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At a glance
1.

We are bullish on equities over a 12-18 month horizon.
The improving fundamental outlook and low rate
environment are providing a supportive backdrop for
a broad appreciation in equity valuations.

2. Our expectation is for protracted low interest rates and
inflation to remain at historically low levels. Aggressive
monetary and fiscal policy measures continue to
underpin economic stabilization, but may become a
long-term drag on economies. We maintain a modest
fixed income underweight due to the continuation of
low expected returns.

3. We remain modestly overweight investment grade
corporate credit. Wide spreads have narrowed
significantly, but still represent a yield advantage
over government bonds.
4. Corporate earnings, employment, and economic
activity are improving globally; however, COVID-19
treatment progress and the effectiveness of policy
response will largely dictate the speed of progress
toward full recovery.
5. We view alternatives assets favourably within the
strategic asset mix of portfolios due to their relatively
stable income resiliency.

Positioning Changes
Asset Class

From

To

Rationale
We are bullish longer-term on equities. While we acknowledge the potential for nearterm macroeconomic, geopolitical and pandemic driven disruptions, the protracted
low rate return environment, combined with an improving fundamental backdrop for
many global economies, reinforces our optimistic outlook.

Equities (overall)

Neutral

Modest
Overweight

Canadian Equites

Modest
Underweight

Neutral

We are seeing some encouraging signs in the Canadian economy with an uptick in
overall business activity following widespread shutdowns. A robust residential real
estate market, a modestly improving employment picture, and stabilizing Financials
sector, should drive positive equity returns over the next 12-18 months.

International Equities

Neutral

Modest
Overweight

The eurozone's bounce back in manufacturing and services activity, as well as
strength in the euro, is providing evidence that international markets are healing
from the deep contraction caused by the pandemic. International stocks may offer a
period of outperformance under these improving conditions; however, prevailing
structural challenges remain a potential headwind.

U.S. Dollar

Neutral

Modest
Underweight

The U.S Federal Reserve's (the Fed) commitment to remain highly accommodative
under a new inflation-targeting strategy, combined with a potentially tumultuous U.S.
election cycle, may continue to put pressure on the currency.

Modest
Underweight

Neutral

Our expectations for a weakening U.S. currency, and the overall firming of Canadian
economic conditions, underpin our view that the CAD may outperform its U.S.
counterpart over the next 12 months.

Canadian Dollar (CAD)

Cash

Neutral

Modest
Underweight

We are gradually reducing cash levels and deploying this capital to better represent
our views in other asset classes where we can achieve higher potential returns for
investors.
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Modest Overweight
Modest Underweight
Modest Overweight
Modest Underweight

Sub-Classes

Alternatives/
Real Assets

Fixed Income

Equities

WAAC is Monitoring

U.S. and Chinese
equities continue to
offer compelling
longer-term relative
value

Potential Implications
Economic indicators including expansionary trends in global manufacturing PMI data, and
policy coordination between central banks and governments, have been key drivers in the
recovery from recession. These factors should also help drive longer-term equity
outperformance over fixed income. Near-term volatility could be triggered by a tumultuous
U.S. election cycle, pandemic related uncertainties, and failed stimulus measures. During
significant drawdown periods, we will seek to increase exposures to well capitalized
businesses, sectors and geographies that represent attractive long-term growth potential.
U.S. equities continue to offer compelling longer-term opportunity. Persistent low interest
rates, a resilient consumer, expanding business productivity, and the rapid rate of growth
of U.S. technological innovation has provided a supportive backdrop for U.S. stocks.
We continue to see attractive opportunity in Chinese equities given favorable relative
valuations and an accelerating rebound in external consumption demand. China's
business activity may see expansion ahead of other nations still grappling with the
pandemic; however, simmering U.S./China tensions could weigh on the outlook.

We remain modestly
overweight on
corporate credit due
to their relative yield
advantage over
government debt

Despite significant tightening since the March market collapse, and with investment
grade corporate bond spreads reverting near their longer-term averages, we retain a
modest overweight view on corporate credit due to their relative yield advantage over
government debt. We remain disciplined in our selection process.
The U.S. Fed's new inflation-targeting strategy, where it will focus on average inflation
rather than a specific target over a period of time, suggests that rates may be kept low
indefinitely. With the expectation that other central banks may adopt a similar
approach to policy, we remain modestly underweight government bonds due to
expectations for yields to remain range bound near record low levels.
High yield spreads have narrowed considerably from late March, but there may be
room for further tightening, particularly if the economic rebound gains momentum. We
remain highly selective with a neutral position in high yield bonds as economic
headwinds continue to cloud the outlook for many sectors of the economy.

