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Performance 

The Fund (Series I) underperformed its benchmark over the quarter.  

Volatility was elevated in Q1 for fixed income markets, culminating in March with the collapse of SVB and the 
takeover of Credit Suisse by UBS, but performance was strong over the quarter. In January, government bond 
yields were lower across the board following a number of weak economic data points (notably US PMI’s) pointing 
towards lower inflation and higher risk of recession. This reverted quickly in February. A series of strong data 
releases (unemployment in the US falling to a multi decade low of 3.4%) and higher than expected inflation numbers 
(US CPI rising to 6.4% and core inflation in Europe and Japan hitting new highs) led to a repricing of the 
probabilities of future rate hikes and terminal rates and resulted in yields moving sharply higher. This trend persisted 
in early March, with the 2-year US treasury yield reaching 5.07%, its highest level since before 2008, as Fed 
Chairman J. Powell reacted to persistently high inflation, saying: “The ultimate level of interest rates is likely to be 
higher than previously anticipated”. In Europe, ECB President C. Lagarde announced that markets should expect 
further hikes leading Eurozone bond yields to climb, especially at the short end. This left rate curves deeply inverted 
both in the US and in Europe.  

The mood in markets changed drastically in the following few days when regional US bank SVB had to be taken 
over by the US government. The bank combined a very concentrated and largely uninsured depositor base with 
very poor management of its asset / liability profile. The US government reacted very swiftly, aiming to limit further 
contagion by increasing the guarantee to all SVB deposits including those above $250,000 and by creating the Bank 
Term Funding Program. About a week later, the market started to question the solidity of Credit Suisse, which 
quickly forced the Swiss regulator to engineer a takeover by UBS. This was a positive development, which reduced 
the risk of contagion facing European banks. However, to make the deal more attractive, Additional Tier One Bonds, 
known as AT1s were unexpectedly written down while some value was returned to shareholders. This resulted in a 
sharp selloff across the sector as investors reassessed those securities. Importantly, the European banking 
authority and the Bank of England both issued statements shortly after confirming the order according to which 
shareholders and creditors of troubled banks should bear losses and explicitly stating “common equity instruments 
are the first ones to absorb losses, which helped maintain confidence in the AT1 market. European banking bonds 
stabilized, but some stress remained in the regional US banking sector as two other US regional banks collapsed 
later in the month. This will likely lead to tighter financial conditions across the US Economy and revised growth 
expectations.  

These events led to a massive repricing of short term rates, with 2 year US Yield dropping by a whopping 130 bps in 
a few sessions, before rebounding slightly towards the end of the Quarter and German 2 year saw similar although 
less extreme movements. Money market funds registered record inflows and 10-year Treasuries and Bunds yields 
closed the quarter at 3.5% and 2.3%, respectively 40 and 30 Bps lower than at the beginning of the quarter.    

Over Q1, Central banks kept hiking rates across the board, with the ECB hiking by 100 bps, the BOE by 75 bps, the 
Fed by 50 bps, as did the central banks of Sweden, Australian and New Zealand. Norway and Canada both hiked 
by 25 bps. 

In credit, spreads were volatile over the second half of the quarter, but mixed overall. US IG spreads were 7 bps 
wider at 145 Bps, while EUR IG spreads only moved 2 bps higher at 168Bps, while Sterling IG was 1Bps tighter at 
191 bps.   A number of sectors outside financials saw tighter spreads. Real estate and financials underperformed 
even though they bounced back towards the end of March. Spread on Coco’s remained close to a 90 bps wider over 
Q1. Total return for Credit indices were strong over the quarter as duration also helped. 

In FX, the USD Index was down almost 1% in Q1, with the EUR, GBP and JPY all appreciating vs the USD. The 
NOK was a notable underperformer, down 6.4% vs the USD and looks fundamentally undervalued in the sub-
advisor’s view. Most EM currencies were also higher vs the USD in Q1, although the ZAR was down just over 4%. 
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Returns (%) 

*Source: Morningstar. As of March 31, 2023 + The benchmark since inception return in the table is calculated as of the inception date of Series A. Since 

inception benchmark returns for Series F and Series I are 2.02 and 1.82, respectively. 

Fund commentary 

G10 Sovereign bond positions made a negative contribution. Being underweight duration was one of the main 
detractors. Volatility was very high during the quarter. Global bond yields rallied in January as headline inflation 
headed lower, then sold off in February as inflation surprised to the upside again and finally rallied sharply in March 
following the stress in the banking sector in the US and in Europe, leading to a reassessment of the recession risk 
due to an expected tightening of financial conditions. On country allocation, the sub-advisor’s relative preference for 
AUD and USD duration for most of the quarter vs EUR and JPY was very slightly beneficial as the former rallied 
more than the latter in Q1, however the Fund’s underweight CAD position detracted. On yield curve, the Fund’s 
steepening positions in the US and European curves delivered a small positive contribution as the short end rallied 
more than the long end towards the end of the quarter. On bond selection, the Fund’s overweight to periphery bonds 
delivered a small positive contribution as spreads tightened during the period. 

Credit positions made a negative contribution to relative performance. The Fund’s overweight to credit was the 
second main detractor as spreads were slightly wider over the quarter. This came in large part from the Fund’s 
overweight to Financials and AT1s, as the sector was the most affected by the stress in the banking sector in March. 
The Fund’s allocations to emerging markets had a small positive contributions thanks to the exposure to Mexico, 
Dom Rep and Romania where spreads were resilient, despite most EM spreads widening during the period.   

