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Trade Wars:  
Is Low Volatility a Natural Hedge?

‘Trade Wars’ have become a commonplace discussion topic among investors in recent months, 
due to the numerous tariffs that have been initiated by the current U.S. administration. In a tweet on 
March 2nd 2018, President Trump expressed his belief that “trade wars are good”. The trade policy 
viewpoint expressed by President Trump is not shared by many in the investment marketplace, 
on the contrary it has shown to contribute to increased market volatility and heightened 
macroeconomic uncertainty. As uncertainty increases around when the U.S. administration will 
change their current trade policy, while also acknowledging the possibility of their policy being 
present during a second term of President Trump, identifying investment factors capable of helping 
to mitigate the current macroeconomic risk environment is important.

Within this paper, TD Asset Management Inc. (“TDAM”) takes a top-down approach at assessing 
the market risk stemming from the U.S. government’s attempt to renegotiate preexisting trade 
relationships. We will highlight which economies are more domestically-oriented by identifying where 
companies generate most of their revenues; and measure the source of origination through the lens 
of sector, country and market capitalization risk profiles. Throughout this paper we will reference our 
low volatility offerings and discuss how they are uniquely positioned to help defend against rising 
macroeconomic uncertainty.

Trade Wars Insight +        20 Minutes = New Thinking

Louis-Philippe Roy  
Vice President, TD Asset Management Inc. 
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Americas Asia Europe Oceania

Region 
Revenue

Country  
Revenue Canada United 

States China Japan Singapore Taiwan France Germany Switzerland United 
Kingdom Australia

Americas
Canada 50.8% 3.0% 0.5% 1.4% 0.3% 1.1% 2.8% 2.6% 2.0% 3.4% 2.4%

United 
States 30.0% 69.6% 5.6% 13.3% 4.9% 12.9% 17.3% 17.8% 22.7% 26.4% 17.4%

Asia

China 4.7% 6.5% 91.0% 9.8% 16.8% 18.5% 4.7% 6.2% 7.5% 6.6% 9.7%

Japan 1.9% 3.2% 2.0% 65.6% 4.4% 6.2% 3.1% 2.5% 3.8% 2.9% 4.5%

Singapore 0.7% 0.7% 0.3% 0.6% 54.1% 2.4% 1.3% 0.3% 0.4% 1.6% 1.6%

Taiwan 0.4% 0.8% 0.7% 0.9% 1.0% 44.0% 0.6% 0.6% 0.7% 0.7% 0.5%

Europe

France 2.6% 1.8% 0.7% 1.3% 0.7% 0.9% 28.5% 3.9% 4.7% 3.8% 3.5%

Germany 3.2% 2.9% 1.1% 2.1% 1.1% 1.5% 6.4% 26.6% 7.6% 4.9% 4.2%

Switzerland 0.6% 0.8% 0.2% 0.3% 0.2% 0.3% 1.3% 1.1% 16.6% 0.9% 1.0%

United  
Kingdom 4.6% 4.0% 0.7% 1.6% 3.4% 1.0% 5.5% 6.5% 4.0% 37.9% 3.9%

Oceania Australia 4.1% 1.2% 0.5% 1.2% 5.9% 1.1% 1.2% 1.6% 1.7% 1.6% 60.6%

Trade Barriers and Home Bias 
It is widely understood that barriers to trade, such as 
tariffs and/or trade quotas, limit international trade 
and hinder the ability of individuals and companies 
to access goods and services produced abroad. 
Furthermore, trade barriers restrict the ability of 
companies to sell their products in foreign markets, 
ultimately impacting their revenue generating ability. 
But how impactful are foreign markets on the revenue 
generating capabilities of multi-national companies? To 
what degree would a trade war impact their ability to 
generate revenue? The concept of ‘home bias’ may help 
answer these questions. 

