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Market Perspectives

Global Equities 
Advance Despite 
Rising Yields 
Inflation Talk Heats Up, but is it Just Hot Air?  

TD Wealth Asset Allocation Committee (WAAC) Overview
	• Our strategic overweight to equities is underpinned by expectations for a sharp rebound in corporate profitability 

growth in 2021. Amid dislocations resulting from potential episodic volatility, we will seek to adjust equity 
weightings to optimize growth opportunities.

	• Rates have risen in recent months, driven by pro-cyclical trends and expectations that economic conditions will 
see robust expansion. While higher inflation and rates are implied by the current environment, we do not foresee 
a significant surge in rates that would be materially negative for risk assets, but we are monitoring closely as we 
see some pockets of inflationary pressures developing. 

	• The COVID-19 vaccine rollout has been uneven in certain regions of the world but remains a significant driver 
of improved risk sentiment in markets. We expect increased efficiency in vaccine distribution over the coming 
weeks; however, the implications of emerging variants still pose a moderate risk to markets. 

	• We maintain a fixed income underweight overall, but with an overweight to corporate bonds. Corporate credit 
provides positive real returns and a yield advantage over treasuries, which are still offering negative real yields 
despite the recent rise in rates. 

SECURITIES AND INVESTMENTS
NOT FDIC INSURED NO BANK GUARANTEE MAY LOSE VALUE

Securities and other investment products and insurance products are not a deposit; not FDIC insured; not insured by any federal government 
agency; not guaranteed by TD Bank, N.A. or any of its affiliates; and, may be subject to investment risk, including possible loss of value.
Please see final page for important disclosures.
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First Quarter in Review
It was just a little over a year ago, back in early March 
of 2020, that the potential economic and societal 
implications of a global health crisis began to seize our 
collective awareness. Major market indices plunged 
at record velocity. Then, in mere months, those same 
markets staged a dramatic recovery, faster than any 
market rally in history (see Chart 1).

Though we are not completely beyond the health 
crisis, North American and other global equity markets 
are at or nearing all time highs, and the focus is 
shifting from the pain of the COVID-19 pandemic to 
the eventual return to normalcy. Global central banks 
and governments provided critical support during the 
pandemic through highly responsive and effective 
monetary and fiscal policies. This and the remarkably 
rapid development of high efficacy vaccines were 
the primary catalysts behind the resiliency in markets 
and what has been a V-shaped economic recovery. 
To that we layer on lockdowns that are now easing in 
parts of the world and labor markets that are gradually 
improving. Economic indicators are pointing to robust 
global gross domestic product (GDP) growth (the U.S. 
Federal Reserve is forecasting as much as 6.5% growth 
in 2021 for example) and corporate fundamentals are 
stronger than most would have predicted. 

We would argue that the 'wall of worry' has now shifted 
abruptly from concern over economic growth to 
concern over inflation. Our optimism and the expected 
swift pace of the economic recovery may come at 
the price of rising costs for the goods and services 
that we rely on every day. The significant increase in 
government spending that helped maintain financial 
stability for many during the pandemic has contributed 
to a sharp increase in money supply in the economy. 
Combine this with protracted low interest rates and 
markets are grappling with whether this will be the 
precursor to higher than expected inflation.

Recently, these inflation concerns have found their way 
into both equity and fixed income markets in the form 
of rising bond yields and risk asset volatility. Inflation 
anxiety has increased, and many are worried about 
what an unexpected surge in rates and inflation could 
mean for their investments and capital markets. The TD 
Wealth Asset Allocation Committee ("we", "us", "our") 
understands these concerns. In this edition of Market 
Perspectives, we will provide our insights on inflation 
along with our asset class outlook over the next 12-18 
months.

Chart 1: Index returns over the past 12 months (based in USD)Chart 1: Index returns over the past 12 months (based in USD)
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Inflation Risk: Real or Inflated?
As the global economy emerges out of the deepest 
recession in recent history, investors have become 
increasingly focused on the prospect of rising inflation. 
The recovery has been highly dependent on massive 
amounts of government and central bank stimulus 
which have propped up household and corporate 
balance sheets, as well as generated incentives for 

private consumption and investment. As a result, broad 
money supply has sky-rocketed, growing at annual rates 
of an estimated 20% recently in the U.S., compared to 
long-term growth rates of around 7-8%. Historically, 
such monetary expansions have often led to periods of 
above-average inflation, which can hurt both savers and 
consumers.

