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Anyone who has fixated on the recent U.S. stock market 
rally without paying attention to other news might have 
assumed that all is right with the world.

The S&P 500 has surged 17 percent since the late March 
Iran war low and is up 8.6 percent year to date through 
May 20.

This impressive run has materialized despite a barrage of 
challenges: 

	� Ongoing energy and fertilizer supply problems along 
with uncertainties about whether the U.S.-Israeli war 
with Iran could reignite, further damaging the region’s 
infrastructure; 

	� Another domestic and global inflation wave linked to 
high energy prices; 

	� Treasury yields jumping to multiyear highs; 

	� Market-based expectations about Federal Reserve 
policy shifting from a forthcoming rate cut to at least a 
long pause, and even the small possibility of a rate hike 
later this year; 

	� Consumer sentiment in the U.S. dropping to the lowest 
level since records began in 1978; and

	� Americans’ poor attitudes about the economy in 
multiple opinion polls.

Is the stock market living on another planet?

AI buildout gets most of the credit
From our vantage point, the market is grounded where it 
normally is, on corporate profits. This is why it has defied 
the challenges thus far:

	� S&P 500 earnings growth is pacing at 27.6 percent year 
over year in Q1.

	� This is more than two times higher than the 12.4 percent 
consensus forecast just before the earnings reporting 
season began in mid-April. 

	� Outside of post-recession rebounds, earnings 
growth rarely exceeds expectations by such a large 
magnitude—in other words, it’s an eye-popping 
difference.

	� The ongoing AI infrastructure buildout is by far the main 
reason.

	� Within the S&P 500, the AI basket of stocks saw its Q1 
consensus earnings growth forecast surge from 23.6 
percent in early January to nearly 66 percent recently, 
as the upper chart on page 2 shows.

The earnings bedrock
Kelly Bogdanova – San Francisco

The U.S. stock market has challenges coming from all sides yet continues to rally. At first glance 
the market may seem disconnected from reality. However, corporate earnings have been the great 
stabilizer. While we’re mindful of Middle East risks, we look at what earnings growth prospects 
mean for the equity outlook and portfolio allocations. 

For perspectives on the week from our regional analysts, please see pages 3–4.
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	� Inside the AI group, semiconductor and semiconductor 
capital equipment stocks have led, delivering 85 percent 
year-over-year earnings growth in Q1. 

When AI stocks are excluded from the S&P 500 data, at 
first glance the earnings growth rate looks much less 
impressive at 14.4 percent year over year. 

Investors should keep in mind, however, this non-AI profit 
growth rate is above the S&P 500’s long-term average 
level. And it is rather high on a historical basis when the 
fastest-growing area of the market is excluded at any 
given time, especially outside of post-recession rebounds. 

Seven of 11 sectors are on pace to grow earnings at 
double-digit rates in Q1, including Materials at 44 percent 
and Financials at almost 23 percent year over year.

The S&P 500’s overall 27.6 percent earnings growth rate 
in Q1 is also impressive compared to most years since 
2014, as the lower chart shows. It’s the strongest growth 
rate outside of the highly unusual post-COVID period, 
which followed abrupt and deep earnings and economic 
recessions and included unprecedented fiscal stimulus.

Mindful of Middle East risks
As long as S&P 500 earnings growth has the potential to 
rise at a respectable clip over the next 12 months or more, 
we think the bull market can persist, notwithstanding 
some turbulence along the way. 

A strong relationship between earnings growth and stock 
market returns has historically played out over time. 

When profit growth rises over a number of quarters or 
years, the stock market tends to remain elevated or push 
higher. Conversely, when earnings growth falls during 
periods of economic weakness or recession, the market 
tends to wobble or decline.

The consensus forecast currently calls for double-digit 
profit growth in each of the next six quarters, driven by 
the AI infrastructure boom amid a non-recessionary 
environment. At this stage, RBC Economics forecasts U.S. 
GDP growth of 2.1 percent in 2026 and 1.9 percent in 2027. 

Risks to this scenario, in our view, largely center on the 
Middle East: 

	� Whether the region’s energy and chemicals 
infrastructure is further damaged due to a renewed 
military clash, and/or 

	� Whether Strait of Hormuz commodity flows remain 
constrained for a prolonged period.

While the consensus earnings growth prospects look 
attractive to us, the chances that shipping traffic through 
the Strait of Hormuz could remain throttled for additional 
months are too big to ignore. We would continue to hold 
U.S. equities up to, but not beyond, a Market Weight 
allocation.

