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Market Overview
•

The U.S. Federal Reserve (the “Fed”) pivoted abruptly on the direction of U.S. monetary policy
in what became the defining action of the first quarter of 2019. In response to the financial
market shocks in the fourth quarter of 2018, the Fed halted interest rate hikes indefinitely,
averting a (potential) policy error. Furthermore, the Fed is ending earlier its balance sheet
reduction, and has brought renewed focus on correcting for past inflation shortfalls. Markets
responded with a risk rally that recaptured the highs of October 2018.

•

In spite of the credit and equity rally during the quarter, government bond yields made
substantial new lows as anticipated hikes in interest rates were repriced into interest rate
cuts and recession fears emerged in response to weak growth data primarily in Japan and
Europe. The lack of room for policy support sparked concern as the European Central Bank
postponed its plans to return interest rates to zero from negative territory.

•

Prospects for interest rate cuts from the Bank of Canada took root in market pricing for the
first time since 2016 amid lingering risks of renewed trade tensions and concerns of a global
economic slowdown, to which Canada would not be immune.

•

Chinese stimulus progressed in measured fashion at the meeting in March of the country’s
National People’s Congress where tax cuts and fiscal spending were announced, while further
Chinese tariffs were postponed by the Trump administration and meaningful negotiations
appear to be progressing. Such outcomes helped ease concerns of a potential hard landing
for the Chinese economy that would exacerbate a global economic downturn.

Performance Summary
•

Over the first quarter of 2019, First Asset Long Duration Fixed Income ETF (TSX:FLB) (the
“Fund”) returned 6.7%, slightly underperforming its benchmark, the FTSE Canada Long Term
Government Bond Index, which was up 6.9%.

•

The total return outcome of the Fund’s portfolio was primarily driven by a significant decline
in Canadian interest rates, with further gains coming from a narrowing of Canadian
government credit spreads.

•

Relative to the benchmark, duration positioning was the most significant contributor to the
Fund’s performance, while government credit exposure was the main detractor.

•

Duration and yield curve positioning added to the Fund portfolio’s active return, coming
primarily from our overweight duration position in Canadian bonds maturing in seven to 10
years relative to longer maturities, as interest rates fell and the yield curve steepened during
the reporting period. The Government of Canada 10-year bond yield fell by about 35 basis
points (bps) over the quarter, while the 10-year to 30-year segment of the yield curve
steepened by 6 bps in the same time-frame.

•

An underweight exposure to government credit reduced the Fund’s active return as spreads
tightened in this sector by 10-14 bps across the curve over the quarter.

Portfolio Activity
•

The Fund’s portfolio duration is about in line with the benchmark, featuring an overweight in
the seven-year to 10-year area and an underweight in the 20-year portion of the yield curve.

•

In the spread product domain, the Fund is overweight in provincial credit and underweight in
municipal and Canadian government agency debt.

•

During the quarter, we added to the Fund’s exposure to yield-curve steepening by selling
duration-equivalent quantities of 30-year bonds in favour of 10-year bonds. Our concern was
that evidence of an economic slowdown domestically and abroad would accumulate and
drive the market toward expectations of interest rate cuts from the Bank of Canada.

•

In addition, we closed the Fund’s underweight position in government credit as the idling of
policy interest rates among major central banks provided a more supportive environment for
credit spreads in the absence of substantial further deterioration in the outlook for the global
economy.

Outlook
•

During the quarter, the powerful rally in government bond prices briefly pushed long-term
bond yields below short-term bond yields – a so-called inversion of the yield curve. This

development was attributable to Fed policy changes and soft economic data. This extreme
circumstance has prompted comparisons of global bond markets, particularly in the case of
low-growth Europe, to Japan where real interest rates and government bond yields are
already negative. Over the near term, however, we believe lower yields should serve as a
stabilizing force for growth rather than a precipitator of a deflationary contraction.
•

Given the near-zero interest rate starting point, policy-makers and politicians are promoting
fiscal tools to counter future downturns. We anticipate low interest rates and low growth to
persist, resulting in lower returns across many asset classes.

•

The rise of populism, far from fading away, is becoming the norm globally. Populist policies
tend to be protectionist, rely on increased fiscal spending and lean on currency markets as an
element of national competitiveness. This trend is disruptive to markets in the short term,
but the long-term effects may defy historical norms. While populist policies have typically
resulted in meaningfully higher inflation in the past, secular disinflationary forces currently in
play – including demographic trends, technological change and record-high negative-yielding
debt – may challenge that narrative.
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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: FTSE Canada Long Term Government Bond Index is designed to track the performance of longterm (over 10 years) Government of Canada bonds denominated in Canadian dollars. The index is used as a
benchmark to help you understand the Fund’s performance relative to the general performance of long-term
Canadian government fixed income.
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.
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