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The Specialized Credit Team
Experience and access across the entire spectrum

IG Floating

Rate
IG Bonds High Yield Bonds

Preferred 
Shares

Credit Absolute 
Return

$586M $1,348M $2,058M $1,494M $1,759M

TOTAL AUM: $7,245M

Source: 1832 Asset Management L.P. as of 03/31/2024.
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Industry 27 years 22 years 23 years 10 years 16 years 12 years 21 years
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The World Has Changed
Big improvement in stakeholder alignment incentives

Higher Yields

⚫ Bond Buybacks at a Discount

⚫ Deleveraging Focus

⚫ Disciplined Spending

⚫ Bondholder Friendly

Lower Yields

⚫ Debt Funded Share 

Buybacks + Dividends

⚫ Higher Leverage

⚫ Risky Capex Spending

⚫ Shareholder Friendly

Source: Bloomberg,1832 Asset Management L.P. as of 03/31/2024.

0.00

1.00

2.00

3.00

4.00

5.00

6.00

2007 2009 2011 2013 2015 2017 2019 2021 2023

US Treasury 2 Year Yield



5 ADVISOR USE ONLY

Credit Spreads Evolution
Passive investors are exposed to expensive valuations 

Source: Bloomberg, ICE BofAML Canada Corporate Index,ICE BofAML US Corporate Index and ICE BofA US High 
Yield Index in US dollars, period from 12/31/1997 to 03/31/2024.
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.

Investment Grade Looking More Like High Yield
Passive investors in IG are exposed to downgrade risk

Source: Goldman Sachs 
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.

Outlook 
Buckle up for a soft-landing ? 

REASONS FOR OPTIMISM REASONS FOR CAUTION

⚫ Fixed income return profiles 
compete favorably against long 
term equity returns

⚫ Lagging impacts of record 
monetary policy tightening

⚫ Discounted price bonds offer tax-
advantaged returns

⚫ Expensive valuations

⚫ Corporate credit profiles are 
generally strong

⚫ Over-leveraged Canadian 
consumers
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.

Energy
Stakeholder alignment supports positive returns in credit

✓ Disciplined and experienced management teams

✓ North American shale plays largely de-risked with 
predictable production profiles

✓ Rational capital spending to limit excessive 
production growth

✓ Strong free cash flow generation with balanced 
shareholder / bondholder returns

✓ Paying down debt and deleveraging

= Improving credit profiles driving tighter 
valuations warrants sector overweight
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.

Metals & Mining
Energy transition supports credit upside

✓ Massive amounts of base metals (copper, nickel, cobalt, 
etc.) are required for broad electrification transition

✓ Strong potential for free cash flow generation as 
commodity prices are driven higher by excess demand

✓ Scarcity value for long-life assets with significant reserves

✓ Bondholder alignment as issuers pay down debt and 
deleverage

= Improving credit profiles driving tighter valuations 
warrants sector overweight
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✓ Focus on attractive spreads and all-in yield that 
can generate decent income (senior bonds of 
banks and pipeline companies)

✓ High quality issuers with no default risk

✓ Isolate steep curves where spreads can “roll 
down” providing a tailwind

✓ Use leverage by shorting government bonds to 
enhance returns and eliminate interest rate 
exposure

= Low volatility attractive carry strategy

Short Duration Investment Grade
High quality income that can be enhanced through leverage

2 yrs 7 yrs
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✓ Low coupons + higher yielding environment 
= bonds trading at a discount 

✓ Discounts in the short-medium part of the 
curve offer capital gains as bonds are 
“pulled-to-par”

✓ Active managers can enhance tax attributes 
by focusing on the most discounted 
securities

= Generational opportunity

Discounted Price Bonds
Tax-advantaged return profiles driven by capital gains
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 Large, unstable capital structures with growing interest burdens

⚫ Over-levered telcos spending significant capex in a competitive environment

⚫ Office REITs dealing with growing vacancies and rent pressure

 Consumer discretionary issuers

⚫ Retailers, airlines, leisure, entertainment, etc. 

 Expensive BB’s trading on top of their investment grade peers

⚫ Return profiles asymmetrically skewed to the downside 

 Lower-rated and subordinated debt

⚫ Most exposed to a recession, CCC’s, LBO/MBO, etc.

Underweights / Shorts
Avoid risky securities over-represented in passive solutions
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Active Advantage
Capturing alpha through active sector and security selection

Source: Bloomberg, HY index total return data, total return (%) from 04/08/2021-04/08/2024.  

