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Capital markets update



• Stock markets were volatile in recent months but ultimately resolved higher as troubles in U.S. regional banks were met with massive liquidity support from central 
banks. The measures taken by central banks have, for the time being, helped establish financial stability and prevented widespread contagion within banks and to 
other areas of the economy. Stocks may also have been bolstered by the idea that interest-rate increases, which had been a headwind to equity valuations since 
the beginning of 2022, may be less necessary going forward. That said, it seems likely that the stress we’ve seen in the banking system will have some degree of 
negative impact on the broader economy and corporate profits, as tighter lending conditions should reduce the amount of credit available for consumers and 
businesses. Even if interest rates don’t rise much further or at all, we continue to expect the economy to fall into recession over the year ahead due in large part to 
the delayed impacts of the sudden and massive interest-rate increases that have been delivered over the past year. Against this backdrop, our forecasts for both 
growth and inflation are below the consensus.

The economy

As of April 2023. Source: Consensus Economics, Haver Analytics, RBC GAM.
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• Central banks likely don’t need to raise interest rates much further given that inflation is coming down and that bank stress is posing an additional headwind to the 
economy. That doesn’t mean that the Fed will soon need to cut interest rates. The U.S. central bank appears so far to have addressed the financial-instability concerns 
with its emergency-loan facility rather than through rate cuts.

• The U.S. 10-year Treasury yield has steadied near 3.50% and is trading toward the lower end of its trading range of the past seven months. Our equilibrium model 
suggests that yields have the scope for further declines if inflation keeps falling as we expect. Moreover, the yield curve, as proxied by the spread between 2-year and 10-
year Treasury yields, has become less inverted and could be further confirmation that a recession is imminent. The change in the yield curve has been a result of a bull 
steepening effect, where yields on 2-year Treasuries have fallen faster than those on 10-year Treasuries yields. This phenomenon tends to occur just before a recession as 
it suggests interest-rate relief from the Fed is near. In the current environment of falling inflation and increasing threat of recession, we think that a sustained increase in 
yields is unlikely and that valuation risk is minimal.

Fixed income outlook
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Fixed income forecasts

Source: RBC GAM. 

Policy Rates Current 
April 2023

Forecast
February 2024

U.S 5.00 5.25

Canada 4.50 4.50

Europe 3.50 3.50

United Kingdom 4.25 4.00

Japan -0.07 0.10

Source: RBC GAM
Rate definitions: U.S.= Fed Funds rate; Canada= Overnight rate; Europe = Eurozone policy rate; United Kingdom= Base rate; Japan= Overnight 
call rate.
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Long-term interest rate Current 
April 2023

Forecast
February 2024

U.S. 10-Year Bond 3.42 3.75

Canada 10-Year Bond 2.84 3.00

Germany 10-Year Bond 2.31 2.25

United Kingdom Gilt 3.72 3.50

Japan 10-Year Bond 0.39 0.75



• The impact of bank stress on major equity-market indices was relatively short-lived, and stocks rallied on the assumption that the troubles were isolated and being 
appropriately managed. Global stocks are up anywhere from the low to high single digits from the March bottom depending on the index, with international markets as 
measured by the MSCI EAFE having risen to 52-week highs. 

• U.S. bank shares, however, have lagged. While the S&P 500 Index has been approaching its recent February high, the relative strength of the KBW Bank Index versus the 
S&P 500 remains at its lowest in two decades. This relationship is evidence that the banking industry has suffered real damage from the recent stress in the financial system, 
but that investors are betting that the damage is contained and not a systemic issue. Overall, stock markets appear reasonably priced as suggested by our global equilibrium 
model, which is trading 2% below fair value, and as much as 13% below fair value if we exclude the more expensive U.S. market.

• The major risk to equity markets these days lies not in valuations but rather the negative impact that a probable recession would have on earnings. An analysis of S&P 500 
corporate profits during the 11 recessions dating back to 1953 reveals that earnings declined in each one by at least double digits. The median earnings decline during 
shallow recessions is 18%, whereas profits fell a median of 23% during a deep recession. Analyst estimates have been gradually lowered over the past year, but the 
projections are calling for zero growth in 2023 followed by a 10% increase in 2024. We think these estimates are too optimistic and vulnerable to further downgrades should 
the economy fall into recession.

• We will get further clarity on the earnings outlook in the coming weeks as reporting for the first quarter of 2023 is underway. So revenue growth has been resilient, but profit 
margins are under pressure given that costs in many cases are rising even more. Margins have fallen from the record levels recorded in the wake of the pandemic but remain 
well above the long-term trend, suggesting there could be more room for them to fall. Declining profit margins could limit the sustainability of the latest stock-market rally, 
especially if revenues start to falter in light of weakening economic growth.

