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Performance (Total return % change)
Index
Dow (DJIA)

11/30/17

1 mo.

3 mos.

YTD

1 yr.

2 yrs.

24,272.35

4.24

11.22

25.69

30.02

44.20

S&P 500

2,647.58

3.07

7.65

20.49

22.87

32.75

NASDAQ

6,873.97

2.35

7.22

29.09

30.64

38.02

Russell 2000

1,544.14

2.88

10.23

15.10

18.32

32.58

Russell 3000

1,569.22

3.04

7.85

19.93

22.26

32.41

S&P 500 Equal Wgt.

4,051.44

3.83

8.04

17.51

18.82

31.77

MSCI AC World

505.44

1.99

6.18

22.62

25.33

30.72

MSCI Europe

130.46

-0.02

3.85

23.92

30.54

20.99

2,020.13

1.08

5.23

23.68

27.94

23.99

170.41

1.56

6.58

29.42

29.14

36.91

MSCI EAFE
MSCI Asia-Pacific
MSCI Emerg. Mkts.

1,120.79

0.21

3.33

32.88

33.28

45.08

60/40 Allocation1

N/A

1.79

4.37

13.52

15.01

21.83

S&P 500 Sector

11/30/17

1 mo.

3 mos.

YTD

1 yr.

2 yrs.

Consumer Disc.

767.82

5.06

8.18

20.08

20.16

23.79

Consumer Staples

576.07

5.67

3.29

11.03

14.55

20.35

Energy

509.28

1.76

11.13

-5.62

-3.80

8.34

Financials

455.61

3.50

12.02

19.84

24.46

43.92

Health Care

963.64

2.92

3.14

22.87

23.77

21.69

Industrials

626.69

3.86

8.24

18.78

19.37

38.30

1,106.53

1.15

9.69

38.82

40.99

54.43

Materials

372.44

0.99

8.58

21.48

21.63

35.86

Real Estate

205.91

2.97

2.31

11.41

16.26

NA

Telecom.

157.01

6.03

1.40

-6.64

0.94

17.30

19.44

25.34

41.91

YTD

1 yr.

2 yrs.

Information Tech.

Utilities

285.52

2.75

3.84

11/30/17

1 mo.

3 mos.

U.S. Treasuries2

2.41%

-0.14

-1.11

2.00

1.89

2.89

Invest-Grade Credit3

3.28%

-0.15

0.08

5.46

6.16

11.03

High-Yield Credit3

5.68%

-0.26

1.07

7.18

9.16

22.38

WTI Crude Oil4

$57.40

5.55

21.53

6.85

16.10

37.82

Dollar Index4

$93.05

-1.59

0.41

-8.96

-8.33

-7.11

$1,274.94

0.30

-3.52

10.65

8.67

19.74

FI, FX, & Commod.

Gold

4

60% S&P 500 and 40% Bloomberg Barclays U.S. Aggregate; 2Yield reflects
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

‘Tis the season ...
As November ends, the holidays begin and equity
markets enter the most consistently positive month
for returns. With the market already up 20.5% this year,
investors should be appreciating the growing likelihood
of annual equity returns approaching or surpassing the
20% threshold for the first time since 2013.
The global equity market, as measured by the MSCI All
Country World Index, returned 2.0% on a total-return
basis in November. U.S. large caps appreciated 3.1%
for the month on a total-return basis, as measured by
the S&P 500, while the Dow Jones Industrial Average
delivered 4.2%. U.S. small caps had their third-best
month of the year, gaining 2.9%. Looking around the
world, the U.S. was the clear leader. European equities
were fractionally lower while Asia-Pacific shares gained
1.6%. Emerging markets were relative laggards, posting
gains of 0.2%. This edition will dive into the drivers
behind U.S. equities in November, highlight the impact
of portfolio drift, and close with the Santa Claus effect.

U.S. movers and shakers
U.S. returns in November, while strong, did not feel
similar to the manner in which returns of previous
months were earned. This month, sectors other than
Technology delivered the lion’s share of gains. The
beleaguered Telecommunications sector actually
provided market leadership in November, appreciating
6.0% as industry behemoths AT&T and Verizon
Communications gained 8.1% and 6.3%, respectively.
Both the Consumer Staples and Consumer Discretionary
sectors posted gains north of 5% on broad, earningsfueled beats. These three sectors had their best month
of the year in November while all 11 sectors ended the
month higher, considering Materials was the worst
performer and still achieved 1.0%.

1

Priced (in USD) as of November 30, 2017, market close (unless otherwise
stated).

