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Putting recent volatility into perspective

Eric Lascelles, Chief Economist at RBC Global Asset Management, shares the following thoughts on recent
developments:

= As to what underpins this sudden change in sentiment, it wasn’t any sudden dose of bad news. No
wars, corporate bankruptcies, recessions or other major macro shocks caught the market by surprise.
= To the contrary, this development fits more neatly into two other categories:

o First, markets had been abnormally calm for an extremely long time. Bursts of volatility do come
along every now and again, and this one was well overdue in a purely chronological sense. The
high level of complacency and optimism that has been on display lately created a vulnerability.

o Second, the bond market had started to respond to the reality of tightening economic conditions,
rising inflation and therefore central banks set to continue removing stimulus. The big increase
in bond yields over the past few weeks, preceded by steady gains over several months, had
started to dim financial conditions. The final straw appears to have been the U.S. payrolls
report, which revealed strong hiring but also stronger-than-expected wage growth (a negative
for corporate income statements and a hint about the late stage of the business cycle).

= [tis unusual for stocks to be down at the same time that bond yields are up (they have risen over the
past several weeks, if not the latest few days). This upward shift in the yield curve signals investors still
have confidence in the economy.

In all of this, let us recall that the economic signals are still quite strong (if no longer accelerating as much
as before), central banks are not obviously making any policy errors in raising rates and stock market
valuations do not look too badly offside in a structurally low interest-rate environment. However, it is
undeniable that the business cycle is fairly old. Our latest work argues that we are still in the “late” stage of
the cycle, meaning the next downturn would normally occur within the next couple of years, but not
obviously tomorrow.

As we can see from the chart below, pullbacks like we have experienced in the past few trading days are
common and part of normally functioning capital markets as they digest new information. Since 2000, the
average of the largest annual peak-to-trough pullbacks for the S&P/TSX Composite Index was over -16% while
the average annual return was over 7.7% during that time.
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Even the good years have dark days

B TSX Calendar Year Total Return H Largest Peak to Trough Decline in Year

130801 2> o @
9% 9% 8% ® n
A2%  -12%
m
L -20% -21%
24% g ® 33%
a0% 8%
|
-48%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: Bloomberg. Performance reflective of S&P/TSX Composite Index, denoted in Canadian dollars. Performance data as of December 29, 2017. An
investment cannot be made directly into an index. The graph 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.

When faced with uncertainty, it is human nature to react in an attempt to regain control. But trying to time the
market has not proven to be successful over time; in fact, it can have significant, negative consequences for
your long-term financial goals. Instead, market volatility should be viewed as an opportunity to evaluate your
investment objectives and financial plan with an advisor. This is an important way to ensure that your
investment strategy is on track to help you meet your longer-term goals.

Data as of February 5, 2018 unless specified otherwise.

Please consult your advisor and read the prospectus or Fund Facts document before investing. There may be commissions, trailing commissions,
management fees and expenses associated with mutual fund investments. Mutual funds are not guaranteed, their values change frequently and past
performance may not be repeated. RBC Funds, BlueBay Funds and PH&N Funds are offered by RBC Global Asset Management Inc. and distributed
through authorized dealers.

This article is not intended to provide individual legal, accounting, tax, investment, financial or other advice and is for informational purposes only.
Specific investment strategies should be considered relative to each investor's objectives and risk tolerance. The information contained herein is
provided by RBC Global Asset Management Inc. (RBC GAM) and believed to be up-to-date, accurate and reliable. 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 document may contain forward-looking statements about the Fund, its future performance, strategies or prospects, and possible future Fund action.
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 risk 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 by 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 carefully. All opinions in forward-
looking statements are subject to change without notice and are provided in good faith but without legal responsibility.
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