Quarterly commentary

RBC Funds (Lux) – U.S. Small Cap Value Equity Fund –
First Quarter 2018 Commentary
In the first quarter of 2018, the Fund returned -3.9%* underperforming its benchmark, the Russell 2000 Value Index (USD),
which returned -2.6%.
Equity markets faced a challenging quarter, given macroeconomic concerns about inflation, higher interest rates and trade
tensions that threatened to overshadow the strength of the underlying economy and solid company fundamentals. Heading
into 2018, despite reasonably high expectations of continued strong results from Q4 into Q1, investors reverted to a more
defensive posture. However, these fears appear overblown as there are several catalysts in place to fuel the U.S. economy
that we believe should spur further acceleration in economic growth.
The Russell 2000 Value index also had a challenging quarter as nine out of the 11 economic sectors posted negative returns.
The worst performing sectors included telecommunication services, Energy and Real Estate, while the Healthcare and
Financials sectors were the only positive sectors. The Fund is modestly underweight to Energy, has no holdings in the tiny
Telecommunication Services sector, and is moderately underweight to the benchmark’s Real Estate, Healthcare and
Financials weightings.
Adverse stock selection was concentrated within the economically sensitive Consumer Discretionary and Industrials sectors
as investors took a more defensive posture in the first quarter. This was partially offset by favourable stock selection within the
Energy sector. Overall, the portfolio’s sector allocation decisions contributed modestly to returns with the Fund’s moderate
underweights to the poor performing Real Estate and Energy sectors boosting performance.
The Fund focuses on neglected small-cap companies with attractive long-term fundamentals, near-term profitability
improvement potential, and low relative valuations. The Fund emphasises market leaders with proven products or services,
sustainable competitive advantages, solid balance sheets, and attractive cash flows. Downside protection is sought through
the portfolio’s superior return on equity (ROE) and balance sheet profile compared to the index and market leadership
positions of most portfolio companies. The Fund continues to trade at a valuation discount to the Russell 2000 Value Index on
several measures while providing superior projected earnings growth and ROE.

* Net of fees and expenses for the O share class
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