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The main macro drivers over the last quarter of 2020 
included the U.S. elections and fiscal stimulus 
negotiations on one side, and the increase in COVID-19 
cases and vaccine progress on the other.

The month of October was negative for North American 
fixed income, with rates increasing and yield curves 
steepening. The market was mostly driven by hope in the 
U.S. that Republicans and Democrats would finally agree 
on a fiscal stimulus package which would result in higher 
growth and inflation, and by decreasing uncertainty 
regarding the November U.S. presidential elections. 
Several polls showed a strong lead by Joe Biden and a 
potential “blue wave” that would give the new 
administration the ability to pass ambitious stimulus 
measures. Canadian rates mostly followed their U.S. 
peers during the month.

The U.S. presidential election led to some 
disappointment in the markets. The “blue-wave” that 
had been priced prior to the election did not materialize. 
Rates dropped and yield curves flattened, as the prospect 
of a democratic House of Representatives and a 
republican Senate lowered the potential for big fiscal 
stimulus. 

On November 9th, the first COVID vaccine test result by a big 
pharmaceutical company was disclosed, markets were pleased by 
the high efficacy ratio, and U.S. 10-year yield jumped by 10 bps on 
that day. December thus started on a risk-on tone, but an increase 
in new infections continued worldwide and the discovery of a new 
strain of the virus during the second half of the month led to more 
lockdowns and restrictions on business activities, leading 
economists to revise lower their growth forecasts for the first 
quarter of 2021.

Going forward, the gradual vaccination of the population against 
COVID-19 will be a huge catalyst to ease restrictions and enable a 
robust economic recovery. The vaccination campaign has started 
more slowly than anticipated, but issues should be sorted out 
throughout the first quarter of 2021.

The main contributor to the fund’s performance during the quarter 
was an underweight position in federal government bonds as they 
returned 88 bps less than the overall index during the fourth 
quarter. Despite the introduction of new lockdowns, approval and 
distribution of new vaccines have allowed risky assets to continue 
to rise with the ongoing search for yield. Combined with the fact 
that governments must issue more debt to pay for the costs of the 
pandemic, it is no surprise that the federal segment was the 
laggard last quarter. 
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The second contributor to performance was the use of 
derivatives and ETFs. We use them opportunistically to manage 
duration exposure or for the relative value proposition between 
Canadian and U.S. rates. In the fourth quarter, we sold the 
fund’s U.S. dollar exposure purchased through ETFs. As the 
Canadian dollar had appreciated in comparison to the U.S. 
dollar throughout the fourth quarter, this was a profitable trade. 

The last contributor to performance was an overweight 
exposure to corporate bonds, as the search for yield continued 
unabated. As has been the case since last April, credit markets 
are well supported by actions taken by the Bank of Canada, the 
latter promising to buy up to CAD$50B in provincial bonds and 
up to CAD$10B in corporate bonds until April 2021. Seeing that 
the rally in risk assets markets kept going, we decided to 
increase our exposure to corporates. Exposure to some 
higher-yielding securities, such as high-yield corporate bonds 
and bank loans, was also added through the purchase of ETFs.

In the context of low interest rates and an ongoing economic 
recovery, we believe that credit spreads should continue to 
tighten in the coming months due to the search for yield from 
investors, the support from central banks and the fiscal 
stimulus offered by governments. 

As always, we stay nimble and opportunistic on duration. The 
potential for inflation to rise in the coming months, the rollout 
of immunization campaigns and the amount of new issuance 
funding large budgetary deficits could bring about higher rates 
as the economy continues to recover. As a result, it will pay to 
deviate from the benchmark duration to capitalize on these 
moves.

Finally, increased issuance, accommodative central banks and 
rising inflation, expectations will likely create curve 
opportunities and relative value trades going forward, and we 
are watching out for these opportunities. 
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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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iA Financial Group is a business name and trademark of  
Industrial Alliance Insurance and Financial Services Inc. ia.ca


