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Extraordinary AI-driven earnings growth is powering markets 
to new heights despite stubborn inflation prompting global 
central banks to adopt hawkish stances. We maintain only a 
slight overweight in equities as valuations are elevated and the 
appeal of bonds has improved.

Economic momentum sustained by AI investment boom
The global economy continues to grow solidly despite a barrage of headwinds. AI-
related investment and productivity gains are an important growth engine. The vast 
sums U.S. hyperscalers are investing in data centres and the related technology 
continue to mount, and are contributing between 0.5% and 0.75% to the country's 
2026 GDP growth rate. Our economic growth forecasts mostly land ahead of the 
consensus for 2027, and include an AI-driven acceleration in productivity growth. 
Our business cycle scorecard argues this is a mid-to-late cycle moment, and 
our suite of recession models is also constructive, suggesting that the risk of a 
contraction over the next year is unusually low.

Inflation pressures to partially ease next year
Inflation remains too high, having been buffeted by an unfortunate series of shocks 
over the past six years: pandemic-related effects, then post-pandemic recovery 
distortions, then tariffs, and most recently the war with Iran. After so many shocks, 
we assume some scarring has built up beneath the surface. In turn, the current 
natural state for developed-world inflation likely remains modestly above 2%. 
Still, with U.S. CPI above 3%, there should be room for some moderate decline in 
inflation in 2027. We budget for a diminishment of oil constraints, and housing is set 
to remain a disinflationary force.



Dollar weakness expected amid fiscal concerns
We are bearish on the U.S. dollar, rooted in the country's unsustainable trade 
and fiscal deficits, growing concerns about independence of the Federal Reserve 
and the currency's overvaluation. Central bank independence is top of mind after 
Trump's repeated efforts to fire board members earlier this year. Consequently, 
investors have started demanding higher yields as compensation to lend to the 
U.S. government. A falling U.S. dollar should be bullish for most currencies, with a 
particular opportunity for EM exchange rates. We expect the Canadian dollar to 
strengthen toward C$1.30 in 12 months as the economy benefits from improvements 
in the household and business sectors.

Era of monetary easing transitioning toward tightening
On the monetary policy side of the ledger, the era of monetary easing is 
transitioning toward tightening. The European Central Bank and Bank of Japan 
have already started raising rates, and markets expect a Fed rate hike this fall. 
Monetary tightening in the developed world makes sense given still-elevated 
inflation readings paired with low unemployment rates and decent economic 
growth prospects. The language being used by the U.S. Federal Reserve has clearly 
been hawkish, and this type of communication generally precedes rate hikes. 
New Fed Chair Warsh has lately conveyed particular dissatisfaction with elevated 
inflation.

Rising yields improve bond appeal despite risks
Over the quarter, the U.S. 10-year Treasury yield rose to 4.75%, up from 4.44% at 
the end of May, while the 30-year yield climbed to 5.24% – its highest level since 
2007. At these levels, we believe the scope for significant further increases in 
yields is limited, and that sovereign bonds offer improved return potential with 
diminished valuation risk, particularly as bond coupon plays a greater role in total 
return forecasts. Yields are decidedly above our modelled estimates of equilibrium 
in all major regions, suggesting an appealing setup for fixed income investors if 
inflation moderates into 2027 as we anticipate. We expect government bonds to 
deliver mid-single-digit returns, and slightly higher returns for corporate bonds 
with credit spreads near historic lows.
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Equity valuations stretched but earnings exceptional
Our composite of global equity markets was situated approximately 14% above fair 
value as of August 31, 2026. Higher valuations limit return potential and reduce the 
odds of further outsized gains, especially in an environment of rising interest rates. 
With valuations unlikely to be a reliable source of gains, earnings growth will be 
essential to sustain the rally. At the beginning of the year, analysts had pencilled in 
approximately 15% earnings growth for the S&P 500 in 2026. That figure has since been 
revised up dramatically to 34%. What makes this strength particularly remarkable 
is that it is taking place mid-cycle rather than during a post-recession recovery. The 
margin improvement has been noteworthy and an area for ongoing study with regards 
to sustainability. We expect equities to deliver mid-to-high single-digit gains as those 
expected earnings are mostly delivered.

Asset mix – Maintaining a slight overweight in stocks with equal 
underweights in cash and fixed income
With a fairly supportive macro backdrop and elevated bond yields, we maintain a 
slight equity overweight and – after sifting through the many pros and cons that 
can be affixed to the U.S. market – maintain a regional overweight to U.S. equities, 
alongside similar overweight positions in Canada and Asia. This stance is further 
supported by a strong earnings outlook, an unusually low recession risk, and an 
economic expansion that appears to have further room to run, though we remain 
mindful that the range of outcomes, both upside and downside, is wider than usual. 
Our current recommended asset mix for a global balanced investor is 61.0% equities 
(strategic "neutral": 60.0%), 37.5% bonds (strategic "neutral": 38.0%) and 1.5% cash.

