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The economic boomerang of the year that was 2020 was heavily influenced by timely and decisive govern-
ment intervention. This intervention included interest rate reductions that drove traditional asset returns.  
How will government action and interest rates impact markets in 2021?

Interest rates heavily influence 2020 returns; will 2021 be different?
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Government intervention key to understanding 2020 
The government response to the pandemic was unprecedented 
and comprehensive.  Central banks on both sides of the border 
drove overnight rates lower by 150 basis points (bps). Bond buy-
back programs known as quantitative easing ramped up.  Mar-
ket liquidity programs kicked in, with the Fed initiating 9 in total.  
Financial regulators lowered capital requirements and govern-
ments embarked on record-setting personal income and busi-
ness support programs.
These efforts, particularly interest rate reductions, drove returns 
in the traditional fixed income market. Similarly, many market 
commentators, including the Bank of Canada, concluded that 
rates declines were the major contributor to the bounce-back in 
the second half of a wild year for equities.

Credit Opportunities Fund did not benefit from the rates rally be-
cause it hedges all interest rate risk.  2020 started strong, but in 
our view the credit market was overvalued and we started pulling 
back on risk in the first two months.  The March market seizure 
had a large negative impact on the Fund’s returns, but compared 
to its peers the Fund performed well.  For the remainder of the 
year low interest rates indirectly impacted the Fund in that they 
helped to improve the credit quality of corporate issuers. 

Where are interest rates now? 
At the start of 2021, interest rates sit at historically low levels.

December 2020

Performance data is for the year ending December 31, 2020.   FTSE Bond = FTSE 
Canada Universe Bond Index. S&P/TSX = S&P/TSX Composite Index. Past performance 
may not be repeated. There is no guarantee the Fund will provide returns similar to its 
target. Fund performance is net of fees and expenses, is for Class F, Initial Series, dis-
tributions reinvested, The Canadian Hedge Fund Awards are administered by Alterna-
tive IQ.  The awards are based on a quantitative measure of a fund’s performance in a 
category. Of the 18 funds considered, the Fund earned an HF award for the 2nd highest 
Sharpe ratio and 2nd highest retrun for the 5 years ending June 30, 2020. This document 
is for information only and is not intended to solicit orders for the Fund. Investors should 
read the OM before investing. You can obtain the OM from YTM Capital Asset Manage-
ment Ltd.  or from your investment advisor. www.ytmcapital.com 

What is in store for 2021? 
With no room for meaningful declines, the only two options for 
interest rates in 2021 are status quo or higher.  Central Banks 
have forecasted that they will not increase interest rates during 
2021.   With the recovery expected in Q3 and beyond, it seems 
reasonable to forecast that rates will not move in 2021. 
That said, bond markets typically price in rate increases before 
Central Banks act.  There are nascent signs of inflation appear-
ing that markets have priced.  As shown in the graph, the 10 
year Government of Canada Bond is up from 67 bps at the end 
of 2020 to 82 bps in the middle of January.  Concerns are being 
generated by the theories that when governments taper quan-
titative easing, interest rates will increase or that there is a risk 
of governments overshooting the mark on stimulus and there-
by creating excess inflation.  President-elect Biden is following 
through on his pledge to provide massive stimulus to the U.S. 
economy.  And the Liberals show no sign of slowing down on 
our side of the border.  
With the unchartered territory of wild economic swings caused 
by the pandemic, the unknowns related to the path of recovery, 
and the question of how long governments can maintain these 
levels of intervention, it is impossible to predict if these early mar-
ket signs are the harbinger of upward rates, but the market is 
taking notice. 
Whether rates stay the same or increase, the 2020 rates rally 
that pushed traditional long-only fixed income and equity to solid 
annual returns is extremely unlikely to be replicated.  An invest-
ment that is rates-agnostic, not correlated with traditional asset 
classes, and provides the potential for absolute returns is a solu-
tion that should be considered by investors.
Credit Opportunities Fund has a track record of providing award 
winning, uncorrelated, interest rate-hedged returns in all envi-
ronments. Going into the year, we will continue to add risk as 
opportunities present themselves. The tail 
winds of Central Bank and government 
stimulus, vaccine roll-outs, and near-term 
lower expected new issue supply provide 
some runway for $C credit to outperform 
$US credit at the start of 2020. That said, 
consistent with our focus on capital preser-
vation, we remain cautious on valuations in 
this environment. 

2020   Return Std Dev

Credit Opportunities Fund 3.33% 10.18%

FTSE Bond   8.69% 5.39%

S&P / TSX   5.56% 24.90%


