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The	NorthStream	Credit	Strategies	Fund	returned	+0.75%	for	the	month	of	May	and	+12.53%	for	the	
last	twelve	months.		Interest	rates	moved	higher	with	the	yield	on	5-year	Canadian	government	bonds	
increasing	from	2.97%	to	3.44%	at	the	end	of	May.		The	Bank	of	Canada	rate	increase	of	25	bps	on	June	
7th	was	caused	by	stickiness	of	core	inflation,	bringing	the	overnight	rate	to	4.75%.		The	futures	market	
for	the	July	12th	Bank	of	Canada	meeting	shows	a	68%	probability	of	another	25-basis	point	rate	hike	
which	would	take	the	policy	rate	up	to	5%,	the	highest	since	2001.	The	narrative	change	from	“the	
central	bank	is	at	the	end	of	its	hiking	cycle”	and	anticipation	of	when	rate	cuts	will	begin	is	now	
migrating	to	a	“higher	for	longer”	narrative	with	rate	cuts	being	more	of	a	2024	story.	The	change	in	
expectations	caused	yields	on	five-and	ten-year	government	bonds	to	increase	in	both	Canada	and	the	
US.					

The	impact	of	a	higher	for	longer	environment	has	a	silver	lining	for	investors	in	corporate	bonds,	that	
being	higher	coupons.		The	average	coupon	on	new	debt	being	issued	is	in	the	high	single	digits	now	for	
high	yield	rated	companies	that	need	to	refinance	or	issue	term	debt.	The	years	where	interest	rates	
were	very	low	allowed	companies	to	issue	longer	duration	bonds	with	quite	low	coupons	ranging	from	
~1%	to	5%	depending	on	the	credit	rating.	Those	low	coupons	accentuated	the	correction	in	corporate	
bonds	last	year	as	it	increased	the	sensitivity	to	changes	in	interest	rates	of	these	high	yield	bonds.	
Although	the	low	coupon	bonds	are	now	trading	at	a	discount	to	par,	quite	often	the	current	yield	is	not	
much	more	than	the	risk-free	rate.		

Gradually	the	inventory	of	bonds	issued	prior	to	2022	with	low	coupons	are	being	replaced	with	higher	
coupon	bonds.	For	example,	Propane	distributor	Amerigas	Partners	which	is	rated	B1/BB-	came	to	
market	in	May	with	a	new	bond	yielding	9.375%	maturing	on	06/01/2028	with	a	spread	of	561	basis	
points	over	benchmark	government	bonds.		The	newly	issued	note	retired	an	existing	Amerigas	bond	
with	a	coupon	of	5.625%	that	was	due	to	mature	in	May	of	2024.	

Superior	Plus	which	is	also	a	propane	distributor	has	outstanding	bonds	rated	Ba3/BB-	that	were	issued	
in	April	of	2021	with	a	coupon	of	4.25%	maturing	05/18/2028.	At	a	secondary	market	price	of	~$89	the	
bonds	have	a	current	yield	of	4.8%	and	a	yield	to	maturity	of	6.9%.	Overall,	we	view	the	higher	for	
longer	environment	as	a	positive	development	for	the	corporate	bond	market	as	it	will	result	in	a	
higher	average	coupon	for	the	high	yield	bond	index.		
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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 May 31, 2023. 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. 

	

Using 1-year T-bills. 
iShares Canadian Government Bond Index ETF (XGB).  
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. 

	

Return Since Inception: 154.15% 
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