Money supply in the economy is typically measured by what economists term "M2".  
M2 is comprised of cash and highly liquid investments like savings deposits and  
money market securities.

Near-term inflation to remain low but volatile
For now, concerns around rampant inflation are 
mostly speculative and rooted in economic theory. At 
a practical level, year-over-year (YoY) inflation growth 
rates in the U.S., as measured by the Consumer Price 
Index (CPI), are expected to stay in the 1-2% range 
during the first quarter of 2021, having risen from near-
zero levels during the peak of the COVID-19 crisis  
(see Chart 2). In the second quarter of the year, we 
expect meaningful volatility in headline CPI data, 
which may come as a shock to some consumers and 
market participants. U.S. CPI, in particular, is expected 

to increase by 3% (YoY) in the second quarter, well 
above the U.S. Federal Reserve's (the Fed) target of 2%. 
This will be mostly a statistical phenomenon, however, 
as the "base effect" of comparing current prices to 
the depressed price levels experienced in the second 
quarter of 2020 will temporarily overstate headline 
inflation. Early in the pandemic, many economies were 
in the midst of heightened restrictions and lockdowns, 
and spending was severely curtailed, most notably in 
service related industries. As this effect subsides, we will 
likely see CPI rates closer to 2% toward the end of 2021.

Chart 2: Inflation forecast to spike and then stabilize 
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Slack labour markets may cool inflationary pressures
Although near-term inflation dynamics may cause 
volatility in financial markets, we believe that inflation 
expectations are a more important input when 
thinking through medium-term investment outcomes. 
The primary driver for gradually rising inflation is the 
recovery in aggregate demand over the next few years, 
bolstered by the end of the global pandemic, significant 
fiscal stimulus programs and easy financial conditions. 
Indeed, forecasted real GDP growth rates have been 
trending higher. Based on recent forecasts, the U.S. is 
expected to grow over 5% in 2021 and approximately 4% 
in 2022, YoY. Furthermore, central banks (led by the Fed) 
are increasingly incorporating the concept of "average 
inflation targeting" (AIT) into their policy frameworks. 
This would mean that rate hikes will not occur until 

inflation is trending above 2% for a considerable 
period of time, in order to make up for past inflation 
undershoots. While this is supportive for a recovery in 
aggregate demand, the supply side of the economy 
still exhibits significant slack, most particularly in labor 
markets. The COVID-19 recession was short, but it was 
significantly deeper in terms of employment than the 
global financial crisis (GFC) in 2008 (see Chart 3), 
and thus it will take time for labor markets to recover. 
In theory, for inflation to sustainably rise, economies 
would need to be closer to full employment with an 
accompanying rise in wages, pressuring consumer 
prices. We expect this is some time away for most  
global economies.

AIT is a central bank policy which seeks to achieve an average target level of inflation 
over time as opposed to the more conventional fixed target level. In a fixed target policy, 
a central bank would raise rates once the level of inflation exceeds the target and vice 
versa, in a set formulaic approach.

Chart 3: U.S. labor market yet to recover from pandemic lows
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Chart 3: U.S. labor market yet to recover from pandemic lows

Source: U.S. Bureau of Labor Statistics. As of February 26, 2021. 
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Markets optimistic on inflation 
Market-based measures of inflation expectations, 
however, appear to be more constructive. Breakeven 
inflation rates have rebounded significantly and 
surpassed pre-COVID-19 levels. We particularly focus on 
signals derived from U.S. Treasury Inflation-Protected 
Securities (TIPS). U.S. TIPS currently imply that CPI will 
average 2.3% over the next 10 years. While this could 
be attributed to the market taking a forward-looking 
view on the global recovery and the efforts of the Fed 
to let inflation run hot, a deeper analysis shows that 
there is a significant liquidity premium embedded in 
breakevens. More specifically, the net supply of TIPS in 
2020 and 2021 is actually negative, as the Fed is buying 
more of these bonds than are being issued by the U.S. 
government. After adjusting for this quantitative easing 

effect, we observe that true inflation expectations 
implied by TIPS breakevens are in line with historical 
average inflation rates of 2% (see Chart 4). In other 
words, runaway inflation is still not a concern for the 
market. The main risk to this view is that inflation 
manifests in an unexpected way, such as through a 
protracted increase in food or commodity prices, or 
through a breakdown of global supply chains due to 
another trade war. Regardless of the shock, we believe 
that it is important to look at whether price increases are 
a result of a structural shift in economic forces or simply 
transitory in nature. Understanding the varied policies 
of central banks and how they intend to control inflation 
and limit its impact on the economy is also key.

