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September 2022 saw its fair share of historically signi cant events,
leading to another very challenging month for almost any asset
class. Sello s were widespread and of large magnitudes, which is a
rare phenomenon. Equities were down materially (-9% for the S&P
500), credit spreads widened (20bps for the U.S. corporate
benchmark), government bond yields (US 10-year) moved up by
60bps and, last but not least, currencies were extremely volatile.

Not since the 1990s Asian Crisis had Japan directly intervened in the foreign exchange market to stabilize the
Yen, selling US dollars just ahead of the September FOMC meeting to prop up the Yen, which has so far this
year lost 25% versus the dollar. It was less publicized but, the Bank of Korea has also intervened in the market
to support its currency. As the Federal Reserve keeps tightening policy, the strength of the U.S. Dollar is
creating problems across the world (particularly for emerging markets), and we should expect more, not less,
of these types of interventions going forward.

The Bank of England also had to come to the rescue, but this time it was the UK Government Bond Market,
where yields exploded higher and necessitated an emergency “Market Functioning QE”. The turmoil did not
stop with the English Channel, spreading to other government bond markets and taking the 10-year US yield to
4%. This volatility was triggered by the announcement of a large  scal package orchestrated by the new Truss
Government in the UK, which came on the heels of a large energy spending plan. In an economy faced with an
in ation rate north of 10% and a central bank dramatically rising rates to restore price stability, it is rather
unproductive to introduce large and wide-ranging  scal easing. But the Truss government does not seem to
care much about traditional economic orthodoxy. Backtracking now would be di cult, even though the IMF
and several high-ranking economic o cials have condemned their  scal plan. Thankfully, after a week of
turmoil in the UK and global government bond markets, it seems the BoE’s “Market Functioning QE” and some
token concessions by the Truss government on their package had been enough to bring back a semblance of
normalcy. Only time will tell if this was an unfortunate hiccup, or if the UK will continue to be a source of  scal
risk to itself and to the global economy.

If that wasn’t enough, we also had the September FOMC meeting, itself of particular importance since the Fed’s
new dot plot showed the Fed Funds Rate reaching 4.4% by 2022 year-end and staying around 4.6% in 2023. This
could mark the fastest rate hike cycle since the infamous 1980s, where Paul Volker broke the back of in ation
(and of the economy) with unprecedented rate increases. Figure 1 below shows the cumulative increase in the
Funds Rate since the start of the 2022 hiking cycle, along with the current market pricing for the forward path
of the Funds Rate next year (dotted line). We added stars representing the FOMC’s dot plot for year-end 2022
and 2023 rates. To put this cycle in perspective, we show in grey what the 1994 hike cycle was like.
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Source: Bloomberg, Authors’ Calculations. As of September 27, 2022.
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Figure 1: The Fed is Going All‐in
Fastest Rate Hike Cycle since the 1980s

1994 Hike Cycle 2022 Hike Cycle Market Implied

September FOMC Dots

Why 1994? Because that the last time that the Fed raised rates aggressively, and also the last time that they
managed to engineer a soft landing. Up until early summer, there were clear parallels to be drawn between the
two historical episodes. However, following the upside surprises to in ation this summer and the accelerated
pace of hikes since then (75bps at every meeting), the 2022 hike cycle is now clearly more comparable to the
1980s. With that, the odds of a so-called soft landing have now greatly diminished. The Fed is  nally
acknowledging it as well, with Chair Powell citing the pain businesses and households will have to bear to
 nally tame in ation.

As discussed previously, monetary policy acts with a lag (typically 6-12 months), and given the very rapid pace
of rate increases, it is now increasingly likely that the Fed (and the BoC) will end up overshooting to the upside
(if they haven’t already), dragging their respective economies into recession. We are already seeing clear signs
of deceleration. Housing, the most interest rate sensitive sector of the economy, is clearly trending down. New
and existing home sales are plummeting, prices are going down and surveys of homebuilders are very weak
(Figure 2).



In Canada, we are already starting to see lower housing prices feed through in ation  gures, which is
encouraging, given that “shelter” constitutes about 30% of the CPI basket. It is impossible for overall in ation
to moderate without some help from housing. In the U.S., given that house prices have just started to come
down and the way house and rent prices feed through in ation calculations (i.e. with a big lag), it should take
few more months for “shelter” to start impacting U.S. in ation in the right direction.

Elsewhere in the economy, U.S. PMIs have also decelerated sharply (Figure 3), falling to 50.9 in September. As
the chart below shows, outside of recessions (yellow shading), we very rarely see the ISM under 50. The
composition of the report was also poor, with new orders and employment weakening most and entering
contraction territory.



30

35

40

45

50

55

60

65

70

75

19
70

19
71

19
73

19
74

19
76

19
77

19
78

19
80

19
81

19
83

19
84

19
86

19
87

19
88

19
90

19
91

19
93

19
94

19
95

19
97

19
98

20
00

20
01

20
03

20
04

20
05

20
07

20
08

20
10

20
11

20
12

20
14

20
15

20
17

20
18

20
20

20
21

Figure 3: Economic Activity is Weakening More Broadly
US ISM Manufacturing PMI

Source: Bloomberg. As of September 30, 2022.

The bottom line for the Fed and BoC is that monetary policy is starting to work; the economy is slowing down,
house prices are going down, demand is decreasing, and the labor market is starting to get weaker, taking
pressure o  wages. All this will eventually lead to the intended outcome: lower in ation. Unfortunately, just like
Powell has warned, this will come at a cost, and it seems increasingly likely that this cost will be a recession.