Q1 2026 earnings growing at the strongest pace outside of the post-COVID rebound 
S&P 500 earnings per share growth on a quarterly basis (year-over-year)
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AI stocks’ upward Q1 2026 earnings revisions have 
outshined the rest of the market
Change in Q1 2026 year-over-year consensus earnings growth 
estimates from early January through mid-May
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of stocks mostly in the Information Technology and Communication 
Services sectors and some stocks from other sectors.
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UNITED STATES

Miles D’Alessandro – Minneapolis

 n Weekly returns oscillate following selloff of 
momentum stocks. This week, the U.S. equity markets 
initially diverged from previously narrow but strong 
weekly performances, with investors looking to take gains 
on momentum-driven stocks such as semiconductor 
memory businesses, which have provided investors 
with very strong returns over the past year due to an 
imbalance between acute AI demand and limited supply. 
However, the selloff of momentum stocks reversed 
midweek, with the DRAM ETF up 3.58% on Wednesday. 
Software stocks have moved higher so far this month 
following a prolonged selloff prompted by AI disruption 
concerns that began last year and became more acute 
in Q1 of this year. Ongoing workforce reductions in the 
software industry stood out this week amidst a relatively 
strong job market, as AI disruption continues to reduce 
headcount. Intuit (INTU) and META Platforms (META) 
announced workforce reductions of 17% and 10%, 
respectively.    

 n We think the merger between NextEra Energy (NEE) 
and Dominion Energy (D), announced on Monday, 
underpins data center demand. The combination of 
these two U.S. utilities will form a company with a market 
capitalization of approximately $250 billion, making it 
the largest publicly traded regulated electrical utility in 
the world and the third-largest U.S. energy business. The 
all-stock deal values D shares at a 23% premium. A couple 
years ago, Dominion Energy underwent a prolonged 
strategic review following an overextension into offshore 
wind. Now, Dominion is benefitting from a 51 GW 
datacenter pipeline, supported by Dominion’s operations 
in Virginia, the state which has the largest concentration 
of data center capacity globally. NextEra has far less data 

center exposure but has a stronger balance sheet and 
benefits from operating in Florida where population and 
demand continue to grow. We expect the combination 
of the two utilities to come with earnings accretion from 
better credit/financing capabilities, improved power 
generation mix (less offshore wind exposure), and 
accelerating dividend yield growth. Regulatory processes 
likely mean it will be 12–18 months before the deal is 
completed. Besides possible benefits for shareholders, 
we think the deal represents a meaningful combination of 
utilities to support growing energy demand, heavily driven 
by AI and the data center buildout. 

CANADA

Matt Altro, CFA & Elizabeth Grant – Toronto

 n As we enter the busiest house-hunting season of 
the year, focus remains on the affordability concerns 
in some regions, while opportunities and modest 
improvements may be appearing in others. As of April, 
RBC Economics noted there were more sellers than 
buyers, which typically results in declining prices. New 
listings rose the most in Quebec City, Kitchener-Waterloo, 
Ottawa, and Winnipeg. The MLS Home Price Index in 
Canada declined 4.7% y/y in April, with broad-based price 
softness in British Columbia and Ontario. Meanwhile, 
home prices in Calgary and Edmonton rose modestly, 
breaking a year-long string of declines. Looking ahead, 
we believe the broader macroeconomic backdrop will 
play a material role in shaping the housing market. 
RBC Economics expects clarity to emerge over the next 
few months but isn’t expecting a meaningful change in 
market dynamics. 

 n Canada’s headline inflation rate rose to 2.8% y/y 
in April, up from 2.4% in March, according to Statistics 
Canada. Higher energy prices, particularly for gasoline, 
drove the acceleration in the Consumer Price Index (CPI). 
Energy prices surged 19.2% y/y in April, with gasoline costs 
rising sharply by 28.6% after a 5.9% increase in March. The 
removal of the consumer carbon tax in April 2025, which 
resulted in a monthly price decline for that month, put 
upward pressure on year-over-year gasoline movement in 
April 2026. Additional factors included supply uncertainty 
from the Middle East conflict and the seasonal switch to 
more expensive summer fuel blends. Fuel oil and other 
fuels also climbed 41.3% y/y, driven by higher oil prices 
linked to geopolitical tensions. Excluding gasoline, the 
CPI rose at a slower rate of 2.0% y/y in April compared to 
a 2.2% rise in March. Overall, the data shows inflationary 
pressures remain elevated, primarily driven by energy 
factors rather than broad-based domestic demand, and 
this supports RBC Economics’ base-case expectation that 
the Bank of Canada will remain on hold for the remainder 
of 2026.

