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The delicate shift toward an efficiency-driven economy

Tyler Frawley, CFA - Minneapolis

U.S. equity markets are at record levels, supported by resilient corporate earnings and a
willingness from investors to look through ongoing geopolitical risks in the Middle East. However, a
widening gap is emerging between asset prices and underlying economic conditions.

The consumer remains central to the U.S. economy,
accounting for nearly 70% of GDP, but forward
indicators have deteriorated. University of Michigan
sentiment readings have fallen to historic lows, inflation
expectations have re-accelerated, and lower-to-middle-
income households face pressure from higher energy
costs and pandemic-era savings drawdown.

The personal savings rate has slipped to 3.6%, down from
5.1% last year and 6.2% in December 2019—just prior to
the pandemic. Excluding the 2022 pandemic distortion,
this was the weakest reading since 2008 —during the
Great Recession. The implication is straightforward:
household balance sheets have far less capacity to
absorb incremental price shocks than they did just a few
years ago.

For now, the labor market continues to provide support.
Employment remains relatively firm, offsetting inflation
pressure at the household level. Structurally, however, we
are in a “low-hire, low-fire” environment—stable on the
surface, increasingly stagnant underneath. This balance
tends to be less durable if hiring momentum continues to
slow.

Concentration of returns and the Al capex cycle

Market performance remains highly concentrated. A
small group of mega-cap technology and semiconductor

companies have driven most of the S&P 500 gains

in recent years, sitting at the center of a massive Al
infrastructure investment cycle—one of the largest capital
spending waves in history.

This wave has become something of a macro support
pillar. In what could otherwise be considered a sluggish
economy, Al-related capex acts as a key growth driver.
The central question is what this spending ultimately
produces.

In traditional cycles, capital investment expands capacity
and supports job creation. This cycle is structurally
different. Much of this Al buildout aims not for labor
expansion but labor substitution—particularly across
repeatable white-collar tasks.

That substitution creates a second-order effect. As these
systems scale, demand for certain knowledge work
categories declines. Early signals are already visible.
White-collar job creation has slowed materially—year-
over-year growth has been negative for 31 consecutive
months, unprecedented in history outside recessionary
periods. Broader employment growth has also stalled,
with total U.S. jobs remaining roughly flat over the past
year.

Recent workforce reductions from large technology firms
reinforce this trend. In April, Meta announced layoffs
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affecting roughly 10% of its workforce—about 8,000
employees plus 6,000 open roles—citing Al-related cost
pressures. Microsoft introduced a voluntary retirement
program for the first time in its history, impacting
roughly 7% of its U.S. workforce to fund Al infrastructure.
Perhaps the most telling signal, in our view, came in
February, when Block (formerly called Square, a financial
technology firm) announced it would lay off 40% of

its approximately 10,000 employees, with Al explicitly
earmarked as replacement. Across these examples, the
common theme is clear: capital is being redirected toward
Al, even at the expense of labor.

The key risk is diffusion. If efficiency programs remain
confined to technology, the macro impact is likely limited.
If they extend into finance, healthcare administration,
law, logistics, and other services-heavy sectors, the
employment impact becomes structural. Wage growth
slows, hiring weakens, and consumption naturally follows.

That is the core tension: the same tools driving profit
margin expansion may gradually erode the employment
base that supports demand and sustainable economic
growth.

“Ghost GDP” and structural demand risk

Some frameworks describe a more extreme outcome
referred to as “ghost GDP.” In this scenario, Al-driven
productivity and corporate profits remain strong while
employment and income lag. As Al displaces high-earning
workers, consumption weakens even as output rises,
creating a loop where machines generate GDP growth
but do not spend or consume. The result is stronger
headline growth masking income erosion, inequality, and
underlying demand fragility.

It’s important to note that this is not the base case

for RBC economists, though we believe it serves as a
directionally important thought experiment. 1f Al-driven
productivity meaningfully slows white-collar employment
growth, the transmission mechanism into consumption
becomes a central macro risk. Given that consumption
dominates U.S. GDP, even modest labor income weakness
could have outsized effects.

The counterargument is well established: technological
revolutions destroy some jobs but ultimately create more
over time. The internet expansion of the 1990s is the most
cited parallel, delivering both productivity gains and
strong employment growth, particularly in white-collar
sectors.

However, the current cycle looks different. Despite
unprecedented capital spending on Al infrastructure,
labor demand—especially in knowledge work—has not
strengthened but, in many areas, has softened. This raises
a key question: why haven’t these massive investments
translated into stronger job creation?

