
Coming into February, COVID-19 was a mounting concern, but market reactions were muted as the epidemic 
remained relatively localized within China. While supply chain shocks weighed on investors’ minds, equity and 
rates markets were not pricing in a substantial economic slowdown. However, by mid-February, all of this 
changed as we began to see COVID-19 spread faster in countries outside of China. Market participants quickly 
realized that countries facing quarantines and travel bans could see significant drops in economic output and 
consumption. We have written in previous letters about the consumer’s key role in extending the current 
economic cycle. The spread of COVID-19 across the globe now threatens the consumer’s vital role in global 
economies. If populations curtail normal activities due to lock-downs (or simply out of fear) then one of the 
largest pillars of developed market economies, may no longer be able to carry GDP on their shoulders. 

Pricing in a higher probability of consumer-led economic slowdown had material impacts on capital markets. 
Developed market equities1 ended the month down over 8% and commodities saw continued weakness. Bond 
markets began to price aggressive central bank easing with the 10-year U.S. Treasury hitting a low of 1.1% 
(with further extension below 1% early March – unseen territory in terms of interest rates). Analysts are now 
revisiting whether interest rates could go negative in North America.  Corporate bonds were not immune to 
this sell-off with spreads moving considerably wider regardless of sector or credit quality. Overall, February 
was a classic “risk-off ” market with indiscriminate selling and fear driving performance of all assets. 
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RPIA Business Continuity Note

We wish to reassure our clients that we have a robust Business Continuity Plan (“BCP”) that provides for 
many scenarios, including the current potential threat posed by COVID-19. This BCP is tested regularly for 
exactly this situation.  We have implemented a rotating “work from home” protocol for all teams within the 
organization.  We plan to continue this protocol for the foreseeable future. Our approach has been designed 
to strike the optimal balance between maintaining the cohesiveness of the firm with ensuring business 
continuity. We continue to monitor the threat posed by COVID-19 and will respond accordingly as 
circumstances change. We are confident in our ability to continue operations in a seamless fashion should 
our BCP need to be rolled out on a broader basis. Please don’t hesitate to contact us if you require more 
detail or would like to discuss this further.

Source: Bloomberg
1Based on MSCI World Index

A State of Uncertainty Plays Out Across Markets 
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We are cognizant of the uncertainty that the COVID -19 virus poses for markets. Unlike past financial-based 
crises the current situation presents many unknowns in terms of global spread, length of time before the virus 
subsides and the short-and-long-term economic impacts to a highly interconnected global economy. In this 
state of uncertainty it is not prudent to take outsized risk and we believe conservative positioning is still the 
right posture for all of our portfolios. This means maintaining hedges where applicable and rotating up in 
quality. We have done this within many of our positions, selling subordinated debt in favour of senior debt and 
focusing on shorter-term holdings. We also continue to focus on owning higher liquidity bonds which will allow 
us to quickly change positioning as situations develop. 

From a fundamental standpoint we have taken the time to re-assess all positions across all the portfolios. We 
have revisited our original investment thesis and re-tested our beliefs based on future stressed scenarios. We 
do this to ensure the companies we own have necessary balance sheet liquidity to weather both a short-and-
longer-term economic slowdown. 

We want to remind you that periods of volatility also present opportunities. Despite the extent of this month’s 
moves we are still finding areas where opportunities exist. While we are not adding considerable risk in the 
portfolios, we are finding selective compelling opportunities to put capital to work in a highly risk-controlled 
fashion. These instances of mispricing of risk have occurred because many market participants have been 
forced to de-risk considerably and raise cash. These inefficiencies present an opportunity for us as we 
maintain our dynamic investment style.

A case in point is Netflix 2021 bonds which saw increased selling pressure from high yield ETF’s and mutual 
funds who were forced to raise cash and were quick to sell anything which had high liquidity. The Netflix 2021 
bonds saw spreads move out to 280 bps (from ~50 bps) at the time of writing despite having only 10 months to 
maturity, a $165 billion equity market cap and nearly $5 billion of cash on the balance sheet. Versus the 
weakness in the bonds, Netflix equity has performed well through the most recent volatility, reflecting the 
company’s relative insulation from the current virus impact (because a fearful population staying home would 
benefit the company). Despite the short-term nature of the bond, Netflix’s BB rating has limited the amount of 
“natural buyers” available to absorb the selling from high yield funds. Constrained investment grade and 
money market managers who cannot buy anything rated below BBB cannot capitalize on such an opportunity. 
However, we have the credit analysis capabilities available to assess risk independent of the rating agencies, 
the highly active style to identify such an opportunity and the focus on liquidity to quickly put capital to work, 
even in volatile markets. We have added this position in the Select Opportunities strategy. 

In our view, the market environment remains highly uncertain.  As volatility persists, we will continue to focus 
on preserving capital. The core team at the firm have managed risk through volatile periods in the past and 
will use their skill and judgement to ensure we are putting our clients’ interests first. We understand that 
today’s state of uncertainty raises many questions about where markets are heading and how we are 
positioned for that outlook. We encourage you to reach out to your RPIA representative if you have any 
questions. We would welcome the opportunity to discuss any concerns that you may have.
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Mispricing of Risk Still Provides Opportunities in Relatively Low Risk Positions

RPIA strategy begins to buy short-term 
Netflix Bonds on fundamental mispricing

Source: Bloomberg
For illustrative purposes only
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Important Information

The information presented herein is for informational purposes only. It does not provide financial, legal, 
accounting, tax, investment or other advice, and should not be acted or relied upon in that regard without 
seeking the appropriate professional advice. The information is drawn from sources believed to be reliable, 
but the accuracy or completeness of the information is not guaranteed, nor in providing it does RP Investment 
Advisors LP (“RPIA”) assume any responsibility or liability whatsoever. The information provided may be 
subject to change and RPIA does not undertake any obligation to communicate revisions or updates to the 
information presented. Unless otherwise stated, the source for all information is RPIA. This document does 
not form the basis of any offer or solicitation for the purchase or sale of securities. Products and services of 
RPIA are only available in jurisdictions where they may be lawfully offered and to investors who qualify under 
applicable regulation. “Forward-Looking” statements are based on assumptions made by RPIA regarding its 
opinion and investment strategies in certain market conditions and are subject to a number of mitigating 
factors. Economic and market conditions may change, which may materially impact actual future events and 
as a result RPIA’s views, the success of RPIA’s intended strategies as well as its actual course of conduct. 
Trade examples are presented for illustrative purposes and does not necessarily reflect a trade or current 
holding in any particular RPIA strategy or fund. 

RPIA investment strategies may be available to eligible Canadian investors by way of private pooled 
investment funds, publicly offered mutual funds and/or separately managed accounts. The available 
investment vehicle for a particular strategy may differ based on the nature of the investor, minimum 
investment requirements, offering documents or management agreements and applicable regulatory 
considerations.
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