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As At February 28, 2022
February was a volatile month with Russia-Ukraine geopolitical risk, inflationary concerns, central bank uncertainty 
and some wild trading days.  By the end of the month, rates were slightly higher (weaker) and equities slightly 
lower. Canadian and US 10yr interest rates were both +5bps higher (weaker), with US equities -3.0% and 
Canadian equities unchanged (due to a significant rally in energy) on the month. In February, the Canadian 
investment grade credit spread index widened (weakened) by 17 bps, taking YTD cheapening of 25 bps.  This 
has presented investment opportunities for our PM’s, who have started to capitalize on the market weakness.  
Interest rates weakened further in February as well.  Typically, credit spreads and rates are negatively correlated 
but in recent months, they have become extremely positively correlated, due to the coordinated removal of 
stimulus by global central banks (tightening financial conditions).  High rates and wider credit spreads has led to 
a challenging start for fixed income funds in 2022.

This month Mike MacBain, our CEO and CIO, walks investors through a growing opportunity to invest in our 
investment grade credit strategy where mid to high single digit annual returns are becoming increasingly likely 
once again.  Our investors know we’ve been defensively positioned through Q3 and Q4 2021.  This positioning 
was in anticipation of a moderate to severe credit spread widening event that would provide an opportunity to 
invest and deploy capital at higher yields, in order to enhance investor returns over the next 1-2 years.

REACH FOR YIELD:  INVESTORS HAVE NOT BEEN COMPENSATED FOR ADDED 
RISK

 

Source: East Coast Fund Management
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Experience. Active Management.

Returns 1 yr 3 yrs 5 yrs ITD
Arrow EC Income Advantage Alternative FD 0.24 3.93 3.83 3.17



We are starting this podcast with a slide (above) that clearly highlights the fact that high-quality, investment 
grade credit has substantially outperformed both ‘safer’ interest rate indices, as well as ‘riskier’ exposure, 
over the last five years.  East Coast invests in investment grade (IG) credit, which is among the highest credit 
quality, has the lowest default rates and is one of the most liquid fixed income assets available, and yet the 
fund has meaningfully outperformed the fixed income strategies on the list.

The list is made up of most of the largest and widely held Canadian fixed income funds.  These  funds, or funds 
with very similar strategies, represent the vast majority of possible investments available to investors within the 
Canadian fixed income market.  The grey bars represent returns of the largest Canadian bond benchmarks –the 
darker grey bar being XGB (iShares Core Canadian Government Bond Index ETF), and the lighter grey bars 
being XCB (iShares Core Canadian Corporate Bond Index ETF) The blue bars represent some of the most well-
known funds:  Manulife Strategic, PIMCO Monthly, and RP Fixed Income Plus fund.  Arrow’s East Coast strategy 
returns are shown in green. 
 
In an attempt to gain higher returns, many of these funds (with the exception of benchmark ETF’s) have invested in 
some combination of high-yield (bonds rated below BBB), Emerging Marketing fixed income (Russian corporate 
debt being the most topical), Pref Shares etc.  While low- yielding environments have resulted in this reach for 
yield behaviour, the cruel irony is that the strategy that has outperformed the others is the one that has not 
succumbed to the temptation of reaching for yield and investing higher-risk assets  East Coast has outperformed 
by investing primarily in Canadian investment grade bonds. They’re the most liquid, highest-quality assets outside 
of government bonds within the Canadian fixed income market.

True outperformance never really happens in up markets, as it’s much easier to make money when all markets 
are rallying. Our strategy has outperformed in most bull markets; however, it is the significant outperformance 
during bear markets (weakness) that we believe is most valuable for our investors.  During bear markets, the 
consequences of reaching for yield come home to roost.    

The chart below, displays the same information for the first 2 months of 2022.  The YTD environment has been 
a period of extreme volatility and general overall weakness across virtually all assets.  East Coast’s defensive 
positioning in high-quality, investment grade credit has paid off thus far. This chart highlights again investors 
are not being appropriately compensated for the additional risk they are taking by investing in high-yield, 
emerging market debt, Pref Shares etc.  Arrow East Coast (AECIAA) has been able to outperform during the 
bear market thus far in 2022.

