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Fixed Income Outlook
TD Asset Management emphasizes capital preservation in our active fixed income portfolios while seeking to
maintain a yield advantage relative to the benchmark. We expect U.S. growth real Gross Domestic Product ("GDP") to
be near 0.0% in 2023, with slight improvement in 2024. A possible recession in 2023 is due to elevated inflation,
higher interest rates, reduced private-sector consumption, tighter financial conditions, and geopolitical events.
Elevated inflation and a strong U.S. labor market are factors contributing to higher short-term rates, via federal funds
rate hikes. The bond market will be subject to heightened volatility due to persistently high inflation, tighter financial
conditions, and geopolitical events. We expect yields to move higher from current levels, mostly in the front end, as
the Federal Open Market Committee ("FOMC") is committed to a more restrictive policy framework by increasing the
target rate on Federal Reserve ("Fed") funds and reducing its balance sheet. We remain constructive, and very
selective toward credit and are comfortable with our strategic credit positioning. Corporate bonds continue to offer
some value over government bonds; thus, we maintain our preference for high-quality investment grade corporates.
We continue to be positioned with an emphasis on liquidity and quality.

• Economic data show a slowing U.S. economy. Near 0.0% growth
is expected in 2023 with the possibility of a recession as the
FOMC tightens financial conditions, consumer demand wanes
and business investment declines as corporate profits fall.

• As of March, the FOMC's median federal funds forecast for year
end 2023 is 5.125% which is unchanged from its December
forecast. The FOMC will keep its policy rate restrictive until it
believes inflation is on a sustained downward path to two-
percent which will take time.

• U.S. Treasury yields decreased during the month as two regional
banks failures, coupled with the collapse of Credit Suisse (and its
eventual sale to UBS), spurred fears of contagion in the banking
system, negatively impacting financial markets. U.S. Treasuries
benefitted from these events as investor demand for its relative
safety drove yields lower.

• Corporate bond spreads widened during the month as recent
bank failures may contribute to a broader reduction of credit
and weaker expected economic growth. This weakness, coupled
with the FOMC's rate hiking cycle has negatively impacted
valuations.

Source: TD Asset Management, TD Economics & Bloomberg Financial L.P.; March 31, 2023
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Macro Update

Inflation

U.S. Central Bank Update

Inflation has peaked in the U.S. but remains
historically high in segments of the economy
mostly due to rising food prices, tight labor
markets, and rising residential costs. We expect
inflation to decline over the next twelve months;
however, achieving the FOMC's two-percent
target may take longer than the market and
FOMC expect.

Heightened inflation is prevalent in numerous
developed economies due to many of the same
issues in the U.S. Energy and food prices have
surged in Europe since Russia's incursion into
Ukraine.

Source: Bloomberg Financial L.P.; March 31, 2023

Our Long-Term Views:
o U.S. and global economic growth remain

uncertain and recessionary risks are high in
certain regions. A broad economic
slowdown driven by higher short term
interest rates, elevated inflation, and a
broader contraction in credit could lead to
muted returns.

o The Fed policy framework will be restrictive
in order to ease inflation. Tighter financial
conditions, as nominal and real interest
rates move higher, is expected.

o Heightened inflation in developed markets
is more persistent due to continued supply
chain disruptions, higher food prices, and
geopolitical events. We remain more
concerned over its duration than major
central banks.

• The FOMC increased the federal funds rate by 0.25%, to a
range of 4.75%-5.00%, at its March meeting. We expect an
additional 0.25% rate hike at the FOMC's next meeting (May 3)
which will increase the target range to 5.00%-5.25%.

• The FOMC's median Fed funds forecast for year end 2023 is
5.125%. The market expects a peak rate of 4.95% in May with a
0.25% rate cut as early as July. The FOMC also expects very
slow growth and above-target inflation during 2023 and 2024.

• The Fed, after the failures of Silicon Valley Bank and Signature
Bank, implemented the Bank Term Funding Program (BTFP)
which boosts a bank's liquidity by allowing it to exchange
assets such as U.S. Treasuries for cash at their full-face
amount, regardless of the current market value.

