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The NorthStream Credit Strategies Fund returned 0.86% for the month of September, as we continued to 
have realizations on event-driven credit positions and reduced our weighting in BB-rated bonds. Gibson 
Energy's bonds were upgraded to investment grade, resulting in the bonds trading at a large premium to 
their next call price. We sold our position in the Gibson bonds maturing 2024, as it is our policy not to 
amortize bond premiums. 

The combination of falling interest rates and tighter spreads on BB-rated bonds caused us to trim exposure 
to three BB-rated names that reached our price targets. These positions were trading at large premiums to 
par and above the next call price. Additionally, these portfolio positions had a longer duration than our 
overall portfolio duration of 2.1 years. Our portfolio duration decreased from 2.3 years in August 2019. 

Our portfolio positioning has the flexibility to take advantage of market opportunities. Currently, we have 
20% of the portfolio in yield-to-call positions that will be redeemed, called, or be eligible for a change of 
control put in the next 12 months. We have another 31% of the portfolio that will mature or will likely be 
called / retired before 2021. These positions have the opportunity to benefit from call premiums as 
companies look to take advantage of current favourable financing conditions and lock in affordable fixed 
rate funding. 

Our bond holdings by rating were 2% BBB, 26% BB, 39% B, 17% CCC, and 16% unrated. Canadian dollar 
positions comprised 68% of the portfolio. The performance, risk, and correlation metrics are detailed on 
the following page. 

Monthly Commentary: September 2022

The same two questions continue to be asked by everyone - has inflation peaked?  When does the Fed stop 
raising rates? Inflation may have peaked but US CPI and other inflation metrics need to significantly weaken for 
the Fed to stop raising rates.  

Higher Yields on Credit Still Expected – Yield Curve Inversion and Inflation Persist    
   

How much does the inflation rate need to decrease to allow the Fed to stop increasing rates? Looking at the  
Fed Funds Futures on October 13th, the Fed will increase interest rates by 75 basis points in November and  
50-75 basis points in December as shown in the table below. The first meeting in 2023 is early February where 
the Fed will incorporate three more months of CPI & other inflation data into its policy decision. Currently the  
expectation is for one more interest rate increase of 25 basis points in February 2023 to end the tightening 
phase with a policy rate of 4.8%. The March 2023 FOMC decision will be based on the CPI and other economic 
data for the coming five months.     

September US core inflation increased to 6.6% up from 6.3% in the prior month, with prices excluding food and 
energy rising 0.6% month-over-month against expectations for growth to moderate to 0.4%. The 6.6% core 
inflation print is the highest since 1982 and is in contrast to the 0.1% decline in the annual US CPI rate of 8.2%.  
Inflation risk is still high and running well above the current policy rate.   

For the Fed to pause, inflation must shrink to a monthly CPI increase rate of 0.1% or lower in each of the next 
five months to reach annual rate of inflation in the range of mid 4% as shown in the following table. The table was 
prepared using the Fed’s August nowcast & scenario analysis prepared by Bianco Research through year end. 
The orange line in the table incorporates an annual inflation rate from 2009 to 2019 of 1.6% or just over a 0.1% 
increase month over month. 

US Fed Fund Futures – October 13th, 2022
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That would be the ceiling of monthly CPI increases to reach an annual CPI increase of mid 4% in March 2023. 
Even under a scenario where we had zero additional inflation for the rest of the year, CPI would not reach the 
Fed’s 2% inflation target.  We will monitor the futures market for changes in probabilities of further rate increases 
in the first half of 2023, however we believe that the Fed could remain hawkish past Q1 2023.  We do not have a 
high confidence level that interest rates have peaked but recognize they have made a substantial move. Currently 
we are focused on US 2-year notes which are the most policy sensitive and the 2-year vs 10-year spread which  
is -52 basis points.  The last time the US yield curve had inversion of -50 basis points was in 2000 and prior to 
that in 1989. We believe this is a signal that cannot be ignored. 

