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Industry pricing power to soften margin pressure—Who has it?

With Q3 reporting season winding down, what has been prevalent again
this quarter is the widening gap between revenue and earnings delivery.
While positive earnings surprises in aggregate have held close to their five-
year average of 72%, revenues have only managed to beat expectations at a
39% clip. This is well below the five-year average of 58% for revenue beats
and just a touch higher than the lows witnessed in the last recession.
Meanwhile, quarter-to-date sales growth on a year-over-year basis for this
quarter is tracking in negative territory, which would also be the first negative
print since the recession.

The heat is on for companies to preserve margins. From a macro
perspective, it seems that companies will likely cut capital expenditure over
labor, with CEQOs assuming the pressure is temporary. At the same time, those
with pricing power might have a somewhat easier adjustment.

We look at pricing power by industry to see which areas of the market
have some end-price insulation from market forces. For a proxy of pricing
power, we analyze the recent trends of economic price indices related to S&P
500 industries. We also note the recent changes in net margins to help
pinpoint industries under pressure:

=  S&P 500 industries with pricing power and expanding margins include
Tobacco, Homebuilding, Broadcasting & Cable Providers, and
Commercial & Professional Services.

= S&P 500 industries losing pricing power alongside compressing margins
include Software, Paper Products, Chemicals, and Autos & Components.

Priced as of prior trading day’s market close, ET (unless otherwise noted).
For Required Conflicts Disclosures, please see Page 8.
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Top line under pressure
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= With just over 10% of companies left to report Q3 earnings, what has been prevalent again this quarter is the widening gap between
revenue and earnings delivery. While positive earnings surprises in aggregate have held close to the five-year average of 72%, revenues
have only managed to beat expectations at a 39% clip, which is well below their five-year average of 58% and just a touch higher than the
lows witnessed in the last recession.

= Meanwhile, sales growth on a year-over-year basis is tracking in negative territory for the first time since the recession.
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Margin pressure to weigh on Capex; less so on employees
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= The heat is on for companies to preserve margins. From a macro perspective, it seems that companies will likely cut capex over labor, with
CEOs assuming the pressure is temporary (capex is easier to cut and reinstate than labor given hiring/firing frictions).

= As well, there is also likely no more fat to be trimmed from the labor-side of the equation, as employees have been squeezed over the past
three years, helping to boost margins to their highest level in more than 30 years.
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Two examples of pricing power: Telcos versus Tobacco
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At the industry level, two contrasting pictures illustrate examples of industries with and without pricing power, both plotted alongside their

respective S&P 500 industry’s relative price performance.

The Telecom sector’s pricing power has been in deterioration for over a decade while Tobacco’s is a polar opposite.
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Pricing power haves and have-nots

S&P 500 Industry Pricing Power and Net Margins:
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We look at pricing power by industry to see
which areas of the market have some end-
price insulation from market forces. For a
proxy of pricing power, we analyze the recent
trends of economic price indices related to
S&P 500 industries. We also note the recent
changes in net margins to help pinpoint
industries under pressure:

= S&P 500 industries with pricing power and
expanding margins include Tobacco,
Homebuilding, Broadcasting & Cable
Providers, and Commercial & Professional
Services.

= S&P 500 industries losing pricing power
alongside compressing margins include
Software, Paper Products, Chemicals,
and Autos & Components.
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RBC CM U.S. Equity Market Views
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S&P 500 Sector Recommendations Summary

u.s. Current Recent Change

Equity Sectors Recommendation (July 5, 2012)

Health Care Overweight Upgraded from Market Weight
Consumer Staples Overweight None

Information Technology Overweight None

Industrials Market Weight Downgraded from Overweight
Financials Market Weight None

Energy Underweight None

Utilities Underweight None

Telecom Services Underweight None

Materials Underweight None

Consumer Discretionary Underweight None

Source: RBC Capital Markets
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Market Update

Benchmark Performance Review (% chg)