Our Long-Term Views:
o The Fed funds effective rate will move

higher over the next two months before
stabilizing near 5.0% as the FOMC
continues its fight against inflation. The
peak range on fed funds may reach 5.00%-
5.25% in 2023. The market expects an
easing cycle will begin in the second half of
2023.

o The FOMC is committed to its monetary
policy framework and market facilities to
support price stability, labor markets, and
financial market liquidity.

• U.S. real GDP increased 2.6% in 4Q 2022 (3.2% in 3Q 2022). 
Positive contributors were personal consumption, inventories, 
and government consumption. The main negative contributor 
to growth was residential investment (same as last quarter). 
Net exports was also a positive contributor to growth. 
Domestic demand growth weakened Quarter over Quarter 
("QoQ"). Inflation continues to moderate but remains at a 
historically high level.

• Timely economic data continue to indicate a broad-based 
slowdown. We expect U.S. growth in 2023 near 0.0% with the
likelihood of a U.S. recession as the FOMC tightens financial 
conditions, consumer demand wanes and business 
investment declines as corporate profits fall; however, the 
labor market remains strong.

Target inflation rate

Source: TD Economics & Bloomberg Financial L.P.; March 31, 2023

Source: TD Economics & Bloomberg Financial L.P.; March 31, 2023
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Central Bank Policy Rates
The Federal Reserve, the Bank of England
(BoE), the European Central Bank (ECB), and
many other major central banks, are raising
their respective policy rates (becoming more
restrictive) as inflation remains well above
target. Central Banks are trying to keep
inflation expectations well anchored.

The Bank of Japan (BoJ) is the only major
developed market central bank not to have
increased its policy rate during the post-COVID
economic recovery.

Source: Bloomberg Financial L.P.; March 31, 2023

Cash/Short-term Market Update

Number of Hikes/Cuts Priced into Market

In March, The FOMC increased interest rates
by 0.25%. This is the ninth consecutive meeting
in which the FOMC hiked rates. An implied
peak policy rate of just under 5.00% is
expected by the market by May 2023.

The Fed futures market expects two interest
rate cuts in 2023, with additional cuts in 2024.
This is a drastic change from last month when
no rate cuts were expected during this year,
and a direct result of the regional bank failures
from early March.

Source: Bloomberg Financial L.P.; March 31, 2023

• Current Positioning:
o Short and Short/Intermediate

Government/ Credit models remain
overweight corporate bonds and have a
similar duration relative to their respective
benchmarks.

• Short-term Treasury yields are increasing along with the
Fed rate; however, interest rates longer than six months
are indicating rate cuts by year end.

• Short-term credit spreads widened 37 bps during the
month as recent regional banking failures are
contributing to a broader contraction in credit and
weaker expected economic growth.

• Prime money fund assets increased $97.7 billion during
the 3-month period ending March 2023. Total assets are
$757 billion versus $425 billion one-year ago. Asset
growth should continue as the FOMC raises its Fed rate.
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Source: Bloomberg Financial L.P.; March 31, 2023
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1-3 Year Corporate Option-Adjusted Spread  (OAS)

Source: Bloomberg Financial L.P.; March 31, 2023

At 101 bps, the index OAS widened 37 bps from
last month end. Year-over-year ("YoY"), the index
OAS is wider by 42 bps as recent regional bank
failures, high inflation, slower GDP growth, a
hawkish FOMC, and geopolitical events
negatively impacted valuations.

Corporate fundamentals are expected to
weaken as we enter an economic slowdown.
Financial conditions are in restrictive territory
which is a negative development for corporate
sector financing and valuations.

U.S. Treasury Market Update

• Current Positioning:
o Government models remain overweight

the agency sector and have a similar
duration relative to their respective
benchmarks.

Source: Bloomberg Financial L.P.; March 31, 2023

• During the month of March, U.S. Treasury yields
decreased, and the yield curve steepened, mostly the
result of the failures of Silicon Valley Bank and
Signature Bank. FOMC members reiterated their
commitment toward fighting inflation (raising interest
rates) and maintaining higher rates for a longer
period. Declining economic growth and lower inflation
in 2023 are the consensus forecast.

