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The Apollo 11 mission in 1969 was an amazing feat as Neil 
Armstrong became the first human being to set foot on the 
moon.  The documentary film, of the same title, used original 
footage to transport the viewer back to the space-race era and 
the captivating landing on the moon and journey back to earth.   
The return part of the mission required the Lunar module 
Eagle, after completing its mission to the moon’s surface, to 
rendezvous with the Command module Columbia in the 
moon’s orbit.

The Apollo 11 mission was a monumental undertaking at the 
time and involved many risks and uncertainties that a team of 
individuals worked diligently to minimize. Cue, corny analogy… 
The Federal Reserve (“Fed”) members are as well trained and 
experienced in the business of central bank policy as any.  Yet 
they have been tasked with bringing inflation back down to the 
2% area from a level it hasn’t been in 40 years, while avoiding a 
major economic contraction.  Unfortunately for the Fed, there 
are so many variables out of their control that make the 
predictability of a safe landing much more difficult.  

Risk markets saw declines in December that extended losses 
for an exceptionally tough investment year. Even traditionally 
viewed safe investments, such as investment grade and 
government bonds, were bludgeoned by the multiple interest 
rate increases by the US Federal Reserve and other Central 
Banks globally.

This time last year most investors did not seem ready to 
believe that interest rates were going to go higher in the 
quantum that they did. While the rise in interest rates may be 
closer to the end than the beginning, it seems that 
investors don’t want to believe that they could remain at these 
levels.
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The Dot Plot interest rate predictive tool, which didn’t effectively forewarn the substantial rate rises 
during 2022, is now predicting that interest rates will be substantially lower by the end of 2025. The 
median assumption is a Federal Funds rate of 3.125 percent by the end of 2025. In our view, it is 
probably good to be sceptical.

While the Dot Plot may or may not suggest there will be a recession, a more reliable source of the 
economy’s strength will likely play out over the coming quarters as companies report their financial 
performance.

Companies that have achieved record cash flow margins over the last year may be further supported 
by an opening up of supply chains. However, the drop in demand that will result from the central 
bank’s increasing interest rates will be very difficult to predict. It is no surprise, when listening to 
management teams, that 2023 will be a difficult one to call.

The recent exit from the abnormally low interest rate environment, where the demand for many 
goods, services and real estate was pulled forward from future consumption has the potential to 
impact prices significantly. The combination of lower cash flow and earnings with a higher discount 
rate could have a double whammy negative impact on the pricing of almost everything.

While not suggesting the outcome is deeply negative; the overall process to take the steam out will 
be a difficult one to thread and the case for higher volatility would appear to be strong. Furthermore, 
the continued war in Ukraine and the recent “reopening” in China make the recent (Jan. 13th) 
reading of the VIX (the S&P 500 Index’s expected volatility) at a one year low of 18.6 appear rather 
disconnected from reality.1

While the recent enthusiasm for fixed income is warranted from a yield perspective versus a year 
ago, we would be cautious on the recent rally in corporate credit. The ICE BofA US High Yield Index 
(H0A0) is up 3.73% and in investment grade, the ICE BofA US Corporate Index (C0A0) is up 3.97% 
year-to-date as of Jan 19th in 2023.1

Yes, there was likely some tax-loss selling in the corporate bond market in December 2022 in a 
historically bad year, so one could expect a bit of a bounce back in the beginning of 2023.  However, 
due to the poor performance of the bond market there was very little corporate bonds issuance in 
2022.  Due to this lack of new supply, the coupon income generated from existing holdings gets put 
into the secondary market which results in bidding up the prices of these mainstream/index held 
bonds. 

As of January 19th, 2023, High Yield (H0A0) and Investment Grade (C0A0) Government OAS 
spreads are at 439 and 130 basis points respectively.1 While overall yields on the surface are 
attractive, we think investors need to be more tactful about their corporate bond allocations given 
the higher-than-normal overall earnings backdrop that naturally lags a steep rise in interest rates. 
Currently, we are finding the best opportunities in shorter duration Investment Grade corporates, 
event driven situations, and idiosyncratic stressed high yield situations.
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The portfolio of Lysander-Fulcra Corporate Securities Fund as of the end of December 2022 
possessed a 10.35% yield to maturity with a duration of 1.73 years.

We would encourage investors, current or prospective to reach out to their investment 
professionals to get an update or learn more about our philosophy and how we avoided many of the 
pitfalls of the benchmark constrained fixed income world in 2022.  

As always, thanks for your support. 

1. Source: Bloomberg LP.
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Lysander Funds Limited (“Lysander”) is the investment fund manager of Lysander-Fulcra Corporate
Securities Fund (the “Fund”). Fulcra Asset Management Inc. (“Fulcra”) is the portfolio manager of the
Fund. This document was prepared by Fulcra as portfolio manager of the Fund. In this document, “we”,
“our” and “us” means Fulcra. This document has been prepared solely for information purposes.
Information in this document is not intended to constitute legal, tax, securities or investment advice
and is made available on an "as is" basis. Neither Lysander nor Fulcra make any warranties or
representations regarding the information herein. Information in this document is subject to change
without notice. Neither Lysander nor Fulcra assume any duty to update any information herein. Certain
information in this document has been derived or obtained from sources believed to be trustworthy
and/or reliable. Neither Lysander nor Fulcra assume responsibility for the accuracy, currency,
reliability or correctness of any such information.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual
fund investments. Please read the prospectus before investing. Investment funds are not guaranteed,
their values change frequently, and past performance may not be repeated.

This document is not an invitation to invest in the Fund and does not constitute a public offering of sale.
Purchases in the Fund can only be made through an Investment Professional on the terms in the fund’s
offering document by eligible investors. Each purchaser of units in a fund may have statutory or
contractual right of action.

This document may contain forward-looking statements. Statements concerning a Fund’s or entity’s
objectives, goals, strategies, intentions, plans, beliefs, expectations and estimates, and the business,
operations, financial performance and condition are forward looking statements. The words “believe”,
“expect”, “anticipate”, “estimate”, “intend”, “aims”, “may”, “will”, “would” and similar expressions and the
negative of such expressions are intended to identify forward-looking statements, although not all
forward- looking statements contain these identifying words. These forward- looking statements are
subject to various risks and uncertainties that could cause actual results to differ materially from
current expectations. Readers are cautioned not to place undue reliance on these forward-looking
statements. While Lysander and Fulcra consider these risks and uncertainties to be reasonable based
on information currently available, they may prove to be incorrect.

Nothing in this document should be considered a recommendation to buy, sell or short a particular
security. Any specific securities discussed are intended as an illustration of the portfolio manager’s
security selection process. The portfolio manager may sell these securities at any time, or purchase
securities that have previously been sold. The positions may increase or decrease in value after the
date hereof, and the portfolio that hold such positions may accordingly gain or lose money on the
investment. The statements by the portfolio manager in their commentaries are intended to illustrate
their approach in managing the portfolios, and should not be relied upon for any other purpose.

®Lysander Funds is a registered trademark of Lysander Funds Limited.
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