1wk 1imo

CAPITALIZATION

S&P 500 (3.8) (3.8) (2.1) 8.8 (4.6) 9.3
S&P 400 (3.7 (2.0) 0.7 8.3 (2.3) 9.9
S&P 600 (3.9) (2.4) (0.7) 8.5 (4.5) 7.7
STYLE

S&P 500 Pure Value (3.9 (2.0) 3.6 10.7 (0.6) 14.3
S&P 500 Pure Growth (2.6) (2.6) (0.6) 5.1 (3.6) 9.3
S&P 400 Pure Value (3.8) (0.4) 2.9 9.9 (0.3) 10.1
S&P 400 Pure Growth (3.1) (0.1) 1.8 7.2 (2.2) 11.6
S&P 600 Pure Value 4.7) (3.2) 3.1 9.8 (5.2) 9.4
S&P 600 Pure Growth (3.7) (3.4) (2.1) 5.6 (6.0) 5.7
S&P 500 SECTOR BENCHMARKS

Energy (5.1) 4.7) (3.9) (3.1) (5.9) (0.4)
Materials (3.5) (2.7) (2.0) 1.2 (4.0) 5.6
Industrials (3.2) (1.1 (0.9) 8.2 (1.4) 7.7
Info Tech 4.7) (7.0) (7.8) 5.4 (9.9) 8.7
Consumer Disc (3.0) (1.5) 2.2 15.7 2.7) 16.8
Financials 4.7) (2.6) 3.1 16.5 (1.4) 18.2
Consumer Staples (2.4) (3.9) (3.1) 10.0 (3.8) 6.1
Health Care (2.7) (2.9) 1.6 15.3 (2.6) 12.8
Utilities (3.5) (5.8) (7.9) (2.4) (5.6) (4.6)
Telecom (2.8) (4.3) (6.1) 15.0 (7.7) 11.7

As of November 13, 2012 except for Style which is as of the prior day.
Source: RBC Capital Markets, Bloomberg

Recent Publications

Stock Picking's Demise Creates Opportunity — Indexing creates opportunity for alpha among stock pickers. — Nov 7, 2012

“Chart Toppers” (vol. 11) —- Reviewing some of our more interesting charts from the past few months — Oct 31, 2012

The Equity Market Implications of F-cubed — Fear, flows and the Fed are the more important forces driving Treasurys — Oct 24 2012

Investing in @ Macro Dominated World - Rebel of Conform? — Addressing the upward trend in performance correlation — Oct 17 2012

Q3 Reporting Season: Opportunity given low bar? — Gauging the weak pre-announcements ahead of earnings season — Oct 10, 2012

Select Thematic Reports over the Past Year

Market Persuasion — A review of 17 sentiment and market-based indicators as a gauge of the investment environment — Sep 26, 2012

Big Events into Week's End...and Year's End — Review of some big macro risks, as well as impact of upcoming elections— Aug 1, 2012

Moderate Long-Term Equity Prospects: A Supply-Side Approach — Estimating longer-term prospects for equity markets — Jul 18, 2012

Where'’s the Mo? — Augmenting price momentum strategies with industry fundamentals — Jul 11, 2012
Remaining Positive Despite Turbulence — Our full marketing handout summarizes our current views — May 23, 2012

At the Margin — Making the case that additional margin expansion is losing steam, especially for the Discretionary sector — May 2, 2012
Seasonalize This — We provide empirical support for the existence of seasonal performance patterns (i.e., buy in May) — Apr 25, 2012

Riding the Next Tsunami: Long-Term Investment Themes and Ideas — We present seven structural investment themes — Apr 4, 2012