• The FOMC noted that its balance sheet reduction
program will continue. The monthly cap in the
Treasury portfolio is $60 billion.

Treasury Yields
During the month of March, Treasury yields
decreased, and the yield curve steepened. The
yield spread between 2- and 30-year Treasury
securities increased 52 bps, to -38 bps, since
last month end. The yield gap between the 3-
month Treasury and the 10-year Treasury
inverted an additional 39 bps from last month
end and is now -128 bps.

We expect front-end yields to move higher from
current levels.
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Treasury Curves

Source: Bloomberg Financial L.P.; March 31, 2023

Investment Grade Credit Market Update

Corporate Spread & Issuance

• Current Positioning:
o Government/Credit models remain

overweight the corporate sector, mostly in
the banking industry, and have a similar
duration relative to their respective
benchmarks.

Source: Bloomberg Financial L.P.; March 31, 2023

The inversion within the intermediate segment
of the Treasury curve decreased during the
month as longer-term yields decreased less
than the shorter-end of the curve. In February,
the 2s5s curve, at -46 bps, steepened 18 bps
while the 2s10s curve reverted 34 bps, to -56
bps.

• Looking forward, corporate fundamentals should remain
positive but will moderate from very strong levels as the
economy enters a period of below-trend growth. Financial
conditions should reside mostly in restrictive territory which
will negatively impact the corporate sector.

• Many companies took advantage of historically low
interest rates to refinance short-term debt and/or increase
cash positions to enhance financial flexibility.

• Corporate bond spreads, at 138 bps, widened 14 bps
during March. The recent regional bank failures are the
latest factor to negatively impact valuations. Other factors
include high inflation, slower GDP growth, a hawkish
FOMC, and geopolitical events.

For the month of March, primary market
issuance was $103.6 billion, a month over
month ("MoM") decrease of $55 billion and a
55% decrease from the same period last year.
The spread on the corporate bond index
widened 14 bps, to 138 bps, during the month.

A more typical pre-COVID primary market is re-
emerging. Looking forward, we expect 2023
issuance to grow slightly relative to 2022 so the
cumulative YoY change in corporate issuance
should move toward, then above 0%, assuming
stable financing conditions.
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Corporate Spreads by Maturity

Source: Bloomberg Financial L.P.; March 31, 2023

Corporate bond spreads are wider by 22 bps
year-over-year reflecting heightened financial
market volatility due to recent regional bank
failures, higher inflation, tighter monetary
policy, geopolitical events, and emerging
signs of a slowing economy.

The corporate index OAS, at 138 bps, is 14 bps
wider relative to the last month end.
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Charts & Tables
Fixed Income Bond Indices

Source for all charts and tables: Bloomberg Financial L.P.; March 31, 2023

Economic Figures & Short-term Rates

Treasury Market

De sc rip t ion Curren t 3 -m o 
Ag o

1-yr 
Ag o

Ne xt 
Re le a se

Fed Funds (%) 5.00 4.50 0.50 5/3/2023

CPI (YoY %) 6.00 7.10 7.90 4/12/2023

PCE (YoY %) 5.00 5.70 6.40 4/28/2023

Unemployment Rate (%) 3.60 3.60 3.80 4/7/2023

GDP (YoY %) 0.90 1.90 5.70 4/27/2023

Retail Sales (YoY %) 5.40 5.90 17.70 4/14/2023

Leading Indicators (YoY %) -6.50 -4.60 7.00 4/20/2023

Housing Starts (000s) 1,450 1,419 1,777 4/18/2023

De sc rip t ion Curren t 3 -m o 
Ag o

1-yr 
Ag o

Fed Funds (%) 5.00 4.50 0.50

3-Mo U.S. Treasury Bill 4.75 4.37 0.50

6-Mo U.S. Treasury Bill 4.88 4.76 1.02

USD O/N Govt. Repo 4.88 4.34 0.31

U.S. 30-Day Comm Paper* 4.93 4.39 0.42

U.S. 90-Day Comm Paper* 5.09 4.54 0.86

*A1/P1/F1 rated U.S. Commercial Paper

Cha ng e  in  Yie ld  Curve  (b a s is  p o in ts)

