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Market Review

Fixed Income Equity

The Canadian bond market gained 0.1% in Q4, edging slightly higher after 
weak performance throughout most of 2022. Inflation, while still elevated, 
showed signs of coming down from the highs seen in the summer. The 
Bank of Canada (BoC) is maintaining its commitment to reducing inflation 
through tighter policy and continued interest rate hikes in the fourth 
quarter. Despite an aggressive series of rate increases earlier in the year, 
hikes in October and December were smaller at 50 basis points each, 
perhaps a sign that the Bank of Canada may slow the pace and size of its 
tightening activity. During the quarter, the Canadian yield curve shifted 
upward, particularly in near-term yields and remains inverted. The 2-year 
yield increased by 26 bps, while the 10-year and 30-year yields increased 
by 13 and 18 bps, respectively. Corporate bonds outperformed 
government bonds over the quarter.

Equity markets showed solid performance in the fourth quarter, rallying 
through October and November, before giving up some of the gains in 
December. The TSX returned 6.0%, the S&P 500 gained 5.6% ($C), 
MSCI EAFE soared by 15.7% ($C), and emerging markets gained 
7.8% ($C) in the quarter. From a sector perspective, there was mixed 
performance. In Canada, top sectors were Information Technology, 
Energy, and Consumer Discretionary, while the only negative 
performers were Health Care and Utilities. In the U.S., top performing 
sectors included Energy, Industrials, and Materials, while the only two 
negative performers were Consumer Discretionary and Communications 
Services. Commodity prices continued to display volatility, generally 
moving higher on expectations for slower monetary tightening going 
forward, as well as optimism over China opening up its economy. Base 
metals gained, with copper climbing 12.3% in the quarter, although 
down 13.2% on the year. Value outperformed growth in the fourth 
quarter, as it did overall in 2023. 

To help guide the forward-looking positioning of Dynamic’s managed asset programs, the 
Multi-Asset Management team meets regularly with the Portfolio Managers at 1832 Asset 
Management L.P. The following captures the team’s current views and portfolio positioning.

Global Themes from Multi-Asset Management
Economic Growth
Our 12–18-month investment horizon now encompasses all of 2023 and the early months of 2024. Global growth will likely be challenged during this period. 
Despite some optimism around the potential for easing pandemic restrictions in China, the lagging effect of the significant tightening in monetary policy 
will be seen in global economies around the world. A technical recession is possible, but we currently do not expect it to be a deep or prolonged one if it 
occurs as the backdrop for businesses and consumers is fairly strong.

Business Cycle
PMIs have continued to trend lower and have now turned contractionary. Leading indicators point to further downward momentum through the first half of 
2023 yet there is room for the pace of contraction to ease through this period, at which point conditions for investing in risky assets are likely to improve.

Monetary Policy
Central banks have been emboldened by the strong recovery in labour markets and very high inflation. The overall stance is still hawkish across the G10 
central banks but each of them is at a different phase of the hiking cycle. The latest CPI print may suggest a pause by some central banks in early 2023. 

Inflation
Inflation was expected to peak in early 2022, however, the outbreak of war in Ukraine and the corresponding sharp rise in commodity prices and further 
supply chain challenges have extended this period of historically high inflation. With energy prices coming down and the supply chain issues easing, we 
expect that we saw inflation peak in the summer of 2022. The tight labour market has become the source of more persistent inflation but central banks 
may not require significant further tightening than is already priced into markets.

Commodities
The outbreak of war in Ukraine led to a sharp rise in commodity prices with oil having risen to historically high levels. We have since realized lower prices, 
but pressure will remain elevated as the conflict drags on. China has recently lifted its zero-covid policy, providing a lift to global demand, particularly for 
oil and copper.