Risky index constituents are often over-represented in passive products

Oil Field Services 

⚫ 2% Index Weight

⚫ 7% DHYBF Weight 

⚫ +9.40% Annualized

Communications

⚫ 14% Index Weight

⚫ 4% DHYBF Weight

⚫ -4.30% Annualized
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Active Hedging Strategies 
Protecting capital through use of flexible hedging tools

Source: Bloomberg, HY Index from 09/30/2021 to 31/03/2024. 

B
a
s
is

 p
o
in

ts

⚫ Unlike equities, the upside in credit is 
increasingly capped as spreads reach tight 
levels.

⚫ We actively manage the portfolio’s 
risk/reward profile when spreads are 
expensive

⚫ Hedging Tools:

▪ Credit (CDX) / Interest Rate Derivatives
▪ Single-Name Credit Default Swaps 
▪ Option Strategies (Puts, Put Spreads, 

Collars, etc.)
▪ Shorts (Equities, Bonds, ETFs)
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Embracing Flexibility in Credit Alternatives 
Shifting valuations warrant an active approach

Source: Bloomberg, ICE BofAML US Corporate Index from 09/30/2021 to 31/03/2024. 
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US IG Corporate Bonds 

DCARF 4Q21

 CR01:  -1yrs

 Yield:  4.72%

 Rating:  AA-

Spreads are Cheap

⚫ Long Positioning

⚫ Increased Leverage

⚫ Broad Quality Skew

DCARF 2Q22

 CR01:  +11yrs

 Yield:  9.55%

 Rating:  A-

Spreads are Expensive

⚫ Short Positioning

⚫ Lower Leverage

⚫ Higher Quality Skew

DCARF 1Q24

 CR01:  -4yrs

 Yield:  5.75%

 Rating:  AAA
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Leveraging Credit Alternatives in Your Portfolio
Flexible liquid alt. mandates to support your client’s needs 

Dynamic Credit Absolute Return Dynamic Credit Opportunities

Investment Objective: 
Enhances return profile of Short-Term 

Investment Grade bonds

Seeks equity-like returns 

with fixed income volatility 

Leverage: Structural (2-3x) Opportunistic (1-2x)

Average Rating: Investment Grade (AAA) Flexible (BBB+)

Duration: Hedged Unhedged, but less rate sensitive

Target Return Profile: 6-8% 8-10%

Correlation (10yrs)

FTSE Canada Universe Bond 
0.22 n/a

Correlation (10yrs)

Bloomberg HY VLI CAD 

Hedged

0.53 n/a

Source: Bloomberg, 1832 Asset Management LP, data as of 31/03/2024. 
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Conclusion: The Fixed Income World Has Changed
How will you adjust your client’s portfolios? 

Corporate bonds provide investors with attractive return profiles rarely 
seen over the past decade that could potentially exceed equity returns 
with much less volatility.

Multi-Strategy mandates with flexibility and a proven investment 
process can improve portfolio diversification and reduce correlations. 

Investors should embrace actively managed solutions that can exploit 
opportunities despite broader market complacency. 
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ADVISOR USE ONLY

This presentation has been prepared by Scotia Global Asset Management and is provided for information purposes only. Views expressed regarding a 

particular investment, economy, industry or market sector should not be considered an indication of trading intent of any of the mutual funds managed by 

Scotia Global Asset Management. These views are not to be relied upon as investment advice nor should they be considered a recommendation to buy or 

sell. These views are subject to change at any time based upon markets and other conditions, and we disclaim any responsibility to update such views. To 
the extent this document contains information or data obtained from third party sources, it is believed to be accurate and reliable as of the date of 

publication, but Scotia Global Asset Management does not guarantee its accuracy or reliability. Nothing in this document is or should be relied upon as a 

promise or representation as to the future.

Scotia Global Asset Management is a business name used by 1832 Asset Management L.P., a limited partnership, the general partner of which is wholly 
owned by Scotiabank. Dynamic Funds® is a registered trademark of The Bank of Nova Scotia, used under license by, and is a division of, 1832 Asset 

Management L.P. © Copyright 2024 The Bank of Nova Scotia. All rights reserved.

Series A units are available for purchase to all investors, while Series F units are only available to investors who participate in eligible fee-based or wrap 

programs with their registered dealers. Differences in performance between these series are primarily due to differences in management fees and fixed 

administration fees. Performance results for Series F units may also appear higher than for Series A units as the management fee does not include the 
trailing commission. Commissions, trailing commissions, management 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 including changes in unit values and 

reinvestment of all distributions does not take into account sales, redemption or option changes or income taxes payable by any security holder that would 

have reduced returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated.

Important information
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