
Taxable Fixed Income Commentary 

1

July 2021

Brian Meaney, CFA
Vice President, Taxable Fixed 
Income Strategist

Market and Strategy Returns (%)

Please see important disclosures at the end of 
this commentary for strategy and market 
definitions.

Sources: Bloomberg Barclays (BBC), Bloomberg 
6/30/21.

Past performance is not a guarantee of future 
results. Inherent in any investment is the 
potential for loss. 

The global recovery ushered in by unprecedented monetary policy,

fiscal largesse, and vaccinations continued in the second quarter.

Consensus estimates for global growth is 6.1% this year and 4.4% in

2022. That is a remarkable turnaround from where we were just 14

months ago and well above recent trend. Markets remain sensitive to

developments in COVID variants, economic data, Federal Reserve

policy, and fiscal negotiations. Bond markets became pessimistic on

progress in these areas in the quarter as interest rates fell.

The number of COVID cases declined markedly from last winter’s

surge but is rising again from a low base. The new Delta variant is

more contagious than previous strains such as B.1.1.7 and, cases are

likely to rise further. Fears of new lockdown measures may explain

some of the decline in Treasury yields. It is important to remember

that vaccines are highly effective against severe illness and much of

the U.S. population has immunity either through vaccines or past

infection. More importantly, the most at-risk segments of the

population received vaccinations first which has contributed to a

marked decline in the number of hospitalizations and deaths. We are

not blind to the risks posed by the virus and track its evolution closely.

Hospitalization levels are an important metric to watch as

policymakers are reluctant to return to lockdowns on higher case

counts alone. Ultimately, success against previous strains and the

level of vaccinations makes us confident that reopening will continue.

The economic data was mixed in the second quarter but points in a

positive direction. Payroll data was positive but slowed down from

the prior quarter. Inflation figures are rising but mostly from base

effects after last year’s shutdown. ISM manufacturing and services

surveys signal expansion but declined slightly.

Manufacturing data still signals expansion

Source: Bloomberg as of 6/30/21

2Q2021 YTD2021

HGST Gross 0.07 0.07

Net 0.03 -0.03

BBC US Gov/Cred 1-3Y 0.04 0.00

Ex BBB 0.00 -0.05

HGCI Gross 0.65 -0.43

Net 0.58 -0.58

BBC Int. Agg 0.78 -0.84

Ex. BBB/CMBS/ABS 0.61 -0.92

Int Gov Gross 0.42 -0.35

Net 0.37 -0.47

BBC Int Gov 0.62 -1.12

Corp 1-5 Gross 0.56 -0.06

Net 0.53 -0.10

BBC 1-5 Corp 0.70 0.10

BBC Int. Treasury 1.75 -2.58

BBC TIPS 1-10Y 2.30 2.36

BBC U.S. MBS 0.33 -0.77

BBC Int. Corp 1.70 -0.52

Industrials 1.75 -0.52

Financials 1.66 -0.44

BBC Muni 5 Year 0.48 0.17

ML High Yield 2.75 3.59

S&P 500 5.08 13.79
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We attribute the volatile data to the difficulty in restarting an economy from a sudden stop, rather than the end of the

expansion. We believe the labor market should strengthen as the year progresses. Most of those unemployed are in

service-related sectors that will benefit from reopening. School reopenings should help parents concerned about

childcare return to work. Also, federal unemployment benefits scheduled to expire in September should spur workers

to rejoin the labor force. Statistics such as job openings indicate there is a supply rather than demand problem in the

labor market, reducing fears of overheating. Inflation is typically caused by an overheating economy, but the inflation

seen so far is isolated in sectors impacted by the pandemic such as used cars. As the economy reopens, supply issues

should ease and inflation is likely to decline to the Fed’s 2% target.

The economy is on a strong enough footing that the Federal Reserve has begun discussions of tapering its asset

purchases. At their June meeting, participants median forecast was 2 rate increases in 2023, up from zero previously.

Some members see a rate hike as early as next year. By discussing tapering and bringing forward the prospect of rates

hikes sooner than expected, the market interpreted the Fed as turning hawkish. The yield curve flattened as short

rates rose and long-term rates fell. We view the recent market action as overdone and believe rates will resume their

upward momentum because Chair Powell has said in subsequent appearances that he is committed to not

preemptively hiking rates until the labor market returns to full employment on a broad basis. With unemployment at

elevated levels, this is likely still years away.

The Treasury curve experience significant flattening

Source: Bloomberg Barclays 6/30/21.

The contribution to growth from federal spending will decline next year but should remain robust. After passing over

$1.9 trillion aid package in March, the Democratic majority is seeking to pass a $600 billion infrastructure bill and $3.5

trillion budget resolution. There are hurdles to finding consensus among the Democratic caucus on size of spending

and tax increases, but the political reality is Democrats will want to pass another large spending package before next

year’s midterm elections. Also worth noting, consumer balance sheets are in strong position due to ample stimulus

and less opportunities to spend over the past, which could serve to counteract fiscal spending coming in below

expectations.

