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Market Perspectives The Year Ahead 2013

» Overweight equities and underweight fixed income as equity valuations now discount global earnings slowdown

- Expect lower for longer interest rate environment to continue with central banks close to the end of their tightening cycle
« Corporate credit attractive versus government bonds as spreads have widened significantly

« We anticipate protracted conflict between China and the U.S. on issues of trade and technology leadership

» Episodes of volatility may be driven by trade frictions, potential for central bank missteps and slowing global growth
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too aggressively, signs of slowing global



growth and persistent trade frictions,
particularly between the U.S. and China,
led the retreat in equity prices. Technology
stocks were among the hardest hit, as
were resource equities, caused by the
drastic drop in oil prices. The impact

on markets in 2018 can largely be
summarized by three key factors:

The U.S. and everyone else — Overall,
the U.S. economy continued to surge
forward and demonstrated a divergence
in growth versus the rest of the world.
This strength was on the back of firm
labour markets, fiscal stimulus and
robust corporate health, all of which

are supported by the lower for longer
interest rate environment. This strength
contrasted with the rest of the world,
where growth appears to be slowing.
The European economy, as indicated by
Purchasing Managers Index (PMI) data,
appeared to have shifted down a gear,
and the data out of China was quite
patchy, indicating growth in the world's
second largest economy is not as strong
as the official data would suggest.

Trump, tariffs and trade wars — Global
trade was the main headline maker and
one of the primary market influencers
of 2018. The Trump administration
continued to escalate the threat of

a U.S. trade war with China after
announcing the intent to impose a 10%
tariff on $200 billion worth of Chinese
goods, which could be increased to
25% in early 2019 if an agreement is not
reached between the two countries by
then. The additional tariffs, on top of
tariffs passed earlier in the year, means
roughly half of the products that China
sells to the United States each year will
be hit by U.S. tariffs. This in turn could
begin to affect the U.S. consumer and
impact equities over time.

Removal of monetary stimulus — The
tightening of monetary stimulus was
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another key market and headline
influencer in 2018, particularly in North
America, with the Fed raising the key
short-term interest rate by a quarter
point four times in 2018. In Canada, the
Bank of Canada (BoC) also raised its
overnight benchmark rate by a quarter
point three times last year. In Europe, the
European Central Bank (ECB) wrapped
up its stimulus program at the end

of the year, even as risks from trade
protectionism, Italian populist policies,
and Brexit loom ever larger.

Wealth Asset Allocation
(WAAC) positioning

What does 2019 have in store?
Global growth has decelerated
recently, with relatively soft numbers
in Europe and China. There are also
signs, like a slowing housing market,
that indicate U.S. economic growth is
decelerating. Structural factors, such
as slow growth of the labour force

in the U.S. and Europe and cyclical



factors, such as full employment in
the U.S. and fading fiscal stimulus,

will likely combine to bring growth in
the developed world to 1.5% - 2.5%. In
China and the emerging world, growth
in 2019 will depend in part on whether
China implements aggressive fiscal
stimulus to offset the drag from trade
wars with the U.S.

We believe the lower for longer interest
rate environment will continue. Central
banks are likely close to the end of

their tightening cycle as global growth
has slowed and inflation expectations
remain muted. In Canada, we continue
to believe that the high level of
household debt will slow the economy if
interest rates move higher, which in turn,
mean that significantly higher rates will
not be required.

Earnings growth is likely to slow in 2019
as the impact of tax reform in the U.S.
dissipates and slower global growth
feeds through to slower revenue growth
for companies. Higher interest rates
also mean debt refinancing is now a
headwind for corporate earnings as
opposed to the tailwind it has been for
the past 10 years. However, earnings
growth is still likely to be positive and
we would look for increases in the low to
mid-single digits in Canada and the U.S.

In 2018, equities delivered negative
returns as rising earnings were offset

by declining valuations. By the end of

the year, these valuations had become
sufficiently attractive that in January, we
upgraded our equities to overweight from
neutral. We anticipate the combination of
modest earnings growth, 2-3% dividend
yields and stable valuations should
deliver mid-to-high single digit returns in
the next 12-18 months.

While upgrading equities in January,

we downgraded fixed income to an
underweight position. Fixed income
provided stability to portfolios in a
volatile equity environment in 2018 but
yields and expected returns remain in the
low single digits. In our view, the spread
of expected returns between equities
and fixed income justifies an overweight
stance on equities at this time.

