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Weekly performance, macro context, current positioning, and future expectations.
 
Performance 
March 17, 2023
 
Arrow Canadian Advantage Alternative Class (F Class):
WTD -0.56%
MTD 0.41%
YTD -1.25%

S&P TSX Composite
WTD -1.96%
MTD -4.12%
YTD 0.69%
 
S&P 500: 
WTD 1.43%
MTD -1.35%
YTD 2.01%
  
Fund Commentary
The Fund had a small loss on the week but given the extreme volatility of the volatility in bonds / FX and equities we 
are pleased to start next week in good shape!  US Treasuries got an enormous bid across the curve but at the end of 
the week, the volatility (as measured by the MOVE index) hit cycle highs over 200 – think about that relative to the VIX 
at 25!  The 2yr had its biggest fall in years (over 100bps!) as the market has now moved to price in cuts this year and 
a terminal rate all the way back to 4.8% - slightly above the policy rate.  On the positive side, the FED’s balance sheet 
has expanded dramatically as liquidity has been injected (not really QE though) which often leads to stable or better risk 
appetite.  On the other hand, the reduction in the yield curve inversion is welcome but is often a sign that a recession is 
now close at hand.

US equities performed well, but that was all about technology and in particular the artificial intelligence names – MSFT, 
NVDA etc.  The Nasdaq is now up over 14% this year on the back of lower rates but the Goldman AI basket is up almost 
25%!  There is no question that Messrs. Satch Nadella and Jensen Wong can spin the AI tale better than anyone and 
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with the market starved for a good story it is getting frothy.  The Russell 2000 index was clobbered again given its expo-
sure to banks while credit also sold off, but not by as much as we would have thought.

Two big issues last week.  Let’s start with the complicated one – Banking.  Here we have a European problem with 
Credit Suisse (CS) and in the US we have a regional bank issue with a focus on contagion effects from 2 failures (SVB 
& Signature).  CS is a SIFI bank (one of a small number of systemically important banks in the world) and this week the 
Swiss National Bank (SNB) provided the necessary support to prevent its insolvency.  That being said, the credit default 
swaps (price of protection for CS debt) continued to soar to over 10% - why?  Because a growing number of depositors 
continued to leave and a growing number of counterparties continued to reduce exposure / dealings with CS.  So this 
weekend we expect CS to either be busted up into pieces for the vultures circling or sold entirely to a firm like UBS.  So 
the problem hopefully will be solved quickly.  The regional bank issue is a bit more tricky but rather than getting into the 
“weeds”, because it is very technical and complicated, lets hit the high points.

The situation at SVB and a few other banks is one where the percentage of “non-insured” depositors was very high 
especially relative to the industry (70%+).  They all shared this common feature and it was a deliberate business strate-
gy – they typically deal with wealthier individuals and growthier companies – all of whom were presumably comfortable 
knowing full well that the FDIC only insures deposits up to $250k (CDIC here is $100k).  So the risk here is chunky and 
undiversified deposit bases makes these bank more susceptible to runs.  This week saw a continuation of a flight of 
deposits out of other high proportioned non-insured deposit institutions like First Republic (FRC) and into SIFI banks like 
Bank of America and JP Morgan.  The normal backstops for these regionals is often the Federal Home Loan banks but 
details this week revealed that both SVB and FRC were “tapped out” there, so likely one or both had to go the last line 
of liquidity – the Fed Discount window (Primary Credit on the H8) – which typically takes less secure loans etc. but also 
overcollateralizes to ensure they are paid back – and charges a higher rate.  The rise here will likely be offset by greater 
take up next week of the FED’s BTFP (not BTFD) program as regionals can now get 100% collateral on any TST/agency 
MBS even if they are only worth 80c on the dollar today.   A problem for FRC is they do not have that much in TSTs/MBS 
on their balance sheet.  So the FED orchestrated a consortium of banks to put deposits into FRC ($30 billion) – ironically 
the deposits that fled FRC have now come full circle back to FRC!  So is the problem / contagion contained?  Short an-
swer is real progress is being made…in the short run…but when confidence is fragile anything can happen.  

In the long run we have two big issues.  Firstly the BTFP is a one year deal i.e. it buys time for the regional bank to sell 
its assets (loans) in a less stressed environment. The deposits that left these banks and other regionals are likely not 
coming back IMHO – it is a real hassle to switch banks as we all know.  So we are going to have a slow bleed for a con-
siderable period of time.  It is hard to manage a business when it is declining to say the least and when it is a matter of 
confidence to attract any new deposits (and when that confidence is shaken by the Fed, government regulators failures 
in the recent past etc. ).  The second, and bigger, issue is the declining state of the US economy and growing credit qual-
ity concerns especially around commercial real estate (CRE).   In other words QUAD 4 in our vernacular in now in full 
force.  What many have come to realize is that collectively the regional / small banks are major lenders to not only CRE 
(80%) but also commercial & industrial (C&I) (50%), residential lending (60%) and consumer loans (50%).  Goldman 
estimates that the coming drop off in regional bank lending (roughly 15%) is equivalent to a 25-50bps hikes in rates.  The 
FED no longer has the blanket ability to guarantee all deposits thus curtailing its ability to quickly quell deposit worries.  

So if the FED, Congress and the FDIC are not careful in managing the regional bank issue, the slowing rate of credit 
growth associated with bank deleveraging combined with higher for longer rates associated with sticky inflation and 
strong employment, will be a toxic mix.   Our GDP forecast is for Q1 GDP to be -2.11% versus the Atlanta FED GDP 
Now at +3.25% - quite the spread.  BBG consensus is at 0.6%.  Into our negative view on growth comes the FED this 
week.  It appears that 25bps or a pause are the options.  This week the ECB raised 50bps and remained hawkish and 
like episodes before, they are making the situation for themselves even worse yet again.  

We are now 1 year on from the start of the hiking cycle – it has felt like an eternity!  Is it a coincidence that monetary 
policy, which acts with “long and variable” lags, is now beginning to be felt in earnest in our “refi” economy (rhetorical 
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question)?  Growth is now front and centre but with inflation still “sticky” and well above target the FED is truly boxed 
now between growth/inflation and now financial stability.

We have not changed portfolio positioning much over the week.  

Data this weak is pretty light so all eyes will be on the FED meeting and the new SEP.

Geographic Equity Exposures (% Total Portfolio including Futures)

Net equity exposure was reduced from 7.4% to 5.1%.
Canada net exposure was reduced by 3.6%.  
US net exposure was increased from -7.2% to -5.7%.
Rest of World net exposure was reduced by 0.3%. 
Net bond exposure was reduced by 2.8%.  
Net commodity exposure was reduced by 0.5%.   
Total fund gross exposure was reduced by 16.1%.  Total fund net exposure was reduced by 15.7%. 

Sector Exposures (% Long / Short Portfolio of individual companies)
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Market Cap Breakdown
 

FX Exposures:

As a reminder, we view foreign exchange as active “bets” that are used to either generate alpha or act as a hedge to 
the overall portfolio.  The Fund’s reference currency (except for the USD class) is the Canadian dollar so any expo-
sures other 100% Canadian dollars are considered “active” positions.

FX was unchanged. 
 
We look forward to reporting back next week.
Thanks,
Arrow Investment Team
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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) includ-
ing 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 guaran-
teed, 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.
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Historical Performance – As of February 28, 2023

    1-Year  3-Year  5-Year  10-Year
ACAA - Series F -0.35%  14.05% 10.45% 9.50%

Published March 20, 2023


