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More new highs likely ahead—
along a bumpier path
Key points
	� A forecast for moderate GDP growth translates into a projected earnings 

advance capable of delivering new highs for most major equity markets in 
the coming year, albeit at a markedly slower pace than prevailed for the 
past two years.

	� A shallower market trajectory means corrections or pullbacks will be 
more visible and the volatility more keenly felt.  Any escalation of the 
Iran conflict, more policy uncertainty, or some significant disruption to AI 
development are just three of the most closely watched areas of investor 
concern.

The 2026 earnings estimates for the 
S&P 500 have been edging modestly 
higher as investors absorb Q3 
results.The lack of visibility on any 
settlement with Iran—complicated 
by Houthi threats in the Red Sea—
together with continued trade and 
tariff uncertainties and their impact 
on inflation are frequently cited in 
many management discussions of 
business conditions. Despite this, 
2027 earnings estimates have also 
moved somewhat higher, presumably 
reflecting expectations for some 
resolution—after a long wait—on 
those two fronts.

The RBC Capital Markets Equity 
Strategy Team’s multi-model 
approach has left its 8,150 index 
target for Q3 2027 unchanged. 
Assumptions include: the U.S. 
economy growing reliably in the low-
2% range in real terms; Consumer 
Price Index (CPI) inflation at 2.75%; 

three Fed hikes in total (i.e., two 
more expected); the 10-year Treasury 
yield at 5%; and a 12-month forward 
earnings estimate that is 10% below 
current consensus forecasts (versus 
the “normal” erosion of 8%).

The 8,150 target for the S&P 500 
translates into a return of 
approximately 6% to 7%—much 
slower than the 20% and 13% 
returns of the prior two years—but 
it nonetheless implies a climb to a 
succession of new highs over the next 
12 months. Corrections and pullbacks 
in the context of a shallower upward 
market trajectory probably mean any 
volatility will be more apparent along 
the way.

At least three factors could produce 
a correction on the way to the 2027 
target, in our view:

	� The opening months of Fed 
tightening have frequently produced 
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an equity market pullback from which 
stocks recover fairly quickly on their 
way to subsequent new highs. In this 
case, it is far from clear whether a 
tightening cycle has even begun. 
That said, the outlook for inflation 
is undoubtedly at the top of the 
Fed’s list. Concerns about the recent 
“stickiness” of headline inflation—
which has moved back above 3% on 
a year-over-year basis—are at issue, 
while several measures of “core” 
inflation have continued to subside 
below 3%.  A worsening of the data 
picture could easily disrupt equity 
markets for some time.

	� So, too, could a resumption of 
hostilities in the Persian Gulf. Were 
it to occur, this could be expected to 
drive oil, liquefied natural gas (on 
which Europe and Asia depend), and 
fertiliser prices even higher than 
they are currently, reawakening the 
prospect of outright critical shortages 
within many economies.

	� Also on the watchlist will be any 
policy fallout from the U.S. midterm 
elections, especially as they might 
pertain to the furtherance of the AI 
capex cycle. AI development remains 
the greatest contributor to both U.S. 
GDP and earnings growth, which 
makes it a prime focus of investor 
interest and concern.

The AI news flow has become more 
relentless. Even as hyperscalers 
and others announce plans for even 
greater capex outlays over the next 
two to three years, a growing number 
of governors in the U.S. and state 
officials elsewhere in the world are 
responding to voters demanding 
a slowdown. Meanwhile, various 
science bodies and some of the 
major AI developers are increasingly 
warning that government regulation 
of the technology is needed.

All this is happening against a 
backdrop featuring the playing 
out of—as well as the interplay 
between—at least three major cycles: 
the chipmaking cycle, the data centre 
building cycle, and the AI adoption 
cycle. The first two are well advanced 
and are expected by many market 
participants to eventually reach a 
cycle-ending period of overcapacity 
that is  still thought to be several 
years away. The third, AI adoption, 
has only just gotten underway and, 
in our view, has many years—if not 
decades—to run.

All of these considerations are 
also factoring into the economic 
and equity market outlooks for the 
other major developed economies. 
Earnings estimate revisions for 
these markets have been mixed but 
mostly upward, and price-to-earnings 
multiples—in the mid-teens or 
lower—are much less demanding.

Corrections in response to any 
of the concerns outlined above 
notwithstanding, we think the 
prospects favour more new highs 
for equity markets in the coming 
12 months, delivering average to 
slightly above-average equity returns.
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