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The global economy has been resilient, benefitting from pandemic-related stimulus and substantial pent-up demand. 
But the rapid and massive increase in interest rates since early 2022 is starting to bite, and signs of softness are 
surfacing. Leading indicators of economic growth are pointing to contraction in most of the world’s major economies 
(Exhibit 1), consumer confidence has faltered, job gains slowed and unemployment claims are inching higher. 
Moreover, financial conditions have tightened significantly, and stress emerged in the financial system particularly 
among U.S. regional banks, presenting new challenges for lending conditions, credit creation and broader economic 
activity (Exhibit 2).

     

Exhibit 2: Senior loan officer survey on bank lending 
practices – Number of banks reporting tightening standards 
for C & I loans
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Exhibit 1: Global purchasing managers’ indices 
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Inflation moderates from extremely high readings
A positive development from higher interest rates and slowing 
economic growth, however, is that they are helping cool 
inflation from its highest level in four decades. U.S. headline 
CPI inflation has declined to 4.9% from a high of 9.1% in 
June 2022, and a variety of factors suggest further progress 
toward the Fed’s 2.0% target is likely (Exhibit 3). Money supply 
is no longer growing, supply chains have largely resumed 
normal operation, European energy costs have fully retraced 
their post-war spike and rent increases have moderated. 
Considering all these factors, we forecast inflation to continue 
falling into the end of this year and to fall even further into 
next year, although we assume inflation does not return all 
the way to 2.0% in the near term.

Monetary tightening cycle is likely drawing  
near a close
With inflation moderating and cracks starting to appear in 
the labour market, further aggressive tightening by central 
banks is becoming less warranted. Many central banks have 
slowed their pace of interest-rate increases while others 
have paused hikes altogether. Incoming data will be critical 
in guiding central-bank actions, but it is worth noting that 
the U.S. Federal Reserve has already raised short-term 
interest rates by 500 basis points since March 2022 and that 
the effects of monetary policy changes usually impact the 
economy with long and variable lags. The futures market is 
pricing in just one more 25-basis-point hike in the fed funds 
rate by July, followed by interest-rate cuts by the end of the 
year continuing into 2024 (Exhibit 4).

Sovereign-bond valuation risk is limited 
according to our models
Bond yields were range-bound in most regions over the past 
quarter as investors weighed the impact of banking stress, 
inflation and economic growth on the course for interest 
rates. Yields initially declined following the failure of Silicon 
Valley Bank, but rebounded toward the end of the quarter as 
economic data held up relatively well and inflation proved 
sticky, causing investors to abandon their view that interest-
rate cuts were imminent. The U.S. 10-year yield fluctuated 
between 4.1% and 3.3%, ending the quarter toward the middle 
of that range. Our models suggest that valuation risk in 
sovereign bonds is now limited, and that total return potential 
has improved assuming our view on the economy and 
inflation proves correct (Exhibit 5). 

Exhibit 3: Consumer Price Inflation 
CPI Index Y/Y % change
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Exhibit 4: Implied fed funds rate  
12-months futures contracts as of May 31, 2023
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Exhibit 5: U.S. 10-year T-Bond yield  
Equilibrium range
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Stocks extend gains, but breadth is especially narrow 
in U.S. equities
Global equity markets extended gains, although investors’ 
experience has been highly varied across regions and within 
individual markets. Japanese equities are in a bull market, 
up double digits year-to-date and having broken out to their 
highest level since 1990. Emerging market equities, however, 
are flat so far this year as China’s recovery has waned. While 
breadth has been relatively strong in developed equity 
markets across the globe, it has been especially narrow 
in the U.S. where performance of the S&P 500 has been 
dominated by only a handful of mega-cap technology names. 
The S&P 500 cap-weighted index is up 8.9% year-to-date, but 
the S&P 500 equal-weight index is down 1.4% over the same 
period, suggesting a healthy correction could be taking place 
beneath the surface (Exhibit 6).

Exhibit 6: S&P500 index and S&P500 equal-weight 
index – Four week moving average
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Benign earnings outlook is vulnerable to recession
Although global equities are reasonably priced according to 
our fair value models, the outlook for corporate profits will 
be critical to sustaining further gains in stocks. Challenged 
by rising costs and slowing growth, profits have contracted 
for the past two quarters and are expected to fall again next 
quarter. But after a year of downgrades, earnings estimates 
may be stabilizing, and analysts look for profits to start 
rising again in the second half of the year and beyond. The 
consensus of analyst estimates looks for earnings to be flat 
in 2023 versus 2022, but for profit growth to accelerate to 11% 
in 2024 (Exhibit 7). These estimates reflect a benign outcome 
for the economy, and we think that if a recession were to 
materialize as we expect, then profit forecasts would be 
vulnerable to further downgrades.

