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Market Perspective 

What a difference a quarter makes. In our year-end update, we dedicated much of our Market 

Perspective to what we believed to be volatility-driven dislocations in credit markets and other 

sub-markets that are tangential to credit. In our view, equity market volatility during what is 

seasonally a very weak trading volume period (December) produced some highly abnormal 

market movements. As we often highlight in these notes, we are not macro investors nor do we 

consider ourselves particularly insightful macro thinkers, but we do monitor these high-level 

asset class trends in an effort to be more thoughtful in our tactical portfolio construction and 

allocations. All else equal, we would like to be more active during periods of dislocation and less 

active in more benign environments.  

 

CBOE Volatility Index 

 
 

 

As has been the case for much of the last decade, the pocket of dislocation we witnessed in the 

fourth quarter was very short-lived. We now sit roughly half-way through April, equity markets 

have returned to all-time highs and credit markets have largely healed (though there are some 

exceptions to this narrative on the credit front which we will touch on later). Yet again, domestic 

equity markets have distinguished themselves relative to international peers. In fact, the first 

quarter was one of the strongest quarters for domestic equities in recent memory. The only 

notable sub-trends within those equity markets were that smaller capitalization indices 

outperformed for much of the first quarter (though they gave back some of that outperformance 

in March) and there was a long overdue rationalization in the performance spread between the 

value and growth style factors. The latter event is particularly notable for many of our active 

equity investment strategies which tend to have a modest bias toward value metrics.  
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Equity Market Sub-Trends in Q1 2019 

 
 

 
 

 

Away from equity markets, the most notable development within fixed income/credit was that 

the Federal Reserve more formally moved to the sideline on rate hikes. Several leading economic 

indicators showed early signs of moderation and the Fed is clearly on edge about being overly 

hawkish should the economy begin to slow more materially. While the drum-beat of criticism for 

the rate and pace of the normalization in interest rates has been nearly even from both sides of 

that debate, the Fed has a clear sensitivity to the prospect of slowing growth and the exogenous 

risks posed by global unknowns such as Brexit. Even as inflation remains benign they decided to 

telegraph their desire to let things breathe for the balance of the calendar year. 
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Current Implied Probability for Fed Hike (Meeting: 05/01/2019) 

 
 

That confluence of factors noted in the preceding paragraph produced one of those odd periods 

in which we saw a rather dramatic rally in interest rates paired with an equally impressive 

magnitude rally in equity markets. All things risk-on saw notable bounces off their fourth quarter 

lows while all things duration-sensitive saw the tailwind of lower interest rates across the curve.  

 

Fixed Income Sub-Trends 

 
 

As we noted above, the improvement across domestic equity markets was largely uniform 

regardless of sector or style. The same was not true of the credit markets. While the dislocation 

that we saw in the fourth quarter fanned out across the credit risk curve as one would expect 

(high spread duration assets were hit the hardest) the bounce back in some of those sub-sectors 

has been more disparate. Specifically, we have not seen the leveraged loan market and related 

CLO market rally back as dramatically as broader domestic high yield has. This has been 
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particularly true down the credit spectrum where the riskiest high yield segment has seen more 

spread narrowing than the equivalent junior CLO tranches. 

 

US High Yield versus Leveraged Loan – Spread Analysis 

 
 

 

Finally, we want to make a note on the level of overall dispersion that we observed in the first 

quarter. The start to 2019 has proven to be one of the most robust quarters for active management 

that we have seen for some time. Overall dispersion within equity markets has improved 

markedly over the fourth quarter. We highlight this dynamic briefly as it is a key tailwind for 

much of what Vivaldi Investment Research looks to source: active managers with a defined niche. 

 

 

CBOE SPX Implied Correlation Index 
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Update on Year-End Highlighted Opportunity 

If you will indulge a brief recitation of our year-end letter, we chose to highlight what we thought 

was a technically-driven dislocation in the closed-end fund marketplace. Specifically, we spoke 

about a nearly historic dislocation in both municipal bond and domestic high yield/loan closed-

end funds. We discussed the confluence of factors that we believed combined to make the late 

2018 sell-off in this space particularly bad (equity market volatility, low liquidity during the 

holiday season, tax loss selling from less sophisticated advisors and retail investors, etc.) and thus 

why we thought this dislocation represented a compelling tactical investment opportunity. 

Seasonally and historically, the first quarter tends to be a constructive period for closed-end fund 

discounts narrowing. That traditional discount narrowing, combined with the  additional 

tailwind of the bounce back in credit on top of the rally in duration-sensitive assets essentially 

created the best technical environment for this sector very shortly following the worst technical 

environment. 

 

The overall result of the above narrative has been an impressive performance from the closed-

end fund sector overall and our Tactical CEF strategy in particular. Below we highlight the 

discount and total return charts of two of our holdings, one municipal bond CEF and one high 

yield CEF. As one can see, the technical improvement in discounts has been material while total 

return has outstripped that narrowing through the rally in underlying portfolio NAV. 