Home bias is typically defined as the preference of 
investors to invest in domestic companies they are 
familiar with. Similarly, multi-national companies 
may have a preference to generate their revenues 
domestically. Does the idea that some companies have 
a “revenue generating home bias” mitigate the adverse 
effects of a trade war? 

Using data from FactSet’s Revere Geographic Revenue 
Exposure (RGRE)1, we find that most companies 
do exhibit a strong revenue generating home bias. 
The following chart (Chart 1a) takes a cumulative 
look at companies’ ‘Country of Incorporation’ 
(X-axis/horizontal) versus their ‘Country of Revenue 
Origination’ (Y-axis/vertical). 

Chart 1a — Country of Incorporation vs. Country of Revenue Origination

Home bias is typically 
defined as the preference 

of investors to invest in 
domestic companies they 

are familiar with.

1 FactSet’s Revere Geographic Revenue Exposure data provides a high structured and normalized display of companies’ revenues by geography. We are able 
to quickly understand a company’s revenue exposure in countries impacted by geopolitical, macroeconomic, and market risk. These data points allows us 
to understand the geographic footprint of a company based on sources of revenue versus country of domicile, and analyze global revenue exposures at the 
company, index, or portfolio level.

Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019
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Within Chart 1a, the diagonal, darker shaded area 
indicates the cumulative degree of revenue generating 
home bias for companies based on their country of 
incorporation. As observed from the chart, Canadian 
companies generate approximately 50% of their 
revenues within Canada and 30% from the United 
States (U.S.); while U.S. companies generate roughly 
70% of their revenues within the United States. As a 

quick check, Chart 1b plots exports as a percentage of 
GDP2 for Organization for Economic Co-operation and 
Development (OECD) countries vs revenues generated 
domestically and found a negative correlation of -70%. 
Simply put, export driven economies tend to have 
companies with a higher percentage of international 
revenues and vice versa. Therefore, we are fairly 
confident in using the RGRE data for further analysis.
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Source: OECD, TD Asset Management Inc. Data as of May 31, 2019 
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Chart 1b — Domestic Revenues vs. Export % of GDP
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The revenue generating home bias within most countries is understandable as there would be fewer barriers 
domestically, such as transportation costs, and no concerns about foreign currency risk. Conversely, as 
companies move into foreign markets they may face scrutiny from local regulators or need to adjust to their 
business practices for the new market they are entering. Such actions may require capital outlays usually not 
required for their domestic operations.

A second observation drawn from Chart 1a is that European countries are predominately export-oriented, relative 
to other countries and derive a material amount of revenue from the U.S. When looking at Chinese firms, the U.S.’s 
revenue contribution is approximately 6%, whereas the reverse is roughly 7%3. These perceived ‘trade imbalances’ 
have resulted in the current U.S. government implementing trade barriers, via tariffs, on the abovementioned 
geographic areas. Specifically relating to China, there are hundreds of Chinese-based companies currently 
exporting their products to the U.S., with only a fraction of them being the driving force for the negative trade 
balance that exists between countries. 

2 https://data.oecd.org/trade/trade-in-goods-and-services.htm
3 Note: Based on publicly listed companies within the MSCI ACWI Index universe.
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Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019

Chart 2a — TD Global Low Volatility Fund Active Weight
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Active Weight Allocations:  
TD Low Volatility Strategies  
vs. Benchmarks
From a purely geographical perspective, it would seem 
better to invest predominately within the U.S., but that 
would be a simplistic outlook that does not consider 
differing investment sectors, factors or styles within a 
geographic region or country. Looking at the geographic 
exposure of the TD Global Low Volatility Fund portfolio in 
Chart 2a, we can see an overweight position in Canada 

and the Scandinavian region and an underweight 
position in the U.S., China and Germany, which might 
incorrectly lead one to believe the portfolio is “trade war 
exposed” given the relatively large underweighting of the 
U.S. and its strong home bias.  

