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

Macro
Entering 2021, the biggest risk we had on our radar was a policy
mistake driven by the interaction between  scal and monetary
policy. To us, a strong  scal impulse in Canada and the US could
drive economic activity too high too fast and force Central Banks to
walk back their historically accommodative monetary stance. The
outcome we feared was a repeat of the 2013 “Taper Tantrum”,
where interest rates shot up and risk assets sold o  as the Chairman then Ben Bernanke signalled an end to
the Fed’s QE program.

This time the market did not wait for the Fed to start talking about tapering or raising rates, it simply started
moving interest rates higher well ahead of any new policy changes. In other words, the bond market is telling
the Fed that it does not believe in its new framework and that the most recent (December 2020) guidance on
QE and the dot plots, which show no rate hikes until 2024, will be proven wrong. This is a big test of the Fed’s
new framework, which was unveiled at the Jackson Hole Symposium in August 2020, less than 6 months ago.

At the time of writing, the bond market had fully priced 100bps of rate hikes between now and year-end 2023,
with lift-o  occurring early 2022 (Figure 1). This is more than two years ahead of the Fed’s most recent
communication and guidance.

This rapid repricing of rate hike expectations (and monetary tightening) has led to a large and rapid increase in
interest rates (except for the very front end of the curve, which remains anchored by the Central Bank). What is
di erent this year is that the increase in rates has been driven by rising real yields (Figure 2 below) as opposed
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to late last year, which was driven by higher in ation expectations supporting the “re ation” narrative. This
matters because higher real yields directly and immediately tighten  nancial conditions. Indeed, since the rate
sello , equities have sold o  meaningfully, particularly high- ying tech stocks with little cash  ows and large
terminal values. Since the peak, the Nasdaq 100 index has declined 11%, more than twice the decline in the
more diversi ed S&P 500.

Given the obvious contradiction between the market’s expectations and the Fed’s communication, one would
have expected Fed o cials to push back against market pricing. But surprisingly, this has not been the case;
speeches and other communications have been very dismissive of the recent move in rates, leaving us to
ponder whether the Fed’s past guidance is really credible, or if they have abruptly changed their minds on the
most likely path of the economy.

We, similar to other market participants, are anxiously waiting the March 17  FOMC meeting to get a full
update on the Fed’s latest thoughts, forecasts, and dot plots (their expectations of future rate hikes). Since the
last meeting (December 2020), a lot of  scal stimulus has been announced (as discussed in last month’s
commentary) and they will certainly incorporate these latest developments into their forecasts. What remains
to be seen is whether they explicitly push back against market expectations, or if they let things play out. For
now, the sello  in government bonds, equities and, to a lesser extent, credit has left  nancial conditions mildly
tighter, but if things continue to deteriorate over the next few weeks, we expect the Fed will feel more pressure
to intervene.

In a worst-case scenario, if the Fed does nothing to dispel the notion of rate hikes as early as 2022, we expect
that real 10-year yields could trade as high as -50bps (another 15bps from current levels). Coupled with
in ation expectations in the 2.25% range, this could mean a yield of about 1.75% and 1.65% on 10-year US and
CAD bonds, respectively.

Credit
Relative to the sello  in equities, credit has continued to be quite resilient. Of course, spreads are a bit wider in
sympathy with equities, but so far, the moves have been very muted at the index level. Under the surface,
higher beta credit is underperforming, and new issues are more di cultly absorbed by the street. As discussed
previously, credit spreads had moved abruptly tighter, relative to the economic recovery. It is never easy when
interest rates move signi cantly higher, but the good news is all-in yields are materially higher and looking
much more attractive (Figure 3). Over the next month, we will start terming out some of our short-dated
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positions into higher yielding sectors. More on that later.

Speaking of new issues, the  rst week of March has been extraordinarily busy, and the street is starting to feel
a bit over-extended. Accordingly, we believe the new issues market will return to normal where new deals
come with better concessions. This will come in handy as we term out our IG book.

Diversi ed Bond Fund (DBF)
February had been a challenging month for bond funds, and the DBF is no exception. With interest rates
increasing anywhere from 30 to 50bps in a month (Figure 4), there was nowhere to hide. Still, the changes we
had made early in January, selling all our government bonds, TLT options, and short positions in 10 and 30-year
Canada and US government bonds allowed us to dampen the volatility of the portfolio (~30% downside capture
vs broad indices). At the time of writing, we essentially own no government bonds and most of our longer
duration IG positions have been hedged against interest rate risk. While we are by no means happy with a
-0.94% month, we believe, given the circumstances, we managed as well as we could have through this bout of
market volatility, and our current portfolio positioning will allow us to bene t from this higher level of rates and
wider credit spreads.



To put the interest rate move into perspective we’ve added a chart that shows the move in rates by term. Our
fund owns a lot of 1 to 3-year credit, that we will slowly be recycling into higher yielding alternatives in the belly
(5-10 year) area of the credit curve. We aren’t completely out of the woods yet, but the government bond
market is starting to show signs of stabilization, so the worst of the sello  might now be behind us.

Credit Income Opportunities Fund (Credit Opps)
The Credit Opps performed well in February, returning 55bps. Slightly wider credit spreads were more than
o set by the income the fund generates, and with its very low duration, the fund was not materially impacted
by the sell-o  in government bonds. This is exactly the type of environment this strategy outperforms
traditional bond funds; having greater access to more tools to hedge risks (in this case interest rate risk) and a
greater variety of income producing securities allowed the fund to navigate this turmoil unscathed.



To manage any unexpected credit event the fund has a solid book of tail hedges using options on the HYG ETF.
Should credit start to be more volatile, we will have some ballast to help us navigate the environment.

Conclusion
It has been a rocky start to the year, and the early signs of the “Taper Tantrum” we feared has materialized
much sooner than we expected. Thankfully, we had positioned the portfolios to be more defensive, waiting for
a better entry point to add duration and credit risk. We are now getting closer to levels where things are
looking more attractive, which should bode well for future returns.

Until next month,

Mark & Etienne
Ninepoint Partners



NINEPOINT DIVERSIFIED BOND CLASS - COMPOUNDED RETURNS¹ 
AS OF FEBRUARY 28, 2021 (SERIES F NPP221)

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

Fund -0.9% -1.2% -0.9% -0.1% 2.8% 3.0% 4.2% 4.5%

NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ 
AS OF FEBRUARY 28, 2021 (SERIES F NPP118)

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

Fund -0.9% -1.1% -0.9% -0.1% 3.0% 3.2% 4.3% 4.0% 4.4%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED RETURNS¹ 
AS OF FEBRUARY 28, 2021 (SERIES F NPP507)

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

Fund 0.6% 1.2% 3.6% 6.9% 14.9% 6.3% 7.8% 5.9%

 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, 2021  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, 2021.

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 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, 2021 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
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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


