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Positioning Overview

We believe that the equity market has a balanced
return outlook. Earnings growth has been
negative year-over-year, but we believe that it is
now starting to stabilize/show signs of positive
momentum. Despite the recent rally, some of

the more cyclical areas of the market remain
attractive from a valuation standpoint.

As the normalization of inflation appears to be
slowing alongside waning economic growth, the
Bank of Canada continues to debate the need to
maintain tight monetary policy and to reinforce its
higher-for-longer policy rate path. On the flipside,
this may also imply higher for longer income
returns within the asset class. We continue to
believe that fixed income will outperform equities
over the next 12 months and that bonds can still
provide diversification benefits, reduce overall
portfolio volatility and preserve capital.

We believe that an allocation to alternative assets
can benefit diversified portfolios especially when
implemented over the long-term. Alternative assets
can provide inflation protection and attractive
absolute returns, while acting as long-term portfolio
stabilizers via their diversification benefits and less
correlated income streams.

In recent months, the yield on cash and equivalents
has risen alongside further rate hikes from the Bank
of Canada. As key economic data continues to
normalize, the risks of additional monetary policy
tightening are now more balanced. We believe
that the other asset classes may present better
opportunities for long-term returns.




The Year In Review

2023 was a challenging year, with a rollercoaster ride
of market sentiment to match. Economic indicators and
forecasts were often mixed, markets saw significant
volatility, and the year both started and ended under
the shadow of a potential economic slowdown. That
said, many broad market indices showed positive
returns and we still saw plenty of opportunities on the
table for active investment management.

Both equities and fixed income assets delivered
strong returns in early 2023, only to be hit with trouble
in the U.S. banking sector. Markets feared contagion,
but despite the anxiety at the time, this contagion did
not truly materialize over the long-term. Within equity
markets and particularly in the U.S., a large portion of
the year’s returns can be attributed to the so-called
“Magnificent Seven”: a collection of large cap
Technology stocks that rallied on the back of artificial
intelligence (“Al”) buzz mid-year. In our view, we also
saw opportunities over the year in smaller pockets of
the U.S. market with reasonable valuations.

Fixed income yields reached decades long highs
over the year and despite more recent volatility,
particularly in the longer duration space, we
maintained an overweight allocation in the asset
class throughout the year.

Chart 1: Global Equity Index Returns

Central banks, including the Bank of Canada (“BoC”)
and the U.S. Federal Reserve (“the Fed”), doggedly
pursued hawkish policy throughout the year in order
to curb sticky inflation. Inflation began to slow by the
end of the year, however it remains above the target
rate for both the BoC and the Fed. We also saw a
pause on rate hikes in the later months of the year,
which suggests that central banks are starting to see
the softening they were waiting on in both inflation
and labour markets (which were notably firm over
the year). Markets responded well to these central
bank pauses, rallying on the news of the most recent
Fed rate pause in December and in anticipation for
potential rate cuts in the new year.

Geopolitical struggles dominated news cycles and
will likely persist in 2024. Global growth began to
slow over the fourth quarter and we expect to see
that continue into the first half of 2024. It will remain
important to closely monitor economic indicators as
we go forward into this environment, and we expect
to see some ups and downs along the way; however,
compared to the forecasts from the start, or even
the middle of 2023, a soft landing, albeit bumpy,

for Canada and the U.S. is looking more achievable
going into 2024.

Name Y 3M 12M 3Y 5Y 10Y
S&P 500 Index (Large Cap) 1.81% 9.25% 23.31% 11.40% 14.97% 14.50%
S&P/TSX Composite Index 3.91% 810% 1.75% 9.59% 11.30% 7.62%
MSCI EAFE Index 2.57% 8.06% 16.05% 5.87% 8.02% 7.09%
(Europe, Australasia, Far East)

L mieling Lel e el 1.22% 5.58% 7.67% -3.49% 3.43% 5.32%

(Emerging Markets)

Source: TD Asset Management Inc. (“TDAM”). As of December 31, 2023.
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The Year Ahead 2024

Overall Economic Outlook

Both equity and fixed income markets rallied at the end
of 2023, seeing a reason for bullishness in the possibility
of central bank rate cuts rather than rate hikes in 2024.
We likewise believe that the Fed’s decision to hold rates
steady in December, alongside a more optimistic

Fed forecast, may indicate that we will see a pivot to
cuts from central banks in the second half of 2024.
We believe the Fed may cut rates first, perhaps as
early as May or June. We believe the BoC may start
introducing cuts towards the summer. It would be

a challenge to estimate where rate cuts will end for
the year, but we believe that central banks will have
to cut carefully, being mindful of the potential to
stoke asset price reinflation in the housing market,
while balancing the economy as a whole. There

is little appetite from either the BoC or the Fed to
move quickly as backtracking these cuts would be

a credibility risk and the potential for a hard landing
for the economy remains. While inflation is broadly
trending downward, it is still sticky and will remain a key
data point for central bank decisioning going forward.

