Andrew Grimes, CIM
Senior Portfolio Manager
416-842-1008

Julie Handscomb, CIM
Senior Portfolio Manager
416-842-2502

Shelley Knox, CIM, FCSI

Associate Portfolio Manager

416-842-2503

Ziyu Chen, CIM, PFP
Associate Advisor
416-842-5596

Andrew Dziamarski, CIM
Associate Advisor
416-974-3703

Aurelia Pompili
Senior Associate
416-842-2504

Laurie Christensen
Senior Associate
416-842-1009

Karen Murphy
Administrative Assistant
416-842-2446

Navreet Kahlon
Administrative Assistant
416-842-2447

RBC Dominion Securities
Brookfield Place
Bay-Wellington Tower
181 Bay St., Suite 2350
Toronto, ON M5) 2T3
Toll-free: 1-855-889-1127
Fax: 416-842-2249

& Capital Markets Perspective

Wealth Management
Dominion Securities
RBC

®

The promise and peril of Al

by Eric Lascelles, Chief Economist | RBC Global Asset Management

Until quite recently, the Al boom had been viewed in an almost
entirely positive light. The extremely large data center expansion
provides material support to near-term U.S. economic growth, and
the technology is likely to deliver significant productivity gains
over time. But for all of the promise, fears are now growing that

Al could also disrupt sectors, hurt workers and pose arisk to the

economy.

Scenario analysis provides a
useful framework for assessing the
economic and societal impact of
the Al revolution.

Minor general-purpose
technology: 25 percent
probability

At the cautious end of the
spectrum, perhaps large
language models prove “merely
to be a minor general-purpose
technology—useful, but not
revolutionary.

”»

In this scenario, the rate of Al
improvement slows significantly,
or even stops. Hallucinations
(Al-generated information that

is incorrect or fabricated) prove
difficult to overcome, surmising
the next appropriate word

using a probabilistic framework
falls somewhat shy of general
intelligence, and/or the quality of
information on the internet used to

train the models is sufficiently low
to hinder output quality.

Productivity growth picks up even
in this conservative scenario, but
perhaps by only 0.25 percentage
points per year. The tech giants that
spent massive sums end up with

a poor return on their investment,
Al adopters fare somewhat better,
and the world is not wildly different
from today.

Major general-purpose
technology: 45 percent
probability

Alternatively, Al could become a
major general-purpose technology,
on par with the invention of
electricity, the internal combustion
engine or the computer.

This leads to notable job
displacement and some sectors
suffer, but the potential prosperity
resulting from Al also creates new
sectors and job opportunities.

Continued on page 2
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There is ample historical precedent for this.
Improvements in farm efficiency caused the U.S.
agricultural share of employment to collapse from 41
percent in 1900 to 21.5 percent in 1930 and then to just
12 percent in 1950, all while food production rose and
unemployment remained stable. Those farmhands
moved to cities and secured better jobs.

Importantly, demand would rise as products became
less expensive. Some sectors, including management
consulting, architecture, investment banking and
marketing, have such elastic demand—meaning
demand increases as prices fall—that it is theoretically
possible Al could even increase the need for humans
rather than reduce it.

Past predictions of technology-driven doom have
reliably been exaggerated. Brick-and-mortar stores still
account for 84 percent of retail spending. Airplanes did
not completely replace the train.

It may, therefore, be the case that, while Al appears
theoretically capable of disrupting a large share of
employment, it ultimately falls short of doing so.

In this scenario, Al accelerates productivity growth

by a substantial 0.5-2.5 percentage points per year,
unleashing what we view as a golden age of growth like
the 1990s-2000s computer boom. The tech giants earn
a solid return on their investment, Al adopters benefit
substantially, and as with prior technological leaps,
unemployment does not permanently increase.

Unprecedented disruptor: 30 percent probability

Alternatively, maybe Al is completely different. In this
scenario, Al proves to be an unprecedented disruptor
due to its capacity for self-improvement, the speed of
its adoption, the scale of its impact and its destruction
of high-skill jobs. This could lead to a range of quite
different outcomes.

Dystopian scenario: Three percent probability

The dystopian Al scenario envisages companies
replacing a significant share of their workforce with Al,
with displaced workers cutting spending. The resulting
decline in demand could be sufficiently severe to
overwhelm the productivity gains from Al, rendering
workers and businesses worse off.

A deep recession ensues, triggering further layoffs and
creating a vicious cycle that ends with the economy
collapsing and even Al developers impoverished.

Al displaced workers would face a variety of unique
challenges.

First, past technological advances reduced the number
of difficult, dangerous, tedious and low-paying jobs.

By contrast, Al is more likely to replace the interesting,
engaging, high-paying jobs, disrupting workers into
positions down the income hierarchy, rather than

up, as has usually been the case in the past. This is
problematic, as the top 10 percent of U.S. households
by income—disproportionately white-collar workers—
generate nearly half of consumer spending.