Our July and August commentary focused on the reliability of an inverted yield curve in predicting a recession. 
Additionally, we highlighted that high yield credit spreads typically widen out to over 800 basis points during a 
recessionary period presenting the possibility of a double-digit capital loss on the index based on credit spreads 
being at 550 basis points at the end of September. Our conclusion was that risk vs reward was not favourable 
and that a defensive portfolio positioning was warranted. 

Recall the yields on corporate bonds are influenced by the level of interest rates and credit spreads. Currently 
we do not have a signal that either driver of corporate bond yields has reached a level that provides a high 
margin of safety. We continue to believe that higher yields on corporate bonds are to be expected.       

The caveat to this logical and quantitative approach to estimating where rates and credit spreads are headed is 
that it does not consider the negative impacts on currencies and illiquidity in the government bond markets that 
are causing hardship.  Over the past few weeks, we have seen a crisis with British pension funds exposure to 
liability driven investments that triggered margin calls.  A Bloomberg index shows liquidity in the Treasury market 
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1 Using 1-year T-bills.2 iShares Canadian Government Bond Index ETF (XGB).3 Negative downside capture vs. XGB, TSX, and S&P 500 is a result of NorthStream generating
   positive returns in months when these indices generated negative returns.

Information obtained from this commentary is not intended to be used as financial or investment product advice and is not meant for making investment decisions. This commentary does not constitute a solicitation or offering for the sale or purchase of investment 
or securities in any products. The information contained herein, while believed to be reliable and complete, is not guaranteed as to its accuracy or completeness. NorthStream Capital Inc. (“NorthStream”) cannot guarantee its accuracy or completeness and accepts no 
responsibility for any loss arising from any use of or reliance on the information contained herein. Material information about the NorthStream Credit Strategies Fund LP (“the Fund”) is made available in the Confidential Offering Memorandum that should be read 
carefully before investing. To obtain complete information relating to the Fund, please refer to the Confidential Offering Memorandum.

NorthStream Capital Inc. | 65 Queen Street West, Suite 1404, Toronto, Ontario, M5H 2M5 | 416.613.4652 | www.northstreamcap.com

Return Since Inception: 123.94%

The NorthStream Credit Strategies Fund LP (“the Fund”) launched on May 2, 2016. The monthly returns above are shown net of all fees and expenses and are based on the Fund’s Class X Lead Series NAV. Monthly NAV and returns are calculated by SGGG 
Fund Services Inc. Past performance is not indicative of future results. Performance, risk metrics and correlations are as of  September 30, 2022. Note that the use of the XGB, TSX, and S&P 500 in the performance tables below is for informational purposes 
only. The XGB (iShares Canadian Government Bond index ETF), TSX, and S&P 500 have a different composition than the Fund and are not comparable benchmarks. The XGB, TSX, and S&P 500 were chosen to compare the Fund’s performance returns 
against other asset classes.
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is worse now than during the early days of the pandemic and the lockdowns, when no one knew what to expect. 
Similarly, implied volatility as measured by the ICE BofA MOVE Index is near its highest since 2009. Daily swings 
in interest rate swaps have become extreme, proving further evidence of disappearing liquidity. Central banks 
may be faced with a dilemma of fighting inflation or choosing to intervene in asset markets that are critical to the 
functioning of the global economy. The tremors have appeared, and we are ready to modify our view if the tremors 
escalate into a breaking point that greatly increases the probability of a policy change.       

The NorthStream Credit Strategies Fund returned -0.62% for the month of September compared to a  -3.80%    
decline for the high yield index and a -6.10% decline in the investment grade bond index. We are maintaining 
a very defensive positioning with a portfolio duration of 1.3 years compared to a duration of 4.4 years for the 
high yield index and 8.7 years for the investment grade bond index. Presently we are focused on having ample             
liquidity and being prepared for the period where credit spreads widen rapidly as tightening financial conditions 
impact bond prices.       


