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ESG and green bonds

Designed to finance environmental or climate change 
mitigation projects, green bonds are becoming increasingly 
popular with investors. The global green bond market has 
grown by 60% annually, from $100B in 2015 to over $1T in 
20201. In addition, 2020 has seen a record amount of new 
green bond issuance at $270B, driven in part by the 
growing popularity of the product as well as the desire for 
a greener and more egalitarian post-COVID economic 
recovery2 . While green bonds are the most well-known, 
ESG bonds also include, for example, social bonds. 

We believe that ESG bonds will continue to perform well 
in the coming months/years. We continue to increase our 
allocation when opportunities arise. For example, we recently 
participated in several new ESG bond issues, such as the 
province of Quebec’s ten-year green bond and the  
Asian Development Bank’s seven-year gender equity 
bond. In addition, we recently acquired municipal bonds 
from Quebec City’s Réseau de Transport de la Capitale 
(RTC), a public transit company. Although this issuer is not 
officially classified as “green”, we believe it meets the ESG 
criteria given its field of activity.

As has been the case since the beginning of the year, we were 
significantly underweight in federal government bonds in May, 
which allowed us to overweight various asset classes such as 
corporate credits, unrated municipal credits with maturities of less 
than five years, and various exchange-traded fund positions that 
provide access to short-dated USD corporate credit products. 
Despite the fact that credit spreads are at historically low levels,  
the search for yield is driving investors into risky assets. Combined 
with our bearish view on interest rates, we believe that these asset 
classes should outperform our benchmark over the next few months. 
However, we have started to reduce our exposure to long corporate 
bonds as we believe that credit spreads at current levels leave little 
room for negative economic surprises or a change in tone in the 
Federal Reserve’s speech that would indicate that it intends to 
reduce its quantitative easing.  

Also, the duration of our portfolio remains lower than our benchmark 
and positioned for a steepening of the Canadian yield curve. On the 
other hand, we believe that interest rates with a five-to-ten-year 
maturity are the most likely to rise in the United States as the 
Federal Reserve may signal its intention to reduce its quantitative 
easing in the coming months. As a result, we closed our position 
that was expecting the U.S. yield curve to steepen.

Finally, our active positions include exposure to the U.S. dollar as 
well as a long position in real return bonds, which provides 
protection in the event of a rise in Canadian inflation.
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Duration, inflation, and yield curve

We remain agile and opportunistic on duration, as usual.  
With the rapid rise in interest rates seen in the first quarter,  
we doubt we will see the same trend in the coming months. 
Nevertheless, with the potential for higher inflation in the near 
term, the large-scale rollout of vaccination campaigns and the 
amount of new issuance funding large budget deficits, we could 
see rates rise as the economy continues to recover. It will 
therefore pay to move out of the duration of our benchmark to 
take advantage of these movements and opportunities could 
emerge in real return securities as inflation could rise once the 
economy recovers from the pandemic.

Moreover, the fact that governments are committed to 
supporting people and businesses, coupled with corporate profits 
above the most optimistic expectations, holds promise for 
economic recovery and the hiring of workers in the coming 
months. These massive fiscal stimulus programs will increase the 
level of issuance in some parts of the curve, likely over the long 
term, while overnight rates will be kept low for a long time, likely 
until 2023 according to the latest projections released by the  
U.S. central bank. Curve and relative value opportunities between 
the U.S. and Canada will therefore be possible in this environment. 

Pandemic and economic strength

There are still many uncertainties about the duration of this 
pandemic and economic recovery, as variants are spreading 
rapidly around the world and many countries are, or have been, 
experiencing a third wave of infections. We are closely 
monitoring data related to COVID-19: the sharp decline in 
vaccination rates, particularly in the U.S., may delay the 
achievement of herd immunity. 

In addition, following the rapid rollout of the Biden 
administration’s tax plan and increasing vaccination in the 
developed world, particularly in Canada, there is a lot of 
optimism in the markets. Economic data must meet 
expectations and have little or no margin for error in this 
environment. However, if economic data were to be even 
stronger than expected, the risk associated with a change in 
tone from the currently very accommodative U.S. Federal Reserve 
would grow and could be detrimental to risky assets. For its 
part, the Bank of Canada, having already begun to reduce its 
balance sheet last April, could find itself continuing or slowing 
the pace of balance sheet tapering depending on the strength of 
future economic data.
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For its part, the Bank of 
Canada, having already begun 
to reduce its balance sheet last 
April, could find itself continuing 
or slowing the pace of balance 
sheet tapering depending on the 
strength of future economic data.