How severe? It is di cult to say, but usually, the areas of greatest excess su er the most. Given the massive
boom in Canadian real estate over the past decade and higher household leverage, we would expect the
downturn to be more acute here than the U.S.

Turning to credit markets, these macroeconomic developments undoubtedly made their way to  nancial
markets. The Bloomberg Barclays Canada Corporate Bond Index widened by a material 15bps in September,
while the US Corporate Bond Index widened by 20bps, taking them both to their highest level since the
pandemic. US High Yield continues to sell-o , declining by 4% over the course of the month. A rising rate
environment along with decelerating growth, tends to expose weaker companies. At this stage of the cycle,
company and sector selection becomes increasingly important, and with wider spreads all around, moving up
in quality isn’t as punitive it once was.

Obviously, these macroeconomic and  nancial market developments have implications for our funds. As we
approach the end of this stage of the economic cycle, we are taking several steps to position our portfolios for
what we believe will be an economic downturn, the signi cance of which is di cult to estimate at this point.

1. Duration: typically, when the economy enters a recession, longer term government bonds rally as
investors take  ight for safety and start pricing-in rate cuts. As part of our macro playbook, at this point in
the cycle, we look to prudently layer in duration to the funds through the purchase of 10 and 30-year
government bonds. Since this cycle has been so unpredictable, we have decided to increase government
bond exposure through the use of call options on TLT (the highly liquid U.S. long-term government bond
ETF). If we are wrong on recession, the most we can lose is the premium spent, and while the position is
currently relatively small, if/when government bonds rally, our exposure will grow meaningfully.



2. Credit Duration: since the yield curve has been inverted for most of the past few months, we have
been actively reducing credit duration by selling 7 to 10-year corporate bonds and buying 2 to 3-year
corporate bonds, with very little impact on overall portfolio yield. This reduces the overall amount of credit
risk in the portfolios, making them more defensive.

3. Sector Exposure: for several months now, we have been actively reducing our exposure to real estate
and other consumer facing businesses. Large cap bank bonds have been cheap due to elevated funding
needs, so we have been taking advantage of this relative value opportunity to sell real estate and buy
banks, which is accretive to credit quality and liquidity.

4. High Yield Exposure: continues to decline. Our HY is primarily of higher quality (BB and BB+) and of low
duration (3.6 to 3.9 years, depending on the fund). Expect us to continue to reduce exposure in this
category.

In addition to the changes discussed above, the  rst line of defense for a  xed income investor is always the
portfolio yield. With the large interest rate and credit spread increases witnessed year to date, our funds now
yield substantially more than at any time in recent memory.

In the table below, we show our three funds’ yield-to-maturity, along with their interest rate (duration) and
credit risk (spread duration) characteristics. As a reminder, duration is a measure of a bond’s price-sensitivity
to a 1% change in interest rates. Similarly, spread duration is a measure of a bond’s price-sensitivity to a 1%
change in credit spreads. For example, in the case of the Diversi ed Bond Fund, 4.0 years of duration means
that, for a 1% increase in interest rates (i.e. 100bps), one would expect the fund to su er mark-to-market losses
of 4%.

Therefore, using the portfolio yield and its risk characteristics, one can calculate the fund’s breakeven rates.
Using the same example as earlier, for the Diversi ed Bond Fund, with a yield-to-maturity of 6.9% and duration
of 4 years, the fund’s interest rate breakeven is 1.73% or 173bps (6.9% divided by 4). In other words, over a 12-
month period, interest rates would need to increase by 173bps for the Diversi ed Bond Fund’s yield-to-
maturity to be fully eroded. We estimate the same for Credit Spread Breakeven and, for historical context,
present those statistics across the funds in Figures 4 and 5 below:



Source: Bloomberg and Ninepoint Partners
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Figures 4 and 5 paint a clear picture: in  xed income, portfolio yield matters.

Given the signi cant amount of yield in our portfolios and the active changes we have been making to prepare
for what is most likely to be a recession in 2023, we believe our funds are very well positioned to help investors
manage through the upcoming downturn. Active management is crucial in  xed income, but especially so in
volatile and challenging market environments.

Until next month,

Mark, Etienne & Nick
Ninepoint Partners



Appendix: Portfolio Characteristics





NINEPOINT DIVERSIFIED BOND FUND - COMPOUNDED RETURNS¹ AS OF JANUARY 31, 2023
(SERIES F NPP118) | INCEPTION DATE: AUGUST 5, 2010

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

Fund 2.2% 2.2% 2.8% -0.4% -6.6% -1.0% 0.5% 2.4% 3.2%

NINEPOINT CREDIT INCOME OPPORTUNITIES FUND - COMPOUNDED RETURNS¹ AS OF
JANUARY 31, 2023 (SERIES F NPP507) | INCEPTION DATE: JULY 1, 2015

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

Fund 2.9% 2.9% 4.2% 2.4% -3.1% 4.9% 3.7% 4.3%

NINEPOINT ALTERNATIVE CREDIT OPPORTUNITIES FUND - COMPOUNDED RETURNS¹ AS OF
JANUARY 31, 2023 (SERIES F NPP931) | INCEPTION DATE: APRIL 30, 2021

1M YTD 3M 6M 1YR INCEPTION

Fund 2.5% 2.5% 4.0% 0.5% -5.3% -3.4%

 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, 2022  All Ninepoint Credit Income Opportunities Fund returns
and fund details are a) based on Class F units; b) net of fees; c) annualized if period is greater than one year; d) as at
September 30, 2022.  All Ninepoint Alternative Credit Opportunities Fund returns and fund details are a) based on Class F
units; b) net of fees; c) annualized if period is greater than one year; d) as at September 30, 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. 

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, 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
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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