 

 

Eaton Vance Municipal Bond Fund (NYSE: EIM) 
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Neuberger Berman High Yield Strategies Fund (NYSE: NHS) 

 

 
 

 

Highlighted Research Process 

Frequent readers of these quarterly letters know that VIR members are firm disciples of the 

concept of an illiquidity premium. In short, we believe that the ability to deploy capital without 

the constraints of immediate or continuous liquidity provides the opportunity to increase 

expected returns materially. Almost more than any other tenet, VIR believes in the durability of 

this incremental spread that can be achieved through greater patience and flexibility. Historically, 

the illiquidity premium has been one of the main underpinnings of the “endowment model” of 

asset allocation that heavily emphasizes less liquid asset classes such as private equity, illiquid 

credit, hedge fund, and real estate investing. The ancillary correlation benefits that this model has 

are also attractive to those organizations, institutions, and individuals that have the flexibility to 

hold these less liquid portfolios. 

 

A core focus for the research team here at Vivaldi over the course of the last few years was to find 

more easily accessible ways to take advantage of this structural illiquidity premium. While we as 

a firm are always skeptical of new financial product development, one area that we have been 

seeing increasingly promising product launches has been the interval and tender-option fund 

space. These registered funds provide the regulatory and structural protections of the ’40 Act, but 

via entities that provide only intermittent and partial liquidity in order to give the fund advisor 

much greater flexibility in what types of assets they can invest in. We have found that these 

structures, specifically in the credit interval fund space, have been able to generate gross yields 

150-200 basis points above their mutual fund counterparts by capitalizing on more nuanced and 

less liquid credit instruments without taking on substantially more risk. These interval fund 
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structures are hugely advantageous relative to their daily liquidity mutual fund peers where we 

have been increasingly wary of the inherent asset-liability mismatch that continues to worsen, 

especially in segments of the credit markets. 

 

The net result of our diligence in the interval fund space has been a substantial improvement in 

the variety and quality of investments that are available to those investors that may not be eligible 

for the least liquid limited partnership investing that has long been a staple of VIR’s opportunity 

set.  Importantly, this new area of product expansion comes with many structural nuances and 

unique characteristics that need to be fully understood and managed. We believe that we are on 

the leading edge of the knowledge curve on these structures and strategies and we see it as an 

area of tremendous opportunity and growth that will hopefully benefit our advisors and clients 

for years to come. 
 

Organizational Update 

In recent years, we have been fortunate enough to provide details on additions to our team in this 

section of our letter. We are proud of the commitment that we have made to scaling our business 

well in advance of points at which the additional resources would be mission critical. This has 

included adding team members to our advisory team, our mid and back-office groups, as well as 

our research team. Last quarter, we added Jennifer Yong, CPA, as Vivaldi’s compliance manager. 

Jenny is working closely with the Chief Compliance Officer (CCO) to ensure the firm and its 

activities comply with all relevant rules and regulations. Prior to joining Vivaldi, Jenny was an 

assurance manager at Ernst & Young LLP in the Chicago office. At EY, Jenny was part of the 

Financial Services Office and worked on a variety of different wealth and asset management 

clients, including registered investment companies, private equity funds, hedge funds and funds 

of funds. She received a B.S. in accounting and management information systems from the 

University of Arizona. Jenny is a Certified Public Accountant (CPA) in the state of Illinois. 

 

As always, we thank you for your continued support and intend to work hard to maintain it. 

 

Kind Regards, 

 

 

 

Michael Peck, CFA 

President, Co-Chief Investment Officer 

mpeck@vivaldicap.com 

Brian R. Murphy 

Portfolio Manager 

bmurphy@vivaldicap.com 
 

 

 

LEGAL DISCLAIMER  

THIS LETTER IS INTENDED FOR THE USE OF THE RECIPIENT ONLY, AND MAY NOT BE REPRODUCED OR 

DISTRIBUTED TO ANY OTHER PERSON, IN WHOLE OR IN PART, WITHOUT THE PRIOR WRITTEN CONSENT 
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OF VIVALDI CAPITAL MANAGEMENT, LLC (“VIVALDI”). THIS IS NOT AN OFFERING OR THE SOLICITATION 

OF AN OFFER TO PURCHASE AN INTEREST IN ANY SECURITY OR TO INVEST IN ANY OTHER FUND OR 

ACCOUNT ADVISED OR RECOMMENDED BY VIVALDI. ANY SUCH OFFER OR SOLICITATION WILL BE MADE 

ONLY TO QUALIFIED INVESTORS BY MEANS OF A CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM 

(THE “MEMORANDUM”) OR SIMILAR FORMAL DOCUMENTATION AND ONLY IN THOSE JURISDICTIONS 

WHERE PERMITTED BY LAW.  