Exhibit 7: S&P 500 Index  
12-month trailing earnings per share
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Asset mix – sitting on neutral positioning amid 
elevated uncertainty
In our view, the range of potential scenarios remains 
unusually wide and the macro backdrop is highly uncertain. 
Our base case is for economies to fall into recession over the 
next year and, in this environment, central banks would likely 
shift from monetary tightening to monetary easing. At current 
elevated yields, and especially if central banks cut interest 
rates to support a weakening economy, sovereign bonds 
offer a worthy ballast against a downturn in equities. The 
present interest-rate environment also lessens the appeal 
of taking risk in equities on a relative basis versus fixed 
income and even cash. As a result, we had been narrowing 
our underweight in fixed income and adding to our cash 
position as interest rates rose over the past year. During the 

past quarter, we further reduced our equity allocation by 
100 basis points, shifting half the proceeds into fixed income 
and the other half into cash. Our current asset mix rests at 
a neutral position relative to our strategic neutral. Some 
of the indicators we are watching that could encourage us 
to adopt a more constructive outlook and appetite for risk 
taking are improvement in economic leading indicators, 
easing of financial conditions, and broadening of equity-
market breadth particularly among U.S. equities. Our current 
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 (Exhibit 8). Actual 
fund or client portfolio positioning may differ depending on 
that portfolio’s investment policies.

Exhibit 8: Recommended asset mix 
RBC GAM Investment Strategy Committee
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Note: as of May 31, 2023. Source: RBC GAM



Market Update – June 2, 2023

MARkET UPDATE - JUNE 2, 2023-A 06/02/2023

(06/02/2023)

Disclosure
This document 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 its affiliated entities listed 
herein. This document 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. This document is not available for distribution 
to people in jurisdictions where such distribution would be prohibited.

RBC GAM is the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset 
Management Inc., RBC Global Asset Management (U.S.) Inc., RBC Global Asset Management (UK) Limited, RBC Global 
Asset Management (Asia) Limited, and BlueBay Asset Management LLP, which are separate, but affiliated subsidiaries 
of RBC.

In Canada, this document is provided by RBC Global Asset Management Inc. (including PH&N Institutional) which is 
regulated by each provincial and territorial securities commission with which it is registered. In the United States, this 
document is provided by RBC Global Asset Management (U.S.) Inc., a federally registered investment adviser. In Europe 
this document is provided by RBC Global Asset Management (UK) Limited, which is authorised and regulated by the UK 
Financial Conduct Authority. In Asia, this document is provided by RBC Global Asset Management (Asia) Limited, which 
is registered with the Securities and Futures Commission (SFC) in Hong Kong.

Additional information about RBC GAM may be found at www.rbcgam.com.

This document has not been reviewed by, and is not registered with any securities or other regulatory authority, and 
may, where appropriate, be distributed by the above-listed entities in their respective jurisdictions. 

Any investment and economic outlook information contained in this document 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.

Opinions contained herein reflect the judgment and thought leadership of RBC GAM and are subject to change at any 
time. Such opinions are for informational purposes only and are not intended to be investment or financial advice 
and should not be relied or acted upon for providing such advice. RBC GAM does not undertake any obligation or 
responsibility to update such opinions. 

RBC GAM reserves the right at any time and without notice to change, amend or cease publication of this information.

Past performance is not indicative of future results. With all investments there is a risk of loss of all or a portion of 
the amount invested. Where return estimates are shown, these are provided for illustrative purposes only and should 
not be construed as a prediction of returns; actual returns may be higher or lower than those shown and may vary 
substantially, especially over shorter time periods. It is not possible to invest directly in an index.

Some of the statements contained in this document 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 from those described in such forward-looking statements as a result of 
various factors. Before making any investment decisions, we encourage you to consider all relevant factors carefully.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence.  
© RBC Global Asset Management Inc. 2023

Publication date: June 2, 2023

http://www.rbcgam.com



Accessibility Report



		Filename: 

		Market Update - June 2, 2023-a.pdf






		Report created by: 

		


		Organization: 

		RBC GAM





 [Personal and organization information from the Preferences > Identity dialog.]


Summary


The checker found problems which may prevent the document from being fully accessible.



		Needs manual check: 0


		Passed manually: 2


		Failed manually: 0


		Skipped: 0


		Passed: 29


		Failed: 1





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		Passed manually		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		Passed manually		Document has appropriate color contrast


		Page Content




		Rule Name		Status		Description


		Tagged content		Passed		All page content is tagged


		Tagged annotations		Failed		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		Passed		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