The distinction versus the 1990s is functional. The internet
expansion required broad human adoption, integration,

White-collar stagnation: Professional services growth
in the Al era
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and system buildout across industries. Al is more directly
substitutional. It automates tasks that previously required
skilled human input, rather than expanding entirely new
labor categories at the same pace.

That difference matters. If Al reduces the need for certain
roles faster than new roles are created, the adjustment
becomes more compressed and potentially more
disruptive than prior cycles.

A fragile equilibrium

U.S. equity markets are operating in a narrow equilibrium.
On one side, Al-driven investment and margin expansion
support valuations and mask softness in parts of the
economy. Conversely, those same forces may gradually
weaken the labor income base that supports long-run
consumption.

This creates a divergence that is difficult to sustain
indefinitely. Markets are pricing strong productivity and
earnings power, while the real economy shows slower
labor momentum and weaker household balance sheets.

The long-term productivity case for Al remains intact. The
more relevant question is how these efficiency gains are
distributed across labor, income, and demand.

If the efficiency cycle accelerates while household
financial buffers continue to erode, the gap between
market performance and underlying economic conditions
will likely widen further. At some point, that divergence
will need to be resolved.

Whether the economy can transition into a more
efficiency-driven structure without meaningful adjustment
in labor and consumption dynamics will likely be one of
the defining macro questions for the rest of this decade.
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Alan Robinson - Seattle

m The S&P 500 and Nasdaq stock indexes reached

new highs during the week as concerns over the Iran
conflict took a back seat to enthusiasm over continued Al
investments.

m The Trump administration appeared keen to find an
off-ramp from the Iran conflict as U.S. gasoline prices
reached new highs. In an opinion poll by National Public
Radio, PBS News, and Marist released May 6, 81% of
Americans said gas prices are a strain on their household
budgets and 63% (including a third of Republican voters)
blamed President Trump. With the upcoming Memorial
Day holiday weekend just over two weeks away, gas prices
will continue to be a focus given this traditionally marks
the start of driving season.

m Oil prices fell sharply on May 5 following a pre-market
report by news website Axios that suggested further talks
with Iran are likely over the next 30 days, citing White
House sources. West Texas Intermediate (WTI) crude oil
subsequently traded near $90/barrel, compared to $110/
barrel at the end of April. However, RBC Capital Markets,
LLC Head of Global Commodity Strategy and Middle

East and North Africa (MENA) Research Helima Croft
believes the situation remains in “a ‘ceasefire with no oil’
purgatory” phase, with Iran having a limited appetite to
negotiate serious concessions.

m None of the above appeared to derail the technology
investment theme that has driven U.S. equity markets
higher. Several new Al-related investment deals and
partnerships were announced, including Anthropic’s
commitment to spend $200 billion on Google Cloud over

Al spending not rolling over yet
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the next five years, as well as a partnership between
NVIDIA and Corning to accelerate Al infrastructure

using optical fiber technology. These announcements
followed increased capex commitments from hyperscaler
management teams during recent earnings conference
calls. Consensus forecasts now see the pace of Al
investments continuing to ramp higher, with any growth
slowdowns pushed out beyond this year (see chart).

CANADA

David lacono, CFA & Shizhe Zhong - Toronto

m Tech giants eye the Canadian bond market. Alphabet
tapped the Canadian credit market this week, issuing

its first loonie-denominated bond deal at CA$8.5 billion,
making this the largest Canadian corporate bond deal

on record. The offering drew significant demand from
Canadian investors of nearly CA$20 billion. The market
readily absorbed the jumbo issuance with Canadian
corporate spreads widening by just 1-2 basis points

on the day. Information Technology is on the path to

rival Financials as one of the largest sectors in the U.S.
Investment Grade universe. As hyperscalers ramp up
capital expenditures, we anticipate more technology
giants may follow suit, turning to the Canadian bond
market for funding in addition to significant capital
raises in the U.S. and other global bond markets. While
strong investor demand relative to limited supply has
contributed to credit spread tightening, a sustained wave
of tech issuance could reverse this trend in the Canadian
market.

m Canada recorded its first trade surplus in six months
with a CA$1.8 billion surplus in March 2026, reflecting
strong momentum in oil and precious metals exports.
Statistics Canada data shows total exports increased
8.5% to their highest level since January 2025, driven by

a notable 24% surge in metals and mineral shipments.
Energy exports expanded 15.6% —reaching peaks unseen
since September 2022—as geopolitical tensions in the
Middle East lifted crude prices. On the import side,
purchases declined 1.6% to CA$71 billion, with eight of 11
product categories contracting, including a sharp 12.8%
pullback in aerospace and transport equipment. Canada’s
trade surplus with the U.S. strengthened to CA$7.1 billion,
the strongest performance since September 2025, while
international sales hit record levels. However, the broader
economic picture presents a more complex narrative.

