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Note: Yields are calculated using constant maturity par yields generated by the Addenda Capital yield curve algorithm. The estimated yield curves are based on FTSE Canada daily prices. 

Sources: FTSE Canada, Addenda Capital

MARKET REVIEW

Government of Canada Interest Rates in 2020

Investment Review 4

As at December 31, 2020

Yield to Maturity (%)

CAN 3m CAN 6m CAN 1y CAN 2y CAN 3y CAN 5y CAN 7y CAN 10y CAN 15y CAN 20y CAN 25y CAN 30y

2020-12-31 0.09% 0.11% 0.15% 0.21% 0.27% 0.40% 0.51% 0.73% 0.96% 1.09% 1.19% 1.23%

2020-09-30 0.14% 0.16% 0.19% 0.23% 0.25% 0.33% 0.42% 0.60% 0.84% 0.99% 1.09% 1.13%

2019-12-31 1.71% 1.70% 1.72% 1.70% 1.68% 1.68% 1.70% 1.72% 1.76% 1.79% 1.78% 1.75%
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Sources: FTSE Canada, Addenda Capital

MARKET REVIEW

Universe Corporate Bond Spreads

As at December 31, 2020
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Source: FTSE Canada

MARKET REVIEW

Canadian Bond Market Returns 

As at December 31, 2020
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*Discount Curve Composition 43% Federal, 43% Provincial, 14% Corporate

Source: Addenda Capital

PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Liability Discount Curve*

As at December 31, 2020
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PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Master Account Sinking Fund – Q3 2020 Returns
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• Outperformance in the quarter was primarily driven by narrowing credit spreads as stimulus hopes and 

commitments to easy monetary policy support risk assets

• The yield curve steepened modestly in the period with long rates rising which contributed negatively to 

performance as the portfolio is weight more heavily in long maturities in order to keep aggregate duration 

in line with the benchmark 
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PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Master Account Sinking Fund – Q4 2020 Returns
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• The factors at play in Q3 carried over into Q4 as the yield curve continued to steepen with long rates 

rising and credit spreads continued to benefit not only from policy responses, but positive news on the 

vaccination front as well as significant demand from investors for any incremental yield

• Narrowing provincial spreads were the main contributor to outperformance in the period
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PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Portfolio Characteristics

As at December 31, 2020
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Weights Assets Liabilities

Cash 0.3% 0.0%

Federal 11.1% 43.0%

Provincial 57.9% 43.0%

Municipal 5.1% 0.0%

Corporate 25.7% 14.0%

Duration Contribution Assets Liabilities

Cash 0.00 0.00

Federal 0.72 5.88

Provincial 10.77 5.88

Municipal 0.37 0.00

Corporate 1.82 1.91

AA 0.17 0.67

A 1.20 0.86

BBB 0.45 0.38
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Key Rate Durations

Source: Addenda Capital

PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Risk Characteristics

As at December 31, 2020
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Key Rate Durations Assets Liabilities

0-5 0.47 0.51

5-10 0.63 1.80

10-15 0.76 0.72

15-20 3.14 4.28

20-25 2.37 2.52

25-30 3.89 3.84
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Risk Summary Assets Liabilities

Duration 13.67 13.45

Convexity 254.5

Average Term 14.5 13.3

Average Yield 1.58% 1.18%

Internal Rate of Return 1.62%
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Portfolio Performance & Characteristics

PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Portfolio Activity Summary

• Allocated large sinking fund contributions in September ($166.0M) and December ($45.0M)

• Funds were used to improve key rate exposures in the 10-15 years and 15-20 years areas of 

the curve.  As previously highlighted the large funding status mismatch requires an emphasis 

on long maturity exposures which presents curve risk.  The contributions were used to 

mitigate some of this risk.

• Corporate credit spread duration was reduced further as credit spreads narrowed

• Corporate bond trades included sales of energy positions to add to infrastructure, renewable 

power and financials

• Asset duration was reduced modestly to align closer with the liability duration

• Although four new liabilities were added to the benchmark in the second half of the year, the 

weighted average liability duration finished unchanged at 13.45

Upcoming

• The portfolio will fund two principal repayments totaling $248.0M over the course of 2021

Investment Review 13
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Impact Investments Exposure in the Portfolio

PORTFOLIO PERFORMANCE AND CHARACTERISTICS

Impact Positioning

As at December 31, 2020

Investment Review 14

Impact Themes and Categories Market Values ($M) Weight (%)

Climate Change 178.7 24.0

Clean Transportation 7.0 0.9

Renewable Energy 171.7 23.1

Community Development 10.4 1.4

Credit Unions 8.0 1.1

Development Finance 2.4 0.3

Health and Wellness 4.3 0.6

Hospitals 4.3 0.6

Total 193.4 26.0
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MARKET OUTLOOK

2021 Macro Themes and Risks

Investment Review 16

Inflation

• Inflation will experience 

cyclical pressure due 

to base effects as 

measures reflect the 

rebound from the depths 

of the pandemic 

lockdown period. 

