
Investment Team

Mark Wisniewski,
Partner, Senior Portfolio
Manager

Etienne Bordeleau-
Labrecque, MBA, CFA
Vice President, Portfolio
Manager

,

Ninepoint Fixed Income
Strategy
February 2020 Commentary

Monthly commentary discusses recent developments
across both the Diversi ed Bond and Credit Income
Opportunities Funds.

Macro

What a month February was; as feared, the coronavirus
has continued to spread, although cases are plateauing,
in China, it is now spreading in other countries (Japan,
Korea, Italy and Iran). These countries have responded
forcefully, isolating entire cities, shutting down schools
and quarantining people. According to several experts, it is a matter of when, not if, the rest of the
world sees similar outbreaks. Accordingly, global growth expectations have been revised
downwards, with several forecasters now expecting  at to negative growth in the  rst half of 2020.
Still, the risks remain to the downside, suggesting that a global recession is a non-trivial possibility.
For now, economic data has yet to re ect the impact of the virus, but if the Chinese PMIs are any
guide of things to come, this could turn ugly very quickly. Figure 1 below shows the Chinese
Manufacturing and Services PMIs, which plunged to all time lows in February. Given the extent of
the containment actions taken by the Chinese, it shows how quickly this virus outbreak can change
an economy’s fortunes.

After virtually ignoring the virus for the past two months, the equity and credit markets have  nally
taken notice. The last week of February saw the biggest decline (11.5%) in the S&P 500 since the
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great recession of 2008. The VIX jumped to 50 and credit spreads widened. Still, the starting point
for this sello  was all time high equity markets (and very rich valuation multiples) and credit
spreads at nosebleed levels, so even with the recent sello , we think it’s too early to go bargain
shopping.

Several market participants are expecting a V-shaped recovery, hoping that the virus spread slows
down with the spring weather and that growth comes back to trend in the second half of 2020. We
think this is optimistic; China has been battling the outbreak with very extreme containment
measures, something that is unlikely in the rest of the world. We are already seeing signs of
community transmission (transmission of the virus by people that can’t be traced back to China),
which suggests that the virus is now well established and spreading outside China.

So far, central banks have responded forcefully; in a very unusual move, the Fed cut rates by 50bps
on March 3rd (the last intermeeting cut was in October 2008) and the Bank of Canada followed
with another 50bps rate cut on the 4th. Current market expectations are for another three or four
cuts in the next 12 months by both central banks (Figure 2). Elsewhere, the ECB and BoJ have less
room to maneuver, having already cut rates to zero (or negative) and buying assets. They could cut
deeper in negative territory, or, as we think is more likely, increase the size of their QE programs.

Unfortunately, there is only so much that a central bank can do to help in this situation. This is
mostly a public health issue, a supply shock and  nally a negative con dence shock. People not
going to work because of quarantines means less supply of labour. Factories not producing in
certain parts of the world means supply chains are disrupted, with ripple e ects everywhere, even
where there’s no virus contagion per se. Finally, public fear of the virus means people stay home,
defer non-essential purchases and keep spending at a minimum. There’s no telling how long the
psychological impact of these changes will weight on people’s behaviour. There’s very little a 50, 75
or even 100bps rate cut can do to o set these challenges.

All this to say that the V-shaped recovery market participants are hoping for seems elusive. It will
take time for all this to get behind us. At the moment, North America has been relatively spared
from a large virus outbreak, but it is probably only a matter of time before it spreads here, at which



point investors will need to grasp the extent of the disruption and re ect it more fully into asset
prices. On a positive note, the tail risks surrounding the US election has somewhat subsided, as it
seems increasingly likely that Joe Biden could win the Democratic Nomination, removing the risk
that Bernie Sanders and his socialist agenda might make it to the White House. The situation
remains  uid and we will continue to assess the risks emanating from the 2020 US Presidential
Election as the year progresses.

Credit

While the correction in equities has so far been quite rapid, credit has been slower to react. Over
the past month, spreads on IG and HY did move wider, however, compared with previous
recessionary episodes, they should have more to go. Figure 3 below shows US High Yield and
Canadian Corporate credit spreads over the past 10 years. During times of credit stress, High Yield
spreads climbed to around 700bps or greater, and investment grade corporate spreads moved
above 130bps. Although they are moving in the right direction, spreads at 500bps and 110bps for
HY and IG, respectively, appear to be too low, relative to the environment.

Diversi ed Bond Fund (DBF)

Following the massive decline in US government bond yields during the month, we closed our TLT
ETF position as it’s P&L was maxed out. Given the magnitude of the rally year to date, we will wait
for a pull back to add more duration with government bonds.

In credit, there’s been no change to our stance, we have been cautious in our positioning and
maintain our defensive position. We are starting to see some interesting opportunities in credit;
and if the deterioration persists, we will start to add selective positions in IG and HY.

Subsequent to month end, we monetized our investment in French 30-year government bond and
replaced them with equivalent maturity Canadian government bonds. Similar to our thesis in
Europe last year, as the BoC cuts rates towards zero and the market internalizes this, we believe
that the Canadian yield curve will bull  atten, thus bene ting a position in the long end of the
curve.



