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Macro: Les Montagnes Russes

With the Russian invasion of Ukraine comes
important rami cations for global geopolitics
and commodity markets. While we are by no
means experts on war, we will o er here our
best assessment of what this means for interest
rates and credit. Notwithstanding the tragic human and humanitarian costs of this invasion,
Russia and Ukraine are above all commodity exporters. Russia is of course well known for its
oil and gas, but it also exports many minerals and fertilizers. The vast plains of Ukraine
produce agricultural commodities, which will no doubt be impacted by the war. Therefore,
in a world already plagued by high in ation, this war’s impact on the global economy should
be above all in ationary.

Now, had in ation been low and under control, central banks might have seen the spike in
commodity prices as temporary and decided to sit on their hands. But with in ation already
high and in ation expectations moving up, this additional price shock is particularly
unwelcome.

While higher prices are an e ective tax on consumption, Canada and the U.S. are signi cant
energy and commodities producers, which should help soften the blow on our economies.
Therefore, barring a signi cant decline in economic growth in North America, we expect that
the Fed and the BoC will continue with their rate hike plans. The BoC hiked once during the
 rst week of March, indicating, as expected, that they are embarking on a “series of rate
hikes”. The Fed is set to meet mid-March as well, and we fully expect them to raise 25bps to
start. Ultimately, more in ation means both central banks increase rates 5 to 6 more times
this year and higher rates across the yield curve.

In Europe, the situation is a bit more challenging for the ECB and BoE. Europe is very reliant
on Russian oil and gas and, unlike North America, is a net importer of energy. Therefore, a
prolonged period of extremely elevated energy costs is more likely to lead to an economic
slowdown, perhaps even a recession. In this context, we expect the ECB to delay their exit
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from QE until later this year, with rate hikes very unlikely until next year. In the UK, the BoE
has already hiked to 50bps, and is expected to continue given the wage-price dynamics,
even as growth expectations are declining.

Credit

While both January and February have been soft for credit (credit spreads have widened),
each month had di erent factors leading to the weakness. January’s theme centered around
expectations for aggressive monetary policy tightening to tame high in ation, which
spooked most risk assets (credit inclusive). Come February, the market turned its attention
towards the escalating concerns of a potential invasion of Ukraine by Russia, which sadly
came to fruition on February 24th. Since the invasion, volatility has been very high as the
market continues to digest news  ow coming out of Europe, which we expect to continue
until the maximum impact of current and potential future sanctions has been discounted.

To put things in perspective, with corporate credit spreads at 150bps (Figure 1 below), they
are as wide as the late 2018 sello  (equities down 20%), 25bps from the peaks around the
Europe Sovereign Debt Crisis of 2012 and about 50bps from the levels reached during the
2015/2016 oil crash. Of course, things could get worse before they get better, but credit
spreads, at current levels, are discounting a lot of bad news already. Our expectation would
be for them to mean revert at some point, retracing back to a narrower level.

Source: Bloomberg

Turning to sectors, there has been nowhere to hide from the spread widening YTD, every
single sector has been a ected. As crude oil continues to make new highs, the oil and gas



producer segment has fared relatively well, only widening ~20bps YTD. For context, REITs,
another high-beta sector, have seen spreads drift ~40bps wider. We have used the strength
in the energy sector to trim some of our positions that were initiated back in early 2020, at a
time of extreme market dislocation. Suncor and Canadian Natural Resources are just two
examples of some of the energy companies we have trimmed across the portfolios. While
commodities prices may still rise from here on continued Russia/Ukraine uncertainty, we
believe that most of the potential upside on energy companies will now accrue to
shareholders, as opposed to bondholders. The industry wide de-leveraging theme is largely
behind us.

Turning to the primary market, the continued market uncertainty has weighed on bond
supply as both issuers and investors remain cautious. For context, YTD Canadian dollar new
issue supply is down 14% versus last year, with the new issue market being essentially
closed for the last week of February. As always, we continue to be prudent when assessing
new issues and try to use the opportunities to add to names we like.