The Q12026 merchandise trade deficit widened to CA$6.5
billion from CA$4.2 billion year over year, suggesting
March’s gains may not signal sustained momentum,
according to RBC Economics. We believe uncertainty
surrounding the Canada-United States-Mexico Agreement
review process is likely to introduce volatility into trade
flows ahead.
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Guy Foster, CFA — London

m April’s purchasing managers’ indexes (updated this
week) imply that companies’ input prices are rising at
their fastest pace in 40 months, with similar trends in
prices charged. The European Central Bank (ECB) and
Bank of England note both direct and indirect inflation
impacts: the immediate effect of higher fuel prices, and
the indirect effects from companies generally raising
prices. Markets are anticipating two more interest rate
increases this year as a result. Lower growth, higher
interest rates, and the risk that governments will subsidise
consumer energy prices in the region have weighed on
European bonds which now offer high yields.

m Last week, we discussed how the ECB would monitor
whether higher prices would cause consumers to demand
higher wages (secondary effects of inflation). This week’s
update to its wage tracker suggests to us limited
passthrough during negotiated wage settlements, and
increases in advertised wages for positions posted on job
search website Indeed.com seemed to slow during March.

m Around halfway through earnings season, Europe’s
earnings growth has slowed as could be expected
following the blistering pace of 2025, leaving it looking
rather tepid by comparison with the more technology-
laden regions. Although European stocks have been
surprisingly resilient considering the energy market
headwinds they face, their more reasonable valuations
mean they seem, in our opinion, amongst the most
obvious beneficiaries of the opening of the Strait of
Hormuz, as has started to seem more likely.

ASIA-PACIFIC

Nicholas Gwee, CFA - Singapore

m New inflation risks are emerging in India apart from
the surge in oil prices. Extreme heat and below-normal
monsoon rainfall can potentially push inflation higher.
Heat waves are expected to stay for longer than usual

in densely populated states of western and eastern

India according to the India Meteorological Department.
Temperatures as high as 47 degrees Celsius (116.6 degrees
Fahrenheit) have hit parts of northern India, leading to
higher power demand as households and workplaces use
air conditioners and fans to stay cool. The government is
predicting below-normal rainfall in the coming planting
season, risking higher food prices in the near future.
Under this scenario, economists are projecting inflation to
breach 5% this year. Over 60% of India’s rural population
depends on agriculture, so poor harvests risk the
potential for reduced incomes and poor economic growth.
High energy costs compound pressures on food prices.
We think high energy costs and potentially higher food
prices will complicate the Reserve Bank of India’s (RBI’s)
monetary policy going forward. RBI Governor Sanjay

Malhotra signaled earlier this month that the central bank
will stay on hold for longer as it assesses inflation and
growth risks. For now, the RBI believes that India’s 4%
inflation target is appropriate.

m The yen has made sharp moves against the U.S.
dollar since the end of April. The pair hit a 10-week
intraday high of 155.04 on Wednesday as traders consider
the potential of Japan’s Ministry of Finance intervening

in the market. Officials have declined to confirm whether
they have acted in the currency market, but they have
commented on multiple occasions that they are ready to
act on speculative moves in the yen. History has taught
us that intervention is unlikely to stop the currency from
weakening, and recent events suggest to us that 160 is the
level to watch.

m Asia corporate news: Samsung Electronics Co.
(005930 KS), the world’s largest memory maker, saw its
market cap cross US$1 trillion this week after its share
price gained more than 300% over the past year on
strong demand for its Al chips. Samsung became the
second Asian company after Taiwan Semiconductor
Manufacturing Co. (2330 TT) to cross trillion-dollar mark.
Short interest in Contemporary Amperex Technology Co.
(3750 HK), a global leader in electric vehicle batteries, fell
to the lowest level since December as investor sentiment
improves and expectations are rising for further growth in
the battery segment and downstream opportunities with
system integration.
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Equity returns do not include dividends,
except for the Brazilian Ibovespa. Bond
yields in local currencies. Copper Index
data and U.S. fixed income returns as of
Tuesday'’s close. Dollar Index measures
USD vs. six major currencies. Currency
rates reflect market convention (CAD/
USD is the exception). Currency returns
quoted in terms of the first currency in
each pairing.

