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Market Overview
•

The Canadian preferred share market moved sideways over the first quarter of 2019, unlike
other global risk assets that bounced back from the sell-off in the fourth quarter of 2018.
Global risk asset valuations were cheap across the board to start the year and received a big
boost from the U.S. Federal Reserve (the “Fed”) throughout the quarter. The Canadian
preferred share market was held back due to the continuing fall in five-year interest rates.
Capital markets continue to deal with several concerns including slowing global economic
growth and geopolitical issues related to Brexit and Chinese/U.S. trade tensions. However,
the markets were coming to terms with these issues, believing they may reach a satisfactory
conclusion shortly. Global risk assets were higher, as the S&P 500 Index rose 13.6% over the
quarter and West Texas Intermediate crude oil rose 32% to close the period at US$60.14 per
barrel.

•

The BMO Capital Markets 50 Preferred Share Index (“BMO 50”) fell 0.2% over the quarter,
while the broader S&P/TSX Preferred Share Index was up 1.1% due to the strong tone in
global risk assets being balanced by the fall in five-year Canada interest rates from 1.89% to
1.62%. Within the BMO 50, perpetuals were the best-performing sector for the second
quarter in a row, up 6.16%, while rate re-sets fell 2.47% and floaters plunged 12.47%.
Perpetuals did better due to falling interest rates and a better overall tone for credit spreads.

•

Gross issuance was muted during the quarter, with only $1.1 billion issued across five issues,
while over $1.3 billion was redeemed, for a net reduction of $300 million. Inter Pipeline Ltd.
issued a well-received hybrid bond that is structurally akin to that of a preferred share, but
with the company being able to expense the interest costs. We expect more energy
infrastructure companies to seek capital in the bond market instead of the preferred share
market. That said, we do believe that preferred share issuance by Canadian banks is going to
pick up over the next two quarters due to the maturity of Tier 1 bonds and non-capitalcompliant preferred shares. We estimate issuance of more than $3 billion from the banks for
the remainder of the year, which will temper price increases. New issuance by banks is
expected to come with good yields and very good re-set spreads, which should be wellreceived by the market.

•

The biggest influence on global risk assets during the quarter was the Fed. Simply put, the
Fed has relented to the wishes of the market. Following the terrible fourth quarter of 2018,
the U.S. Federal Open Market Committee has taken a number of steps, in fairly rapid
succession, to reassure markets that it would not continue raising interest rates in a slowing
U.S. or global economy. The market now assumes Fed interest rate hikes are on hold for the
remainder of the year, with the dot plot showing only one hike in 2020. The Bank of Canada
was also on hold for the first quarter of 2019 due to the slowing Canadian and global
economies, and it is expected to remain so unless the Canadian economy weakens further
and forces the central bank to cut interest rates.

Performance Summary
•

Over the first quarter of 2019, First Asset Preferred Share ETF (TSX:FPR) (the “Fund”) returned
1.3% while its benchmark, the SPX/TSX Preferred Share Index, returned 1.1% as interest rates
fell but risk assets rallied. The Fund’s preferred shares outperformed those of the benchmark
by 0.15 percentage points mainly due to security selection within the fixed/floater and floater
sectors.

Contributors to Performance
•

The main contributor to Fund performance during the quarter was sector allocation, with a
modest overweight position in the perpetuals sector, which was the best-performing
structure of preferred shares, and an underweight position in the fixed/floater sector. The
Fund’s underweight positioning and selection of securities in the fixed/floater sector was the
main driver of performance. The top-performing securities came from positions in TransAlta
Corp.’s Series H and F preferred shares, which bounced back strongly on news that Brookfield
Renewable Partners L.P. was increasing its investment in the company. Series A preferred
shares of Sempra Energy was another top performer that did well due to its parent company’s
outlook improving during the quarter.

•

Additionally, very strong security selection within the floating-rate structure contributed to
the Fund’s performance. The best-performing floating-rate preferred shares were those of
Citigroup Capital XIII (Series N), which benefited from investors seeking carry assets, plus The
Bank of Nova Scotia (Series D and F), which benefited from the bank calling other preferred
shares.

Detractors from Performance
•

The main detractors from Fund performance came from individual security selections within
the fixed/floater and floating-rate sectors. As interest rates fell in the first quarter of 2019
and the market priced in a potential interest rate cut, the floating-rate and soon to be re-set
fixed/floater preferred shares were the hardest hit. The main underperformers were floater
and fixed/floaters from BCE Inc. due to rate concerns. Power Financial Corp. (Series A
preferred shares) and Pembina Pipeline Corp. (Series E preferred shares) were also major
detractors from performance.

Outlook
•

We remain positive on Canadian preferred shares for the second quarter of 2019, even as
five-year yields have fallen during the first quarter. Preferred shares were very weak to end
the year, as were all risk asset classes, and therefore had room to bounce back and/or
absorb lower rates without falling in price. Valuations remain attractive compared to the
past number of years, as measured by both the current and expected yield on re-set
preferred shares. Overall, we believe the Canadian preferred share market is attractively
priced and will return around its dividend rate of 5% to 6% for the year.
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Source: First Asset, as at March 31, 2019.
The indicated rates of return 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.
Use of Benchmark: S&P/TSX Preferred Share Index is a capitalization-weighted index designed to measure market
activity of Canadian preferred stock listed on the Toronto Stock Exchange. This index is used as a benchmark to help
you understand the Fund’s performance relative to the general performance of Canadian preferred shares.
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, management fees and expenses all may be
associated with investments in exchange-traded funds (ETFs). Please read the prospectus before investing. ETFs
are not guaranteed, their values change frequently and past performance may not be repeated. You will usually
pay brokerage fees to your dealer if you purchase or sell units of an ETF on the Toronto Stock Exchange (TSX). If
the units are purchased or sold on the TSX, investors may pay more than the current net asset value when buying
units of the ETF and may receive less than the current net asset value when selling them.
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, 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. Portfolio Manager and First Asset assume no responsibility for any losses or damages,
whether direct or indirect, which arise from the use of this third-party information and expressly disclaims liability
for any errors or omissions in this information. The Fund is advised by Signature Global Asset Management and
managed by First Asset Investment Management Inc. (“First Asset”), a subsidiary CI Financial Corp., which is listed
on the TSX under the symbol “CIX”. ™First Asset and its logo are trademarks of a subsidiary of CI Financial Corp.
®CI FINANCIAL is a registered trademark of CI Investment Inc., used under licence. Signature Global Asset
Management is a division of CI Investments Inc., and an affiliate of First Asset.
Published April 26, 2019.