RBC Capital Markets®

RBCH



https://www.rbcinsight.com/CM/Share/ResearchViewer/?SSS_%f6%c3%b5%c1%25%9a%7c%c0%86(%23%8f1%92%1ec
https://www.rbcinsight.com/CM/Share/ResearchViewer/?YYY340_a0lQ3LRaZh+1NpNJQbmxH7SVCGKXn+TG9CY82214R3FmaWTx6tQ2/sZPBeY8NabwzbJU0kSf6h29ZGxgdddxpw==
../../nichmey/Local%20Settings/Temporary%20Internet%20Files/OLK25/U.S.%20Equity%20Strategy%20Weekly%20-%20The%20Equity%20Market%20Implications%20of%20%22F-cubed%22:%20https:/www.rbcinsight.com/CM/Share/ResearchViewer/%3fYYY340_a0lQ3LRaZh+1NpNJQbmxH27qHyIbrHMRvYEWnkvYqHYU6s2X77DQvA5QjrchSiacTpEDW8eUofm9ZGxgdddxpw==
../../limki/Local%20Settings/Temporary%20Internet%20Files/OLKD2/U.S.%20Equity%20Strategy%20Weekly%20-%20Investing%20in%20a%20Macro%20Dominated%20World%20-%20Rebel%20or%20Conform?:%20https://www.rbcinsight.com/CM/Share/ResearchViewer/?YYY340_a0lQ3LRaZh+1NpNJQbmxHw6ioRm2yz1+kJJ+N5/X8e91Pbg91A0nz8OL5ZxSERUIxSsRQEmfPpe9ZGxgdddxpw==
https://www.rbcinsight.com/CM/Research?FeedID=1924|1975|1961|1935|1938|1946|1976|1955|1958&Provider_ResearchApproach=Strategy&Provider_SubIndustryCode=204&menuItemID=48d6bae1-e19e-11e1-a924-005056c00008
https://www.rbcinsight.com/share/pdf.asp?SSS_2C9E04016048AC567C28A7903553EDA4
https://www.rbcinsight.com/share/pdf.asp?SSS_383CE4624890B271F02D8402BF63AD24
https://www.rbcinsight.com/share/pdf.asp?SSS_82F2189113ABE60E9FCFC1F7C78BCEFF
https://www.rbcinsight.com/share/pdf.asp?SSS_F08B4430799E21CCBF28C0581B4DCD13
https://www.rbcinsight.com/share/pdf.asp?SSS_69CE8BAC7940BC9431677F806E1C1631
https://www.rbcinsight.com/share/pdf.asp?SSS_47EFAEC576213432867F8A8D4937301F
https://www.rbcinsight.com/share/pdf.asp?SSS_9582990480426E8782356168036DC2E8
https://www.rbcinsight.com/share/pdf.asp?SSS_41AE2BBD768BD7AC10C3888A3E12611D

November 14, 2012 RBC U.S. Equity Strategy

Required Disclosures

Conflicts Disclosures

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.

Distribution of Ratings

RBC Capital Markets, Equity Research
Investment Banking
Serv./Past 12 Mos.

Rating Count Percent Count Percent
BUY[TP/O] 778 50.23 256 32.90
HOLD[SP] 692 44.67 176 25.43
SELL[U] 79 5.10 8 10.13

Conflicts Policy

RBC Capital Markets Policy for Managing Conflicts of Interest in Relation to Investment Research is available from us on request. To
access our current policy, clients should refer to https://www.rbccm.com/global/file-414164.pdf or send a request to RBC CM
Research Publishing, P.O. Box 50, 200 Bay Street, Royal Bank Plaza, 29th Floor, South Tower, Toronto, Ontario M5J 2W7. We
reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-Term Trade Ideas