Lastly, while market uncertainty creates short term volatility, it also creates opportunities.
The most recent earnings season in Canada and the US have been solid, company
fundamentals remain strong, which provides attractive entry points into companies we like.
So far this month, we have executed on some compelling relative value opportunities in the
pipeline sector, and with the underperformance of the REIT sector year-to-date, we are on
the hunt for company speci c catalysts within the sector.

Diversi ed Bond Fund (DBF):

While government bond yields in Canada began February on the rise, the Russia/Ukraine
crisis reversed that trend which led to yields being essentially  at on the month. While credit
spreads did widen in February as discussed above, the lack of upward movement in
government yields helped lead to stronger performance in February vs January in the
portfolio. Even though our duration remains very low, upward moves in yields still detracted
from our performance. As a reminder, about 35% of our portfolio’s exposure is to  oating
rates, which should prove bene cial with additional rate hikes expected this year. The back
up in yields YTD, coupled with credit cheapening, provides a compelling entry point. The
portfolio yield is now 3.8%, 30bps higher than just one month ago.



Source: Ninepoint Partners

Alternative Credit Opportunities Fund (NACO):

As NACO is a credit focused strategy, with no government bonds, the widening in credit
spreads so far this year has resulted in a negative mark-to-market. Every single sector in
Canada and the US has widened between ~20bps to ~40bps (with continued widening in
March), so there has been nowhere to hide. That being said, we have taken advantage of
some of the sector divergences to capitalize on the relative winners to reposition the
portfolio for additional opportunities throughout the year as they arise. We continue to
believe the current environment is an attractive entry point as the portfolio’s yield now sits
at 6.1% as of February month end. Duration and average credit rating are 1.9 years and BBB
respectively.

As a reminder, earlier this year we layered in some additional interest rate hedging,
converting  xed rate bonds to  oating, in anticipation of higher yields. This helped reduce
the portfolio’s duration from 3 to 1.9 years which has been bene cial YTD, especially since
the Bank of Canada began their interest rate hike cycle in March.



Source: Ninepoint Partners

Credit Income Opportunities Fund (Credit Ops):

The Credit Ops is a credit focused strategy, so wider credit spreads lead to mark-to-market
losses. So far this year, the fund is down 3.36%, which is similar in magnitude to past
experience (table below). Although, we can’t predict when credit spreads reverse their
trend, but the table below illustrates post performance when spreads narrow, in similar and
more signi cant MTM environments.

Therefore, the fund is behaving as expected.

Source: Ninepoint Partners

So far this year the bad news has been credit spreads widening, leading to mark-to-market
losses. The good news is: credit spreads are wider, therefore, the fund yields a lot more
(7.6% at month end) with very low duration exposure (1.4 years) and stable credit quality
(BBB average rating, clustered around BBB).



Source: Ninepoint Partners

Conclusion

It has been a challenging start to the year; between in ation, rate hikes, war and commodity
prices, volatility has been very elevated. All things considered; the funds have performed in
line with their risk parameters. Thankfully, barring any defaults (which we do not foresee in
the portfolios), bonds will mature at par. So just like all the other down markets that we
have gone through over the years, patience should eventually be rewarded.

Until next month,

Mark, Etienne & Nick
Ninepoint Partners



NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ AS OF
FEBRUARY 28, 2022 (SERIES F NPP118) | INCEPTION DATE: AUGUST 5,
2010

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

Fund -1.2% -2.8% -2.0% -3.2% -1.4% 2.3% 2.4% 3.6% 3.9%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED
RETURNS¹ AS OF FEBRUARY 28, 2022 (SERIES F NPP507) | INCEPTION
DATE: JULY 1, 2015

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

Fund -1.8% -3.4% -2.9% -1.9% 1.3% 6.8% 5.0% 5.2%

 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, 2022  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,
2022.

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. 
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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, 2022 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


