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Key Conclusions

Economic Conditions  AThe U.S. economy has yet to transition to a self-sustaining recovery cycle.
AMomentum has slowed as the deleveraging process continues.

AHigher taxes and events in Europe are potential destabilizing forces, but other factors
could counterbalance them.

ACorporate cash levels, the U.S. banking system, and China should provide stabilizing

influences.
Interest Rates A hike in Fed Funds is still a long way off.
Inflation Non-e xi stent wage pressure and o0slackdé in the

pressures moderate.

Stock Market Strategy Use Defensive Measures to Prepare for Additional Aftershocks:
AU.S. equity allocations should be more defensively positioned at this stage of the cycle.
AU.S. economic and European debt-related headwinds could begin to weigh on corporate
profits and could further pressure equity valuations.
AWe recommend tilting exposure toward defensive stocks versus cyclical stocks.

Support for Stocks AEarnings growth
ACorporate Cash
AlLow Interest Rates
ALow Inflation

Risks ASovereign debt issues
AHousing slides back
AChina slowdown
AFiscal overkill

Strategy AMove to oDefenseod
AHigh quality over low quality
ADividends matter
AHealthcare, Energy and Consumer Staples Source: RBC Wealth Management



The Market: What Happened? %
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U.S. Economy: In Recovery?

GDP
% Change from Previous Period, Annualized
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Housing: Setback or Pause?
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Employment: Set to Recover?

The U.S. Unemployment Rate
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Consumer: Confidence Remains Fragile

The Conference Boar dos
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Consumer: Deleveraging

U.S. Household Debt

U.S. Household Net Worth Liabilities as a % of Disposable Income
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Small Business: Still Cautious

Small Business Optimism Index Small Business Expected Credit Conditions
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Debt: U.S. Deficits and Debt %

The U.S. Deficit as a % of GDP U.S. Debt Level & % of GDP
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Debt: Global Imbalances

Fiscal Deficits/Surpluses as a % of GDP Debt as a % of GDP
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The Fed: On Hold

U.S. Unemployment and the Fed Funds Target Rate
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Earnings: Still Rising, but at a Slower Pace

S&P 500 Quarterly Operating EPS S&P 500 Annual Operating EPS
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Earnings: Headwinds

S&P 500 S&P 500 Revenues: Geographic Breakdown
Geographic Revenue Exposure

% US % Europe % Asia % Other

Europe Information Technology47.0 14.9 17.2 21.0
11.6% Materials 48.7 22.2 11.9 17.1
Energy 58.0 12.3 2.7 27.0
us, Asia Consumer Staples 59.9 13.7 5.0 20.7
64.89 : 00/‘ Industrials 61.8 14.0 8.1 16.1
I Health Care 62.4 14.7 5.4 17.5
Consumer Discretionary 3.4 10.7 3.5 12.4
Financials 83.1 4.9 3.9 8.1
Other Utilities 97.0 0.4 0.1 2.5
16.4% Telecommunications 98.0 0.0 0.1 2.0
S&P 500 totals 64.8% 11.6% 7.0% 16.4%

Source: RBC Capital Markets; data reflects estimates of revenue exposure based on an analysis of historical company data from 2008 and 2009.
The Aothero category includes Latin America. S&P 500 totals are capi
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Market: Investors Still Favor Fixed Income
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A Long View: Sideways Market

Dow Jones Industrial Stair Step

Dow Jones Industrial Average 2000-2010
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Strategy: Dividends

Dividend Growers vs. The S&P 500
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Strategy: Health Care

Price-to-Forward Earnings

Health Care Net Margins Health Care/S&P 500
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Strategy: Energy

S&P 500 Energy Excess Returns

Energy Sector and Oil Correlation After Peak of OECD LEI
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Conclusions

Economy

The U.S. economy has yet to transition to a self-sustaining recovery cycle. Momentum

has slowed. Some U.S. leading economic indicators have peaked, others have stalled.
Emerging market LEIs have peaked. These factors, combined with concerns about

what 6s going on with Europe, | eads to a foc
hike has been pushed out to 2011.

Stocks

US equity allocations should be more defensively postured at this stage of the cycle.
Our Sector focus is an overweight in Health Care and Energy. In Healthcare,
specifically biotechnology, clinical laboratory, diagnostic testing, drug distributors and
pharmacy benefit managers. Energy, specifically shale, gas and integrated oils.
Consumer Staples and Information Technology are also rated Overweight.

Source: RBC Wealth Management



Global: Europe

PIIGS Exposure
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Global: Europe

The Euro European Exports to the World
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Global: China

Country GDP as a % of Global GDP Consumption as a % of GDP
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DJIA with 4-month and 13-month Moving Averages
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DJIA with 4-month and 13 -month Moving Averages
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1970-1990 15 Signals in 20 Years

The 20-year period from 1970 to 1990 illustrates a few instances when the 4- to 13-
month moving average crossover technique does not work. In 1978-1980, the
market traded in a relatively tight range of less than 20%, which caused false
signals to be generated by the indicator. As a result, the market crash of 1987
occurred over a period of less than four months, and the signal was too late to be of
use. However, for the other major bull and bear moves during the period, the
technique did an admirable job of identifying the trends.
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Long-Term Market Cycles 1925-2010

S&P 500 Large Cap Index ($SPX)
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The Short-Term Market 0 DJIA 3 Years
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Ten-Year Treasury Note Yield for 45 Years
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