Recommended asset mix 
RBC GAM Investment Strategy Committee

Equities

Strategic neutral position: 

 

60 percent
Strategic neutral position: 

 

38 percent
Strategic neutral position: 

 

2 percent

Fixed income Cash

61.0% 37.5% 1.5%

Note: As of September  1, 2026. Source: RBC GAM

Executive summary

3



Executive summary_Fall 2026_E 09/11/2026

32467 (09/15/2026)

Disclosure
This material is provided by RBC Global Asset Management (RBC GAM) for informational purposes only and may 
not be reproduced, distributed or published without the written consent of RBC GAM or the relevant affiliated 
entity listed herein. RBC GAM is the asset management division of Royal Bank of Canada (RBC) which includes  
RBC Global Asset Management Inc. (RBC GAM Inc.), RBC Global Asset Management (U.S.) Inc. (RBC GAM-US),  
RBC Global Asset Management (UK) Limited (RBC GAM-UK), and RBC Global Asset Management (Asia) Limited 
(RBC GAM-Asia), which are separate, but affiliated subsidiaries of RBC. 

In Canada, the material may be distributed by RBC GAM Inc., (including PH&N Institutional), which is regulated by 
each provincial and territorial securities commission. In the United States (US), this material may be distributed by 
RBC GAM-US, an SEC registered investment adviser. In the United Kingdom (UK) the material may be distributed 
by RBC GAM-UK, which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with 
the US Securities and Exchange Commission (SEC), and a member of the National Futures Association (NFA) as 
authorised by the US Commodity Futures Trading Commission (CFTC). In the European Economic Area (EEA), 
this material may be distributed by BlueBay Funds Management Company S.A. (BBFM S.A.), which is regulated 
by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and Netherlands the 
BBFM S.A. is operating under a branch passport pursuant to the Undertakings for Collective Investment in 
Transferable Securities Directive (2009/65/EC) and the Alternative Investment Fund Managers Directive (2011/61/
EU). In Switzerland, the material may be distributed by BlueBay Asset Management AG where the Representative 
and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, 
Switzerland. In Japan, the material may be distributed by BlueBay Asset Management International Limited, which 
is registered with the Kanto Local Finance Bureau of Ministry of Finance, Japan. Elsewhere in Asia, the material may 
be distributed RBC GAM-Asia, which is registered with the Securities and Futures Commission (SFC) in Hong Kong. 
In Australia, RBC GAM-UK is exempt from the requirement to hold an Australian financial services license under the 
Corporations Act in respect of financial services as it is regulated by the FCA under the laws of the UK which  
differ from Australian laws. All distribution-related entities noted above are collectively included in references to 
“RBC GAM” within this material.

This material is not available for distribution to investors in jurisdictions where such distribution would be 
prohibited. 

The registrations and memberships noted should not be interpreted as an endorsement or approval of RBC GAM by 
the respective licensing or registering authorities. 

This material does not constitute an offer or a solicitation to buy or to sell any security, product or service in any 
jurisdiction; nor is it intended to provide investment, financial, legal, accounting, tax, or other advice and such 
information should not be relied or acted upon for providing such advice. Not all products, services or investments 
described herein are available in all jurisdictions and some are available on a limited basis only, due to local 
regulatory and legal requirements. Additional information about RBC GAM may be found at www.rbcgam.com. 
Recipients are strongly advised to make an independent review with their own advisors and reach their own 
conclusions regarding the investment merits and risks, legal, credit, tax and accounting aspects of all transactions.

Any investment and economic outlook information contained in this material has been compiled by RBC GAM 
from various sources. Information obtained from third parties is believed to be reliable, but no representation 
or warranty, express or implied, is made by RBC GAM, its affiliates or any other person as to its accuracy, 
completeness or correctness. RBC GAM and its affiliates assume no responsibility for any errors or omissions in 
such information. Opinions contained herein reflect the judgment and thought leadership of RBC GAM and are 
subject to change at any time without notice.

Some of the statements contained in this material may be considered forward-looking statements which provide 
current expectations or forecasts of future results or events. Forward-looking statements are not guarantees of 
future performance or events and involve risks and uncertainties. Do not place undue reliance on these statements 
because actual results or events may differ materially.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence.  
© RBC Global Asset Management Inc. 2026

Publication date: September 15, 2026

Executive summary_Fall 2026_E 09/11/2026






Accessibility Report





		Filename: 

		Executive summary_Fall 2026_E.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 2



		Passed manually: 0



		Failed manually: 0



		Skipped: 1



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Needs manual check		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Needs manual check		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Skipped		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top