Second, due to its flexibility and scalability, Al is
seemingly capable of disrupting many different sectors
all at once. Even if other jobs do eventually prove
available to displaced workers over the long run, it

is unlikely the rest of the economy can absorb them
quickly enough to avoid significant pain.

In this scenario, humans are essentially the horses that
never found another purpose after the automobile was
popularized.

Utopian scenario: Three percent probability

But there are other ways the “unprecedented disruptor”
scenario could unfold.

At the opposite extreme, there is a utopian scenario
rooted in the idea that Al-driven productivity gains will
be so large that they create a world of abundance. If
the annual productivity growth rate accelerates by
five percent or even 10 percent, the global economy is
doubling or better in size every decade.

The resulting positive supply shock lowers business
costs, inducing falling prices and surging corporate
profits. Real wages rise while government coffers swell,
allowing policymakers to amply compensate displaced
workers via basic income or unemployment transfers.

Displaced workers effectively retire early or work part-
time. People also enjoy access to an unprecedented
amount of high-quality knowledge and advice,
improving their quality of life.

At the societal level, Al makes breakthroughs in fields
such as drug development and medical treatments,
materials science and nuclear fusion. Human life
expectancy soars and climate change slows.

Mixed Al outcome: 24 percent probability

It has to be conceded that the aforementioned
dystopian scenario feels more plausible than the
utopian one. So why have we assigned it such a low
likelihood?
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This is because if the world were to find itself steering
toward the dystopian sub-scenario, governments
would likely intervene. A tax on Al’'s “compute” would
make using Al relatively more expensive for businesses,
rendering human labour comparatively more
competitive, and generating tax revenue to retrain and
at least partially compensate structurally displaced
workers.

Productivity growth remains rapid in this mixed income
scenario despite being somewhat dimmed by the Al
tax. Businesses are the disproportionate beneficiaries,
while displaced workers are somewhat worse off even
after the government remedy.

A major general-purpose technology

In conclusion, there are a number of ways this Al
revolution could unfold. The table below provides a
preliminary attempt at quantifying the impact of the
scenarios on key variables.

In our view, the most likely outcome, albeit with only a
45 percent probability, is that Al technology proves to
be a “major general-purpose technology,” accelerating
the rate of productivity growth, increasing corporate
profits and displacing some workers—but without
permanently increasing the unemployment rate.

Of all scenarios, Al is most likely to emerge as a major general-purpose technology

General-purpose tech

Unprecedented disruptor

Dystopian
3A

Probability 25% 45% 3% 3% 24%
Al productivity shock +0.25% +0.5%-2.5%  +5%-10% +5%-10% +5%-10%
Growth + ++ _——— 4+ ++
Al makers - + - 4 F++
Al adopters + ++ - 4+ ++
Al disrupted firms ~ - e —_—— _—
Workers - +  mm—— ++ -
Inflation - - - - -
Interest rates - = Sy + -
Stock markets - + S . +

As of 3/9/26. Productivity shock is initial increase in annual productivity growth. Symbols indicate the expected
direction and magnitude of impact: (+) to (+ + + + +) denotes an increasingly positive effect, (~) a neutral effect,

and (-)to (----- ) an increasingly negative effect.

Source - RBC Global Asset Management
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Gift of Securities

Following a positive start to the year for equity markets, now is an

excellent time to think strategically about your charitable giving. S&P/TSX composite total

. 32.9%
return index
Donating appreciated securities after periods of market growth allows

you to maximize your charitable impact while potentially reducing tax S&P 500 total return (C$) 27.6%

liability.

By giving now rather than waiting until year-end, you can lock in current S&P 500 total return (U$) 22.3%
security valuations, avoid the rush of December planning, and spread

your giving thoughtfully throughout the year. This approach not only

supports the causes you care about but may also provide meaningful DJIA total return (C$) 25.8%
tax benefits.

We encourage you to reach out to us to discuss your charitable DJIA total return (US) 20
donation strategy.
Nasdaq composite price

0
return (C$) 34.3%

Welcome to...the Toronto Tempo! Nosdag composite price g 70,
return (US)

May 8th, 2026 marked a historic moment in our nation’s sport history —

Canada finally had its own WNBA team! The arrival of the WNBA's first

franchise outside the U.S. marks a new chapter for the league and

Canada, which previously lacked an avenue for women to play top-tier,

professional basketball on home soil. We couldn’t be more excited to

welcome the Toronto Tempo home: Aurelia and Karen are big fans, and Short-term index 3.1%
Shelley is a season ticket holder who’s enthusiasm we expect to see on

the jumbotron any day now!
Intermediate-term 4.1%

Good luck to the Tempo with their inaugural season!

Three-month T-Bill (C$) 2.5%

Three-month T-Bill (US) 4.1%
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