Interestingly, and not coincidentally, the fund is 
underweight Germany, one of President Trump’s main 
targets for criticism when it comes to auto imports to 
the U.S. In the January 2018 State of the Union Address, 
President Trump pledged to revive the American 
manufacturing sector and signaled positive changes 

“coming soon” for the U.S autoworkers later in a tweet in May but gave no further details. Though some of President 
Trump’s economic rhetoric could merely be political posturing, we believe they are also likely to manifest as policy 
actions taken by the U.S. government. Hence, political messages and their practical implications are risk factor 
considerations which can be taken into account when managing our funds. 
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TD U.S. Low Volatility Fund 
Relative Revenue Weight 
Taking a deeper look at the U.S. market using the S&P 
500 Index as a reference point, the U.S. economy 
accounts for approximately 63% of the cumulative 
revenue generated by companies within the index, 
reflecting the large-cap bias of international companies. 

In contrast, the TD U.S. Low Volatility Fund has 74% 
of revenues generated from the U.S. economy. The 
11% difference is significant and can have a material 
impact on the performance of the fund, particularly if 
the current trade-standoff between the U.S. and other 
countries continues.

Chart 2b — S&P 500 Index Revenue Exposure vs. TD U.S. Low Volatility  
Fund Revenue Exposure

S&P 500 Index Revenue Exposure TD U.S. Low Volatility Fund

63% of the 
benchmark’s

revenue is generated 
within the U.S.

74% of the Fund’s 
revenue is generated 

within the U.S.

Equities
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The chart below (Chart 2c) further illustrates the 
difference between the U.S. Low Volatility strategy and 
its benchmark. As expected, the top holdings within 
the benchmark (S&P 500 Index) are global technology 
companies that derive significant revenues from foreign 
countries. In contrast, the U.S. Low Volatility Strategy’s 

diverse compositions allows for a broader reach and 
exposure to sectors such as Materials, Consumer 
Staples, Financial and Industrials. Further examination 
shows that the U.S. Low Volatility Strategy’s top 
weighted holdings are more domestically-oriented,  
with less exposure to China and Europe.

Chart 2c — Top Weights of S&P 500 Index vs. Top Weights of TD U.S. Low Volatility Fund

76% 3% 7% 9% 7% 1%

United States China Japan Germany United 
Kingdom France

Procter & 
Gamble 

Company

Ecolab Inc.

Everest Re 
Group, Ltd.

DTE Energy 
Company

Republic 
Services, Inc.

41% 20% 9% 3% 2% 2%

93% 3% 1% 1% 1% 1%

76% 4% 4% 4% 3% 3%

76% 11% 4% 3% 2% 2%

45% 9% 7% 4% 3% 3%

58% 4% 3% 3% 3% 3%

66% 5% 2% 1% 1% 1%

100% 0% 0% 4% 0% 0%

100% 0% 0% 0% 0% 0%

Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019
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Sector Exposure:  
Domestic Bias vs. Active Weights 
Having established a home bias for revenues, we will now 
focus on sectors. On a global level, Real Estate, Utilities 
and Financial sectors derive a larger share of revenues 
from within their own countries. Not surprisingly the 
Information Technology sector, which has few physical 
barriers, derives nearly half of its revenue internationally. 
The Materials sector, which includes the mining industry, 
also tends to have a global presence.

The chart below (Chart 3) plots the TD Global Low 
Volatility Fund’s active weighting against its domestic 
revenue bias exposure. As observed from the chart, 
the Real Estate sector has the highest domestic 
revenue bias and is a large, positive active weight. 
Conversely, the Information Technology sector has a 
low domestic revenue bias and large-negative active 
weight. Inherently, one would expect some sectors to 
be a naturally higher source of domestic revenues, 
examples being the Real Estate and Utilities sectors. In 
Canada, Telecommunications is a sector that fits this 
classification, given the limited competition within the 
industry.
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Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019
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Chart 3 — Domestic Bias vs. Active Weight
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To get a better understanding of what companies look 
like both domestically and internationally, the chart 
below (Chart 4) illustrates the relative size of the top 10 
companies within the S&P/TSX Composite Index and 
the MSCI ACWI Index, both being respective proxies for 
the Canadian and global equity markets. The size of 
each box is indicative of the company’s market weight 
in their respective index, while the color is representative 