1 https://www.climatebonds.net/2021/01/record-2695bn-green-issuance-2020-late-surge-sees-pandemic-year-pip-2019-total-3bn	
2 https://www.climatebonds.net/2021/01/record-2695bn-green-issuance-2020-late-surge-sees-pandemic-year-pip-2019-total-3bn	



iA Financial Group is a business name and trademark of  
Industrial Alliance Insurance and Financial Services Inc. ia.ca

DISCLAIMER

This document was prepared by iA Investment Management. Unless otherwise indicated, the segregated funds presented in this document 
are offered by iA Financial Group and the Mutual Funds presented are offered by iA Clarington Investments Inc.

The opinions expressed herein are based on current market conditions and may change without notice. They are not intended to provide 
investment advice. The forecasts provided herein are not guarantees of future performance, and include risks, uncertainty and assumptions. 
While these assumptions appear reasonable, there is no guarantee that they will be confirmed.

An investment in the mutual fund or the segregated fund may result in commissions, trailing commissions, management and other fees. 
Please read the prospectus or the Information Folder before making an investment. Each rate of return indicated is a historical annual 
compounded total rate of return that takes into account fluctuations in the value of units or shares and the reinvestment of all distributions 
and does not take into account buying commissions or redemption fees, investment fees, optional fees or tax on payable income by a unit 
holder, which would contribute to poor performance. Mutual Funds are not guaranteed and the segregated funds are guaranteed in part, 
under certain conditions. The value often fluctuates upward or downward, at the risk of the subscriber, and past performance is not indicative 
of future performance.

The rate of return is used to illustrate the effects of the compound growth rate only and is not intended to reflect the future values of the 
investment fund or the return on an investment in the investment funds.

iA Financial Group is a business name and trademark of Industrial Alliance Insurance and Financial Services Inc. iA Investment Management  
is a trademark and business name under which Industrial Alliance Investment Management Inc. operates. iA Investment Management and  
iA Clarington Investments Inc. are wholly owned subsidiaries of iA Financial Group.

This publication contains information provided by companies not affiliated with iA Financial Group (“Third Party Content Providers”), including, 
but not limited to, ratings, stock indexes and company-classification systems (“Third Party Content”) Third party Content is the property and 
trademarked by the relevant Third Party Content Providers and has been licensed for use by iA Financial Group. The use of Data received from 
Third Party Content Providers by iA Financial Group is authorized under licence.

This publication contains information provided by companies not affiliated with iA Financial Group (“Third Party Content Providers”), including, 
but not limited to, ratings, stock indexes and company-classification systems (“Third Party Content”) Third party Content is the property  
and trademarked by the relevant Third Party Content Providers and has been licensed for use by iA Financial Group. The use of Data received 
from Third Party Content Providers by iA Financial Group is authorized under licence. 

The information presented in this publication is provided for informational purposes only. iA Financial Group and Third Party Content Providers 
make no representations or warranties as to the information contained herein and no not guarantee its originality, accuracy or completeness. 
iA Financial Group and Third Party Content Providers disclaim all liability in respect of this information or the use or misuse thereof. 

The investment funds offered by iA Financial Group (“Funds”) are not sponsored, endorsed, sold or promoted by Third Party Content 
Providers. Third Party Content Providers make no representation as to the relevance of investing in the Funds, offer no guarantee or  
conditions in respect thereof, or assume liability in respect of their design, administration or negotiation. 

Financial and economic publications of iA Financial Group are not written, reviewed or approved by Third Party Content Providers. 

Any information contained herein may not be copied, used or distributed without the written consent of iA Financial Group and/or  
the relevant Third Party Content Provider.

Where FTSE indexes are used, or referenced: FTSE International Limited (“FTSE”) © FTSE [2018] ® is a trademark of the London Stock 
Exchange Group companies and is used by FTSE under licence. “NAREIT®” is a trademark of the National Association of Real Estate 
Investment Trusts and used by FTSE under licence. “EPRA®” is a trademark of the European Public Estate Association and used by FTSE 
under licence. “TMX” is a trademark of the TSX Inc. used by FTSE under licence.

NASDAQ®, OMXTM, NASDAQ-100® and NASDAQ-100 Index® are registered trademarks of NASDAQ Inc. and are licensed for use  
by iA Financial Group. 

Where the Global Industry Classification Standard (GICS) is used or referenced: the GICS was developed by MSCI Inc. (“MSCI”)  
and Standard & Poor’s Financial Services LLC (“S&P”) and is licensed for use by iA Financial Group.

The International Equity Index Fund, the Global Equity Index ACWI Fund, the Global Stock Account, the European Stock Account and  
the International Stock Account are each indexed to an MSCI index. MSCI indexes are licensed for use by iA Financial Group. For more 
information about the MSCI indexes, visit htpps://msci.com/indexes.
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