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

4/30/18

1 mo.

3 mos.

YTD

1 yr.

2 yrs.

24,163.15

0.34

-7.09

-1.63

18.09

42.77

S&P 500

2,648.05

0.38

-5.77

-0.38

13.26

33.54

NASDAQ

7,066.27

0.08

-4.40

2.68

18.17

51.57

Russell 2000

1,541.88

0.86

-1.78

0.79

11.53

40.09

Russell 3000

1,569.91

0.38

-5.26

-0.27

13.04

34.03

S&P 500 Equal Wgt.

4,045.06

0.41

-4.86

-0.61

11.34

30.05

MSCI AC World

509.69

1.01

-5.21

0.16

14.77

32.94

MSCI Europe

130.04

2.83

-3.71

1.05

14.31

27.81

2,043.66

2.37

-3.89

0.95

15.10

28.85

174.17

0.87

-4.70

0.90

20.19

40.37

1,164.43

-0.43

-6.78

0.98

22.12

46.29

NA

-0.07

-3.88

-1.11

7.83

20.33

MSCI EAFE
MSCI Asia-Pacific
MSCI Emerg. Mkts.
60/40 Allocation1
S&P 500 Sector

1 mo.

3 mos.

1 yr.

2 yrs.

Consumer Disc.

825.31

2.36

-3.49

5.51

16.80

35.23

Consumer Staples

517.25

-4.32

-12.52

-11.13

-6.14

1.97

Energy

544.56

9.36

-0.86

2.92

12.43

14.76

Financials

455.35

-0.37

-7.32

-1.32

18.56

50.70

Health Care

951.27

1.22

-6.25

-0.02

10.91

22.10

Industrials

607.17

-2.79

-9.13

-4.31

8.83

29.92

1,141.98

0.09

-3.72

3.62

24.65

68.72

Materials

356.71

0.15

-9.14

-5.37

9.18

25.75

Real Estate

190.59

-0.62

-3.79

-5.61

0.95

4.47

Telecom.

148.24

-0.98

-8.89

-8.39

-2.58

-2.14

Information Tech.

Utilities
FI, FX, & Commod.

4/30/18

261.39
4/30/18

2.10

1.85

1 mo.

3 mos.

YTD

-1.27

3.22

YTD

1 yr.

14.13
2 yrs.

U.S. Treasuries2

2.95%

-0.81

-0.63

-1.98

-1.07

Invest-Grade Credit3

3.92%

-0.93

-2.29

-3.22

0.67

3.69

High-Yield Credit3

6.26%

0.65

-0.81

-0.21

3.26

16.99

WTI Crude Oil4

$68.57

5.59

5.93

13.49

39.00

49.32

Dollar Index4

$91.84

2.08

3.04

-0.31

-7.28

-1.33

$1,315.35

-0.73

-2.22

0.94

3.71

1.73

Gold4

-1.71

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
1

Priced (in USD) as of April 30, 2018, market close (unless otherwise
stated).

Click here for authors’ information and important disclosures.

Energetic Energy
The Energy sector was energetic in April, as the exposure
singlehandedly dragged U.S. markets into positive
territory. Global returns inched into green territory
for the month, with the best returns coming from
developed, commodity-centric geographies. Oil prices
propelled April returns by gaining 5.6% for the month,
to say nothing of the 13.5% gain so far in 2018. The
MSCI All Country World Index, our trusty barometer
of global returns, gained 1.0% on a total-return basis.
Europe posted its best month, in local currency terms,
since December of 2016 as the relative overweight to
commodities propelled the sector. The region was up
2.8% on a U.S. dollar basis, 4.1% in euro terms. The
greenback’s recent 3.7% rise from the mid-February low
is being taken note of by investors the world over. Asian
equities, with a sector composition much less focused
on energy exposures, gained a muted 0.9%. Developed
markets overall, measured by the MSCI EAFE Index,
gained 2.4% on a total-return basis while emerging
markets actually gave up a little ground, declining 0.4%.
Looking to the U.S., small caps led large caps, with the
Russell 2000 outpacing the S&P 500 by a tally of 0.9% to
0.4% on a total-return basis. The megacap Dow Jones
gained 0.3% while the Tech- and Health Care-heavy
NASDAQ was barely positive with its 0.1% gain. The
Energy sector drove performance, climbing 9.4% to post
its best return since September. In fact, without Energy,
the S&P 500 would have lost 0.2% for the month. Within
the sector, the Refining and Exploration & Production
(E&P) industries were the top performers, gaining 15.9%
and 10.8%, respectively.
The second-best-performing sector in the U.S. was
Consumer Discretionary, primarily fueled by the strong
earnings print by Amazon.com. The sector gained 2.3%
as the stock jumped 8.2% and accounted for 69% of the
sector’s April gains. Utilities rounded out the top three
with a gain of 2.1%. In terms of U.S. laggards, Consumer
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Staples was the worst-performing sector, declining 4.3% largely on the 14.2%
correction in Tobacco. Industrials was second-worst, down 2.8%. Capital Goods
stocks were broadly weaker, evidenced by Machinery’s 5.4% drop and Aerospace &
Defense’s 3.3% retreat.
Technology was uneventful as a group, eking out a mere 0.1% gain in April.
However, going one level lower shows that there was a fairly wide dispersion of
returns within its subsectors. Specifically, Semiconductors and Equipment declined
4.5% as the Apple supply chain came under pressure when the management team
at Taiwan Semiconductor Manufacturing Company highlighted its expectation
of softening smartphone sales. On the other hand, software firms gained 2.4% as
bellwether firm Microsoft gained 2.5% itself.