RBC Capital Markets endeavors to make all reasonable efforts to provide research simultaneously to all eligible clients, having regard
to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure eligible
clients receive coverage initiations and changes in ratings, targets and opinions in a timely manner. Additional distribution may be
done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third-party vendors. Please contact
your investment advisor or institutional salesperson for more information regarding RBC Capital Markets' research. RBC Capital
Markets also provides eligible clients with access to SPARC on its proprietary INSIGHT website. SPARC contains market color and
commentary, and may also contain Short-Term Trade Ideas regarding the securities of subject companies discussed in this or other
research reports. SPARC may be accessed via the following hyperlink: https://www.rbcinsight.com. A Short-Term Trade Idea reflects
the research analyst's directional view regarding the price of the security of a subject company in the coming days or weeks, based on
market and trading events. A Short-Term Trade Idea may differ from the price targets and/or recommendations in our published
research reports reflecting the research analyst's views of the longer-term (one year) prospects of the subject company, as a result of
the differing time horizons, methodologies and/or other factors. Thus, it is possible that the security of a subject company that is
considered a long-term 'Sector Perform’ or even an 'Underperform' might be a short-term buying opportunity as a result of temporary
selling pressure in the market; conversely, the security of a subject company that is rated a long-term 'Outperform’ could be considered
susceptible to a short-term downward price correction. Short-Term Trade Ideas are not ratings, nor are they part of any ratings system,
and RBC Capital Markets generally does not intend, nor undertakes any obligation, to maintain or update Short-Term Trade Ideas.
Short-Term Trade Ideas discussed in SPARC may not be suitable for all investors and have not been tailored to individual investor
circumstances and objectives, and investors should make their own independent decisions regarding any Short-Term Trade Ideas
discussed therein.

Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s Financial Services
LLC (“S&P”) and is licensed for use by RBC. Neither MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classifications makes any express or implied
warranties or representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of
originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any of such standard or classification. Without limiting any of the foregoing, in no event
shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct, indirect, special, punitive,
consequential or any other damages (including lost profits) even if notified of the possibility of such damages.

% RBC Capital Markets®
N 8

RBC

®


https://www.rbccm.com/global/file-414164.pdf
https://www.rbcinsight.com/

November 14, 2012 RBC U.S. Equity Strategy

Disclaimer

RBC Capital Markets is the business name used by certain branches and subsidiaries of the Royal Bank of Canada, including RBC Dominion Securities Inc., RBC
Capital Markets, LLC, RBC Europe Limited, RBC Capital Markets (Hong Kong) Limited, Royal Bank of Canada, Hong Kong Branch and Royal Bank of Canada,
Sydney Branch. The information contained in this report has been compiled by RBC Capital Markets from sources believed to be reliable, but no representation or
warranty, express or implied, is made by Royal Bank of Canada, RBC Capital Markets, its affiliates or any other person as to its accuracy, completeness or correctness.
All opinions and estimates contained in this report constitute RBC Capital Markets’ judgment as of the date of this report, are subject to change without notice and are
provided in good faith but without legal responsibility. Nothing in this report constitutes legal, accounting or tax advice or individually tailored investment advice. This
material is prepared for general circulation to clients and has been prepared without regard to the individual financial circumstances and objectives of persons who
receive it. The investments or services contained in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if
you are in doubt about the suitability of such investments or services. This report is not an offer to sell or a solicitation of an offer to buy any securities. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. RBC Capital Markets research analyst
compensation is based in part on the overall profitability of RBC Capital Markets, which includes profits attributable to investment banking revenues. Every province in
Canada, state in the U.S., and most countries throughout the world have their own laws regulating the types of securities and other investment products which may be
offered to their residents, as well as the process for doing so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. RBC
Capital Markets may be restricted from publishing research reports, from time to time, due to regulatory restrictions and/or internal compliance policies. If this is the
case, the latest published research reports available to clients may not reflect recent material changes in the applicable industry and/or applicable subject companies.
RBC Capital Markets research reports are current only as of the date set forth on the research reports. This report is not, and under no circumstances should be
construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a
securities broker or dealer in that jurisdiction. To the full extent permitted by law neither RBC Capital Markets nor any of its affiliates, nor any other person, accepts
any liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein. No matter contained in this
document may be reproduced or copied by any means without the prior consent of RBC Capital Markets.

Additional information is available on request.