Click here for author information and important disclosures.

Energy shares gained 1.8%, yet finished in the bottom
third despite oil prices gaining 5.6%. The divergence
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between crude prices and the companies reliant upon the commodity continues
to be a trend in 2017, as oil prices are up 6.9% this year while the companies most
directly impacted by this price are down 5.6%. Put another way, Energy stocks are
underperforming oil prices by 12.5% in 2017.
Now, in terms of the “sector rotation” that prognosticators have been going on
about in recent days, it’s too early to definitively call it either way. That’s not to
say the rotation won’t happen, but rather, reality doesn’t show a clear winner at
this time. Sure, recent days in November and December saw Financials strongly
outperform Tech, but the data doesn’t completely demonstrate this larger shift yet.
It is a fact that Tech has been a market leader thus far in 2017, gaining 38.8% while
being responsible for 40% of S&P 500 gains. It is also true that Tech stocks lagged
the broader market in November, but somehow they still managed to “eke out” a
gain of 1.2%. Economically sensitive Financials, on the other hand, gained 3.5%
in November, outpacing its secular growth counterparts. The driver behind higher
banks, however, did not come at Tech’s expense. Rather, GDP above 3.0% for the
second straight quarter (Q3 was revised higher to 3.3%) and advancement in U.S.
tax reform were the more likely candidates behind the gains.
The conversation about Tech stocks versus Financials appears to be part of a larger
story, in our opinion. Ground zero for the debate appears to be twofold: momentum
of the growth versus value trade, and measuring the impact of a synchronized U.S.
and global economic expansion on the two differing styles.
Despite late 2016 and early 2017 expectations of renewed vigor for economically
sensitive, reflation levered companies, it was largely the secular growth group that
led the day. Recent days have certainly shown an incremental reversal in this trade,
but it’s too early to say which style will outperform going forward. November 27
marked the point of greatest relative outperformance for Tech stocks in 2017. A 15
percentage point spread between growth and value stocks (growth was +23% YTD
vs. value at 8% YTD) hinted at a narrowing of the gap, if for no other reason than an
expectation of reversion to the mean.
While we may not be able to currently parse whether the moves of the past week
will prove to be a hiccup in the ongoing outperformance of the secular growth story
or signal a broader rotation into value, here’s what we do know: First, the U.S. and
global economies are expanding in tandem for the first time during this recovery.
Second, corporate earnings are growing in nearly all U.S. sectors. Finally, all ships
rise with the tide. Meaning, we remain constructive on U.S. equities heading into

Relative performance of U.S. growth and value stocks in 2017

2017 has been a year
in which growth has
outperformed value so far,
despite earlier expectations.
The declining line starting
at the end of November
indicates value’s push to
right the imbalance.

16%
14%
12%
10%
8%
6%
4%
2%
0%
-2% Jan

A rising line means growth stocks are
outperforming value stocks while a falling
line shows value outperforming growth.
11.5%

Growth performance YTD: 22.8%
Value performance YTD: 11.4%
Mar
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Jul
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Nov

Source - RBC Wealth Management, Bloomberg; data through 12/4/17; growth is defined by the S&P
1500 Growth Index and value is defined as S&P 1500 Value Index
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the New Year and remain selectively bullish on both economically sensitive firms
and those that are secular growth stories. For forward looking portfolio positioning,
please see the Global Insight 2018 Outlook.

Portfolio drift
As calendar year returns approach their 2017 close, it may be time for individuals
to protect some hard-earned gains. A fact of investing is that portfolios tend
to drift in a manner dependent on their allocation and risk preferences. Based
on performance this year, there is a chance that portfolios are more exposed to
their top-performing asset classes, regions, and sectors than on January 1. For
example, emerging markets have returned 32.9% in 2017. The result is that a basket
of investments holding an emerging market position likely saw the exposure to
emerging markets rise while the cost of this shift was a reduction in exposure to
other asset classes.
We measured the impact of 2017 returns on a hypothetical portfolio comprising
60% U.S. equities and 40% U.S. fixed income on January 1. This model has seen the
allocation change with the relative outperformance of U.S. equities against U.S.
fixed income. The weighting of the current portfolio is now 64% equities, 36% fixed
income. While that may seem like a relatively small shift, the risk implications are
not. Our January 1 portfolio sees each dollar of bonds support $1.50 of equities
while the November 30 portfolio sees each dollar of bonds supporting $1.78 in
equities. For the risk-conscious shareholder, this may represent an overly aggressive
equity-to-bond ratio.

