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March was another highly volatile month with a continuation of the same themes from February (including 
Russia-Ukraine geopolitical risk and inflationary concerns); however, the March FED meeting was critical as 
it showed a central bank that was looking to hike sooner and faster than markets had anticipated.  As a result, 
the key difference between February and March was the violent move higher (weaker) in interest rates.  Ten 
year government yields in Canada and the US sold off 50-60bps, while the front end (2yr) rose 85-90bps – this 
flattening of the yield curve would be expected given the increased number of hikes priced into the market post-
FED meeting.   Risk assets suffered greatly early in March; however, by month end equity markets in both the 
US and Canada were up almost 4% and credit spreads were tighter (rally) by 6bps in the US.  Canadian credit 
spreads slightly lagged the late month rally, ending wider (weaker) by 1bps. March’s interest rate losses and 
credit volatility were additive to losses already seen in 2022 to date. The left chart below shows where some 
of the largest Canadian funds ended the month in terms of return. Of these, AECIAA was the only strategy to 
provide a positive return experience for investors.   The right chart below shows 5yr cumulative return streams 
for the same funds.

The above charts are for the one month return and the cumulative total return for the 5 years ended March 31, 2022

CONTINUED PAIN FOR TRADITIONAL FIXED INCOME DUE TO FURTHER 
INTEREST RATE WEAKNESS AND VOLATILITY IN MARCH
East Coast’s strategy is mostly indifferent to interest rate moves, as our mandate actively removes (hedges) 
rate exposure.  Fixed income indices and traditional bond funds, on the other hand, are unable to remove rate 
exposure for investors.  This means that virtually all fixed income funds are struggling again to start 2022, 
after a dismal 2021 result.  The reason is that every single bond has embedded interest rate exposure and 
is therefore extremely positively correlated to rates.  For example, the Canadian Corporate bond index has a 
positive correlation to rates (federal index) of more than +0.7.  Compare this to East Coast’s strategy which has 
a negative correlation to rates (federal index) of -0.2.  
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Experience. Active Management.

Historical Performance 1 yr 3 yr 5 yr ITD
Arrow EC Income Advantage Alternative FD 0.74 4.00 3.84 3.20

Returns as of March 31, 2022



Ten year government of Canada (GoC) bond yields rose an astonishing 60bps in March.  This is the equivalent 
of a one-time loss of roughly 5% on the month.  The chart below left shows the result of having bought a “risk-
free” Canadian 10yr government bond on Jan 1, 2021.  If the investor still held the bond, it would have lost 
-13.5% in market value, as 10yr interest rates have risen 173bps over that period.  This is a shocking mark 
to market loss for a “AAA” rated bond - the highest possible credit rating available to investors.  If the bond is 
held to maturity, it would pay back the full principle plus 0.68% interest per year given the bond’s yield at time 
of purchase.  Ultimately, the mark to market losses are less than surprising given how ultra-low interest rates 
moved on the back of central bank stimulus as a result of the COVID-19 liquidity crisis that ensued in Mar 
2020.  The 20-yr chart below right is a visual reminder of just how low interest rates had moved in 2020.

 

Volatility has been much lower in the Canadian investment grade (IG) credit market when compared to the 
lowest-risk, highest-quality, interest rate markets. IG ranks just behind governments in terms of credit quality so 
most investors would expect IG credit to be more volatile than government bonds.  This is not the case.  Over 
the last 20yrs, interest rates have been roughly 2.5x as volatile as IG credit spreads.  This rate volatility has 
been particularly pronounced in the last 18mos, and more recently YTD, as the chart below shows.  This is 
especially true as the volatility has been experienced to the downside, with rising rates over the volatile period.

