TD Asset Management
Market Perspectives ® 5 Minutes

From the Desk of the
Fixed Income Team

Macro and Fixed Income Update

By Rohan Bhargava, CFA, and Sam Chai, CFA. Edited by Mominah Mohsin.

Building Resilient Portfolios with Bonds: Income, Stability & Growth

The market has adjusted expectations for U.S. Federal Reserve ("the Fed") rate cuts lower, now
pricing just two rate cuts in 2025 and a terminal rate of just below 4%. Since September 2024,
terminal rate projections have risen by approximately 100 basis points ("bps"), indicating that
interest rates may remain elevated for longer. As a result, current yield levels provide an attractive
return opportunity.

Bonds remain appealing for income generation. For example, short-term Canadian Investment
grade ("IG") corporate bonds, which are generating an approximate yield of 3.7%, offer a steady
income stream for investment portfolios.

Amid market uncertainties, fixed income continues to provide a hedge against downside growth
risks. Investors who are overweight assets including equities, can benefit from an increased
allocation to fixed income, as it provides diversification and reduces overall exposure to market risk.

Sustained Attractive Return Opportunities in Investment Grade Bonds

Over the past year, the bond market has delivered attractive returns, driven by higher all-in-yields
and rate cuts. Looking ahead, we expect mid-single digit returns driven primarily by attractive
income levels. As shown in Chart 1, we outline three scenarios mapping bond returns for a five-year
Investment Grade (IG) corporate bond. Under the "moderate returns" scenario, we estimate returns
of 4% to 6%, achievable through income alone, assuming inflation remains under control.

Chart 1: Mapping Potential Bond Returns
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Source: TD Asset Management Inc., Bloomberg Finance L.P. As of Dec 31, 2024
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Conversely, we must also consider a potential "low returns” scenario. If inflation accelerates, due to
aggressive tariff policies or if the Fed halts policy easing, markets could experience a downturn. In
this case, credit spreads may widen as inflationary pressures dampen consumer sentiment.
However, even under this scenario, attractive total yield levels should provide return cushions. We

anticipate solid credit demand, and total returns are likely to be flat to slightly positive in the 0% to
3% range.

Chart 2: Resilient Credit Fundamentals Support Fixed Income Outlook

3 Years of IG Rating Upgrades, Enhance Resilience to Downgrade Risks'
900

800

700

600

500

400

300

200

Dollar Value of Upgrades (bn)

100

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021] 2022 2023 2024'

B Upgrades within |G + Rising Stars m Downgrades within IG + Fallen Angels

Default Rates Remain Near Historic Bottoms Where Sensitivity to Higher Rates Was Low?

25%

20%

15%

10% 1

Default rate

5% 4.2%
()

0% 1.5%

NIYIIBYLEIYINJOOESENIOIITLOEOEDRR2O9EYYQ
= <= 5 e T = YT e

T35 :35:2553553553235535535535573
S O S o S O = = - = o -
T=z"=zz =2z == =z =z = = =z = =z = =z =z

=== S. High Yield =) .S. Leveraged Loans e Average
Source: Bloomberg Finance L.P. As of Dec 31, 2024.
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As shown in Chart 2 (top), the quality of the Investment Grade index has improved over the past few
years, primarily driven by the prudent debt management by companies since the COVID-19
pandemic. Following strong investment grade issuance in 2024, we estimate that coupon income
alone could support for over 75% of net-investment grade issuance supply, providing support to
investment grade demand in 2025.

Furthermore, default rates remain a critical measure of credit fundamentals. As seen in Chart 2
(bottom), default rates continue to remain at historical lows. The current default rate stands at under
2%, compared to a 20-year average of 3.5%. Additionally, broader credit metrics, including leverage
and liquidity, continue to support a healthy credit environment.

Current Positioning and Outlook

During the fourth quarter of 2024, our Fixed Income portfolios have moved towards a neutral to
slightly underweight duration position. However, we continue to be tactical in our approach as we
assess the evolving macroeconomic environment. Currently, we have a preference for shorter
duration |G instruments, which help limit duration risk while enhancing income potential.

We maintain a favourable view toward an overweight credit position as credit fundamentals remain
solid despite macro uncertainty. Moderate growth is expected to support credit markets, particularly
in absence of significant Merger and Acquisition ("M&A") activity that could lead to higher leverage
for issuers.

Additionally, we favour a long U.S. dollar position, supported by continued U.S. economic strength.
The U.S. dollar has outperformed major currencies, and we anticipate further support from policy
proposals related to tariffs, fiscal measures, and deregulation following President Trump's return to
White House.

TD Asset Management Inc. (TDAM): Expanded Suite of TD ETFs Offers Greater
Flexibility for Investors

At TDAM, our credit research and investment management teams are constantly reviewing and
monitoring the economic landscape to find value and seek opportunities to take advantage of
opportunities within the market. To reduce potential currency volatility, we are excited to add a
recent addition to our U.S. dollar ETF product shelf, TD U.S. Cash Management ETF for investor's
cash management needs. In addition to our new U.S. dollar ETF offering, we are excited to offer
series extensions to our suite of Target maturity bond ETFs, TD Target 2028 Investment Grade Bond
ETF, TD Target 2029 Investment Grade Bond ETF and TD Target 2030 Investment Grade Bond
ETF, which provides investors with diversified fixed income exposure, a target maturity date, and an
efficient way to replace direct bond exposure.
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For Further Information,
Please Contact your TDAM Representative.

The information contained herein has been provided by TD Asset Management Inc. 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.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the fund facts and prospectus, which contain
detailed investment information, before investing. Mutual funds are not guaranteed or insured, their values change frequently and past performance may not be repeated. The TD
Mutual Funds/Products (the “Funds/Products”) have been developed solely by TD Asset Management Inc. The Funds/Products are not in any way connected to or sponsored, endorsed,
sold or promoted by the London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). FTSE Russell is a trading name of certain of the LSE Group
companies. All rights in the FTSE Russell Index/Indices referred to in this document/publication (the “Index/Indices”) vest in the relevant LSE Group company which owns the
Index/Indices. FTSE® is a trade mark of the relevant LSE Group company and is used by any other LSE Group company under license. TMX® is a trademark of TSX, Inc. and used
by the LSE Group under license. The Index is calculated by or on behalf of FTSE International Limited or its affiliate, agent or partner. The LSE Group does not accept any liability
whatsoever to any person arising out of (a) the use of, reliance on or any error in the Index or (b) investment in or operation of the Funds/Products. The LSE Group makes no claim,
prediction, warranty or representation either as to the results to be obtained from the Funds/Products or the suitability of the Index for the purpose to which it is being put by TD Asset
Management Inc.

TD Mutual Funds and the TD Managed Assets Program portfolios are managed by TD Asset Management Inc., a wholly-owned subsidiary of The Toronto-Dominion Bank and are
available through authorized dealers.

® The TD logo and other TD trademarks are the property of The Toronto-Dominion Bank or its subsidiaries.
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