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Sentry Alternative Asset Income Fund
Performance summary
•
•

The fund (Class F) returned -7.0% during the quarter.

Infrastructure holdings, specifically transportation holdings Transurban Group and
Ferrovial, and utilities holdings, specifically Iberdrola and Engie contributed to performance.
Energy-exposed names like Williams Cos. and LNG exporter Cheniere Energy detracted. The
fund’s financial holdings also detracted, led by Citigroup and Brookfield Asset Management.

Positioning and current opportunities
•

•

•

•

Large swings in core positioning quarter-over-quarter is not typical of our strategy. We focus
on investing in high-quality high-yield bonds and alternatives that can drive strong riskadjusted total returns. The fund had a defensive bias in 2018 which mostly protected capital.
This positioning will persist in 2019 although the market is now better rewarding us for risk
and there are some tactical trading opportunities.

As investors began to discount the trajectory of the U.S. Federal Reserve’s hiking cycle in
2019, the last bastion holding up the loan market – the prospect of ever-increasing
coupons faded and, exacerbated by poor trading liquidity, the market wobbled. From a
trading perspective, the weakness in loans made a lot of sense as non-core investors sold
loan positions at or near par to buy high-yield or BBB-rated bonds at prices well below par.
In bond lingo, that is picking up positive convexity or the ability of a bond’s price to rise
more as the yield falls. About 20% of the $1.5 trillion loan market is held in daily liquidity
mutual funds, while approximately two-thirds is held in collateralized loan obligations with
more permanent capital. Where our positioning in loans proved defensive for the first 10
months of the year, in November, loans began moving in lockstep with high-yield bonds.
Illiquidity introduces gap risk into portfolios which can work both for and against us.
Liquidity proved important in the fourth quarter and will be important in the first quarter to
take advantage of opportunities at better valuations. At year-end, half of our large position in
Macau-based casino operator Studio City 8.5% bonds due 2020 was called, and in early 2019
we expect to put our position in Trinidad Drilling 6.625% bonds due 2025 back to the
company at 101 upon its acquisition by Ensign Energy Services.
The drop in the oil price and credit spread widening on BBB downgrade concerns provided
opportunity to add the hybrid securities of Enbridge to the portfolios. These bonds mature in
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2077 but are callable in 2027 at which point they lose partial equity treatment. The logic of
this trade is akin to our thinking on financial fixed-floating preferreds which we have
previously discussed. At our purchase price levels on the Enbridge bonds, yields were 7.5%
to the 2027 call.

Risks and things on our radar
•

•

Sentiment in the credit markets is poor which is usually a bullish indicator. When pressed
for their rationale for their bearishness however, we find many investors at a loss for words
and simply point to the duration of the current economic cycle, conveniently forgetting the
mini-default cycle centered on the energy sector in 2016. Since 1987, in periods when global
growth is decelerating, but remains positive, high yield has posted an average annual return
of 9.4% (excluding the 57.5% rally in 2009) and in 31 years has never posted negative
returns in consecutive years.

We expect high yield to rebound in 2019 as defaults are likely to remain low. We think
higher-beta positioning will be rewarded in the first half of the year. Reversing our call from
mid-2018, we now think fixed-rate (high yield) will outperform floating (term loans) in
2019.

Outlook
•
•

•

We are lifting our outlook on high-yield credit to neutral as spreads are now materially
wider and back to historical averages.

With monetary policy normalization, the rising tide of falling bond spreads seems over. Yet,
valuations are fair and spreads, on average, could tighten a bit from here in 2019 if U.S.
growth remains positive and our Fed ‘pause’ scenario comes to fruition. We expect higherbeta positioning to perform well in the first half of the year. That said, with more dispersion
should come more opportunity for credit selection to drive performance.

Away from the macroeconomic and the idiosyncratic, the technical things that had us
cautious in mid-2018 – complacency, the risk of BBB bonds being downgraded into high
yield and overwhelming the market like Ford and GM in 2005 – have materialized or now
priced in.
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IMPORTANT INFORMATION
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
net of fees (except for figures of one year or less, which are simple total returns) including 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 guaranteed, their values
change frequently and past performance may not be repeated.
Certain statements contained in this communication are based in whole or in part on information provided by third parties
and CI has taken reasonable steps to ensure their accuracy.
The contents of this piece are intended for informational purposes only and not to be used or construed as an endorsement
or recommendation of any entity or security discussed. The information should not be construed as investment, tax, legal
or accounting advice, and should not be relied upon in that regard. 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. These investments may not be suitable to the circumstances of
an investor. Some conditions apply.
The comparison presented is intended to illustrate the mutual fund’s historical performance as compared with the
historical performance of widely quoted market indices or a weighted blend of widely quoted market indices. There are
various important differences that may exist between the mutual fund and the stated indices that may affect the
performance of each. The objectives and strategies of the mutual fund result in holdings that do not necessarily reflect the
constituents of and their weights within the comparable indices. Indices 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 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 numerous assumptions. Although the FLS contained herein are based upon
what CI Investments Inc. and the portfolio manager believe to be reasonable assumptions, neither CI Investments Inc. 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.
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