrarians highlight that a VIX at all-time lows has nowhere
to go but up and that stocks tend to sell off in conjunction with spikes in volatility,
the chart below provides historical evidence of rising equities during periods of
gradually rising volatility.
In conclusion, we believe a long-term-oriented investor with a well-defined
investment strategy that prescribes investing a portion of savings on a regular basis
would do well to maintain that strategy, especially if that investor agrees with the
notion that the market is currently in a secular bull phase.

Low volatility does not guarantee the next move in stocks is lower
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World markets
May month-over-month and year-to-date total return
Germany
DAX
M/M: 1.42%
YTD: 9.88%
China
Shanghai
M/M: -1.06%
YTD: 0.63%

U.K.
FTSE All-Share
M/M: 4.36%
YTD: 8.18%

Canada
S&P/TSX
M/M: -1.33%
YTD: 1.50%
U.S.
S&P 500
M/M: 1.41%
YTD: 8.66%

France
CAC 40
M/M: 1.85%
YTD: 10.91%

Hong Kong
Hang Seng
M/M: 4.75%
YTD: 17.83%

India
Sensex
M/M: 4.13%
YTD: 17.27%

Brazil
Ibovespa
M/M: -4.12%
YTD: 4.12%

Japan
Nikkei 225
M/M: 2.36%
YTD: 3.65%

Australia
S&P/ASX 200
M/M: -2.52%
YTD: 3.69%

Source - Bloomberg; priced in local currency

Total monthly returns for select indexes – May 2017
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June 6, 2017 | RBC Wealth Management

Dollar index

WTI crude

Russell 2000

Gold

S&P 500 Equal Wgt.

U.S. Treasuries

Dow (DJIA)

HY credit

Russell 3000

IG credit

S&P 500

MSCI AC World

NASDAQ

MSCI Asia-Pacific

MSCI Emerg. Mkts.

MSCI EAFE

MSCI Europe

-2.03% -2.05% -2.15%

6 | Monthly Scorecard

Disclosures and disclaimers
Author

RBC Capital Markets, LLC ratings of Top Pick (TP)/Outperform (O), Sector
Perform (SP), and Underperform (U) 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 (as described below).

Sean Gray, CFA, Portfolio Advisor
sean.c.gray@rbc.com; RBC Capital Markets, LLC.

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.
With respect to the companies that are the subject of this publication,
clients may access current disclosures of RBC Wealth Management
and its affiliates by accessing our web site at http://www.rbccm.com/
GLDisclosure/PublicWeb/DisclosureLookup.aspx?EntityID=2 or by mailing
a request for such information to RBC Wealth Management Research
Publishing, 60 South Sixth Street, 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), and the Guided
Portfolio: ADR (RL 10), 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 (TP)/Outperform (O), Sector Perform (SP),
and Underperform (U) 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 (as described below).

Rating

Distribution of Ratings - RBC Capital Markets, LLC Equity Research
As of March 31, 2017
Investment Banking Services
Provided During Past 12 Months
Count
Percent
Count
Percent

Buy [Top Pick & Outperform]
Hold [Sector Perform]
Sell [Underperform]

843
679
101

51.94
41.84
6.22

285
149
8

33.81
21.94
7.92

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. Although
June 6, 2017 | RBC Wealth Management

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.
Risk Rating:
As of March 31, 2013, RBC Capital Markets, LLC suspends its Average and
Above Average risk ratings. 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 Capital Markets, LLC 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

7 | Monthly Scorecard
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 http://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 author is employed by RBC Wealth Management, a division of RBC
Capital Markets, LLC, a securities broker-dealer with principal offices
located in Minnesota and New York, USA.
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.

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 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 RBC Wealth Management, 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 RBC
Wealth Management 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 RBC Wealth Management. 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. Additional
information available upon request.
Copyright © RBC Capital Markets, LLC, 2017 - Member NYSE/FINRA/SIPC.
All rights reserved.

June 6, 2017 | RBC Wealth Management