Examples of how to interpret currency
data: CAD/USD 0.73 means 1 Canadian
dollar will buy 0.73 U.S. dollar. CAD/USD
0.7% return means the Canadian dollar
has risen 0.7% vs. the U.S. dollar year to
date. USD/JPY 156.39 means 1 U.S. dollar
will buy 156.39 yen. USD/JPY -0.2% return
means the U.S. dollar has fallen 0.2% vs.
the yen year to date.

Source - Bloomberg; data as of 5/6/26
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Equities (local currency) Level MTD YTD 1yr 2yr

S&P 500 7,365.12 2.2% 7.6% 31.4% 42.2%
Dow Industrials (DJIA) 49,910.59 0.5% 3.8% 22.2% 28.5%
Nasdaq 25,838.94 3.8% 11.2% 46.1% 58.0%
Russell 2000 2,886.77 3.1% 16.3% 45.6% 40.1%
S&P/TSX Comp 33,981.82 0.1% 7.2% 36.1% 52.7%
FTSE All-Share 5,601.60 0.7% 4.7% 20.3% 25.3%
STOXX Europe 600 623.25 2.0% 5.2% 16.2% 22.6%
EURO STOXX 50 6,027.13 2.5% 4.1% 14.5% 21.6%
Hang Seng 26,213.78 1.7% 2.3% 15.7% 41.1%
Shanghai Comp 4,160.17 1.2% 4.8% 25.5% 32.5%
Nikkei 225 59,513.12 0.4% 18.2% 61.6% 55.6%
India Sensex 77,958.52 1.4% -8.5% -3.3% 5.5%
Singapore Straits Times 4,927.38 0.3% 6.1% 27.6% 49.2%
Brazil Ibovespa 187,690.86 0.2% 16.5% 40.6% 46.1%
Mexican Bolsa IPC 69,771.51 2.8% 8.5% 21.7% 21.8%
Gov’t bonds (bps change) Yield MTD YTD 1yr 2yr

U.S. 10-Yr Treasury 4.351% -2.0 18.4 5.6 -13.7
Canada 10-Yr 3.511% -3.2 7.8 36.7 -10.2
UK 10-Yr 4.939% -7.3 46.0 42.5 71.7
Germany 10-Yr 2.999% -3.8 14.4 45.9 53.1
Fixed income (returns) Yield MTD YTD 1yr 2yr

U.S. Aggregate 4.65% 0.0% 0.0% 4.8% 10.9%
U.S. Investment-Grade Corp 5.15% 0.2% 0.1% 6.1% 11.7%
U.S. High-Yield Corp 7.02% 0.0% 1.2% 8.5% 17.0%
Commodities (USD) Price MTD YTD 1yr 2yr

Gold (spot $/oz) 4,689.32 1.5% 8.6% 36.6% 101.8%
Silver (spot $/0z) 77.48 5.1% 81%  1332%  182.3%
Copper ($/metric ton) 13,059.15 1.1% 4.9% 36.6% 33.4%
Oil (WTI spot $/bbl) 95.63 -9.0% 66.5% 61.8% 21.9%
0il (Brent spot $/bbl) 101.72  -108%  67.2% 63.7% 22.1%
Natural Gas ($/mmBtu) 2.72 -1.8% -26.3% -21.5% 23.8%
Currencies Rate MTD YTD 1yr 2yr

U.S. Dollar Index 98.0240 0.0% -0.3% -1.2% -6.7%
CAD/USD 0.7336 -0.4% 0.7% 1.1% 0.2%
USD/CAD 1.3632 0.4% -0.7% -1.1% -0.2%
EUR/USD 1.1746 0.1% 0.0% 3.3% 9.1%
GBP/USD 1.3591 -0.1% 0.9% 1.7% 8.2%
AUD/USD 0.7236 0.5% 8.4% 11.4% 9.2%
usD/JpPY 156.3900 -0.1% -0.2% 9.8% 1.6%
EUR/JPY 183.7000 0.0% -0.2% 13.4% 10.8%
EUR/GBP 0.8642 0.2% -0.9% 1.6% 0.8%
EUR/CHF 0.9150 -0.2% -1.7% -2.1% -6.3%
USD/SGD 1.2683 -0.4% -1.3% -1.6% -6.1%
USD/CNY 6.8125 -0.2% -2.5% -5.6% -5.5%
USD/MXN 17.2488 -1.2% -4.2% -12.3% 2.2%
USD/BRL 4.9269 -0.6% -10.0% -13.8% -2.9%
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