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Compared to this time last year, our expectations are 
markedly more positive.  Canadian credit is priced 
attractively and higher yields provide both a buffer 
against value deterioration and the opportunity for 
meaningful returns.
Revisiting the start of 2022
We predicted persistent inflation and delayed central bank reactions 
that would be more hawkish than market expectations. Poor, vola-
tile performance across asset classes, including Credit, was realized.  
Despite wider spreads of 88% shown in the graph below, our Funds 
were flat for the year.

Calendar 2022 Return  Std Deviation 
FTSE Bond -11.69% 7.8

S&P/TSX Composite Index -5.75% 15.6 

YTM OM Credit Fund -0.40% 5.2

YTM Liquid Alt Credit Fund* 0.45% 4.2

Macro 2023
Even with the uncertainty that lies ahead, we are bullish on credit 
for 2023.  Inflation will remain the dominant theme, but it is possible 
that it will be replaced by a focus on growth by the end of the year.  
That possibility turns on the effectiveness of central bank actions.  
When will the brakes applied to the economy by the Fed and the 
Bank of Canada demonstrably and sustainably reverse inflation and 
how deep a recession will result?  

Given the number of moving parts, we believe it foolhardy to predict 
the timing and depth of the expected recession.  What we do ex-
pect is a “hold” rather than a “pivot” on rates.  In other words, when 
central banks observe an entrenched reversal of inflation, we expect 
interest rates to be held at a high level until inflation approaches 2% 
target levels.  This is particularly true in Canada where the Govern-
ment’s largesse is at odds with the Bank’s efforts.  

Credit Today
The Canadian credit market has priced in a recession. The chart 
shows that credit spreads are at comparable levels to 2016.  Low 
current bond market values are hard to reconcile with the fact the 
economy is now stronger than it was in 2016, as are the balance 
sheets of investment grade issuers.  There is a similar price gap 
with the U.S. market where comparable bonds trading are trading at 
higher values. The Canadian market is either overly pessimistic or it 
is early on the impact of a recession.  

The other important current market factor is that yields on invest-
ment grade bonds are high, in fact close to the highest since 2008. 
The implication is that the income paid to corporate bond investors 
will contribute meaningfully to positive returns if spreads stay the 
same or tighten and will offset a portion of any spread widening. 
(Another way to think of wider spreads is that the market value of 
the bond goes down and investors will realize a capital loss.)  

The red line in the chart shows the breakeven point for a short-term 
corporate bond index.  Spreads have to widen to levels not seen in 
the last 20 years, except for the Great Financial Crisis and the height 
of COVID, in order for capital losses to absorb all income.  That is the 
benefit of the yield buffer. Absent an unexpected macro shock, we 
do not see this scenario playing out.

Credit in 2023
All risk markets will continue to focus on signs that inflation is cool-
ing.  As 2023 wears on, we expect a focus shift to indications of how 
hard the economy is braking and how quickly it can reset for growth.  
The timing and strength of both signals are important variables.   

We expect negative risk market reactions on realization that a hold 
scenario is much more likely than a pivot on rates.   From a Canadian 
credit perspective, the good news is that much of this narrative has 
already been priced in at current valuations.  While there is the pos-
sibility of wider spreads, with issuer balance sheets in a much stron-
ger position now than in the run-up to previous recessions a slowing 
economy should not necessitate a severe widening in credit.

How does Credit Compare?
Credit is in a uniquely positive position heading into 2023 relative to 
other asset classes.  By a number of measures, equity valuations are 
high, such that any negative news will be more acutely experienced.  
Fixed income rallied towards the end of 2022, but if our view about 
a hold on rates is correct, it will struggle to post positive returns or, 
at a minimum, rate volatility will increase risk for fixed income inves-
tors.  No matter the depth of the expected recession, current valua-
tions and yield buffer make Credit an appealing choice.
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As of December 31, 2022.  FTSE Bond = FTSE Canada Universe Bond Index. Investors 
should read the Offering Memorandum for YTM Capital Credit Opportunities Fund (COF) 
or Fund Facts for YTM Capital Fixed Income Alternative Fund (Liq Alt) before investing.  
You can obtain these documents from YTM Capital Asset Management Ltd. Fund data 
will change and past performance may not be repeated. Performance is net of fees and 
expenses, and is for Class/Series F, distributions reinvested.  * FIAF returns are: 1 year 
0.45%, 3 years 3.71%, Since inception (June 24, 2019) 2.04%. www.ytmcapital.com
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