Breakeven inflation is derived from inflation-linked bonds. It's the difference between the 
yield of a nominal government bond and an inflation-linked bond. For example, if the yield 
on a 30-year treasury bond is 1.5% and the yield on an inflation-linked bond of the same 
maturity is 0.1%, the implied expected inflation is then 1.4%.

Chart 4: Runaway inflation not in the cards
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WAAC Positioning and Outlook
As we enter the second quarter of 2021, we remain 
underweight fixed income and overweight equities and 
will continue to make necessary strategic adjustments to 
our views as the environment unfolds. We remain active 

in evaluating long-run return expectations for key asset 
classes, while relying on the input from our network 
of experienced investment teams to deliver informed 
strategic views. 

Equities
Maximum 

Underweight
Modest 

Underweight Neutral
Modest  

Overweight
Maximum 

Overweight 

U.S. Equities

International Equities

Chinese Equities

Emerging Markets Equities – excluding China

While elevated bouts of volatility should be expected for 
equities over the coming months, we do not anticipate 
adverse shifts in the improving corporate and economic 
landscape, even should rates rise modestly higher from 
current levels. Intermittent declines in equity prices 
over the quarter were not associated with negative 
economic or corporate news, but by positive trends in 
data that have triggered inflationary pressures, which 
we expect to moderate over the intermediate term. 

We anticipate more ubiquitous market participation 
compared to 2020, as the reopening trade gathers 
steam. Cyclical and value-oriented sectors (i.e. 
Financials, Energy and Industrials) should outperform 
as the pent-up spending surge and inventory rebuild 
is likely to contribute to an extended growth cycle for 
these sectors. 

We are optimistic that the upturn in economic activity 
will gain momentum throughout the year, underpinned 
by a combination of accelerated vaccine rollouts, 
accommodative financial and monetary conditions, 
strong household balance sheets, and eventual 
job recovery in sectors of the economy that are still 
being hit hard by the pandemic. With the S&P 500 
Index around all-time highs, some indicators point to 
stretched valuations. In our view, U.S. stocks are within 

fair value ranges and since corporate earnings have 
exceeded expectations and continue to be revised 
upward, this should validate current valuations and 
provide a supportive backdrop for U.S. markets to 
trend higher. Our expectation is for earnings growth to 
exceed current estimates and be a primary driver of 
U.S. equity returns over the next 12-18 months.  

The recovery in commodities has been constructive for 
many emerging markets and international economies. 
Increasing demand from western countries has led to 
rising exports, particularly in the Asia Pacific region. 
Additionally, emerging and international markets offer 
compelling valuations, and are home to higher yielding 
assets, relative to markets that are starved for yield. We 
maintain an overweight to emerging and international 
markets and continue to believe that China will 
deliver solid performance despite elevated short-term 
valuations, and some recent evidence of moderating 
growth levels, notably in manufacturing and services. 
However, these effects are likely to be transitory. In 
Europe, growth will remain challenged in the near-term, 
as countries grapple with resurgent COVID-19 cases 
and a slow vaccine rollout. Longer-term, growth is 
expected to pick up meaningfully towards the end of 
the year and into 2022.
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Fixed Income
Maximum 

Underweight
Modest 

Underweight Neutral
Modest  

Overweight
Maximum 

Overweight 

Short-Term Bonds

Intermediate Treasury Bonds

Intermediate Corporate Bonds

High Yield Bonds

TIPS

Bond yields have climbed due to rising inflation 
expectations driven by positive global economic 
developments. We expect government bond yields 
to be volatile near-term but believe rates will remain 
subdued around current or modestly higher levels over 
a longer horizon. Ultimately if rates continue to rise, we 
expect this to occur in an orderly fashion. This view is 
supported by global central banks affirming continued 
ultra-accommodative policy and backed by the Fed's 
aggressive bond-buying program that should help keep 
rates relatively contained. Over the longer term, on 
an inflation-adjusted basis, we believe treasuries will 
continue to deliver very low or negative real returns and 
therefore maintain our maximum underweight outlook. 