To U.S. Residents: This publication has been approved by RBC Capital Markets, LLC (member FINRA, NYSE, SIPC), which is a U.S. registered broker-dealer and
which accepts responsibility for this report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or a bank
acting in a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report, should
contact and place orders with RBC Capital Markets, LLC.

To Canadian Residents: This publication has been approved by RBC Dominion Securities Inc. (member of IIROC, CIPF). Any Canadian recipient of this report that is
not a Designated Institution in Ontario, an Accredited Investor in British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in
any other province) and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report should contact and place
orders with RBC Dominion Securities Inc., which, without in any way limiting the foregoing, accepts responsibility for this report and its dissemination in Canada.

To U.K. Residents: This publication has been approved by RBC Europe Limited (RBCEL") which is authorized and regulated by Financial Services Authority (‘'FSA"),
in connection with its distribution in the United Kingdom. This material is not for general distribution in the United Kingdom to retail clients, as defined under the rules
of the FSA. However, targeted distribution may be made to selected retail clients of RBC and its affiliates. RBCEL accepts responsibility for this report and its
dissemination in the United Kingdom.

To Persons Receiving This Advice in Australia: This material has been distributed in Australia by Royal Bank of Canada - Sydney Branch (ABN 86 076 940 880,
AFSL No. 246521). This material has been prepared for general circulation and does not take into account the objectives, financial situation or needs of any recipient.
Accordingly, any recipient should, before acting on this material, consider the appropriateness of this material having regard to their objectives, financial situation and
needs. If this material relates to the acquisition or possible acquisition of a particular financial product, a recipient in Australia should obtain any relevant disclosure
document prepared in respect of that product and consider that document before making any decision about whether to acquire the product.

To Hong Kong Residents: This publication is distributed in Hong Kong by RBC Investment Services (Asia) Limited, RBC Investment Management (Asia) Limited
and RBC Capital Markets (Hong Kong) Limited, licensed corporations under the Securities and Futures Ordinance or, by the Royal Bank of Canada, Hong Kong
Branch, a registered institution under the Securities and Futures Ordinance. This material has been prepared for general circulation and does not take into account the
objectives, financial situation, or needs of any recipient. Hong Kong persons wishing to obtain further information on any of the securities mentioned in this publication
should contact RBC Investment Services (Asia) Limited, RBC Investment Management (Asia) Limited, RBC Capital Markets (Hong Kong) Limited or Royal Bank of
Canada, Hong Kong Branch at 17/Floor, Cheung Kong Center, 2 Queen's Road Central, Hong Kong (telephone number is 2848-1388).

To Singapore Residents: This publication is distributed in Singapore by the Royal Bank of Canada, Singapore Branch and Royal Bank of Canada (Asia) Limited,
registered entities granted offshore bank and merchant bank status by the Monetary Authority of Singapore, respectively. This material has been prepared for general
circulation and does not take into account the objectives, financial situation, or needs of any recipient. You are advised to seek independent advice from a financial
adviser before purchasing any product. If you do not obtain independent advice, you should consider whether the product is suitable for you. Past performance is not
indicative of future performance. If you have any questions related to this publication, please contact the Royal Bank of Canada, Singapore Branch or Royal Bank of
Canada (Asia) Limited.

To Japanese Residents: Unless otherwise exempted by Japanese law, this publication is distributed in Japan by or through RBC Capital Markets (Japan) Ltd., a
registered type one financial instruments firm and/or Royal Bank of Canada, Tokyo Branch, a licensed foreign bank.

® Registered trademark of Royal Bank of Canada. RBC Capital Markets is a trademark of Royal Bank of Canada. Used under license.
Copyright © RBC Capital Markets, LLC 2012 - Member SIPC
Copyright © RBC Dominion Securities Inc. 2012 - Member CIPF
Copyright © RBC Europe Limited 2012
Copyright © Royal Bank of Canada 2012
All rights reserved

% RBC Capital Markets®
N 9

RBC

®