Mortgage spreads
have stabilized
considerably. High
quality commercial
mortgages see
biggest retracement

Transaction activity within the Canadian real estate market is gradually returning in the
second half the year, as real estate investors are adapting to the new normal and finding
new ways to complete due diligence.
After mortgage spreads rose approximately 150 bps in March due to uncertainty around
the impacts of COVID-19, spreads stabilized in April and have been gradually tightening
since. High quality commercial mortgage spreads have witnessed the greatest
retracement, as pent up demand for top-tier mortgage investments pushed spreads lower.
Lower quality mortgages have lagged, but have seen material tightening as well due to
substantial liquidity from all types of lenders with ample capital to be employed.
Infrastructure transaction activity is expected to be busier in the third and fourth quarter as
several processes slated for earlier in the year have been halted in the market.

Gold may continue to
outperform in an
environment of low
real yields,
uncertainty, and
weaker U.S. dollar

We believe that gold will continue to outperform in an environment of economic
uncertainty, low real yields, and a weaker U.S. dollar. The combination of unprecedented
monetary policy (keeping rates low) and concern around the strength of the global
recovery may continue to drive the outperformance of gold over a 12-month horizon.
We are modestly underweight the U.S. dollar. The Fed's commitment to remaining
accommodative for the extended term, continued pandemic risks, and the potential for a
turbulent U.S. election period, have put pressure on the currency. An environment of
improving economic conditions and a clearer domestic political climate could aid in the
stabilization of the currency; however, we expect current trends to persist.
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Strategic Positioning
At a Glance
Asset Class

Fixed Income
Underweight

Underweight

Overweight

–

+

Investment Grade Corp. Bonds

–

+

Inflation-Linked Bonds

–

+

High Yield Bonds

–

+

Global Bonds — Developed Markets

–
–

+

–

+

–

+

–

+

–

+

–

+

–

+

Infrastructure

–

+

Gold

–

+

Canadian Dollar vs U.S. Dollar

–

+

U.S. Dollar vs basket of currencies

–

+

Cash

–

+

Canadian Equities
U.S. Equities
International Equities
Chinese Equities
Emerging Markets Equities – excl. China

Commercial Mortgages
Alternatives/Real
Commercial Real Estate
Assets
Overweight

Sub Classes
Underweight

Overweight

Domestic Government Bonds

Global Bonds — Emerging Markets

Equities

Neutral

+

We continue to monitor the above economic and market themes, and believe that maintaining a
portfolio of high-quality assets is critical to long-term investment success. While there is always
potential for market volatility, we encourage investors to remain focused on the long-term. We consider
periods of higher volatility to be normal market behaviour that can help clear excesses, and create
investment opportunities.
The information contained herein has been
provided by TD Wealth and is for information
purposes only. The information has been drawn
from sources believed to be reliable. Graphs and
charts are used for illustrative purposes only and
do not reflect future values or future performance
of any investment. The information does not
provide financial, legal, tax or investment advice.
Particular investment, tax, or trading strategies
should be evaluated relative to each individual's
objectives and risk tolerance. Certain statements
in this document may contain forward-looking
statements (“FLS”) that are predictive in nature
and may include words such as “expects”,
“anticipates”, “intends”, “believes”, “estimates” and
similar forward-looking expressions or negative
versions thereof. FLS are based on current
expectations and projections about future general
economic, political and relevant market factors,

such as interest and foreign exchange rates, equity
and capital markets, the general business
environment, assuming no changes to tax or other
laws or government regulation or catastrophic
events. Expectations and projections about future
events are inherently subject to risks and
uncertainties, which may be unforeseeable. Such
expectations and projections may be incorrect in the
future. FLS are not guarantees of future performance. Actual events could differ materially from
those expressed or implied in any FLS. A number of
important factors including those factors set out
above can contribute to these digressions. You
should avoid placing any reliance on FLS. The
TD Wealth Asset Allocation Committee (“WAAC”) is
comprised of a diverse group of TD investment
professionals. The WAAC’s mandate is to issue
quarterly market outlooks which provide its concise
view of the upcoming market situation for the next

six to eighteen months. The WAAC’s guidance is
not a guarantee of future results and actual market
events may differ materially from those set out
expressly or by implication in the WAAC’s quarterly
market outlook. The WAAC market outlook is not a
substitute for investment advice. TD Wealth
represents the products and services offered by
TD Waterhouse Canada Inc., TD Waterhouse
Private Investment Counsel Inc., TD Wealth Private
Banking (offered by The Toronto-Dominion Bank)
and TD Wealth Private Trust (offered by The
Canada Trust Company). TD Asset Management
Inc. is a wholly
owned subsidiary of The Toronto-Dominion Bank. All
trademarks are the property of their respective
owners. ® The TD logo and other trade-marks are
the property of The
Toronto-Dominion Bank.
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