Currency positions were negative contributors to relative performance. On USD exposure, the Fund was very 
slightly long during most of the quarter. The position has a small negative contribution as the USD was slightly 
weaker overall during the period. On inter-bloc (CAD and AUD vs. JPY and EUR) allocations, the Fund’s short EUR 
and underweight CAD detracted slightly. On intra bloc currency allocations, the Fund’s long NOK vs short GBP was 
the main detractor here as NOK was weaker in Q1. On emerging markets currencies, the Fund’s basket of EM 
currencies was the largest positive contributor during Q1. The long MXN, BRL, INR and IDR positions in particular 
posted strong performance. 

During the quarter, the sub-advisor increased the Fund’s underweight duration position, ending the quarter 2.53 
years short vs the index (vs -1.45 years at the beginning). This came mostly from increasing the underweight in 
EUR and JPY duration and moving slightly underweight AUD duration from overweight at the beginning of the 
period. On the other hand, the sub-advisor reduced the underweight to GBP duration. They had moved closer to 
neutral vs the benchmark in USD duration before SVB had to be rescued, but increased the underweight again 
after, finishing the quarter at -0.53 years, as the market was pricing too many cuts in the sub-advisor’s view.   

In FX, the Fund ended the quarter long 2.7% USD, slightly over where it had started, although had gone closer to 
neutral for some time during the period. The sub-advisor slightly increased the Fund’s long NOK position as the 
currency has become more undervalued in their view. The sub-advisor also added to AUD, which should benefit 
from China reopening. They slightly reduced the Fund’s GBP short, although it remains the largest short. The 
Fund’s underweight to CAD was increased meaningfully after the Bank of Canada was the first major central bank to 
signal a pause. A short position in NZD was initiated as well as a move from long to short CHF and SEK. The sub-
advisor also reduced SGD exposure and closed KRW.   

FUND 3 MO 6 MO YTD 1 YEAR 3 YEAR 5 YEAR 10 YEAR 
Since 

Inception 

NEI Global Total Return Bond Fund Series I 1.81 3.05 1.81 -1.38 2.83 2.09  3.28 

NEI Global Total Return Bond Fund Series A 1.35 2.11 1.35 -3.17 0.96 0.22  1.47 

NEI Global Total Return Bond Fund Series F 1.56 2.50 1.56 -2.38 1.80 1.07  2.37 

Benchmark 1:  

Bloomberg Barclays Global Aggregate Index 
(C$ hedged) 

2.76 3.70 2.76 -4.34 -2.34 0.55  2.02 
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In EM, the sub-advisor slightly reduced MXN and added to BRL (both overweight). On the other hand, the 
underweight in CNH was reduced, and the sub-advisor added to IDR, INR and THB which should be the first 
beneficiary of China reopening in the sub-advisor’s view.  

Outlook 

US rates volatility recently reached levels not seen for the last decade. Actions from Central banks should 
progressively help normalize the market. The sub-advisor expects rates to increase from here, even if likely not back 
to the level they had reached recently. As such, they remain underweight duration vs the index for the time being. 
The sub-advisor expects systematic risk to normalize, leading to attractive returns for financial credit, and they 
expect high quality carry to perform well over the medium term.  

The sub-advisor has diversified positions across government bonds, SSA, high quality credit, selected EM, but avoid 
HY, which they find expensive relative to other parts of the FI markets at the moment.  

This balance of moderate rate exposure, credit and FX positions enables the fund to offer an attractive yield of 6.2% 
with an average rating of single A and a duration of 4.1 years. The sub-advisor continues to believe they are in a 
good environment for the Fund to generate attractive returns going forward.   
 

 

 

 

 

 

 

This material is for informational and educational purposes and it is not intended to provide specific advice including, without limitation, investment, 
financial, tax or similar matters. The views expressed herein are subject to change without notice as markets change over time. For complete 
information about a mutual fund managed by NEI Investments, please refer to the fund's simplified prospectus and/or Fund Facts which can be 
downloaded at www.neiinvestments.com.  

Series F units are only available to investors who participate in eligible fee-based programs with their registered dealers that have entered into a 
Series F Distribution agreement with NEI Investments.  

Series I have high minimum investment requirements and are typically aimed at institutional investors (such as pension plans) or investors making 
large investments in the fund. Funds in these series generally have lower management fees than the retail series of the same fund.  

Information herein is believed to be reliable but NEI does not warrant its completeness or accuracy. Views expressed regarding a particular security, 
industry or market sector should not be considered an indication of trading intent of any funds managed by NEI Investments. Forward-looking 
statements are not guaranteed of future performance and risks and uncertainties often cause actual results to differ materially from forward-looking 
information or expectations. Do not place undue reliance on forward-looking 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 compounded total returns including changes in units value and 
reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges 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.  

NEI Investments is a registered trademark of Northwest & Ethical Investments L.P. (“NEI LP”). Northwest & Ethical Investments  Inc. is the general 
partner of NEI LP and a wholly-owned subsidiary of Aviso Wealth Inc. (“Aviso”). Aviso is the sole limited partner of the NEI LP. Aviso is a wholly-
owned subsidiary of Aviso Wealth LP, which in turn is owned 50% by Desjardins Financial Holding Inc. and 50% by a limited partnership owned by 
the five Provincial Credit Union Centrals and The CUMIS Group Limited. 

For more performance related information about a mutual fund managed by NEI Investments, please visit the prices and performance page on 
neiinvestments.com.  

http://www.neiinvestments.com/
https://www.neiinvestments.com/pages/prices-and-performance/#?filtersSelectedValue=%7B%22brandingCompanyId%22:%7B%22id%22:%22NEI%20Investments%22%7D%7D

