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For the month ending May 31, 2018

MONTHLY COMMENTARY

Economic growth continued to accelerate in both North American economies in May pointing to a stronger second 
quarter performance than what was seen in the first quarter.  Canada is lagging the pace set in the United States as 
the level of employment, retail sales, industrial production, and housing all remain robust.  That being said, the Bank 
of Canada is expected to increase its overnight rate in July and the U.S. Federal Reserve Bank is expected to continue 
its path of rate hikes with a move in June. Consumer Price Inflation in both countries remains around the 2% level 
and both banks have continued to signal their tolerance for a modestly higher level of inflation.  The month saw the 
reintroduction of Eurozone uncertainties as Italy’s populist, anti-Euro parties upset financial markets and President 
Trump continued his protectionist ways with the introduction of more trade tariffs.  The countries impacted, including 
Canada, have all responded with retaliatory tariffs of their own.  The level of these are economically minor at this point 
but with the fate of NAFTA still uncertain and the threat of more trade restrictions from the U.S. this situation does 
require close monitoring.

During the month of May, the five-year government bond yield was essentially unchanged in Canada and fell about 10 
basis points in the U.S.. The preferred share market experienced a healthy rally during the first half of May as interest 
rates appeared to have solid momentum to keep moving higher. However, as the month progressed interest rates 
saw a sharp decline and the preferred share market sold off and lost a portion of the gains.

As noted in April’s commentary, pipelines continue to be topical and impact the preferred share market. There were 
two notable events in May that impacted the pipeline space. First, Enbridge Inc put forth a proposal to simplify its 
organizational structure including subsidiaries such as Enbridge Income Fund Holdings, Enbridge Energy Partners, 
and Spectra Energy Partners. The simplification would eliminate the public US MLP structure, reduce the amount of 
cash flow leakage through dividends to public shareholders of the subsidiaries, and provide Enbridge Inc with a much 
simpler financing strategy for its capital plans. This translated into a meaningful rally in the market price of Enbridge 
Inc preferred shares which had become a more sizable holding in the Evolve Active Canadian Preferred Share ETF 
(DIVS) in recent months. Secondly, the Government of Canada announced the acquisition of the Trans Mountain 
Pipeline system from Kinder Morgan Canada Limited. This was a significant event as the Trans Mountain Pipeline 
system and the associated expansion project have been a topical news headline that has translated into negative 
sentiment towards the pipeline segment and impacted the prices of bond, pref, and equity securities. This is a positive 
announcement as it demonstrates the continued support by the Federal Government for essential energy-related 
infrastructure in Canada.
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DISCLAIMER
Commissions, management fees and expenses all may be associated with exchange traded funds (ETFs), mutual funds 
and pooled funds. Please read the prospectus before investing. ETFs, mutual funds and pooled funds (“investment 
products”) are not guaranteed, their values change frequently and past performance may not be repeated. There are 
risks involved with investing, please read the prospectus and investment documentation for a complete description 
of risks relevant to these investment products. Investors may incur customary brokerage commissions in buying or 
selling ETF units. Securities mentioned herein are not to be construed as recommendations to buy or sell and are not 
representative of Evolve ETFS or Foyston, Gordon & Payne Inc. accounts/portfolios as a whole.

Ryan Domsy 
Vice President &
Portfolio Manager,
Foyston, Gordon & Payne Inc.

Canada’s economic data has modestly softened since the BoC hiked the policy rate in January. Additionally, 
protectionism/trade headlines have continued to make the market uneasy with growing uncertainty of its exact 
impact on the Canadian economy. This has tempered expectations for the pace of rate hikes in Canada. While we 
expect to continue to see periodic uncertainty in the market that will be driven by political headlines, we still view the 
underlying economic data in North America as strong and sufficient to warrant additional hikes in 2018 by the both 
the Fed and the BoC. This outlook for short-term rates should continue the trend of higher 5-year rates and provide 
additional stability to market prices for preferred shares while allowing for modest capital appreciation. 

At current interest rate levels there appears to be modest value in certain rate-reset and floating rate securities that 
react favourably to rising rates and offer an attractive risk/reward balance. These securities will continue to have an 
overweight position and when combined with a higher yield than the index should provide additional support for the 
portfolio even if the market expectations for interest rates are not fully realized.

OUTLOOK:

PORTFOLIO STRATEGY:
The portfolio strategy remains mostly consistent with last quarter. The DIVS portfolio began reducing its overweight to 
certain rate resets as the valuations appeared extended. This provided an opportunity to increase exposure to a subset 
of rate resets that had lagged the market and had exhibited less correlation with interest rates. 

In April, we began increasing our exposure to the pipeline segment as it had lagged the broader preferred share 
market during the second half of Q1. Unfortunately, this sector continued to soften on the back of political/regulatory 
headlines but began to turn around after the significant pipeline-related announcements.


