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This is a summary of the First Asset Long Duration Fixed Income ETF’s (the “Fund”) performance in the fourth quarter, our outlook for the markets and the
Fund’s positioning.
Looking back – Cyclical forces mainly behind the move in the markets
Economic growth and inflationary pressures in the U.S. and globally had been cooling for about a year and a half before bottoming around mid-year 2016.
Leading indicators of industrial growth and inflation have been on the rise since then, pushing real interest rates and inflationary expectations priced into
the bond market consistently higher.
The perception of policy imbalance and inadequacy on all fronts (monetary, fiscal, trade) leading to societal inequality suddenly dawned on the consensus
after Brexit and the Trump movement in the United States. This is behind the reluctance of central banks in Europe and Japan to extend further
accommodation, which in turn takes away one of the major tailwinds behind the bond market since the Global Financial Crisis (GFC).
Inflationary expectation priced into the U.S. bond market over the next 10 years rose approximately 0.36% during the final quarter of 2016. Throughout the
same period, nominal interest rates in the U.S., Canada, UK, Germany and Japan rose by 0.85%, 0.73%, 0.49%, 0.33% and 0.14% respectively.
Performance Analysis
The total return of the Fund was primarily driven by the substantial rise in Canadian long-term interest rates alongside the increase in rates globally in the
wake of the U.S. elections.
In Benchmark relative terms, Fund positions in inflation-linked bonds were a source of alpha, as these bonds outperformed relative to nominal developed
market sovereign bonds. Residual U.S. dollar currency exposure, net of hedging, also supported the alpha of the Fund during the quarter. Foreign currency
exposure within the Fund is actively managed via a hedging overlay.
These influences were offset by the negative impact of duration and yield curve exposure and government credit positioning on portfolio alpha. U.S.
duration positions underperformed relative to Canadian duration during the period, and government credit exposure was sold to reduce Fund duration
amid a period of spread tightening in this sector.
Looking forward – Structural shifts are challenging but cyclical turns are a certainty
The recent sell-off in the bond market has the pundits calling once again for the end of the bond bull market. The proposed policy changes under the new
U.S. administration are the main reason for the consensus optimism.
As drastic as the ideological and policy changes in the new U.S. administration might be, their impact on the U.S. and global long-term potential economic
growth might be limited or uncertain. On the other hand, free market economies will continue to experience cyclical downturns and upturns. These cyclical
turns are going to be more pronounced if the European and Japanese central banks are not as accommodative as they have been in the recent years and
the U.S. Federal Reserve is on the tightening path. Our strategy remains focused on anticipating cyclical changes in growth and inflation for navigating the
investment environment.
The new fiscal policy agenda in the U.S. has injected another source of uncertainty surrounding the Canadian economic outlook, which is already grappling
with a lackluster trade picture, and the unclear efficacy of domestic fiscal measures and new mortgage rules. In turn, the Bank of Canada will likely face
ongoing pressure to sustain an accommodative monetary policy stance until greater clarity is achieved and other areas of support for the domestic recovery
take the reins.
Positioning – Duration, Curve, and Spreads
In our valuations, the U.S. benchmark 10-year bonds are trading at the top end of the fair value range of about 1.8% - 2.60%.
We are short duration relative to the Benchmark, primarily concentrated in the 20-year portion of the yield curve. Furthermore, we remain underweight in
the government credit sector and retain exposure to U.S. inflation-linked bonds and nominal bonds.
During the fourth quarter, we have net sold duration primarily from our U.S. nominal bond holdings, and also trimmed these positions to purchase U.S.
inflation-linked bonds. In addition, we modestly reduced our underweight position in government credit spreads.
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Investment Philosophy
The Signature investment philosophy is designed to deliver the best possible risk-adjusted returns in today’s
complex environment and is based on these key elements:
•

The globalization of the world economy has resulted in increased complexity, requiring specialized
knowledge.

•

The increased interconnectivity of the global economy demands collaboration.
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First Asset - Smart SolutionsTM
First Asset, a CI Financial Company, is a Canadian investment firm delivering a comprehensive suite of smart ETF solutions. Rooted in strong fundamentals, First
Asset’s smart solutions strive to deliver better risk-adjusted returns than the broad market while helping investors achieve their personal financial goals.

This communication is intended for informational purposes only and is not, and should not be construed as, investment and/or tax advice to any individual. Particular investments and/or trading
strategies should be evaluated relative to each individual’s circumstances. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment. Commissions,
trailing commissions, management fees and expenses all may be associated with investments in exchange traded funds. Please read the prospectus before investing. Exchange traded funds are
not guaranteed, their values change frequently and past performance may not be repeated. The indicated rates of return of the Fund are the historical annual compounded total returns, including
changes in unit value and do not take into account sales, redemption or optional charges or income taxes payable by a security holder that would have reduced returns. Performance is calculated
net of fees. The opinions contained in this document are solely those of the Portfolio Manager, Signature Global Asset Management, a division of CI Investments Inc., at the indicated date of the
information and are subject to change without notice. Some of the statements contained in this document may be considered forward looking statements which provide current expectations or
forecasts of future events. Such forward-looking statements reflect the Portfolio Manager’s current expectations or forecasts of future events and are based on information currently available to the
Portfolio Manager. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described
in such forward-looking statements as a result of various factors. These factors include, but are not limited to, general economic, political and market factors globally, interest and foreign exchange
rates, global equity and capital markets, business competition, technological changes, changes in laws and regulations, judicial or regulatory judgments, legal proceedings and catastrophic events.
First Asset and the Portfolio Manager do not undertake any obligation to publicly update or revise any forward-looking statements whether as a result of new information, future events or otherwise,
except as expressly required by law. This document includes information that has been obtained from third party sources. Although the Portfolio Manager believes that these independent sources
are generally reliable, the accuracy and completeness of such information is not guaranteed and has not been independently verified. The Portfolio Manager and First Asset assume no responsibility
for any losses or damages, whether direct or indirect, which arise from the use of this information and expressly disclaims liability for any errors or omissions in this information. The Fund is managed
by Signature Global Asset Management, a division of CI Investments Inc. TMFirst Asset and its logo are trademarks of FA Capital, a wholly owned subsidiary of CI Financial Corp. which is listed on the
Toronto Stock Exchange under the symbol “CIX”. ®CI FINANCIAL is a registered trademark of CI Investment Inc., used under license.