As at February 28, 2022. Source: East Coast Fund Management Inc.

EAST COAST:  REDUCED RISK IN LATE 2021 IN PREPARATION FOR BETTER 
INVESTMENT OPPORTUNITIES WE EXPECTED IN 2022
Let’s now transition from the reasons for, and consequences from, reaching for yield in the last 12-18mos, and 
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rather discuss what we chose to do instead.  Investors know in the last half of 2021, we had been reducing risk:  
taking credit exposure down, increasing credit quality and reducing leverage.  We have been trying to prepare 
for what we expected would be a positively correlated risk-off event, which would see equities move lower, 
rates move higher (sell-off) and credit spreads weaken (move wider).   The strategy has virtually no exposure to 
interest rates, which has benefited investors.  We’ve also improved the liquidity of our fund for investors, with our 
move to weekly subscriptions and redemptions, and we believe we are the only Canadian credit hedge fund to 
offer this much liquidity.  While other funds have been moving in the opposite direction, with longer lockups and 
less liquid underlying assets, we’re moving to shorter lockups and more liquid investments. 

Central bank tightening of financial conditions and the conflict in Ukraine have been the main catalysts for 
a meaningful spread widening event. In the back half of 2021, we reduced risk, reduced credit duration and 
increased credit quality, leaving us well positioned in the current market.  The recent weakening in credit spreads 
has created investment opportunities for our investment team to start adding risk.  

The line chart at right shows Canadian 
investment grade credit spreads.  We’ve gone 
rom the low in IG credit spread in March 
2021 (sub-100bps) to and end of February 
level of 138.  These index levels are approach-
ing yield levels not seen since December 2
018.  On the right-hand side, we show how 
current levels compared to two different time 
periods – a 5yr historic period and a since 
inception period (Sept 2009).  As the table 
on the right-hand side of this slide shows, 
Canadian credit spreads have only traded 
wider (weaker) than current levels on 12% 
of the days over the last five years, and 26% 
of the days since our inception.  We believe    Total return for 5 yrs. Source: East Coast Fund Management
current levels represent an opportunity to add exposure, especially since we have been so defensively positioned 
up to this point.  

The Canadian IG Credit spread index composition is constantly changing, so to give a more specific comparison 
of current spread levels vs history, we will look at one of the largest sectors of the Canadian IG credit space:  
5yr bail-in bank bonds.  As the chart at right shows, we are not quite as wide (weak) as where we bottomed in 
2016, but we as at early March, we are currently trading on top of the wide (weak) spreads witnessed during the 
European bank crisis of 2012.  While certainly not as wide as the March 2020 COVID-19 liquidity crisis, there is 
still a clear opportunity starting to manifest itself within Canadian investment grade credit.  This spread movement 
is one we anticipated and were well prepared for.  Given our more defensive positioning, the fund is better able to 
take advantage of these types of opportunities.  The opportunity is not just within 5yr bail-in financials; however, 
the chart at right is a strong visual reminder that the currently spread environment represents significant value 
on a historic basis.  

Source: East Coast Fund Management
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PLENTY OF ROOM FOR ARROW EAST COAST (AECIAA) TO CAPITALIZE ON 
OPPORTUNITIES
Our defensive positioning in late 2021 has helped to protect the portfolio and allow us plenty of dry powder to 
add risk into this substantial weakening – an opportunity we are taking advantage of.  In fall of 2021, the yield 
of our portfolio was very low.  There was certainly temptation to reach for yield, via higher risk and less liquid 
investments; however, we believed that would have been very short-sighted.  We were steadfast in our market 
view and stayed defensively positioned, with the knowledge that reaching for yield would not be good for our 
investors.  As we watch the expected scenario unfold over the last few months, it’s obvious that reaching for yield 
did not help other funds - even those who did so in seemingly small, insignificant ways.  We reluctantly accepted 
around 6 months of below target returns to safely arrive at the current environment that is providing a much more 
compelling proposition for investors, with portfolio yield having increased in 2022.