OPPORTUNITY FOR INVESTORS DUE TO SIZEABLE IG CREDIT SPREAD 
CHEAPENING
Risk asset weakness in early March spilled over into the investment grade credit space as well; however, unlike 
interest rates, credit spreads (and risk assets more generally) did rally back by the end of the month.  The chart at 
right shows the daily credit spread of 5-yr BMO bail-in bank bonds.  It serves as a visual reminder of the net move 
wider (weaker) in spreads that has been experienced over the last year.  Spreads have more than doubled from 
the 12-yr tights (expensive levels) witnessed in early 2021, when these spreads were trading at 62bps.  Mid-
March levels hit a high of 146bps and current spread levels reflect a substantial opportunity that has emerged 
within the IG credit space, particularly over the last few weeks. High-quality, investment grade exposure has 
cheapened substantially; in fact, over the last five years,  spreads have only been cheaper once – during the 
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March 2020 COVID-19 liquidity crisis. Interestingly, investors do not need to sacrifice quality or liquidity by 
reaching for yield. Owning high-quality, IG credit exposure now allows investors to achieve a much higher return 
expectation than possible a few short months ago.  

Source: East Coast Fund Management
One of the biggest downsides to index, or passive/traditional fund investments, is that passive managers can 
not reduce exposure when assets are expensive, nor can they increase exposure when assets are cheap.  They 
own virtually the exact same exposure at ALL times. Compare this with East Coast, which is a very actively 
managed strategy.  Our investment team aims to eliminate the need for investors to ‘time’ the market.  PM’s 
actively structure the portfolio to try and protect investors prior to market widening (sell-off) and to actively add 
exposure for try and maximize investor benefit as markets tighten (rally) back. The investment team correctly 
anticipated risk weakness six months ago – as a result, we were extremely defensively positioned.  In fact, last 
September (2021) the portfolio had the lowest risk exposure (credit duration) that it has ever had.  Spreads were 
among the lowest (most expensive) in a decade and there was much uncertainty with respect to stimulus removal 
and inflation.  As the illustrative chart at right shows, our PMs stayed extremely defensive, patiently waiting to see 
a more significant cheapening to justify adding risk exposure.  

Source: East Coast Fund Management

While the PMs began removing some portfolio protection in January, it wasn’t until late Feb/early Mar that 
the team became much more aggressively positioned, adding exposure for investors. So how do we know 
our PMs remained patient long enough and then added exposure at the right time?  The chart above shows 
spreads widened 73bps until peaking mid-March.  This extent of widening (doubling of spreads) would have been 
extremely costly for investors had we been positioned less defensively and had a more typical risk exposure in 
the portfolio.  The graph below shows our portfolio’s change in current yield over the same period (since Sept 
2021). ).  The current yield represents the return an investor would expect to earn over the course of one year.  As 
spreads widen, current yield increases, but an increase in yield means that the price has decreased.  Even with 
substantially lower asset prices, the move to higher current yields only cost AECIAA investors marginally (-0.3%) 
over this period.  This is because the team defensively positioned the portfolio (back in Sept 2021) specifically to 
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protect investor capital when things weakened (widened), and just as importantly, provided the flexibility to add 
risk during this weak period, without it being costly for investors. 

Our expected return over the next year (current yield) has more than tripled, to 5.6%.  This yield assumes that 
credit spreads don’t improve, or rally, at all over that one-year period.  Given spreads have moved from 62bps 
to 146bps, we believe it is realistic to expect spreads to tighten (rally).  Any rally in credit spreads would provide 
investors with additional return, above and beyond the 5.6% current yield.  While we expect credit spreads to 
rally, it is still possible for spreads to weaken (widen) further from here.  For example, if nuclear weapons start 
flying, all risk assets would come under pressure.  The good news in this hypothetical situation is that the 5.6% 
current yield would then be able to act as a cushion against the spread widening and the portfolio’s current yield 
would be able to dilute some, or all, of the potential losses from wider spreads, depending upon how weak things 
got over the next year.  To be clear, we do not expect this outcome – at current levels, we expect to see spreads 
compress (rally) further in the near future.  

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 April 2022.