We will continue to monitor several
risks heading into 2019. Persistent
trade frictions between the U.S. and
China, slowing global growth and
central bank actions could all have
implications for financial markets.
Continued protectionist measures
caused by escalating trade frictions
could dampen economic growth

and result in higher inflation, placing
downward pressure on equity
valuations. Additionally, there is always
the risk that central banks will commit
a policy error as they reduce their
accommodation. Tightening monetary
policy to more normal levels, while

not adversely affecting economic
growth or threatening financial
stability is a delicate balancing act.
Policy change that is too aggressive
remains a possibility and could create
volatility and a difficult environment for
investors. These all remain key risks to
global growth that we will continue to
closely monitor.

Steady hands are paramount during
periods of acute volatility as we focus
on companies we believe to be at

the high-end of the quality spectrum,
particularly those that generate
substantial free cash flow and return
that cash to shareholders through
rising dividends over time. We continue
to believe a balanced approach is
warranted and favour a diversified
portfolio that includes:

1. High quality equities that may have
the ability to increase their earnings and
dividends in a low growth environment,
thereby helping to protect the real value
of investors’ savings

2. An allocation to cash to help provide
stability and safety of capital

3. An allocation to high quality corporate
bonds, including both investment-grade
and high yield, to help provide some
income, diversification and stability

Equities

e Neutral Canadian equities
e Modest overweight U.S. equities

e Modest underweight international
equities

e Modest overweight emerging market
equities

We maintain a modest overweight in U.S.
equities and neutral Canadian equities.
With late 2018 equity market declines,
U.S. equity valuations were brought down
to more reasonable levels. However, with
central banks tightening, we don’t expect
price-earnings multiples to expand and
equity returns will be driven by earnings
growth and dividend yields. North of

the border, Canadian equities trade at a
significant discount to U.S. equities. This
may provide a long-term opportunity, but
valuations are likely to remain depressed
until the discount on Canadian oil prices
narrows versus West Texas Intermediate
oil (WTI).

We maintain a modest underweight
in international equities. Valuations
are attractive relative to those in

North America, and any ongoing

accommodation from the European
Central Bank (ECB) should continue
to support them. However, earnings



growth is likely to be modest given
weak economic growth and political
risks remain high in Italy and the United
Kingdom. We moved to a modest
overweight position in Emerging
Market (EM) equities. EM valuations

are attractive after a significant under-
performance in recent years.

Fixed Income

e Neutral cash and inflation-linked
bonds

e Modest underweight domestic
government bonds

e Modest overweight high yield
bonds and investment-grade
corporate bonds

e Maximum underweight global
developed market bonds

e Modest underweight global emerging
market bonds

Muted inflation and high household
debt will keep rates low from a historical
perspective. We moved to modest
underweight domestic government
bonds. At current levels, low single digit
returns are expected, however domestic
bonds can offer diversification, stability
and modest income.

We moved to modest overweight
investment grade bonds. Higher rates
and slightly wider spreads mean that
investment grade corporate bonds now
provide real (after inflation) returns.

We have a strong preference for the
quality end of the spectrum, given
signs of stress at companies with weak
balance sheets. We also moved to
modest overweight high yield bonds.
Spreads widened in the second half of
2018 to attractive levels and there is
now a greater opportunity to add value
through security selection.

Break-even rates, the difference
between nominal and inflation-linked
bonds, have been gradually rising, but
are still reasonable from a historical
perspective. Thus, our neutral rating
has been maintained for inflation-linked
bonds. Within the global developed
bond space, we are currently maximum
underweight, as low nominal and real
yields in Europe and Japan are not

very compelling. We remain modest
underweight in the global emerging
market bond space. Emerging market
debt has been hit by issues including
rising interest rates, a stronger U.S.
dollar, and the threat of a global trade
war, and we feel that these factors will
continue to weigh on these assets.

Canadian/U.S. currency
exposure

e Modest underweight the Canadian
dollar vs. the U.S. dollar

e Modest underweight the U.S. dollar

The Canadian dollar has weakened,
and we continue to expect it to
underperform the U.S. dollar in 2019,
driven primarily by differences in
economic growth prospects. Slowing
U.S. economic growth coupled with the
Fed reaching the end of their rate hike
cycle could put downward pressure on
the U.S. dollar versus a trade weighted
basket of currencies.

Gold
¢ Neutral gold

We believe an allocation to gold can
provide insurance in a portfolio against
the risk of extreme outcomes. However,
we do not currently believe that this
insurance is required. m



TD Wealth Asset Allocation Committee

The TD Wealth Asset Allocation Committee (WAAC) was established to deliver a consistent asset allocation message and
be the originating source for active asset allocation advice across TD Wealth. The committee has three prime objectives:
articulate broad market themes, provide macro-level asset allocation and identify the major risks on the horizon.
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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. 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 Asset Management Inc. is a wholly-owned subsidiary of The Toronto-Dominion Bank. Bloomberg and Bloomberg.com are
trademarks and service marks of Bloomberg Finance L.P., a Delaware limited partnership, or its subsidiaries. All rights reserved. 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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