
Evolve Active Core Fixed Income ETF
FIXD invests primarily in domestic and international high quality fixed 
income securities, and to a lesser extent, adding yield or enhancing returns 
on the portfolio by opportunistically investing in international fixed income 
securities, emerging market debt, preferred shares, convertible bonds and 
non-investment grade bonds.

For the month ending September 30, 2018

As the third quarter concluded so did months of negotiations that lead to an agreement on a revamped trade deal with the United 
States and Mexico.  In short, Canada did preserve tariff-free market access in the U.S. as well as the impartial arbitration panel for 
dispute resolution but had to give ground in terms of a cap on auto exports, allowing increased access for U.S. dairy farmers to 
Canadian consumers as well as agreeing on a ‘sunset’ clause that will allow the trade pact to be reopened for review every six years.

Arguably, Canada did give up more ground that it gained but this shouldn’t be too surprising given the export-dependent nature 
of the domestic economy – 75% of our exports go to the U.S while only 20% of U.S. exports come to Canada.  Canadians had much 
more to lose if the threat of increasing tariffs became a reality. There are some positives though - this agreement removes some of 
the uncertainty regarding business investment as capacity utilization rates are quite high in several industries and this, historically, 
has led to increased capital expenditures.  Also, the federal government can now turn its attention to levelling the playing field with 
the U.S. in terms of tax cuts for business and the introduction of new productivity boosting measures.

The announcement of this trade deal does remove the last barrier to the normalization of monetary policy by the Bank of Canada 
(BoC).  Reduced concern over tariffs and trade barriers will allow the BoC to focus on inflationary pressures – core inflation in August 
was the highest since 2012 – building within an expanding economy.  The BoC did raise rates in July and is now expected to again 
in October as well as in January. 

Following the direction of interest rates in the U.S., yields in the domestic bond market rose noticeably across the curve throughout 
the quarter.  Short-end yields rose at a slightly faster pace than long-end yields, thus flattening the full yield curve to a level not seen 
since 2007. The yield curve remains positively sloped, but only marginally so with just 20 basis points of yield separating two-year 
and thirty-year maturities. The flattening trend matched the pace south of the border with both the Federal Reserve Bank and the 
BoC continuing to tighten monetary policy.

Corporate bond markets were relatively stable, although modestly tighter, once again this quarter as corporate yield spreads 
remain in a tight range that dates to the first quarter of 2017.  High yield bonds again outperformed investment grade bonds.  By 
sector, and on a duration-adjusted basis, there was not much dispersion in returns although financial and energy issues performed 
the best while infrastructure and communication issues lagged.

Like the corporate market, provincial spreads ended the quarter mostly unchanged.  Driven by a stronger price for a barrel of oil, the 
province of Alberta performed relatively well while the province of Newfoundland experienced some modest weakness.

TICKER: FIXD

Fixed income allocations remain a core component of many investor portfolios as a source of income and portfolio 
diversification. Foyston, Gordon & Payne Inc. has managed the FGP Core Plus Bond Fund since December 31, 2015.
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The primary factors influencing the performance of the FIXD were the fund’s short duration positioning and security selection. 
Additionally, the above-index exposure to corporate bonds and an underweight exposure to provincial debt contributed as the 
corporate bond index had a particularly strong quarter relative to federal and provincial bonds. The fund had meaningful exposure 
to higher quality corporates that saw spreads tighten more meaningfully than much of the lower quality segment of the market. 
Additionally, the fund’s Enbridge holdings performed particularly well while the holdings in first mortgage bonds continued to 
perform much better than the unsecured real estate segment. The financial sector had a relatively strong quarter and while the 
fund was slightly underweight to the sector the security selection within financials translated into outperformance.

The most notable corporate event during the quarter was the implementation of the final rules for TLAC-eligible bail-in senior 
unsecured bank liabilities. The implementation date was September 23 and marked the culmination of years of discussion about 
the appropriate structure that would govern the new feature. It was not long after the implementation date that RBC came to the 
market to issue the inaugural bond under the new rules. The bank issued a $2bn 5-year bullet bond at a spread of 95 bps above the 
Government of Canada interest rate curve. The issue was fairly successful as it was upsized from the initial size talk however, the 
issue traded fairy flat to the new issue spread in the secondary market. This will now be the predominant type of debt issued by the 
Canadian banks and will represent the majority of the outstanding bank issuance within a few years.

Preferred shares provided a continued return and yield enhancement in Q3. The preferred share holdings provide a reduction in the 
portfolio’s sensitivity to movements in interest rates which is a meaningful benefit in the current yield environment.
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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.

Investment returns and assets under management are expressed in Canadian dollars unless otherwise noted. Investment returns are gross of 
investment management fees, net of fund expenses for FGP pooled funds, and include reinvestment of dividends and income. Returns are time 
weighted and annualized for periods greater than one year. Values change frequently and past investment performance may not be repeated. 
Securities mentioned herein are not to be construed as recommendations to buy or sell and are not representative of Foyston, Gordon & Payne 
Inc. accounts/portfolios as a whole.  Any projections in this investment presentation are estimates only and may not be realized in the future. Any 
information herein describing FGP’s pooled funds is for illustration purposes only. 

Overall portfolio strategy was little changed from the second quarter of the year. Portfolio duration remains below the benchmark’s 
duration as FGP continues to have an unfavorable long-term view of the bond market’s risk/reward characteristics. FGP continues to 
believe that interest rates remain at a level inconsistent with Canada’s healthy economic fundamentals. The portfolio is positioned 
to perform well against its benchmark from a rising rate environment and from any steepening to the interest rate curve.

The portfolio continues to maintain an overweight position in Canadian corporate bonds as overall credit quality remains in good 
shape and the domestic economy continues to grow. Corporate credit spreads did tighten slightly during Q3 although remain 
wider year-to-date. While lower grade corporate bonds outperformed higher grade issues in recent years, we expect that higher 
quality credit is now the much more attractive segment of the corporate market on a risk/reward basis. We maintain the portfolio’s 
corporate overweight and provincial underweight as the corporate spreads are still showing better value given the significant rally 
in provincial spreads last year. The credit quality of the portfolio’s corporate bonds continues to improve. 

FIXD maintains its exposure to preferred shares as we see value in the broader preferred share market as it has not fully reflected 
increases in short-to-mid term government yields over the last 12 months. Currently 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 fund even if the market expectations for interest rates are not fully realized.

PORTFOLIO STRATEGY:
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