We advise investors to focus on the big picture – the economy is reopening, vaccines are effective, and policy settings

are accommodative. It is possible that the Fed tapers its monthly $120 billion bond buying based on stronger payrolls

later this year, but we believe the economy is strong enough to withstand this modest reduction in support. The Fed

has gone to great lengths to emphasize that taper is not tightening, and any changes will be gradual and well-

telegraphed. This reduces the chance of a replay of 2013’s taper tantrum.
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High Grade Intermediate Portfolio Positioning continued

In terms of duration and yield curve positioning, our strategies have less interest rate exposures than benchmarks and

would benefit from an increase in rates lead by longer maturities. We anticipate the recent fall in interest rates will

reverse as the fundamental economic data, particularly payrolls, improves as reopening accelerates, fiscal stimulus

gets closer to passage, and the Federal Reserve pushes back on the notion that taper discussions mean rate hikes are

imminent.

US growth may be peaking but will remain well above the pre-pandemic levels of 2% for the next two years. The

unemployment rate has fallen from 14.8% to 5.9% and should fall further if our view that people will rejoin the labor

market in coming months. In the last cycle, the unemployment rate hit 3.5% without creating much inflationary

pressure. This justifies the Fed approach to look through the current rise in inflation and wait for further healing in

the labor. Since recessions generally coincide with periods of Fed raising rates, the longer the Fed waits, the longer

the runaway for investments tied to the recovery to outperform. Growth appears to broadening out internationally

as vaccines become more widely available.

Our sector allocation reflects our constructive view. We are overweight corporate and taxable municipals as we see

them as bigger beneficiaries of reopening and easy policies at the expense of government bonds. We are slightly

negative on mortgage back securities where valuations appear overvalued if and when a major buyer in the Federal

Reserve starts to taper. We eliminated Treasury Inflation Protected securities recently based on valuations. This out

of benchmark allocation was the best performing segment of the investment bond market over the last year.



Important Disclosures

Past performance is not a guarantee of future results. Inherent in any investment is the potential for loss.
This document is not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient. Investments or strategies
described herein are provided as general market commentary, and there may be no account or fund managed by Fiera Capital Inc. for which investments or
strategies described herein are suitable due to the various types of accounts or funds that are managed by Fiera Capital Inc. Nothing herein constitutes an offer to
sell, or a solicitation of an offer to purchase, any securities, nor does it constitute an endorsement with respect to any investment area or vehicle. This material is
confidential and not to be reproduced or redistributed without the prior written consent of Fiera Capital Inc.
Certain information contained in this document may constitute “forward-looking statements,” which can be identified by the use of forward-looking terminology
such as “may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend” “continue,” or “believe” or the negatives thereof or other variations thereon
or comparable terminology. Due to various risks and uncertainties, actual events or results or the actual performance of any strategy or market sector may differ
materially from those reflected or contemplated in such forward-looking statements.
Statements regarding current conditions, trends or expectations in connection with the financial markets or the global economy are based on subjective
viewpoints and may be incorrect.
The information provided is proprietary to Fiera Capital Inc. and it reflects Fiera Capital Inc.'s views as of the date of this document. Such views are subject to
change at any point without notice. Some of the information provided herein is from third party sources and/or compiled internally based on internal and/or
external sources and are believed to be reliable at the time of production but such information is not guaranteed for accuracy or completeness and was not
independently verified. Fiera Capital Inc. is not responsible for any errors arising in connection with the preparation of the data provided herein. No
representation, warranty, or undertaking, express or implied, is given as to the accuracy or completeness of such information by Fiera Capital Inc. or any other
person; no reliance may be placed for any purpose on such information; and no liability is accepted by any person for the accuracy and completeness of any such
information.
Any charts, graphs, and descriptions of investment and market history and performance contained herein are not a representation that such history or
performance will continue in the future or that any investment scenario or performance will even be similar to such chart, graph or description. Any charts and
graphs contained herein are provided as illustrations only and are not intended to be used to assist the recipient in determining which securities to buy or sell, or
when to buy or sell securities. Any investment described herein is an example only and is not a representation that the same or even similar investment scenario
will arise in the future, or that investments made will be as profitable as such examples or will not result in a loss to any such investment vehicles. All returns are
purely historical and are no indication of future performance.
Allocations presented herein are as of the date noted and subject to change. Returns reflect the reinvestment of income and other investment proceeds.
Composite Definitions:
Fees: Gross performance results do not reflect the deduction of management fees or other expenses. Net performance results, when shown, are calculated using
the highest total fees and expenses currently charged to any account, fund, or other investment vehicle using this strategy, including management fees and all
other expenses, but excluding custody fees.