Dominion Energy data center contracted capacity
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Virginia’s data center pipeline leads the U.S. with 23% of planned 
national capacity.

Source - RBC Wealth Management, company data; as of 5/1/26
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UK & EUROPE 

Frédérique Carrier & Thomas McGarrity, CFA – London

 n The Q1 European earnings season has generally been 
positive. Consensus earnings expectations for the region 
have been upgraded since the beginning of the Iran war, 
driven by highly concentrated pockets of the market, 
including the Energy sector and commodity-linked areas 
such as Mining and Utilities. European banks earnings 
have also been upgraded thanks to higher revenues, while 
the region’s industrial leaders continued to benefit from 
the strength in data center capital expenditure. These 
upgrades have more than offset the earnings downgrades 
in consumer industries such as Travel & Leisure, Autos, 
and Luxury Goods. 

 n Such positive overall momentum could be difficult 
to sustain, however, as the lack of resolution to the 
Middle East conflict is weighing on economic activity. The 
S&P Global Eurozone Composite Purchasing Managers’ 
Index, a gauge of business activity, fell to 47.5, the lowest 
level since 2023. This is a sharp deterioration since the 
February 2026 high of 51.9, before the conflict began. 

 n Rising energy prices and uncertainty are affecting 
the region’s economic outlook. Weak business and 
consumer confidence may make it harder for businesses 
to pass higher costs to consumers, potentially putting 
pressure on corporate margins.

 n So far, member states’ fiscal response has been 
modest. RBC Capital Markets estimates aggregate 
support measures announced—ranging from fuel tax 
reductions to targeted industrial assistance—amount to 
just €7 billion, or 0.04% of euro area GDP. 

 n Given the deterioration in outlook, national 
governments may feel compelled to expand the scope 
and duration of support measures. RBC Capital Markets 
points out that before the war broke out, over half the 

eurozone member states were on track to meet the 3% of 
GDP budget deficit target in 2026, including notably Italy 
and Greece. Moreover, euro area government debt as a 
percentage of GDP has stabilised in the high 80% area, 
down 10 percentage points from the level at the onset of 
the previous energy price shock in 2022. This suggests to 
us that there is fiscal space should governments choose 
to expand support measures and bolster growth, in our 
view. 

ASIA-PACIFIC 

Belmen Woo – Singapore

 n Persistent weakness in Japanese Government Bonds 
(JGBs) continues to dominate the narrative in Asia. As 
prices fell, long-end JGB yields climbed to their highest 
levels in decades, with the 30-year rising past 4% for 
the first time since the 1999 debut, and as high as about 
4.14% before retracing back to approximately 4.02% at 
the time of this writing. More worryingly, based on the 
latest publicly available data from the Japan Securities 
Dealers Association, long-end JGBs saw their first foreign 
outflow since 2024, while Japan’s 10-year breakeven 
rate (the yield difference between nominal JGBs and 
inflation-linked securities with the same maturity) rose 
to 2.35%, its highest level since 2004. These data points 
reflect how inflation expectations in Japan have risen 
significantly recently amid supply constraints driven by 
labor shortages, geopolitical risks, high energy prices, and 
mounting concerns over Prime Minister Sanae Takaichi’s 
fiscal expansion policies. These JGB moves also reflect 
growing concerns that the Bank of Japan is falling behind 
the curve in responding to inflation, pushing investors to 
price in further and quicker rate hikes from the central 
bank. We have been moderately bearish on JGBs for some 
time and maintain that view given the ongoing uncertain 
fiscal and monetary backdrop. 

 n Elsewhere, Korea’s KOSPI Index has continued to 
defy expectations, rebounding quickly from a short-term 
correction to trade near record highs after Samsung 
reached a tentative deal with its labor union, lowering the 
threat of an imminent strike. While we think the KOSPI 
remains the poster child of the AI tech rally in Asia, we 
believe investors should be alert to risks. According to 
market capitalization data from Bloomberg, just two 
companies—Samsung Electronics (005930 KS) and SK 
Hynix (000660 KS)—represent roughly half of the index. 
We continue to think this degree of concentration within 
the KOSPI leaves the broader South Korean equity 
market exposed to sharp swings due to idiosyncratic 
developments associated with a very small number of 
companies, potentially leading to market volatility and 
downside risks, which we think investors should monitor 
closely. 