Credit spreads remain narrow as market liquidity 
provided by unprecedented monetary and fiscal 
support has clearly benefitted the corporate bond 
market. The improving economic outlook has also been 
positive for corporate creditworthiness and companies’ 
ability to service debt. However, while the turnaround in 
the economy continues to be supportive of corporate 
credit, some volatility can be expected, and we 
witnessed signs of this with modest spread widening 
recently. This is a natural response to higher yielding 
treasuries, and while we do expect some bumps in 

the road, we do not anticipate dramatic negative 
consequences for the credit market. We remain 
constructive on investment grade corporate bonds as 
credit continues to offer relative value over treasuries. 
Within our allocation preferences, we maintain 
a modest overweight to corporate bonds, while 
emphasizing liquidity and quality within portfolios.

High yield spreads have also narrowed considerably 
since coming under significant pressure during the 
height of the pandemic. However, further gains 
from spread compression is unlikely going forward 
as markets seem to have priced in the recovery. We 
remain selective with a neutral outlook for high yield 
bonds as some headwinds continue to persist in certain 
segments of the economy.

While high levels of inflation are not in our forecast, 
inflation linked bonds can offer insurance for those 
seeking protection against a rise in interest rates, 
driven by an unexpected shift in expectations.

Fixed Income
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Sub Classes 
Maximum 

Underweight
Modest 

Underweight Neutral
Modest  

Overweight
Maximum 

Overweight 

Gold

U.S. dollar versus a basket of currencies 

Over the quarter, we adjusted our strategic outlook 
for gold from modest overweight to neutral. In mid-
2020, prices of the precious metal soared to all-time 
highs, driven by concerns over the economic fallout 
from the pandemic. The safe-haven characteristics of 
the asset supported higher valuations as there were 
still many prevailing uncertainties and the severity 
of the recession was still unknown. The subsequent 
stabilization of economies, combined with a steadily 
improving outlook, has diminished gold's attractiveness 
over the longer term. Additionally, our expectations for 

modest levels of inflation for the foreseeable future has 
minimized gold's appeal as an inflationary hedge in 
investment portfolios.

Relative to other global currencies, we maintain an 
underweight outlook for the U.S. dollar. While there 
has been recent strength in the currency driven by the 
brighter outlook for the U.S. economy, relative to other 
countries, burgeoning government debt may weigh on 
the currency longer term. 

TD Wealth Asset Allocation Committee
The TD Wealth Asset Allocation Committee (WAAC) was established to deliver a consistent asset  
allocation message and be the source for active asset allocation advice across TD Wealth.

The committee has three prime objectives: 

1 Articulate 
broad market 

themes 

2 Provide  
macro-level 

asset  
allocation 

3 Identify the 
major risks on 

the horizon

Outlook
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Disclosures:

TD Wealth Asset Allocation Committee
This information was prepared by the TD Wealth Asset Allocation Committee. 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.

Important Information
The information contained herein is current as of March 31, 2021. TD Private Client Group is a unit of TD Wealth® in the United States, which is a business 
of TD Bank N.A., member FDIC (TD Bank). TD Private Client Group 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 products are available through TD Private Client 
Wealth LLC, member FINRA/SIPC (TDPCW). TD Investment Services (US) is a unit of TD Private Client Wealth, LLC, which is a wholly owned subsidiary 
of TD Bank N.A., member FDIC (TD Bank). TD Investment Services (US) provides its clients access to bank and non-bank products and services.  Insur-
ance products and services are offered through TD Wealth Management Services Inc (TDWMSI), a licensed insurance agency and a subsidiary of TD 
Bank, N.A. TD Asset Management USA, Inc. (TDAM USA) and Epoch Investment Partners, Inc. (Epoch) are federally registered investment advisers that 
provide investment management services to TD Wealth®, a business unit of TD Bank, N.A. TD Bank, TDPCW, TDWMSI, TDAM USA, and Epoch are affili-
ates.The views expressed are those of the guest author and are subject to change based on market and other conditions.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. All trademarks are the property of their respective owners. ® 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. ©2021, TD Bank, N.A.

Investment Risks
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. Equities may decline 
in value due to both real and perceived general market, economic industry conditions, and individual issuer factors. International investing may not be suit-
able for every investor and is subject to additional risks, including currency fluctuations, political factors, withholding, lack of liquidity, absence of adequate 
financial information, and exchange control restrictions impacting foreign issuers. These risks may be magnified in emerging markets.


	Market Perspectives
	Global Equities Advance Despite Rising Yields 