 

NO ASSURANCE CAN BE GIVEN THAT A FUND’S INVESTMENT OBJECTIVE WILL BE ACHIEVED OR THAT 

AN INVESTOR WILL RECEIVE A RETURN OF ALL OR PART OF HIS OR HER INVESTMENT. ANY 

DESCRIPTIONS INVOLVING INVESTMENT PROCESS, INVESTMENT EXAMPLES, STATISTICAL ANALYSIS, 

INVESTMENT STRATEGIES OR RISK MANAGEMENT TECHNIQUES ARE PROVIDED FOR ILLUSTRATION 

PURPOSES ONLY, WILL NOT APPLY IN ALL SITUATIONS, MAY NOT BE FULLY INDICATIVE OF ANY PRESENT 

OR FUTURE INVESTMENTS, MAY BE CHANGED IN THE DISCRETION OF VIVALDI AND ARE NOT INTENDED 

TO REFLECT PERFORMANCE.  

 

INVESTING IN ALTERNATIVE INVESTMENT STRATEGIES, SUCH AS HEDGE FUNDS AND PRIVATE EQUITY 

FUNDS, MAY ENTAIL SUBSTANTIAL RISK AND MAY NOT BE SUITABLE FOR ALL INVESTORS.  MANY 

ALTERNATIVE INVESTMENT MANAGERS AND THEIR RELATED PRODUCTS ARE NOT SUBJECT TO THE 

SAME REGULATORY REQUIREMENTS AS MORE TRADITIONAL INVESTMENTS, SUCH AS MUTUAL FUNDS.  

ALTERNATIVE INVESTMENTS MAY INCLUDE SPECIFIC RISKS ASSOCIATED WITH LIMITED LIQUIDITY THE 

USE OF LEVERAGE, ARBITRAGE, SHORT SALES, OPTIONS, FUTURES AND DERIVATIVE INSTRUMENTS.  

THERE CAN BE NO ASSURANCES THAT A MANAGER’S STRATEGY (HEDGED OR OTHERWISE) WILL BE 

SUCCESSFUL OR THAT A MANAGER WILL EMPLOY SUCH STRATEGIES WITH RESPECT TO ALL OR ANY 

PORTION OF A PORTFOLIO.   

 

UNLESS OTHERWISE INDICATED, ANY PERFORMANCE SHOWN IS UNAUDITED, NET OF APPLICABLE 

OPERATING, MANAGEMENT, PERFORMANCE AND OTHER FEES AND EXPENSES, PRESUMES 

REINVESTMENT OF EARNINGS AND EXCLUDES INVESTOR SPECIFIC SALES AND OTHER CHARGES. PLEASE 

REFER TO A FUND’S MEMORANDUM FOR MORE INFORMATION REGARDING THE FUND’S FEES, CHARGES 

AND EXPENSES, WHICH WILL REDUCE THE FUND’S GAINS. PERFORMANCE MAY VARY SUBSTANTIALLY 

FROM YEAR TO YEAR OR EVEN FROM MONTH TO MONTH. AN INVESTOR’S ACTUAL PERFORMANCE AND 

ACTUAL FEES MAY DIFFER FROM THE PERFORMANCE INFORMATION SHOWN DUE TO, AMONG OTHER 

FACTORS, CAPITAL CONTRIBUTIONS AND WITHDRAWALS/REDEMPTIONS. INVESTMENT RESULTS MAY 

VARY SUBSTANTIALLY OVER ANY GIVEN TIME PERIOD AND THE VALUE OF INVESTMENTS CAN GO 

DOWN AS WELL AS UP. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.  

 

ANY OPINIONS, ASSUMPTIONS, ASSESSMENTS, STATEMENTS OR THE LIKE (COLLECTIVELY, 

“STATEMENTS”) REGARDING FUTURE EVENTS OR WHICH ARE FORWARD-LOOKING, INCLUDING 

REGARDING PORTFOLIO CHARACTERISTICS AND LIMITS, CONSTITUTE ONLY SUBJECTIVE VIEWS, BELIEFS, 

OUTLOOKS, ESTIMATIONS OR INTENTIONS OF VIVALDI, SHOULD NOT BE RELIED ON, ARE SUBJECT TO 

CHANGE DUE TO A VARIETY OF FACTORS, INCLUDING FLUCTUATING MARKET CONDITIONS AND 

ECONOMIC FACTORS, AND INVOLVE INHERENT RISKS AND UNCERTAINTIES, BOTH GENERAL AND 

SPECIFIC, MANY OF WHICH CANNOT BE PREDICTED OR QUANTIFIED AND ARE BEYOND VIVALDI’S 

CONTROL. VIVALDI UNDERTAKES NO RESPONSIBILITY OR OBLIGATION TO REVISE OR UPDATE SUCH 

STATEMENTS. 

 
CERTAIN INFORMATION CONTAINED IN THIS LETTER IS BASED ON INFORMATION OBTAINED FROM 

THIRD-PARTY SOURCES THAT VIVALDI CONSIDERS TO BE RELIABLE. HOWEVER, VIVALDI MAKES NO 

REPRESENTATION AS TO THE ACCURACY, FAIRNESS OR COMPLETENESS OF SUCH INFORMATION.  


