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

Macro

Consistent with the price action in June,
long term yields continued to decline in July, reaching as little as 1.12% on the US
10-year benchmark, a level not seen since the beginning of the year. Most of this
recent decline can be attributed to a decline in real yields (Figure 1 below), which
reached all-time lows of -1.2%. There are many reasons being attributed to this
sharp decline in real yields; peak US growth (PMIs have recently decelerated),
slowing growth in China, the Delta variant, more short covering (see last months
discussion). Some, such as Fed Chair Powell and Vice-Chair Clarida, remain puzzled
as to why yields have declined so much.

From our perspective, and as discussed last month, real yields have declined too
much due to massive short covering in a low liquidity environment. As regular
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readers know, we also thought that yields had risen too far too fast at the beginning
of the year. Oftentimes, the pendulum swings too far in one direction or the other.

We have always been sympathetic to the view that in ation will prove transitory, but
several of the FOMC members now seem worried about upside risks to in ation.
Thus, with a decidedly more hawkish Fed, we expect that QE tapering will be
announced either at the Jackson Hole Symposium in late August or at the
September FOMC meeting, with a reduction in net purchases e ective either in
December or January 2022. Moreover, due to the recent high in ation readings,
they now consider their “average in ation target” mandate ful lled, opening the
door to rate hikes as soon as the tapering process is completed. It is therefore
entirely conceivable that the  rst rate hikes could come as early as H2/2022.

The market is now expecting at least 1 rate hike in 2022, followed by 3 hikes in 2023
(Figure 2 below). Interestingly, since the June FOMC meeting, the expected pace of
rate hikes, further out (2024 and 2025) has declined sharply, suggesting that, if the
Fed is indeed more hawkish now and accelerates the pace of rate hikes, they might
have to stop fairly quickly, achieving a “terminal rate” of only 1.5% for this cycle. For
reference, the median FOMC participant thinks that the long-term Funds rate is
about 2.5%. In other words, a faster than expected hike cycle would slow in ation,
but at the cost of reducing economic growth to a point where the Fed would, at the
very least, take a pause.

Given the information currently at our disposal, this is our base case scenario. This
is a very unusual cycle, progressing very quickly due to the nature of the shock



(Covid-19 is more like a natural disaster) and the strength of the response ( scal
and monetary). We therefore need to adapt our stance more rapidly than last cycle.
Assuming the above path of the Funds rate is correct (terminal rate ~1.5%), then it is
hard to envision the US 10-year yield going well above 2%. This means that the
slope of the yield curve should start to  atten sometime in late 2022, at which point
our asset allocation framework would dictate that we start reducing duration in the
portfolios.

The QE taper has been very well telegraphed this time around, and we don’t expect
the market to react as negatively as in 2013. Obviously, risk assets are expensive
(equities haven’t been this expensive since the dot-com bubble and credit spreads
are close to lows), but as long as yields remain so low, there will be a bid for credit.
We expect sello s to be modest and to be met with dip buying.

Diversi ed Bond Fund (DBF)
July was a great month for the DBF, returning 82bps. We continued to bene t from
declining interest rates and stable credit spreads. We have modestly increased our
allocation to High Yield, with purchases of hybrid bonds and Bank LRCN. Preferred
shares continue to be called, and we are having a hard time  nding attractive
replacements with decent yield-to-call, so we expect to see our allocation to this
asset class to decline further in the coming months, probably replaced by HY.
Otherwise, we continue to believe that the portfolio is appropriately positioned for
the current environment. After month end, we have layered a few hedges (LQD
options) for the fall, just in case the QE taper doesn’t go as well as planned.



Alternative Credit Opportunities Fund (NACO)

July was another good month for NACO. Due to a large in ow at month end,
leverage has drifted lower to 1.1x, we expect it to increase back up to 1.3-1.4x over
the next few months. Otherwise, the composition of the portfolio is quite static. We
expect to close on a private label residential mortgage backed security transaction
in August, which should be re ected in the Illiquid Securities bucket. After month
end, we have layered a few credit hedges (HYG options) for the fall, just in case the
QE taper doesn’t go as well as planned.

Credit Income Opportunities Fund (Credit Opps)
The Credit Opps continues to perform well, returning 44bps in July. Similar to the
other funds, preferred shares continue to get called and we expect to replace them
with HY bonds. Portfolio characteristics have been mostly stable, and we expect it
will remain this way for the foreseeable future. After month end, we have layered a
few credit hedges (HYG options) for the fall, just in case the QE taper doesn’t go as
well as planned.

Credit Income Opportunities Portfolio Characteristics



Source: Ninepoint Partners

Conclusion

Enjoy the summer, it always seems too short.

Mark & Etienne
Ninepoint Partners

 



NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ AS
OF JULY 31, 2021 (SERIES F NPP118) | INCEPTION DATE: AUGUST 5,
2010

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

Fund 0.8% 0.5% 1.6% 0.7% 1.4% 3.7% 3.9% 4.0% 4.4%

NINEPOINT DIVERSIFIED BOND CLASS - COMPOUNDED RETURNS¹ AS
OF JULY 31, 2021 (SERIES F NPP221) | INCEPTION DATE: NOVEMBER
2, 2011

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

Fund 0.8% 0.5% 1.6% 0.7% 1.3% 3.5% 3.7% 4.5%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED
RETURNS¹ AS OF JULY 31, 2021 (SERIES F NPP507) | INCEPTION
DATE: JULY 1, 2015

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

Fund 0.4% 4.2% 1.8% 3.5% 12.5% 7.3% 6.6% 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 July 31, 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 July 31, 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
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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 July 31, 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 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