Credit Income Opportunities Fund (Credit Opps)

There were no material changes in the Credit Opps this past month. Leverage remains low and
credit quality high. The small increase in the High Yield weight is attributable to the purchase of 5-
month Kraft Heinz bonds, which got downgraded to junk during the month. We took advantage of
this fallen angel situation to buy those very short dated bonds on the cheap.

Conclusion

We wish our clients and their families good health and the best of luck navigating these challenging



conditions.

Until next month,
The Bond Team: Mark, Etienne and Chris

Ninepoint Partners

 



NINEPOINT DIVERSIFIED BOND CLASS - COMPOUNDED RETURNS¹ 
AS OF AUGUST 31, 2020 (SERIES F NPP221)

1M YTD 3M 6M 1YR 3YR 5YR INCEPTION

Fund -0.2% 5.3% 2.8% 3.0% 3.6% 3.6% 3.8% 4.8%

NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ 
AS OF AUGUST 31, 2020 (SERIES F NPP118)

1M YTD 3M 6M 1YR 3YR 5YR 10YR INCEPTION

Fund -0.2% 5.4% 2.9% 3.1% 3.8% 3.8% 3.9% 4.6% 4.6%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED RETURNS¹ 
AS OF AUGUST 31, 2020 (SERIES F NPP507)

1M YTD 3M 6M 1YR 3YR 5YR INCEPTION

Fund 2.3% 8.5% 10.3% 7.4% 9.0% 5.4% 5.4% 5.1%

 All Ninepoint Diversi ed Bond Fund/Class returns and fund details are a) based on Series F units; b) net of fees;

c) annualized if period is greater than one year; d) as at February 28, 2020  All Ninepoint Credit Income

Opportunities Fund returns and fund details are a) based on Class F units (closed to subscriptions); b) net of fees;

c) annualized if period is greater than one year; d) as at February 28, 2020.

The Risks associated worth investing in a Fund depend on the securities and assets in which the Funds

invests, based upon the Fund's particular objectives. There is no assurance that any Fund will achieve its

investment objective, and its net asset value, yield and investment return will  uctuate from time to time

with market conditions. There is no guarantee that the full amount of your original investment in a Fund will

be returned to you. The Funds are not insured by the Canada Deposit Insurance Corporation or any other

government deposit insurer. Please read a Fund's prospectus or o ering memorandum before investing.

Ninepoint Credit Income Opportunities Fund is o ered on a private placement basis pursuant to an o ering

memorandum and are only available to investors who meet certain eligibility or minimum purchase amount

requirements under applicable securities legislation. The o ering memorandum contains important information

about the Funds, including their investment objective and strategies, purchase options, applicable management

fees, performance fees, other charges and expenses, and should be read carefully before investing in the Funds.

Performance data represents past performance of the Fund and is not indicative of future performance. Data

based on performance history of less than  ve years may not give prospective investors enough information to

base investment decisions on. Please contact your own personal advisor on your particular circumstance. This

communication does not constitute an o er to sell or solicitation to purchase securities of the Fund. 

Ninepoint Partners LP is the investment manager to the Ninepoint Funds (collectively, the “Funds”). Commissions,

trailing commissions, management fees, performance fees (if any), other charges and expenses all may be
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associated with mutual fund investments. Please read the prospectus carefully before investing. The indicated

rate of return for series F units of the Fund for the period ended February 28, 2020 is based on the historical

annual compounded total return including changes in unit value and reinvestment of all distributions and does

not take into account sales, redemption, distribution or optional charges or income taxes payable by any

unitholder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently

and past performance may not be repeated. The information contained herein does not constitute an o er or

solicitation by anyone in the United States or in any other jurisdiction in which such an o er or solicitation is not

authorized or to any person to whom it is unlawful to make such an o er or solicitation. Prospective investors

who are not resident in Canada should contact their  nancial advisor to determine whether securities of the Fund

may be lawfully sold in their jurisdiction.

The opinions, estimates and projections (“information”) contained within this report are solely those of Ninepoint

Partners LP and are subject to change without notice. Ninepoint Partners makes every e ort to ensure that the

information has been derived from sources believed to be reliable and accurate. However, Ninepoint Partners

assumes no responsibility for any losses or damages, whether direct or indirect, which arise out of the use of this

information. Ninepoint Partners is not under any obligation to update or keep current the information contained

herein. The information should not be regarded by recipients as a substitute for the exercise of their own

judgment. Please contact your own personal advisor on your particular circumstances. Views expressed regarding

a particular company, security, industry or market sector should not be considered an indication of trading intent

of any investment funds managed by Ninepoint Partners LP. Any reference to a particular company is for

illustrative purposes only and should not to be considered as investment advice or a recommendation to buy or

sell nor should it be considered as an indication of how the portfolio of any investment fund managed by

Ninepoint Partners LP is or will be invested. Ninepoint Partners LP and/or its a liates may collectively bene cially

own/control 1% or more of any class of the equity securities of the issuers mentioned in this report. Ninepoint

Partners LP and/or its a liates may hold short position in any class of the equity securities of the issuers

mentioned in this report. During the preceding 12 months, Ninepoint Partners LP and/or its a liates may have

received remuneration other than normal course investment advisory or trade execution services from the

issuers mentioned in this report.

Ninepoint Partners LP: Toll Free: 1.866.299.9906. DEALER SERVICES: CIBC Mellon GSSC Record Keeping Services:

Toll Free: 1.877.358.0540


