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Monthly performance, macro context, current positioning and future expectations.

Performance
Week of September 23, 2022
 
Arrow Global Advantage Alternative Class (F Class):
WTD 1.25%
MTD 1.61%
YTD -0.59%
 
MSCI ACWI:
WTD -4.98%
MTD -7.38%
YTD -24.77%

Global Market Summary

The Fund had a good week as our negative risk assets positioning continued to pay off with the Fund up 125bps for the 
week.

As we write this, it appears as though the global strains on the financial system are starting to manifest themselves into 
higher volatility across all assets.  Last week we saw the FED increase rates 75bps as expected and Powell stick to his 
inflation fighting script to perfection (better than we expected).  The knock-on effect was a reinforcement of the ‘higher 
for longer’ narrative that may morph into a “higherer for longerer” narrative at some point soon.  With that, global market 
strains rose on two key fronts:  Japan and the UK.

In Japan, which has maintained its 10yr rate at 25bps, has seen its currency plumet to over 1.45 to the USD which has 
triggered a BoJ response/intervention for the first time since 1988.  The simple truth is you can control either the FX or 
the bond market but NOT both.  So, our view is Japan’s Yen can only be saved by UST’s rates falling – which seems 
highly unlikely.  So, the intervention is unlikely to prove lasting.  There have been small hints of YCC being modified to 
release the strains, but again only further pressure can make this happen – we are considering an option structure to 
potentially capture this event.
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In the UK we are getting our first taste of Trussonomics and so far, so bad.  Sterling is getting rocked, and gilts slaugh-
tered.  The BoE will have to make some kind of decision and most likely that will be big hikes in rates.  Once again it 
appears that central banks are running up against government policy when it comes to fighting inflation – a new kind 
of “cancel” culture!  

The challenge with all the above is that if/when these positions “break”, there will be damages and how that impacts 
securities markets is hard to predict.  So, we are deliberately running with low gross exposures albeit still negative-
ly positioned.  Our largest position remains short C$ on the back of an indebted Canadian consumer, falling global 
growth expectations and a challenged housing market.

Summary Table
Economic Forecasts (Q3/2022 and Q4/2022)
 

 
D= Deflation / G= Real Growth / R= Inflationary Growth / I = Inflation

Economic Weekly Update
 
Below is a summary of the week and significant changes.  

The portfolio is divided into 2 parts – a Global Long/Short part (individual securities) and a Global Macro part that fo-
cuses on liquid futures, ETF’s etc. across FX, Commodities, Fixed Income and Equities.
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Summary of our current positioning:
 
1)     Global Sector Exposures (Long / Short Portfolio of individual companies)

Last week, cyclical names largely underperformed defensive ones, with the underperformance led by energy and auto 
names.  The hawkish Fed as well as deteriorating leading economic indicators(LEIs) are the main reasons to blame.  
On housing side, KB Home’s 50% decline in orders wasn’t a surprise given the weakness in macroeconomic data and 
recent peer results.  However, their 2023 earnings(EPS) was again revised down by 15% after almost 20% negative 
revision since early this year.  Lennar also missed estimates and 4Q EPS was revised down by HSD.  Ford slashed 
their Q3 earning forecast by another 20% on pressures from parts shortages.  Is there more to come?  Overall, we 
expect to see more negative revision in industries directly impacted by higher interest rate and a slowing growth.

We have lean positioning as the fundamental backdrop continues to deteriorate. It is increasingly tougher to play for 
bear market rallies, particularly when volatility has a 30-handle.  While we are not saying it will happen, crash risk rises 
when in oversold conditions, especially when considering the magnitude of the moves in FX markets, bond yields, 
and credit spreads.  We think it is prudent to be running low gross and nets at this juncture.  This past week we saw 
some more quarterly company reports.  General Mills reported earnings on Tuesday, and once again, reported good 
numbers.  Volumes were reasonably flat, but pricing was very strong.  This rhymed with the last quarter, as price hikes 
were the main reason for the beat.  Consumers are still absorbing these costs, but this cannot last forever.  We are 
focused on volumes here, because as they materially drop off, that likely marked the last quarter of aggressive price 
hikes. Costco continued to beat estimates with a healthy comp as well as a well-managed margins, but this time the 
surprise is smaller.  While the cost continued to stay elevated compared to last year, the set up started to look good 
for COST, including lower container prices and an improving supply chain.  On the negative side, the comp is getting 
increasingly tough for COST and the execution matters more than any other times.  There is plenty read-through for 
other staples company from COST where we expect to see costs coming down over the next few months, driving by 
raw material and transportation costs while wage could stay sticky for a while.
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2)     Global Macro Exposure

Total Gross: 19.13%, Total Net: 7.84% 

Commodities – Bullish Gold
Commodities were reduced by 84bps with the sale of our December Gold Futures and the Sprott Physical Uranium 
Trust position.

Bonds – Bullish Duration / Short Credit
Bonds were increased by 85bps.  10yr US Treasury Futures were replaced with a large position in 2yr UST’s and a 
starter/small position in 30yr US Treasury Futures.

Equity Futures – Negative
Index shorts were reduced from -8.14% to -5.36% with the bulk focused on Canada index short. 

Foreign Exchange Positions

FX – Bullish USD

USD was reduced by 4.5% as we partially monetized a CAD put option structured trade.  Our CNH short trade is look-
ing very good right now.

We look forward to reporting back next week. 
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Commissions, trailing commissions, management and performance fees and expenses all may be associated with mutual fund 
investments. Please read the prospectus before investing. 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 are not guaranteed, their 
values change frequently and past performance may not be repeated.

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 investment 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 pur-
poses 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 performance and are by their nature based on numer-
ous assumptions. Although the FLS contained herein are based upon what Arrow Capital Management and the portfolio manager 
believe to be reasonable assumptions, neither Arrow Capital 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 the Fund as compared with the historical perfor-
mance of a widely quoted market index or a weighted blend of widely quoted market indices or other investments. There are various 
important differences that may exist between the Fund and the stated indices or other investments that may affect the performance 
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.

More information about the Fund can be found on our website www.arrow-capital.com.

    1-Year  3-Year  5-Year  ITD
AGAA - Series F -1.56%  4.28%     3.66%
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