2026 budget projections (select countries, % of GDP)
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Market scorecard

  
Equities (local currency) Level MTD YTD 1 yr 2 yr

S&P 500 7,432.97 3.1% 8.6% 25.1% 40.0%

Dow Industrials (DJIA) 50,009.35 0.7% 4.0% 17.2% 25.6%

Nasdaq 26,270.36 5.5% 13.0% 37.2% 56.4%

Russell 2000 2,817.37 0.6% 13.5% 33.8% 34.0%

S&P/TSX Comp 34,161.82 0.6% 7.7% 31.1% 52.1%

FTSE All-Share 5,598.85 0.6% 4.6% 17.5% 22.0%

STOXX Europe 600 620.29 1.5% 4.7% 12.0% 18.4%

EURO STOXX 50 5,976.07 1.6% 3.2% 9.6% 17.8%

Hang Seng 25,651.12 -0.5% 0.1% 8.3% 30.6%

Shanghai Comp 4,162.19 1.2% 4.9% 23.1% 31.3%

Nikkei 225 59,804.41 0.9% 18.8% 59.4% 53.1%

India Sensex 75,318.39 -2.1% -11.6% -7.2% 1.8%

Singapore Straits Times 5,044.91 2.7% 8.6% 29.9% 52.2%

Brazil Ibovespa 177,355.73 -5.3% 10.1% 26.6% 38.8%

Mexican Bolsa IPC 68,883.36 1.5% 7.1% 18.1% 20.0%

Gov’t bonds (bps change) Yield MTD YTD 1 yr 2 yr

U.S. 10-Yr Treasury 4.580% 20.9 41.3 9.3 13.6

Canada 10-Yr 3.585% 4.2 15.2 28.7 -4.0

UK 10-Yr 4.988% -2.4 50.9 28.5 81.9

Germany 10-Yr 3.096% 5.9 24.1 49.0 56.7

Fixed income (returns) Yield MTD YTD 1 yr 2 yr

U.S. Aggregate 4.87% -1.1% -1.1% 4.2% 9.1%

U.S. Investment-Grade Corp 5.34% -0.9% -1.0% 5.0% 10.1%

U.S. High-Yield Corp 7.28% -0.6% 0.6% 6.7% 16.1%

Currencies Rate MTD YTD 1 yr 2 yr

U.S. Dollar Index 99.1140 1.1% 0.8% -1.0% -5.2%

CAD/USD 0.7278 -1.2% -0.1% 1.3% -0.8%

USD/CAD 1.3741 1.2% 0.1% -1.3% 0.9%

EUR/USD 1.1626 -0.9% -1.0% 3.0% 7.1%

GBP/USD 1.3438 -1.2% -0.3% 0.3% 5.8%

AUD/USD 0.7154 -0.7% 7.2% 11.4% 7.3%

USD/JPY 158.9000 1.5% 1.4% 10.0% 1.7%

EUR/JPY 184.7500 0.6% 0.4% 13.3% 8.9%

EUR/GBP 0.8652 0.3% -0.7% 2.7% 1.3%

EUR/CHF 0.9151 -0.2% -1.7% -2.1% -7.4%

USD/SGD 1.2778 0.4% -0.6% -1.3% -5.2%

USD/CNY 6.7988 -0.4% -2.7% -5.8% -6.0%

USD/MXN 17.3005 -0.9% -3.9% -10.2% 4.5%

USD/BRL 5.0005 0.9% -8.7% -11.8% -2.0%

Commodities (USD) Price MTD YTD 1 yr 2 yr

Gold (spot $/oz) 4,544.59 -1.6% 5.2% 38.1% 87.4%

Silver (spot $/oz) 75.86 2.9% 5.9% 129.3% 138.4%

Copper ($/metric ton) 13,333.90 3.3% 7.1% 40.0% 23.5%

Oil (WTI spot $/bbl) 98.47 -6.3% 71.5% 57.4% 23.4%

Oil (Brent spot $/bbl) 104.95 -7.9% 72.5% 60.5% 25.4%

Natural Gas ($/mmBtu) 3.04 9.8% -17.6% -11.4% 10.4%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 0.72 means 1 Canadian 
dollar will buy 0.72 U.S. dollar. CAD/USD 
-0.1% return means the Canadian dollar 
has fallen 0.1% vs. the U.S. dollar year to 
date. USD/JPY 158.90 means 1 U.S. dollar 
will buy 158.90 yen. USD/JPY 1.4% return 
means the U.S. dollar has risen 1.4% vs. 
the yen year to date.

Source - Bloomberg; data as of 5/20/26 
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