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Macro
In the global interest rate market, October was a wild month; for central bankers,
in ation is quickly becoming the number one concern. Across the world, several top
monetary o cials (UK, New Zealand, Australia, Canada) have signaled their
willingness to raise interest rates in the near future to combat in ation. This shift
has taken markets by surprise, resulting in very volatile movements in interest
rates, particularly in the short end (2 to 5 years), which is way more susceptible to
changes in policy.

In a way, these central bankers are simply catching up to what has already been
underway in some smaller economies and emerging markets. For instance, Brazil,
Chile, Mexico, Poland the Czech Republic, Norway and South Korea have already
started to increase interest rates this year. In some cases, the increases have been
drastic; in Brazil for example, rates have been increased from 2% in March 2021, to
7.75% at the end of October. Obviously, there are idiosyncratic and institutional
factors in each of those economies that might be behind the magnitude of the
monetary policy actions (e.g. Brazil’s in ation is 10%), but the trend is clear: in ation
is becoming more pervasive everywhere, and central bankers know the cure: higher
rates.

Closer to home, the BoC October meeting was pivotal. While Governor MacKlem
stopped short of increasing the overnight rate, he e ectively put an end to the
BoC’s  rst ever quantitative easing (QE) program and signaled that the Bank might
raise rates as early as April 2022 (as opposed to previous forward guidance for
2022H2). The commentary around in ation was also much more cautious, with the
Governor stating that “we can and we will keep prices under control”.
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Following the meeting, the Canadian yield curve  attened rapidly as more rate hikes
got priced-in for 2022 (Figure 1 above). After overshooting all the way up to 6 hikes,
the market has retraced somewhat and now prices 5 hikes for next year. Several
market participants got caught wrong footed and their position unwind exacerbated
some of the moves. Looking back at the 2017/2018 hike cycle as a template, the
BoC stopped hiking at only 1.75% before having to pause (6 hikes from where we
stand). So 4 or 5 rate hikes in 2022, and perhaps a further 2 hikes in 2023 would
represent a very steep and quite short monetary cycle, particularly considering the
amount of household and government debt that has been accumulated in the last
few years, which makes every rate hike more impactful.

But, very high levels of realized in ation (Figure 2) are starting to make their way
into in ation expectations, which is exactly what central banks do not want.



South of the border, as discussed last month, the Fed is slowly starting to shift its
narrative towards in ation, but rather slowly compared with the other central banks
mentioned above. It is quite unusual to see the US Federal Reserve seemingly
behind the curve, they are typically at the forefront of most global tightening cycles.
But, given their new framework, they are dragging their feet, hoping that they can
squeeze a bit more gains out of the labour market before beginning with their own
tightening cycle.

In early November, the Fed had  nally announced the end to their QE program,
which they will taper methodically from November 2021 to June 2022. Assuming
that in ation continues to remain elevated, that will then open the door to their
 rst rate hike, probably in the summer or early fall. At the time of writing, the
market is pricing-in (Figure 3) 2.5 hikes in both 2022 (green line) and 2023 (grey
line), and essentially nothing (1.5 hikes over 2 years) after that (blue line).



So, if the market is correct, we could potentially get a total of 6 hikes over the next
3-4 years. That isn’t signi cant considering that last cycle (2016/2018) saw a total of 9
rate hikes. The  nal destination on rates matters a lot to the slope of the yield
curve. If, as the market is currently pricing, the Fed is only able to reach 1.5-1.75%
on the Funds Rate, this should provide support for longer dated treasuries and act
as a ceiling (i.e. prevent the 10y from going much past 2%), further  attening the
yield curve. For now, this is our base case scenario.

