GLOBAL

Insight

Weadlth
N Management

RBC

Global equity perspective

May 2025

Jim Allworth

Vancouver, Canada
jim.allworth@rbc.com

Either/or...

After its steep seven-week drop in
February and March, the S&P 500
spent April regaining some of its
composure and about two-thirds of
the lost ground. The same was more
or less the case for all the developed-
economy benchmark indexes. Now,
markets look to be at a crossroads,
with plausible paths in either
direction.

By some measures, the S&P 500 is
still in the early days of the current
rally. Another few weeks of upside
might bring the index closer to the
February high-water mark, perhaps
even to a new all-time high. More
market upside would require a
catalyst, in our view. A Ukraine truce
would be helpful; so too would be

a meaningful drop in core inflation,
enough to put a resumption of Fed
rate cutting back on the table and
with it some further retreat in bond
yields.

Waiting for a deal

The one catalyst that could
convincingly revive investor
optimism and put the bulls back in
control would be some significant
improvement on the trade front:
perhaps a deal between the U.S.
and a noteworthy trading partner
that significantly lowers the tariff
burden as well as the scope of goods
affected, raising the prospect that
similar deals with other trading
partners might reasonably be
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expected to follow. (Commerce
Secretary Howard Lutnick has
indicated just such a deal has been
negotiated, awaiting only ratification
by the partner’s government.)

The air needs clearing

But until frameworks of trade deals
are broadly agreed to between the
U.S. and its largest trading partners—
the EU, China, Canada, and Mexico,
which together represent about 60%
of imports—skepticism about tariff
risks could hang over the market.
Which brings us to the potential

for a negative market outcome.

If no convincing “pathway” deal
materialises on the trade front within
a couple of months, consumers and
businesses would be left “on hold,”
fearing the worst and adjusting
spending plans accordingly. It would
also leave the Fed where it is today,
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between a rock and a hard place,
leery of cutting rates ahead of an
inflation shock it knows will be
coming. Continuing uncertainty could
leave the U.S. economy edging toward
a more profound slowdown—possibly
arecession.

RBC Capital Markets, LLC’s Head of
U.S. Equity Strategy Lori Calvasina
argues that the S&P 500, even at

its worst point—the April 7 intraday
low—was not pricing in a recession
(see table). In other words, if a U.S.
recession were on the way, so too
would be additional downside for the
equity market.

But a U.S. recession is far from a
foregone conclusion, in our view.
Since the Trump administration says
it is negotiating dozens of bilateral
trade deals, we believe the possibility
of one or more consequential ones
being struck is rising and shouldn’t
be discounted. So too is the prospect
that the equity market could prove
stronger than currently expected.

Breadth votes for more upside

At least one measure of market
breadth has recently cast an
important vote in favour of more
equity market upside ahead. The so-

The four tiers of fear in modern U.S. equity markets

called “advance-decline line” keeps
track of the proportion of stocks
rising in price versus those declining
on a daily basis. All through the

latest pullback, the advance-decline
line for the S&P 500 has performed
better than the index itself, holding its
ground to a much greater degree.

The A-D line has just set a new cycle
high, but the S&P 500, while well

up off its recent low, is still about
9% below its February peak. New
highs in breadth have often been
accompanied or followed fairly
quickly by new highs in the index.

Set against this potential technical
strength, there are some worrying
signs on the earnings front. In
addition to the growing number of
CEOs who admit to being confounded
by the question of what will be the
eventual impact of tariffs on their
businesses, we now have analysts
backing away as well—less than one-
third of S&P 500 earnings estimate
revisions have been to the upside.

The economy will decide

Getting the economy right means
getting the U.S. consumer (about 70%
of GDP) right. Despite consumers’
expectations for the future recently

What a peak-to-trough drawdown
looks like historically

Equivalent downside levels
to keep in mind today

Tier 1:
Garden-variety pullback

Occurs several times in a
bull market

Tier 2: Growth scare

Investors worry intensely
about a crisis or recession
that fails to materialise

Tier 3: Recession

Tier 4: Major crisis

5%-10% drawdown

Roughly 5,500

The first stopping point in the correction was at
5,504 on March 13, followed by a modest bounce
over seven trading days

14%-20% drawdown

Roughly 4,900-5,300

The low trade for the index was 4,835 on April 7;
it has since recovered about two-thirds of the
losses since the Feb. 19 all-time peak

Median drawdown of 27%

Average drawdown of 32%

Drawdown of roughly 50% or more
as arule of thumb

Roughly 4,200-4,500

Roughly 3,100

Source - RBC Wealth Management, RBC Capital Markets U.S. Equity Strategy
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sagging to a 13-year low, U.S.
consumer spending remained positive
through Q1, possibly thanks to pre-
tariff car buying. To persuade the
consumer to pare back their spending
enough to deliver a recession would
require a marked deterioration in the
employment outlook, which so far is
nowhere in evidence but could arrive
quickly as tariffs bite in the coming
months. Or not.

We are leaving our setting unchanged
for now: cautious, watchful, but
invested. Our focus remains on
resilient businesses with the least to
lose should a recession materialise.
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