of the percentage of revenue derived domestically. In 
Canada, the darkest squares are the Telecommunication 
companies. Within Financials, CIBC’s revenue is more 
domestically-oriented than RBC and TD Bank Group. 
Globally, as observed via the MSCI ACWI, the Information 
Technology sector’s revenue is more internationally-
oriented relative to financial companies such as JP 
Morgan and Berkshire Hathaway.

Chart 4 — Canada (S&P/TSX Composite Index) vs. Global (MSCI ACWI Index)

In the TD Canadian Low Volatility Fund, we are underweight the Canadian banks relative to the telecoms and 
overweight the integrated oil companies relative to energy exploration and production companies and materials. 
Similarly, in the ACWI space, the TD Global Low Volatility Fund strategy is relatively overweight the sectors 
represented by the darker shades relative to the lighter shades.

Global (MSCI ACWI Index) 
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Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019
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The Domestic Revenue  
Exposure of the TD  
Low Volatility Strategies 
Finally, let us look at two metrics often referenced by the 
industry and our own team: market capitalization and 
volatility. Chart 5 below illustrates domestic revenues 
on the y-axis and quintiles on the x-axis, for the labelled 
market capitalization and volatility charts. Across all of 
the TD Low Volatility mandates we are systematically 
overweight the first bar relative to the second bar in 
each region, meaning we have a small/mid cap bias 
and a clear low volatility bias. As observed from the 

market capitalization chart, small-cap companies are 
naturally more domestically-oriented in nature, relative to 
large caps. This is consistent across each equity market 
region. When looking at the volatility chart, low volatility 
companies exhibit a higher orientation towards domestic 
revenue generation. This is also illustrated across all 
equity market regions.
 
Simply put, small-cap and low volatility companies are 
less susceptible to the adverse effects of a trade war and 
the impact they may have on stock performance. These 
are systematic factors or styles that our strategies are 
exposed to and have helped serve our clients well over 
the past 18 months.

Source: TD Asset Management Inc.; FactSet RBICS. Data as of May 31, 2019
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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. All products contain risk. Important information about the pooled fund trusts is 
contained in their offering circular, which we encourage you to read before investing. Please obtain a copy. The indicated rates of return are the historical 
annual compounded total returns of the funds including changes in unit value and reinvestment of all distributions. Yields, investment returns and unit 
values will fluctuate for all funds. All performance data represent past returns and are not necessarily indicative of future performance. Mutual fund 
strategies and current holdings are subject to change. TD Funds are managed by TD Asset Management Inc. 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. TD Asset  
Management Inc. is a wholly-owned subsidiary of The Toronto-Dominion Bank. The TD Bank Group means The Toronto-Dominion Bank and its 
affiliates, who provide deposit, investment, loan, securities, trust, insurance and other products or services. 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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Conclusion
The topical nature of trade wars has led many investors to wonder how well positioned their portfolios are 
in meeting the challenges of this macroeconomic event. Our research exemplifies how our Low Volatility 
portfolios are positioned beyond the standard exposure perspective, by looking deeper at our exposures from 
the perspective of revenue sources. 

Through our various sector, style and factor exposures we can make an important link to the expected impact 
of trade wars on the performance of our portfolios. We are always seeking to enhance our processes and 
rationalize our positioning to help our clients make informed decisions about their investments using timely and 
relevant information. When looking into the future and the possibility of another term for President Trump, the 
TD Low Volatility offering may be shielded from trade wars and the next overnight tweet…

  