One factor that’s currently weighting on the Fed (and market pricing of their
potential actions) is the fate of the Chairman, Jerome Powell. His term is up in
January and so far, we do not know if he will remain at the helm for another term.
The vice-chair and vice-chair for supervision roles are also up for grabs. So if it was
so inclined, the Biden Administration could sta  the Fed with doves, delaying the
rate hike cycle and allowing elevated in ation to continue to feed into expectations.
This is a dangerous tail risk that we are monitoring. For now, the path of least
resistance seems to be for Powell to be reappointed, but who knows with this
Administration.

For now, this “behind the curve” Fed is seen by markets as dovish. If the economic
data continues to hold or improve (with the Delta variant 4  wave behind us), the
party in risk assets should continue for a little while longer. But with valuations
again at cycle highs, it is challenging for us to add risk here. Looking into next year,
in ation and their expectations are the key indicators to watch to get a sense of
whether there is another leg up in rate hike expectations.
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Diversi ed Bond Fund (DBF)
October was a challenging month for  xed income; interest rates went up about 40-
50bps in a large bear  attening move, due to the central bank actions mentioned
above. As discussed last month, it is now clear that in ation is the focus of central
banks and that they are serious about not letting it get out of control, so we are
taking appropriate actions in the portfolio to protect against what we see as the
most likely outcome in 2022: a continual increase in short- and medium-term
interest rates that will  atten the yield curve.

Alternative Credit Opportunities Fund (NACO)
NACO’s performance was negatively impacted by the large increase in short term
rates. While the fund’s duration is low (about 3.2 years), it is not immune from
movements in short term interest rates since all its duration risk comes from
holdings of corporate and HY bonds with maturities under 5 years. So when 2 to 5
year rates move up by 50bps, mathematically, the fund will face a mark-to-market
headwind of 3.2 x 0.50% = 1.6%. Obviously, the fund’s monthly performance is
impacted by a variety of factors, but this month’s small negative net return was
entirely due to the large and sudden increase in front end rates.

Historically, this strategy does well in a raising rate environment. Late in the hiking
cycle, credit typically does well. Moreover, because the securities that contribute
duration risk to the portfolio are very short term (less than 5 years), their “pull to
par” is strong (i.e. all bonds contractually mature at $100), so the mark-to-market
loss is temporary.



Credit Income Opportunities Fund (Credit Opps)
Even with the headwind emanating from large increase in short-term rates, the
Credit Opps managed to have a good month in October, returning 68bps. Most of
the outperformance of the fund vs NACO was driven by idiosyncratic gains in legacy
positions such as warrants we acquired a few years ago as part of syndicated loan
transactions. With the rapid increase in commodity prices such as base metals,
energy and uranium, several positions are now deep in the money. We have
harvested some gains to lock in the pro ts.



Conclusion
Our tactical bias is clearly towards higher short and intermediate term rates as
central banks rein in policy over the next 12-18 months. Historically, rising policy
rates aren’t necessarily bad for risk assets, as long as it is met with solid economic
growth. With the  scal impulse vanishing in the US, higher energy prices and China
deleveraging, growth risks are tilted to the downside. We are thus threading
carefully.

Until next month,

Mark & Etienne
Ninepoint Partners



NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ AS
OF NOVEMBER 30, 2021 (SERIES F NPP118) | INCEPTION DATE:
AUGUST 5, 2010

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

Fund 0.2% -0.6% -1.2% 0.0% -0.3% 3.5% 3.4% 4.4% 4.2%

NINEPOINT DIVERSIFIED BOND CLASS - COMPOUNDED RETURNS¹ AS
OF NOVEMBER 30, 2021 (SERIES F NPP221) | INCEPTION DATE:
NOVEMBER 2, 2011

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

Fund 0.2% -0.6% -1.2% 0.0% -0.4% 3.3% 3.2% 4.3% 4.2%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED
RETURNS¹ AS OF NOVEMBER 30, 2021 (SERIES F NPP507) |
INCEPTION DATE: JULY 1, 2015

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

Fund -0.1% 5.6% 1.0% 2.2% 8.0% 8.4% 6.2% 5.8%

 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 October 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 October 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 October 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


