Ninepoint Fixed Income
Strategy
September 2019 Commentary
Monthly commentary discusses recent developments
across both the Diversi ed Bond and Credit Income
Opportunities Funds.

Investment Team
Mark Wisniewski,

Partner, Senior Portfolio
Manager

Macro

Etienne BordeleauLabrecque, MBA, CFA

September was a strange month. It started with sentiment
and government bond yields at rock bottom, then the
prospect of new trade talks in Washington in October (for
the nth time) raised hopes, triggering a signi cant sell o
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in government bonds (Figure 1), only to be followed with
poor data and further acrimonious trade rhetoric. As we have said before, the stando between the
US and China is here to stay and we should expect regular bursts of volatility around this theme.
There is no way for us (nor anyone else really) to anticipate these wild swings, so the best we can do
is stick to our medium-term thesis.

Source: Bloomberg

In the rst week of October, incoming data for September continued to show economic softness. The
US ISM Purchasing Managers Index (PMI) for manufacturing is at its lowest since 2009 (Figure 2) and
the services PMI, while still in expansionary territory, is softening further.

Source: Bloomberg

Looking at other indicators of business activity, we found that business loan growth is also softening,
with rms holding back investments in the face of uncertainty (Figure 3).

Source: Federal Reserve, Ninepoint Partners

The bright spot in the U.S. continues to be the consumer; personal consumption is responsible for
most of the growth in GDP so far this year. However, the labour market has softened materially.
Figure 4 below shows the annual % change in average hourly earnings and the 6-month moving
average change in US non-farm payrolls. As the U.S. gets closer to full employment (at 3.5%
unemployment rate, we could argue we are at full employment), it is to be expected that the pace of
job creation would soften. What is striking to us in this chart is that wages, which tend to go up in a
tight labour market, have instead started to soften. Perhaps we have reached the point in the cycle
where the labour market stops tightening?

Source: Bloomberg, Ninepoint Partners

We already know from a range of surveys that business con dence has been negatively impacted by
the trade wars and that as a result, investment decisions are being deferred. It therefore makes
sense for businesses to also defer hiring decisions and, faced with margin pressures due to the
tari s, push back against higher wages. Su ce to say, with investment already slowing, we will be
keeping a close eye on incoming consumer data as it will con rm or in rm our end of cycle thesis.
We know the Federal Reserve will be looking for the same signals as us to inform their path forward.
For now, having cut rates twice already and signalled their willingness to do more if necessary, we
expect the Fed to cut rates again at their October 30th meeting (same date as the BoC by the way,
which is quite rare). Also of note, the Fed in the middle of September had to remedy an extremely
unstable nancial system. A con uence of factors led to a lack of liquidity in the overnight funding
markets. Without going into minute details, the result is that the Fed, for the rst time since the
Financial Crisis, had to intervene in funding markets and inject overnight liquidity. For all intents and
purposes, the Fed’s balance sheet has (already) shrunk too much and it now must grow. Indeed, that
has already started to happen (Figure 5).

Source: Federal Reserve

The ECB also had an important meeting in September, where they announced a long-expected
easing package. The overnight rate was dropped by 10bps to -50bps and new measures to make
these negative rates less onerous for banks as well as a new 20bn Euros a month QE program
starting on November 1st. One of the most salient messages from Mario Draghi was the conditional
forward guidance that was introduced: as long as in ation is not sustainably at their less than 2%
target, they will not raise rates. And as long as they do not raise rates, they will keep the QE program
alive. Given the very weak in ation dynamics in the euro-zone (they have not even remotely
approached their target in 10 years), the whole term structure of interest rates should atten
towards the overnight rate. After the event, we sold our 10-year French government bonds and
bought 30-year bonds as we think there is more price upside as the curve attens.
With all that monetary easing elsewhere around the world, where does this leave the Bank of
Canada? For now, it seems like they are happy to wait and see. The economy is at potential,
unemployment is low and in ation at target, so they have very little incentive to spend any of their
precious monetary space on “insurance cuts”. Until the data turns for the worse (and follows the rest
of the world’s), we expect little action from the BoC.
Finally, the start of the impeachment proceedings against President Trump is yet another source of
potential volatility. His erratic behaviour and tweets seem to have taken a turn for the worse. The
self proclaimed “stable genius” is in for a test of character.
Credit
From a broad perspective, credit continues to behave very well, September was a very active month
for new issues as corporates took advantage of low yields, tight spreads and a street starved for
product. For example, Bell Canada issued a 10-year bond with a coupon of only 2.99%. However,
under the surface, some segments of the credit markets are showing some early signs of strain.
Figure 6 below shows credit spreads on various rating sub-segments of the US high yield market
(dotted lines represent averages). While the higher quality BB and B rated bonds still trade below

their 5-year averages, the riskier C rated portion of the market has underperformed this year and
spreads still stand near the highs reached late last year.

