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Fulcra Focused Yield Fund – Q2 2013 Commentary 

During the first 4 months of 2013, global investment dealers continued to churn out research 
highlighting the merits of corporate bond investing.  High Yield’s historically high spread cushion 
(hy spread / (hy spread + 10 yr treasury yield)) and investment grade’s strong mutual fund 
inflows, even during periods of rising rates, were cited as reasons to continue to allocate to 
corporate bonds.   

Recent issues of lower quality credits, single B or below, where investors are taking on equity like 
risks, with high debt to cash flow multiples, but getting paid a fixed 4.5 to 5% coupon over a 
period of 7 to 10 years seems to represent the final stop of a game of Hot Potato (without any 
nutritional benefits).   

During the first 5 months of the year, these same global dealers that highlighted the “relative” 
benefits of corporate bonds, assisted corporations in the issuance of $ 44 billion in high yield 
bonds.  This put the high yield new issue market more than $ 30 billion ahead of the record pace 
from the first five months of 2012! 

Don’t get us wrong, without bond issuance we wouldn’t have a fund to manage.  However, there is 
a price for everything and yields in credit were pushed too low over the last 6 to 12 months.  The 
graph below provides a great historical context on the evolution of high yield over the last 26 
years. 

 

 

 

 

 

 

 

 

 

 

 

As the right part of the graph indicates, the Federal Reserve has contributed to suppressing 
interest rates for a significant amount of time.  When Mr. Bernanke hinted at a potential removal  
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of the monthly $85 billion bond purchasing program in a May 22nd speech, all yield investments 
moved lower; those longer in duration more so.   

From the time the high yield market hit an all time low yield of 4.98% on May 9th, high yield and 
Canadian investment grade bonds are down 1.4% and 2.0% respectively (including income) for 
the quarter.  The table below provides a summary of the performance of various income indices 
for Q2 2013:  

 

 

 

 

 

 

 

 

 

                        *Performance is for Class B                         
       Source: Bank of America / Merrill Lynch and Bloomberg 

 
While we view the recent re-pricing of both bonds and stocks positively, the Fed will have to 
ensure that their more aggressive (“hawkish”) tone does not back fire and pour cold water on the 
economy.  We don’t believe it is a coincidence that Bernanke has become more hawkish within 
sight of the end of his second and, potentially last, term in January 2014.  In the ensuing months, 
the markets will no doubt be focused on his possible successor and his or her thoughts on the 
economy and the direction of interest rates.   

The shorter duration of the Fulcra Focused Yield Fund has insulated investors from some of the 
backup in interest rates.  While the fund isn’t completely immune to this re-pricing we have cash 
of almost 13 percent.  Additionally, 30 percent of bonds in the fund mature within 18 months; 50 
percent of which mature in the next 6 months.  Furthermore, 99 percent of this short duration 
paper is issued by investment grade companies.   

The fund’s cash position and short duration will provide us with an important “option” on higher 
yields in the future.  We look forward to updating you on specific investment opportunities as they 
arise from this recent market re-pricing.    

Best Regards, 

 

Matt Shandro 

President, Fulcra Asset Management Inc. 

 Q2 2013 Return 

Fulcra Focused Yield Fund 0.6% 

BoA US High Yield Index  (1.4%) 

Barclays High Yield Bond ETF (JNK) (2.0%) 

iShares High Yield Corp Bond ETF (HYG) (1.8%) 

BoA CAD Index (Investment Grade) (2.0%) 

DEX Universe Bond Index  (2.4%) 

Senior Loan CAD Hedged Index 3.4% 

BoA Emerging Markets Sovereign & Corp Debt Index (4.9%) 

S&P / TSX REIT Index (8.3%) 