The U.S. economy is expected to continue to
outperform other global economies in 2024, though
perhaps not to the same degree as it did in the
second half of 2023. U.S. growth had already begun
to slow in the fourth quarter of 2023, and high
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interest rates are expected to continue to impact
consumption. We anticipate that U.S., and global,
growth will continue to slow, seeing a trough

in the first half of 2024 with potential improvement
in the second half. The end of this year will also see
a U.S. presidential election, which could potentially
have an impact on tax rates and tariffs, but also
the appointment of the chair and vice chair of the
Fed in the coming years.

In Canada, we see challenges for 2024 around
consumption growth which, while positive overall,
is being buoyed by population growth and is

more negative on a per capita basis. Canadian
housing markets may also face challenges this
year, particularly in Ontario and British Columbia.
That said, if the BoC starts pivoting and yields drop
from their highs, this will have a positive impact on
mortgage rates. This, in addition to the increase in
population, should help set a floor for home prices,
particularly in the single detached market.

Outside of North America, we continue to see
weakness in European markets. In China, much
of the world is waiting to see what will happen
in property markets and whether a strong
government response is incoming.



Neutral Outlook For Equities

Sub Class

Allocation

Canadian Equities
U.S. Equities
International Equities
Chinese Equities

Emerging Markets ex. China

Neutral

Modest Overweight
Modest Underweight
Neutral

Neutral

We believe that the equity market has a balanced
return outlook and remain comfortable with our
neutral positioning. Companies that have adapted
to the economic climate of the last few years will
likely be in a strong position to start 2024. Earnings
growth has been negative year-over-year (“YoY”),
but we believe that it is now starting to stabilize and
even show signs of positive momentum. We may see
earnings growth continue to pick up if a soft landing
is achieved for 2024, particularly outside of the
“Magnificent Seven”. Strong free cash flows within the
Energy sector, and relatively inexpensive Financials
stocks, may present attractive opportunities within

Optimistic Outlook For Fixed Income

Sub Class

the Canadian equity market. International stocks
have rallied this year but are challenged by weaker
corporate returns and slowing macroeconomic
conditions, particularly in Europe. The Chinese
economy is showing signs of stabilization and the
government remains focused on supporting growth,
but challenges remain in the property sector. We feel
that the reopening is largely reflected in markets at
this point and so we have consequently moderated
our exposure to China. We see some opportunities
within emerging markets, but more moderate global
growth act as a headwind.

Allocation

Domestic Government Bonds
Investment Grade Corporate Credit
Global Bonds- Developed Markets
Global Bonds- Emerging Markets

High Yield Credit

Modest Overweight
Neutral
Neutral
Neutral

Modest Underweight

The past year has seen volatility in fixed income
markets and we expect higher for longer income
returns within the asset class. However, we also
continue to believe that fixed income will outperform
equities overall for the next 12 months and that bonds
can still provide diversification benefits, reduce
overall portfolio volatility and preserve capital. Over
the longer-term, government bonds continue to
remain appealing due to their potential to generate
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positive nominal returns. Within investment grade
corporate credit, spreads have been fairly stable
comparatively, and we continue to see opportunities
in lower duration corporate bonds given their
appealing all-in yields. We expect high yield credit
to be challenged, particularly for corporations with
elevated debt loads, increasing overall volatility and
downside risk.



Stable Outlook For Alternatives

Sub Class

Allocation

Commercial Mortgages
Private Debt (Universe)
Domestic Real Estate
Global Real Estate

Infrastructure

Modest Overweight
Modest Overweight
Maximum Underweight
Modest Underweight

Modest Overweight

We believe that an allocation to alternative assets
can benefit diversified portfolios especially when
implemented over the long-term. Commercial
mortgages continue to provide accretive income
while insulating investor returns from the increased
volatility in interest rates. Investor appetite within
infrastructure remains strong, particularly for energy
transition investments and critical infrastructure
sectors that generate stable, growing cash flows.
Within the private debt space, high credit quality and
global diversification provides safety in a potentially
recessionary environment. Incremental income and
potential capital appreciation from interest rate
moderation provide upside.

In real estate, Canada’s growing demographic profile
continues to be supportive of domestic real estate,
particularly multi-unit residential. Office properties
continue to experience leasing and valuation
headwinds and a flight to quality, while fundamentals
remain sound across the other property types.
Globally, we believe that high quality assets, with low
leverage and portfolios that are globally diversified
may be able outperform in the current environment.
Multi-unit residential and a tilt to the Asia Pacific can
provide global real estate portfolios with enhanced
risk-adjusted returns.

Measured Outlook For Commodities

Commodities can help diversify portfolios with returns that have a low correlation to both stocks and bonds.
While energy and some material prices have weakened and may remain weak in the near-term, we also see
some support in reasonable inventories and disciplined producers. For example, we see a strong outlook for
western Canadian oil producers as they have been able to generate free cash flow and have substantively
reduced their debt profiles. We expect further tightness in the copper market due to recent disruptions and

downgrades to existing supply.
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Connect with TD Asset Management
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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. All trademarks are the property of their respective owners.
®The TD logo and other trademarks are the property of The Toronto-Dominion Bank or its subsidiaries.
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https://www.td.com/ca/en/asset-management/
https://www.linkedin.com/showcase/tdassetmanagement/
https://twitter.com/TDAM_Canada
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