The market is moving into exciting territory for our investor base.  As mentioned at the start of the podcast, 
investors have not been compensated by managers who reached for greater yield opportunities within high-yield, 
emerging markets, preferred shares and other complicated, less liquid investments.  At East Coast, we invest in 
the same Canadian investment grade corporate bonds that the traditional bond and index funds use - amongst 
the most liquidly traded fixed income assets – and yet we have managed to outperform Canadian fixed income 
fund strategies that are invested in higher-risk, less liquid assets.  We’ve not fallen into the temptation to invest 
off mandate or to reach for yield.  This has paid for our investors, including ourselves, not only to start 2022, but 
also in both bull and bear markets over last five years.  

Thank you for your continued interest in the Fund. For further information, please contact your regional

Arrow Capital Management representative.

Sincerely,
East Coast Fund Management Inc.
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The inception date of the Arrow EC Income Advantage Alternative Fund (formerly East Coast Investment Grade Income Fund) was April 26, 2012.

On June 26, 2020, the East Coast Investment Grade Income Fund (TSX: ECF.UN) was converted from a closed end fund into an open-end alternative 
mutual fund, renamed Arrow EC Income Advantage Alternative Fund and delisted from the TSX. Details of the conversion are outlined in the informa-
tion circular which is available at www.sedar.com. Unitholders of Fund had their units redesignated as Series FD Units. 

Commissions, trailing commissions, management and performance fees and expenses all may be associated with mutual fund and exchange-traded 
fund (ETF) investments. Please read the prospectus before investing. Unless otherwise indicated, the indicated rates of return are the historical annual 
compound total returns net of fees and expenses payable by the fund (except for figures of one year or less, which are simple total returns) including 
changes in security value and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income 
taxes payable by any securityholder that would have reduced returns. Mutual funds and ETFs are not guaranteed, their values change frequently and 
past performance may not be repeated. You will usually pay brokerage fees to your dealer if you purchase or sell securities of an ETF on recognized 
Canadian exchanges. If the securities are purchased or sold on these Canadian exchanges, investors may pay more than the current net asset value 
when buying securities of the ETF and may receive less than the current net asset value when selling them.

The rates of return are used only to illustrate the effects of the compound growth rate and are not intended to reflect future values or returns on invest-
ment in an investment fund.

This document is provided as a general source of information and should not be considered personal, legal, accounting, tax or investment advice, or 
construed as an endorsement or recommendation of any entity or security discussed. Every effort has been made to ensure that the material contained 
in this document is accurate at the time of publication. Market conditions may change which may impact the information contained in this document. 
All charts and illustrations in this document are for illustrative purposes only. They are not intended to predict or project investment results. Individuals 
should seek the advice of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors prior 
to implementing any changes to their investment strategies. 

Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are predictive in nature, depend upon 
or refer to future events or conditions, or that include words such as “may,” “will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or 
“estimate,” or other similar expressions. Statements that look forward in time or include anything other than historical information are subject to risks 
and uncertainties, and actual results, actions or events could differ materially from those set forth in the FLS. FLS are not guarantees of future perfor-
mance and are by their nature based on numerous assumptions. Although the FLS contained herein are based upon what Arrow Capital Management, 
our sub-advisor East Coast Asset Management, and the portfolio manager believe to be reasonable assumptions, neither Arrow Capital Management 
nor East Coast Asset Management nor the portfolio manager can assure that actual results will be consistent with these FLS. The reader is cautioned 
to consider the FLS carefully and not to place undue reliance on FLS. Unless required by applicable law, it is not undertaken, and specifically disclaimed 
that there is any intention or obligation to update or revise FLS, whether as a result of new information, future events or otherwise. 

The comparison presented is intended to illustrate the historical performance of Arrow EC Income Advantage Alternative Fund (the “Fund”) as com-
pared with the historical performance of a widely quoted market index or a weighted blend of widely quoted market indices or other investment funds. 
There are various important differences that may exist between the Fund and the stated indices or other investment funds that may affect the perfor-
mance of each. The objectives and strategies of the Fund result in holdings that do not necessarily reflect the constituents of and their weights within 
the comparable indices. Indexes are unmanaged and their returns do not include any sales charges or fees. It is not possible to invest directly in market 
indices. Certain statements contained in this communication are based in whole or in part on information provided by third parties and Arrow Capital 
Management has taken reasonable steps to ensure their accuracy. Market conditions may change which may impact the information contained in this 
document.

Published March 2022.