• Cyclical inflation may 

cause the yield curve 

to steepen.

Risks

• Impact and timing of wide 

scale distribution of 

the various vaccines 

remains uncertain. 

• Democrat control of all 

three branches of US 

Government may lead to 

more regulation and higher 

corporate taxes.

• Cyclical inflation resulting 

from supportive monetary 

and fiscal policy may drive 

longer term interest rates 

higher than expected.

Policy

• Central Bank monetary 

policy remains at 

effective lower bound 

and bond purchase 

programs continue.

• Modifications to 

quantitative easing 

programs could include 

a managed rate 

environment via yield 

curve control strategies.

• Fiscal stimulus is now 

present via sizable 

programs with potentially 

meaningful contributions 

to growth

Growth

• Economic growth supported 

by fiscal stimulus 

and historically high 

savings rate.

• Unemployment rate 

declines slowly as 

pandemic related 

closures reopen. 
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APPENDIX

Reflation
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As at January 20, 2021

As at January 20, 2021

1.599

As at December 31, 2020

0.733
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Source: Addenda Capital

APPENDIX

Cash Flow Present Values - Annual

As at February 12, 2021
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Source: Addenda Capital

APPENDIX

Liability Benchmark Composition Changes

As at December 31, 2020

Investment Review 20

Date Benchmark Activity Related Issue Par Issue Amount Benchmark Notional Liability

02-Jul-19 Maturity 4.50% 2019-12-02 -280,000,000 -140,000,000

01-Nov-19 Addition 2.65% 2029-11-09 300,000,000 105,000,000

01-Nov-19 Addition 2.60% 2039-09-24 200,000,000 70,000,000

22-Nov-19 Addition 2.80% 2049-11-22 350,000,000 122,500,000

16-Dec-19 Addition 2.65% 2029-11-09 100,000,000 35,000,000

15-May-20 Addition 2.65% 2029-11-09 200,000,000 70,000,000

30-Jun-20 Addition 1.60% 2030-12-02 100,000,000 35,000,000

14-Aug-20 Addition 0.00% 2040-07-10 6,250,000 2,187,500

25-Aug-20 Addition 2.15% 2040-08-25 300,000,000 105,000,000

09-Nov-20 Addition 2.80% 2049-11-22 250,000,000 87,500,000

16-Dec-20 Addition 2.60% 2039-09-24 130,000,000 45,500,000
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FTSE Canada

London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2021. FTSE Russell is a trading name of certain of the LSE Group companies. “FTSE®”, 

“Russell®” and “FTSE Russell®” are trade marks of the relevant LSE Group companies and are used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data 

vest in the relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party 

may rely on any indexes or data contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written 

consent. The LSE Group does not promote, sponsor or endorse the content of this communication.

S&P Dow Jones Indices LLC. 

The S&P 500 Index, S&P/TSX Composite, S&P/TSX 60, S&P/TSX Capped REIT, and the Dow Jones Canada Select Dividend Index, (“INDICIES”) are products of S&P Dow Jones Indices LLC 

(“SPDJI”), and have been licensed for use by Addenda Capital Inc. (“Addenda”) Standard & Poor’s®, S&P® and S&P 500® are registered trademarks of Standard & Poor’s Financial Services LLC 

(“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use by SPDJI and sublicensed for certain 

purposes by Addenda. Addenda's Product(s) is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such parties make any 

representation regarding the advisability of investing in such product(s) nor do they have any liability for any errors, omissions, or interruptions of the indices.

Refer to the Pooled Fund investment policies for more details regarding investment constraints.

Unless otherwise specified, assets are presented in Canadian dollars.

© Addenda Capital Inc., 2021. All rights reserved. Please note that the content presented and ideas expressed within this presentation are confidential and may not be used in any other

manner without Addenda Capital’s prior consent.

Disclaimer