High Grade Short Term (HGST): The High Grade Government/Credit Short Term Composite was created April 30, 2012. The Composite consists of all fully
discretionary, fee paying separately managed accounts in the High Grade Government/Credit Short Term style. The strategy is a relative return focused
mandate appropriate for investors with an 1-3 year investment horizon, seeking to maximize return with a lower degree of principal volatility than typical
aggregate market strategies. The minimum account size for this composite is $2.5 million.
Intermediate Government (Int Gov): The Intermediate Government (IG) Composite was created January 1, 2014. The Composite consists of all fully
discretionary, fee paying separately managed accounts in the Intermediate Government style. The strategy is a relative return focused mandate appropriate
for investors with an indefinite investment horizon desiring exposure to government supported credits. Benchmark: Barclays Intermediate Government Index.
The minimum account size for this composite is $500,000.00
High Grade Core Intermediate (HGCI): The High Grade Core Intermediate Composite was created September 30, 2005. The Composite consists of all fully
discretionary, fee paying separately managed accounts in the High Grade Core Intermediate style. The High Grade Core Intermediate strategy is a relative
return focused mandate appropriate for investors with an indefinite investment horizon, seeking to maximize return with a lower degree of principal volatility
than typical aggregate market strategies. The minimum account size for this composite is $2.5 million.
Corporate Index Replication (Corp 1-5): The High Grade Core Intermediate Composite was created September 30, 2005. The Composite consists of all fully
discretionary, fee paying separately managed accounts in the High Grade Core Intermediate style. The High Grade Core Intermediate strategy is a relative
return focused mandate appropriate for investors with an indefinite investment horizon, seeking to maximize return with a lower degree of principal volatility
than typical aggregate market strategies. The minimum account size for this composite is $2.5 million.

Index Definitions:
It is not possible to invest directly in an index. Investors pursuing a strategy similar to an index may experience higher or lower returns and will bear the cost of fees and
expenses that will reduce returns.
The ISM manufacturing index, also known as the purchasing managers' index (PMI), is a monthly indicator of U.S. economic activity based on a survey of
purchasing managers at more than 300 manufacturing firms. It is considered to be a key indicator of the state of the U.S. economy.
Bloomberg Barclays 1-3 Yr Gov/Credit is the 1-3 Yr component of the U.S. Government/Credit Index. The Government/Credit Index includes securities in the
Government and Credit Indices. The Government Index includes Treasuries (i.e., public obligations of the U.S. Treasury that have remaining maturities of more
than one year) and agencies (i.e., publicly issued debt of U.S. Government agencies, quasi-federal corporations, and corporate or foreign debt guaranteed by the
U.S. Government). The Credit Index includes publicly issued U.S. corporate and foreign debentures and secured notes that meet specified maturity, liquidity, and
quality requirements. Bloomberg Barclays 1-3 Yr Gov/Credit Ex BBB is the same index as previous but excludes BBB securities. Bloomberg Barclays Intermediate
Aggregate Index is the intermediate component of the US Aggregate Index. The Bloomberg Barclays U.S. Aggregate Index represents securities that are SEC-
registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, with index components for government and
corporate securities, mortgage pass-through securities, and asset-backed securities. These major sectors are subdivided into more specific indices that are
calculated and reported on a regular basis. The Bloomberg Barclays Intermediate Aggregate ex CMBS/ABS/BBB Index is the same index as previous but excludes
commercial mortgage backed securities (CMBS), asset backed securities (ABS), and BBB rated bonds. Bloomberg Barclays Intermediate Government Index
includes Treasuries (i.e., public obligations of the U.S. Treasury that have remaining maturities of more than one year) and agencies (i.e., publicly issued debt of
U.S. Government agencies, quasi-federal corporations, and corporate or foreign debt guaranteed by the U.S. Government) between 1-10 years maturity.
Bloomberg Barclays U.S. Corporate Investment Grade Index is a rules-based and market value weighted index of publicly issued U.S. corporate bonds. To be
included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, S&P, Fitch. Bonds
in the Index must have at least one year to final maturity regardless of call features and have at least $250 million par amount outstanding. Bonds in the Index
must be fixed rate, although it can carry a coupon that steps up or changes according to a predetermined schedule, must be dollar-denominated and non-
convertible and must be publicly issued. The Bloomberg Barclays 1-5 Corporate Index is the 1-5 year component of the Corporate Index. The Bloomberg Barclays
Intermediate Corporate Index is the Intermediate component of the Corporate Index.
S&P/Case-Shiller U.S. National Home Price Index measures the change in the value of the U.S. residential housing market by tracking the purchase price and resale
value of single-family homes that have undergone a minimum of two arm's-length transactions.
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