Equity markets

Equity market Current 
April 2023

Forecast
February 2024

S&P 500 Index 4169 3975

S&P/TSX Composite Index 20637 21250

MSCI Europe Index 157 160

FTSE 100 Index 7871 8050

Nikkei Index 28856 29100

MSCI Emerging Markets Index 977 1020
Source: RBC GAM. Please note that the forecasts are updated quarterly. An investment cannot be made directly into an index. The above does not reflect transaction costs, investment management 
fees or taxes. If such costs and fees were reflected, returns would be lower. Past performance is not a guarantee of future results. 
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Data as of April 30, 2023. The fair value calculation is the product of the equilibrium price/earnings ratio and the current estimate for normalized earnings. The resulting price level is then standardized by a factor 
representing the historic relationship of the actual market to its equilibrium level. This generates the “fair value” estimate or mid-point of the band. The bands’ boundaries capture one standard deviation of 
movement above and below this value. Fair value is the minimum price level consistent with mild inflation/low interest rates in a growing economy.  Above-average price appreciation remains a possibility in an 
environment where ‘normalcy’ is restored.  Moreover, opportunity exists as valuations in some big markets still lie below their minimum expected levels.  Corrections are always a possibility and valuations will not 
limit the risk of damage from systemic shocks, but the outlook for equity market returns is generally superior when stocks lie below fair value at the bands’ midpoint. An investment cannot be made directly into an 
index. The above does not reflect transaction costs, investment management fees or taxes. If such costs and fees were reflected, returns would be lower. Past performance is not a guarantee of future results.

Equity markets
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• The macroeconomic environment remains highly uncertain, and our assessment is that the payoff for taking excessive investment risk in the 
near term is fairly limited. Our base case is that the economy will enter a recession of middling size at some point over the next year, and that 
the tightening of financial conditions stemming from the recent stress in U.S. regional banks tilts the balance of risks more to the downside. In a 
recessionary scenario in which inflation is moving back toward the Fed’s 2% target, the U.S. central bank would likely cut the fed funds rate and 
safe-haven government bonds would outperform as yields decline. This scenario has led us over the past year to gradually eliminate both our 
previously large underweight in fixed income and our equity overweight, as we think stocks would be vulnerable to a deterioration in corporate 
profits should the economy experience a downturn. 

• We still think that stocks offer superior return potential over the longer term, and we recognize that valuations are reasonable for investors with 
a long time horizon. To return to a stock overweight would require: 

1. Stock prices and earnings estimates to reflect a recessionary scenario; or 
2. Evidence that a soft landing is being achieved through a combination of rising economic leading indicators, improving employment metrics, 

upgrades to the corporate-profit outlook, an easing of financial conditions and/or a steepening yield curve. 

• Currently, our recommended asset mix for a global balanced investor is 60.0% equities (strategic: “neutral”: 60%), 38.0% bonds (strategic 
“neutral”: 38%) and 2.0% in cash.

Asset mix

Global Asset 
Mix Benchmark Past 

Range
Spring
2022

Summer 
2022 Fall 2022 New Year 

2023
Spring 
2023

March 
2023

Cash 2.0% 1%-16% 2.0% 1.5% 1.0% 1.0% 1.5% 2.0%

Bonds 38.0% 25%-54% 34.0% 36.0% 37.5% 37.0% 37.5% 38.0%

Equities 60.0% 36%-65% 64.0% 62.5% 61.5% 62.0% 61.0% 60.0%

Source: RBC GAM
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This has been provided by RBC Global Asset Management Inc. (RBC GAM) and is for informational purposes, as of the date noted only. It is not intended to provide legal, accounting, tax, 
investment, financial or other advice and such information should not be relied upon for providing such advice. RBC GAM takes reasonable steps to provide up-to-date, accurate and reliable 
information, and believes the information to be so when provided. Past performance is no guarantee of future results. Interest rates, market conditions, tax rulings and other investment 
factors are subject to rapid change which may materially impact analysis that is included in this document. You should consult with your advisor before taking any action based upon the 
information contained in this document.

Information obtained from third parties is believed to be reliable but RBC GAM and its affiliates assume no responsibility for any errors or omissions or for any loss or damage suffered. RBC 
GAM reserves the right at any time and without notice to change, amend or cease publication of the information.
This report may contain forward-looking statements. The words “may,” “could,” “should,” “would,” “suspect,” “outlook,” “believe,” “plan,” “anticipate,” “estimate,” “expect,” “intend,” “forecast,” 
“objective” and similar expressions are intended to identify forward-looking statements.  Forward-looking statements are not guarantees of future performance. Forward-looking statements 
involve inherent risks and uncertainties, both about the Fund and general economic factors, so it is possible that predictions, forecasts, projections and other forward-looking statements will 
not be achieved. We caution you not to place undue reliance on these statements as a number of important factors could cause actual events or results to differ materially from those 
expressed or implied in any forward-looking statement made in relation to the Fund. These factors include, but are not limited to, general economic, political and market factors in Canada, 
the United States and internationally, interest and foreign exchange rates, global equity and capital markets, business competition, technological changes, changes in laws and regulations, 
judicial or regulatory judgments, legal proceedings and catastrophic events.  The above list of important factors that may affect future results is not exhaustive. Before making any investment 
decisions, we encourage you to consider these and other factors.
Publication date: May 8, 2023
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