Volatility revisited
Most investors felt the burn of the volatility spike in February, but it’s interesting
to note the measured moderation we’ve been experiencing since then. To be sure,
January was a below-average month in terms of volatility, but we may be seeing the
early stages of the regression to the mean process in the months since the spike. On
average, the S&P 500 has experienced five moves of 1% or more in either direction
per month for the last 50 years. As seen in the chart below, following February’s
spike in volatility there have been incremental declines in each of the last two
months. This same trend is also seen in the VIX Index averages. As we all know,
predicting the future of volatility is an exercise in futility, but it is good to note the
underlying data and slowly shifting volatility trends when considering the daily
bombardment of doomsday scenarios from the pundit class.

Market volatility measures
14

After sharply rising in
February, two key volatility
measures have been
moderating in recent
months.
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Earnings update
Strong Q1 earnings continue to go unrewarded by investors, a fact that causes us to
prove the strength of this earnings season and highlight the S&P 500’s relationship
with trailing earnings. As of month end, with 67% of the S&P 500 market cap having
released Q1 results, 78% of companies delivered earnings beats. Furthermore, the
average beat rate was 8.3% above consensus estimates, as compared to 4.7% over
the last three years. The sectors delivering the most consistent beat rates include
Technology (95% of firms beating estimates) and Health Care (92%), while Telecom
and Utilities have been the worst, with their matching 50% beat rates.
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Pulling it all together, earnings that have been reported are, by definition, now a
component of the trailing earnings data set. What we’ve found is that the market
is highly correlated to trailing earnings, which we just demonstrated are growing
faster than anticipated. We view this decoupling of equity market index levels from
the very real and delivered upon earnings growth environment as an opportunity to
continue giving U.S. equities the benefit of the doubt. Chalk one up for stocks.

S&P 500 and trailing earnings

Trailing earnings grew 2.0%
in April, which is 26.8% on
an annualized basis, despite
the continuation of the
correction of recent months.
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Note: A correlation of 1 indicates a perfectly positive relationship, a correlation of 0 indicates no
relationship
Source - RBC Wealth Management, FactSet; data through 4/30/18

Flattening yield curve: A technical perspective
In an attempt to assist in the cognitive dissonance required to make sense of the
flattening yield curve and synchronized global economic improvement, we present
a technical reason for the flattening of the yield curve that supports our belief in its
benign nature at this time: interest rate differentials.
In plain English, the long end of the curve (think U.S. Treasuries dated 10 years or
longer) has risen less than the short end because of the relative attractiveness U.S.
government yields provide to foreign investors. As the Federal Reserve continues
to hike rates, foreign investors continue to prefer U.S. yields to those in their home
countries. The chart below shows the spread between the U.S. 10-year yield and the
German 10-year yield. When looking at the relationship between U.S. and German
interest rates, the preference of foreign investors for U.S. returns should be clear.
The result of this dynamic is that foreign investor demand is depressing the U.S.
yield curve, despite the Fed hiking rates on the short end and the realization of
economic growth here in the U.S. That is how we balance the cognitive dissonance
of a flattening yield curve on the one hand, and an interest rate normalization
process from the Fed and an improving economy on the other.

U.S. 10-year Treasury and German 10-year Bund spread

As the spread between
U.S. and German yields
rises, the relative attraction
of U.S. bonds for foreign
investors grows.
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Source - RBC Wealth Management, Bloomberg; data through 4/30/18
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World markets
April month-over-month and year-to-date total return
Germany
DAX
M/M: 4.26%
YTD: -2.37%
China
Shanghai
M/M: -2.71%
YTD: -6.77%

U.K.
FTSE All-Share
M/M: 6.39%
YTD: -0.92%

Canada
S&P/TSX
M/M: 1.82%
YTD: -2.78%
U.S.
S&P 500
M/M: 0.38%
YTD: -0.38%

France
CAC 40
M/M: 7.23%
YTD: 4.54%

Hong Kong
Hang Seng
M/M: 2.53%
YTD: 3.48%

India
Sensex
M/M: 6.65%
YTD: 3.43%

Brazil
Ibovespa
M/M: 0.88%
YTD: 12.71%

Japan
Nikkei 225
M/M: 4.72%
YTD: -0.48%

Australia
S&P/ASX 200
M/M: 3.92%
YTD: 0.34%

Source - Bloomberg; priced in local currency

Total monthly returns for select indexes – April 2018
5.59%
2.83%

2.37% 2.08%
1.01% 0.87% 0.86% 0.65%
0.41% 0.38% 0.38% 0.34% 0.08%

Source - Bloomberg
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IG credit

U.S. Treasuries

Gold

MSCI Emerg. Mkts.

NASDAQ

Dow (DJIA)

Russell 3000

S&P 500

S&P 500 Equal Wgt.

HY credit

Russell 2000

MSCI Asia-Pacific

MSCI AC World

Dollar index

MSCI EAFE

MSCI Europe

WTI crude

-0.43% -0.73% -0.81%
-0.93%
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