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The S&P/TSX Composite Index was one of the worst-performing stock markets globally in the first
quarter of 2018. Financials were generally weak, led lower by diversified financials and life
insurance amid a pause in interest rate hikes. In addition, the energy sector was particularly weak
despite higher oil prices. This was not unique to Canada. In the U.S., both oil services and
exploration and production energy companies were also down. In normal circumstances, the two
sub-sectors perform in line with energy prices. The likely explanation is the lack of investor
confidence in the sustainability of higher oil prices.
Broad market performance across ratings was commensurate with credit risk (e.g. CCCs
outperforming Bs; BBs outperforming BBBs, etc.) which would be expected in a spread-tightening
environment. However, in the first quarter it was correlated with duration as the U.S. yield
structure increased despite equity volatility. Typically, duration falls in sync with credit ratings but
the first quarter was anything but typical. Cross-asset correlations and volatility spiked (i.e.
portfolio diversification failed) as U.S. government bond yields moved higher. Whether it was
increased T-bill supply on larger budget deficits, front-end corporate bond selling as U.S. companies
repatriated foreign profits, or increased funding costs causing leveraged carry trade unwinds, there
were few places to hide. The spread on the ICE BofA ML U.S. High Yield Index increased 11 basis
points (to +382 basis points from +373 basis points) although the all-in yield increased 51 basis
points to 6.35%.
Spreads for risky assets, in particular corporate bond and emerging market debt (U.S. dollar debt),
widened in the first quarter of 2018, but are still significantly below their long-term averages.
Performance: Equities
Financials detracted from performance with Wells Fargo and Synchrony Financial leading the
decline. On the order of regulators, Wells Fargo is not allowed to grow its balance sheet following
the sales scandal that erupted in 2016. Meanwhile, credit-card company Synchrony is being affected
by higher charge-offs, a sign that credit quality is deteriorating. We remain positive on both stocks.
Wells Fargo is a quality name that is finding its way and now trades at a discount to peers.
Synchrony is a quality company in which charge-offs may be rising but from a low base that doesn’t
threaten its current positive outlook. We believe markets are over-reacting to the downside.
On the positive side, information technology was a contributor to performance with a positive
showing by Micron Technology and Alibaba. We continue to hold both names. In the consumer
sector, Amazon was a strong contributor during the quarter. The stock started to correct at the end
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of the quarter after U.S President Donald Trump tweeted negative comments about the giant
retailer. We believe this is also overdone on the basis that the president has limited power to
directly intervene in Amazon’s business.
Performance: Fixed income
The total return outcome of the portfolio was primarily driven by the drop in longer-term Canadian
interest rates, offset by a significant widening of Canadian government credit spreads.
Overweight exposure to inflation-linked bonds was beneficial for alpha, given their outperformance
relative to their respective nominal government benchmark bonds. Corporate credit selection and
underweight government credit positioning was also alpha accretive, with 10-year Ontario spreads
widening some nine basis points during the quarter.
A contributor to performance was Getty Images; we own the 7% bonds due 2020, and the L+350
term loan due 2019. Getty Images is a global leader in stock photography and digital images. The
debt securities, previously trading well below par, rallied as the prospect of early refinancing
gained steam with investors.
Duration and yield curve positioning subtracted the most from portfolio alpha, due to the
underperformance of our U.S. duration exposure relative to Canadian duration. U.S. 10-year yields
rose some 29 basis points more than their Canadian counterparts during the quarter.
Outlook
We remain unenthusiastic about the Canadian market. While Canadian banks remain solid, they
offer limited upside. Meanwhile, the energy sector isn’t benefitting from higher oil prices, at least
for now.
The outlook for global equity markets is cautiously positive given the favourable economic
backdrop and continued easy financial conditions, even if at the margin these will begin to tighten.
Our lack of concern in the face of higher interest rates resides in the fact we remain in the early
stages of any rate hikes, especially with respect to Europe and Japan. Nevertheless, this remains a
delicate balance because a faster pace of rate hikes has the potential to derail markets. Our base
case is that rate hikes will remain measured because inflation will remain contained.
Although risky assets have pulled back due to rising interest rates and an increased risk of a trade
war on numerous fronts, global growth remains constructive. We continue to advocate a welldiversified portfolio of exposure as the best way to navigate the current environment in fixed
income, including duration positioning across different portions of the yield curve, credit spreads,
interest rate volatility and inflation compensation.
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High-yield bond credit risk, valuations and sentiment are neither in the polar region nor the tropics,
therefore subject to the trade winds of larger asset classes. And that is not a coincidental choice of
words, as trade policy and the escalating rhetoric between the U.S. and China is a risk to growth in
2018.
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This commentary is published by CI Investments Inc. It is provided as a general source of information and should not be
considered personal investment advice or an offer or solicitation to buy or sell securities. Every effort has been made to
ensure that the material contained in this commentary is accurate at the time of publication. However, CI Investments
Inc. cannot guarantee its accuracy or completeness and accepts no responsibility for any loss arising from any use of or
reliance on the information contained herein. This report may contain forward-looking statements about the fund, its
future performance, strategies or prospects, and possible future fund action. These statements reflect the portfolio
managers’ current beliefs and are based on information currently available to them. Forward-looking statements are not
guarantees of future performance. We caution you not to place undue reliance on these statements as a number of factors
could cause actual events or results to differ materially from those expressed in any forward-looking statement,
including economic, political and market changes and other developments. Commissions, trailing commissions,
management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before
investing. The indicated rates of return are the historical annual compounded total returns including changes in security
value and reinvestment of all dividends or distributions and do not take into account sales, redemption, distribution or
optional charges or income taxes payable by any securityholder that would have reduced returns. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated. ®CI Investments and the CI
Investments design and logo are registered trademarks of CI Investments Inc. ™ Signature Global Asset Management
and ™ Signature Funds are trademarks of CI Investments Inc. Published April 2018.