Maturity Yield 
Curve (%)

1-Mo 
Ago

3-Mo 
Ago

1-Yr 
Ago

1-Mo 4.53 -7 53 440

3-Mo 4.75 -6 38 425

6-Mo 4.88 -26 12 386

12-Mo 4.62 -39 -9 301

2-Yr 4.03 -79 -40 169

3-Yr 3.79 -74 -44 128

5-Yr 3.58 -61 -43 111

7-Yr 3.54 -55 -43 110

10-Yr 3.47 -45 -41 113

20-Yr 3.80 -31 -35 119

30-Yr 3.65 -27 -32 120
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TD Asset Management:

TD Asset Management operates as Epoch Investment Partners, Inc. in the United States and as TD Asset Management Inc. in Canada. This information was prepared by
TD Asset Management and the material has been reviewed and is now approved and presented for use in the United States by TD Private Client Wealth, LLC and TD
Bank N.A.
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The information contained herein is current as of March 31, 2023.

TD Wealth® is a business of TD Bank N.A., member FDIC (TD Bank). TD Wealth ® provides its clients access to bank and non-bank products and services. Banking,
lending, investment and trust services are available through TD Bank. Securities and investment advisory services are available through TD Private Client Wealth LLC, a
US Securities and Exchange Commission registered investment adviser and broker-dealer and member FINRA/SIPC (TDPCW). Epoch Investment Partners, Inc. (Epoch)
is a US Securities and Exchange Commission registered investment adviser that provides investment management services to TD Wealth. TD Bank, TDPCW and Epoch
are affiliates.

This document does not provide individual financial, legal, tax, trading or investment advice. Past performance is no guarantee of future results. This material should not be
considered as investment advice or a recommendation of any particular security, strategy or investment product. Particular investment or trading strategies should be
evaluated relative to each individual’s objectives and risk tolerance. Readers are urged to seek professional advice with respect to their specific financial, legal, tax, trading
or investment matters. This material is for informational purposes only and is not an offer or solicitation to buy or sell any security or other financial product or instrument.
TD Bank and its affiliates and related entities are not liable for any errors or omissions in the information or for any loss or damage suffered. Graphs and charts are used for
illustrative purposes only and do not reflect future values or future performance of any security, strategy, or investment product.

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, and 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 and 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. We may not update any FLS.

TD Bank and its affiliates and related entities provide services only to qualified institutions and investors. This material is not an offer to any person in any jurisdiction where
unlawful or unauthorized. No part of this publication may be reproduced in any form, or referred to in any other publication, without express written permission.

Bloomberg and Bloomberg.com are trademarks and service marks of Bloomberg Finance L.P., a Delaware limited partnership, or its subsidiaries. All rights reserved.

Morningstar is a registered trademark of Morningstar Research Inc. All rights reserved.

All trademarks are the property of their respective owners.
Investment Risks:

Investing involves market risk, including possible loss of principal, and there is no guarantee that investment objectives will be achieved. Past performance is not guarantee
of future results. Asset allocation/diversification does not guarantee a profit or protect against a loss.

Bonds are affected by a number of risks, including fluctuations in interest rates, credit risk, prepayment risk, and inflation risk. Corporate debt securities are subject to the
risk of the issuer’s inability to meet principal and interest payments on the obligation and may also be subject to price volatility due to factors such as interest rate
sensitivity, market perception of the creditworthiness of the issuer and general market liquidity. High yield, lower-rated securities are subject to additional risks such as
increased risk of default and greater volatility because of the lower credit quality of the issues. Interest on municipal bonds is generally exempt from federal tax. However,
some bonds may be subject to the alternative minimum tax and/or state or local taxes.

The TD logo and other trade-marks are the property of The Toronto-Dominion Bank or a wholly-owned subsidiary, in Canada and/or other countries.
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