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Market Overview 
 
Equity markets have been volatile over recent 
weeks, with no clear directional trend. The 
fundamental picture of a post COVID-19 
lockdown world has become slightly clearer over 
the past two weeks with earnings weakness 
unfolding more or less as expected given the 
economic damage, with some modest positive 
developments on the margins. From a 
containment perspective, regions around the 
globe are gradually re-opening and have so far 
not triggered a mass increase in new daily cases. 
Potential new treatments and vaccines are also 
progressing. Following the worst non-farm 
payroll report in U.S. history, jobless claims 
showed some signs of relief with weekly claims 

falling from record levels. We caution that these 
nascent signs of optimism, while hopeful, are in 
the early stages and don't reflect a full quarter of 
economic slowdown. Equity markets may also 
face renewed bouts of volatility as news 
headlines will continue to provide uncertainty. As 
events in Europe unfold there also remains 
sovereign risk in global debt markets and legal 
challenges to unbounded central bank stimulus. 
Our asset mix positioning is close to long term 
strategic benchmarks, and we will look for a 
directional break in markets to help determine 
our near-term bias, while evaluating our longer-
term outlook.  

 
 

 
Robert Vanderhooft, CFA, is Chief Investment Officer (CIO), TD Asset 
Management Inc. (TDAM), and Senior Vice President, TD Bank Group. 
 
Robert is also Chair of the TD Wealth Asset Allocation Committee (WAAC), 
which provides broad asset allocation guidance to all of TD Wealth. 

 
In his note below, Robert provides his latest insights on the evolving events 
affecting investors and how TDAM is navigating the market uncertainty.  
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Asset Class Overview and Outlook 
 

Equities  
 
The global equity markets have been resilient so 
far in the second quarter, posting positive returns 
as they look through the current earnings 
weakness caused by COVID-19. The swift move 
by central banks and policy makers have 
supported equities and corporate credit and 
there are early signs of a slowdown in the 
COVID-19 outbreak. The exit of the lockdown in 
many countries however may give way to a 
second wave which remains a key risk to a 
sustained equity market rally. 
 
The corporate earnings outlook for 2020 is 
negative and a return to positive earnings 
growth is not expected until 2021. The pace and 
magnitude of earnings revisions has been 
greater than during the global financial crisis in 
2008-2009. The absolute collapse in economic 
activity makes it difficult to determine if the 
revisions have stabilized. The current estimate 
for 2020 MSCI World earnings per share is down 
20.3%. Looking at the first quarter reporting 
season, which is now largely behind us, the U.S. 
market's earnings per share (year-over-year) 
figure is faring better than Europe's, and the 

more defensive sectors are performing better 
than cyclical sectors. 
 
One thing that causes us concern and that we 
continue to watch carefully is market valuations. 
At the current moment growth stocks 
(companies with above average earnings 
potential) appear to be extremely expensive and 
value stocks (companies trading at lower prices 
than their book values) extremely cheap. As part 
of our disciplined investment process, we do not 
want to overpay for the high impact growth 
characteristics of companies we are seeking. We 
are thus extremely cautious when evaluating 
companies with higher market valuations and 
are focusing on both the sustainability and 
visibility of the earnings stream going forward------
helping to ensure that we do not pay a premium 
for growth. We continue to look at new 
opportunities through this lens. Over the past 5 
years, most investors who held quality growth 
stocks while ignoring market valuations would 
have fared well, but that may not be the case 
going forward as the spread between growth 
and value stocks narrows. 

 

Fixed Income  
 
With the backing of global central banks and a 
more positive market tone, the performance of 
fixed income assets has continued to rebound 
over the last several weeks. The support of global 
central banks, which comes with the ultimate 
goal of restoring market functionality to key fixed 
income markets, is now entering the 
implementation stage. For example, just last 
week, the United States Federal Reserve (the 
"Fed") initiated the corporate bond buying 
program on May 12th by purchasing corporate 
bond exchange-traded funds (i.e. exchange-
traded funds that seek to track a corporate bond 
index) in the open market. As we have moved 
from the initial emergency response 

announcements to implementation, there is clear 
evidence that market functionality, as measured 
by market depth and liquidity, has continued to 
progress in a positive manner. 
 
The evidence can be seen not only in the 
dramatic rebound in corporate bond spreads, 
which have now recouped about 50% of the 
COVID-19 related widening. Further validation of 
the improved functionality or return to near 
market normalcy can be found in the new issue 
or primary markets, as companies are looking to 
raise cash with increasing frequency to fund 
operations, both north and south of the border. 
U.S. Corporate issuance is up 92% year over year, 
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while in Canada the year to date run rate is up 
nearly 60%. Issuers have clearly returned to the 
funding markets which seized up in late March 
as volatility peaked, with an effort to build up 
capital to help combat the shorter-term business 
interruptions from the COVID-19 pandemic. We 
believe this presents a clear opportunity for 
TDAM, having both the size and expertise to help 
drive pricing in the new issue marketplace.  
 
As we have spoken about for some time, we 
have viewed the opportunity in corporate credit 
to be enticing, and have been consistently acting 
to increase our corporate weights, ultimately 
positioning for a continuous rebound in 
corporate spreads. While we still believe that 
corporate bonds offer an enticing relative value 
story even after a strong rebound, we have 
remained tactical in our positioning. At this 
current juncture, our teams have been using the 
restored market functionality and new issue 
market to both increase corporate exposure 

while also increasing the overall quality of our 
portfolios. At times like these, this can often be 
done without actively focusing on actual credit 
rating buckets, but can be done by utilizing 
resources like our internal credit research team. 
Our team has provided portfolio managers with 
their detailed thoughts on how individual sectors 
are expected to fare given the updated 
assumptions for the economy over both the 
shorter and longer term. Therefore, our teams 
can tactically rotate out of areas that we believe 
may come under pressure, and rotate into more 
stable and better positioned sectors. While we do 
expect some choppier trading over the near term 
as markets digest the uncertainty of mass re-
opening and the deluge of corporate bond 
supply, we still view credit as attractive over the 
longer-term, and we will continue to remain 
tactical and dynamic in positioning portfolios as 
we move through this challenging period.  
 

 

 
Should you have any questions related to your portfolio,  

please reach out to your Advisor or Financial Planner. 
 
 
 
 
 
 
 
 
 
 
 

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. 
 

RESILIENT 
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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. Mutual fund strategies and current holdings are subject to change. 

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

 


	Market Perspectives +   10 Minutes                                                                                           = Current Insights
	Market Perspectives +   10 Minutes                                                                                           = Current Insights
	Market Perspectives +   10 Minutes                                                                                           = Current Insights