Source: ICE/BaML Bond Indicies

We hear of similar conditions in leveraged loans, where several large issuers now trade at distressed
levels. With a decelerating global economy, weak and highly leveraged companies become more at
risk of default, scaring investors away. So, for now, the tone is generally good, but under the surface
we can distinctly feel investors’ lack of appetite for truly risky credits.
Diversi ed Bond Fund (DBF)
Due to the large sell o in government bonds in September, the fund returned -70bps. However, that
is on the back of a 1.89% gain in August, where government bond yields declined very rapidly. Some
retracement from very overbought conditions was to be expected. Duration increased slightly to 6.5
years as we switched our 10-year French government bonds into 30-year. Apart from that, there
were very few changes made to the portfolio. In credit, we remain cautious with lower duration and
higher quality corporate bonds.

Diversi ed Bond Fund Portfolio Characteristics:

Source: Ninepoint Partners

Credit Income Opportunities Fund (Credit Opps)
The Credit Opps was down 9bps (Series A) in September, largely due to weakness in our US 10-year
treasury notes, o set by strength in our credit positions. There were no major changes in the fund in
September, we are comfortable with the current fund positioning and prefer to wait for better
opportunities to emerge before making meaningful portfolio construction changes.

Credit Income Opportunities Portfolio Characteristics:

Source: Ninepoint Partners

Conclusion

With the deterioration in global economic data, we expect markets to continue to be volatile, both
on the upside and the downside. After a strong start to the year, we aim to be prudent and keep the
portfolios liquid, so that we can act from a position of strength.
Until next month,
The Bond Team: Mark, Etienne and Chris

NINEPOINT DIVERSIFIED BOND CLASS - COMPOUNDED RETURNS¹ AS OF NOVEMBER
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All Ninepoint Diversi ed Bond Fund 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 September 30, 2019
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All Ninepoint Credit Income

Opportunities Fund returns and fund details are a) based on Class A units (closed to subscriptions); b) net of fees;
c) annualized if period is greater than one year; d) as at September 30, 2019.
The Ninepoint Diversi ed Bond Fund is generally exposed to the following risks. See the prospectus of the
Fund for a description of these risks: Capital depletion risk (Series T, Series FT, Series PT, Series PFT, Series QT,
and Series QFT shares only); Capital gains risk; Class risk; Concentration risk; Credit risk; Currency risk;
Cybersecurity risk; Derivatives risk; Exchange traded funds risk; Foreign investment risk; In ation risk;
Interest rate risk; Liquidity risk; Regulatory risk; Securities lending, repurchase and reverse repurchase
transactions risk; Series risk; Short selling risk; Speci c issuer risk; Tax risk; Tracking risk.

The Ninepoint Credit Income Opportunities Fund is generally exposed to the following risks. See the o ering

memorandum of the Fund for a description of these risks: General Economic and Market Conditions;
Assessment of the Market; Not a Public Mutual Fund; Limited Operating History for the Fund; Class Risk;
Charges to the Fund; Changes in Investment Objective, Strategies and Restrictions; Unitholders not Entitled
to Participate in Management; Dependence of the Manager on Key Personnel; Reliance on the Manager;
Resale Restrictions; Illiquidity; Possible E ect of Redemptions; Liability of Unitholders; Potential
Indemni cation Obligations; Lack of Independent Experts Representing Unitholders; No Involvement of
Una

liated Selling Agent; Valuation of the Fund’s Investments; Concentration; Foreign Investment Risk;

Illiquidity of Underlying Investments; Tax; Litigation; Fixed Income Securities; Equity Securities; Idle Cash;
Currency Risk; Suspension of Trading.
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
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 September 30, 2019 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