2017 portfolio drift

2017 returns may have
caused asset allocations
to drift from their targets.
The 60/40 example now
has greater equity exposure
due to equity outperforming
fixed income.

65%
64%

60%
55%
Equity allocation

50%

Fixed income allocation

45%
40%

36%

35%
Jan

Mar

May

Jul

Sep

Nov

Source - RBC Wealth Management, Bloomberg; dotted lines represent initial 60/40 asset allocation;
data through 11/30/2017

Now, portfolio drift is not inherently good or bad. The question to ask is whether the
new allocation fits into the portfolio owner’s risk profile. The two primary schools of
thought in this situation are to take gains off the table and rebalance the portfolio,
or, let your winners keep winning. While no one solution is automatically right for
any one investor, portfolio drift creates an opportunity for critical thinking about
investment goals, desired allocations, and risk profiles.

Perhaps there’s a Santa after all
As investors enjoy the holiday season, the good vibes may fuel a very specific market
aberration: The Santa Claus effect. Defined as a consistently anomalous bump in
equity prices over the last five trading days of the old year and the first two days of
the new, the Santa Claus Effect is responsible for above-average returns during this
time.
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Since 1988, these seven trading days have been responsible for an average
appreciation of 0.7%. This translates to 28.7% on an annualized basis. Over that
same timeframe, the average annual market return has been 7.9%. The takeaway
is that less than 3% of the annual trading days are responsible for nearly 10% of an
annual return. If the growth rate of the Santa Claus Effect were to be realized over
the entire course of a year, stock owners would earn returns well above the market
average.

Santa Claus rallies during the current recovery

Historical returns during the
holiday season have been
better than the market, on
average. 2017 may not see
this bump due to the strong
gains already achieved.

Year

Santa Claus
rally

Annualized
Santa Claus rally

Calendar year
return

2016

0.31%

11.6%

9.5%

2015

-2.15%

-54.0%

-0.7%

2014

-2.94%

-65.6%

11.4%

2013

-0.11%

-3.7%

29.6%

2012

2.29%

124.7%

13.4%

2011

0.95%

40.0%

0.0%

2010

1.01%

43.0%

12.8%

2009

0.89%

37.3%

23.5%

All years*

0.71%

28.7%

7.9%

* All years refers to calendar year 1988 through 2016
Source - RBC Wealth Management, Bloomberg

So, what does this mean for investors in 2017? To start, 2017 has been the year of
rule-breaking in the market. An example of this would be the returns that stocks
posted as volatility fell in the summer and fall. RBC Wealth Management’s technical
strategist sees that rule-breaking pattern continuing in relation to the Santa Claus
Effect. Unfortunately, he doesn’t anticipate the historically common bump in
equities at year end. However, the reason behind his call is directly related to largecap U.S. equity indexes gains of greater than 20%. Stocks clearly are not dependent
on a market anomaly to deliver solid returns in 2017, as the likelihood of broad U.S.
returns in the mid-to-low 20% range grows as 2017 wanes.
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World markets
November month-over-month and year-to-date total return
Germany
DAX
M/M: -1.55%
YTD: 13.44%
China
Shanghai
M/M: -2.24%
YTD: 9.08%

U.K.
FTSE All-Share
M/M: -1.65%
YTD: 7.95%

Canada
S&P/TSX
M/M: 0.47%
YTD: 7.80%
U.S.
S&P 500
M/M: 3.07%
YTD: 20.49%

France
CAC 40
M/M: -2.32%
YTD: 13.58%

Hong Kong
Hang Seng
M/M: 3.40%
YTD: 37.75%

India
Sensex
M/M: -0.15%
YTD: 26.11%

Brazil
Ibovespa
M/M: -3.15%
YTD: 19.50%

Japan
Nikkei 225
M/M: 3.24%
YTD: 20.93%

Australia
S&P/ASX 200
M/M: 1.88%
YTD: 11.38%

Source - Bloomberg; priced in local currency

Total monthly returns for select indexes – November 2017
5.55%
4.24% 3.83%

3.07% 3.04% 2.88%

2.35%

1.99%

1.56%

1.08%

0.30% 0.21%
-0.02% -0.14% -0.15% -0.26%

Source - Bloomberg
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Dollar index

HY credit

IG credit

U.S. Treasuries

MSCI Europe

MSCI Emerg. Mkts.

Gold

MSCI EAFE

MSCI Asia-Pacific

MSCI AC World

NASDAQ

Russell 2000

Russell 3000

S&P 500

S&P 500 Equal Wgt.

Dow (DJIA)

WTI crude

-1.59%
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