Risk

Capital markets continue to face a multitude of risks which are now meaningfully visible in equity market drawdowns, widening of credit spreads, and 
elevated volatility. The corresponding uncertainty has also had an impact on liquidity leading to large intraday swings in asset prices. We have become 
less bearish on the prospects for risky assets after the significant tightening of financial conditions in the summer and fall. However, the global economy is 
faced with near-term challenges, preventing us from taking meaningful positions in risky assets at this time.
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Regional Backdrop

Fixed Income Environment Equity Fundamentals

CANADA

The Bank of Canada (BoC) continued to raise policy interest rates in Q4 
in response to ongoing inflationary pressures. The Canadian yield curve 
remains inverted, shifting upward on the short and long ends. The 2-year 
yield climbed 26 bps, while the 10-year and 30-year yields climbed 13- and 
18 bps, respectively. The spread between 2-year and 10-year government 
yields shrank from -62 bps in September to -75-bps by the end of 
December. Investment grade credit outperformed their government bond 
counterparts. Canadian investment-grade corporate bonds gained 0.8% in Q4, 
outperforming federal government bonds by 92 bps. In terms of sectors, in Q4 
Communication and Energy led performance, up 1.7% and 1.2%, respectively. 
Industrial and Financial were also solid performing sectors, gaining 1.1% and 
1.0% respectively.

The S&P/TSX Composite index, up 6.0% in the fourth quarter, experienced 
gains in nine of its 11 sectors. Information Technology, Energy, and 
Consumer Discretionary were the top performers in the quarter, while 
Health Care and Utilities declined. Stocks rallied through October and 
November on signs of easing inflation, before pulling back in December. 
Commodity prices moved higher on the hopes of less hawkish 
monetary policy ahead, as well as signs that China’s economy is 
opening up after a period of strict COVID restrictions.

UNITED STATES

Treasury yield curves continued to move higher during Q4, continuing the 
year-to-date trend. This follows the Fed hiking interest rates twice for a total 
of 125 bps, along with the stated intent to continue raising rates until inflation 
comes under control. The yield on the U.S. 10-year bond reached 3.9% at the 
end of December, up slightly from 3.8% in September. Yields edged higher 
as the market continued to price in aggressive Fed policy. The curve remains 
inverted and is downward sloping between 1- and 10-years, reflecting tighter 
Fed policy at the short end and softer economic growth expectations on the 
longer end. U.S. investment grade and spreads narrowed, although high yield 
bonds outperformed on a relative basis. The Barclays U.S. Aggregate Index 
gained 1.87% in USD for the fourth quarter.

The S&P 500 rebounded, up 7.6% in USD, although up only 5.6% in CAD terms 
as the U.S. dollar slipped lower in the quarter after year-to-date strength. 
Performance was positive in nine of 11 sectors, with strength in Energy, 
Industrials, and Materials. Consumer Discretionary and Communication Services 
were the only negative performers. The market saw a rally early in the quarter 
on signs of peaking inflation, although this was partially offset when markets 
eased lower in December as central bankers made their intentions clear to hold 
rates at a higher level until inflation is under control. Value stocks outperformed 
growth stocks during the quarter. 

INTERNATIONAL

Global government bonds showed mixed performance in the fourth quarter 
as high inflation lingered and central banks continued to tighten policy. 
The U.K. 10-year yield dropped from 4.1% to 3.7% as the global bond index 
gained 4.55% in USD terms. The Bank of England raised rates by 75 bps in 
November, and another 50 bps in December, for a total of eight interest rate 
increases in 2022. The European Central Bank (ECB) also continued to hold 
a more hawkish stance than it had in 2021, after an extended period with a 
benchmark deposit rate of zero. The ECB hiked rates by 75 bps in October, 
followed by a 50-bps hike in December, for a total of four hikes during the 
year. The German 10-year yield climbed from 2.1% to 2.6%, continuing to rise 
through 2022. The Italian 10-year yield climbed from 4.5% to 4.7%.

The MSCI EAFE posted solid returns over the quarter, with strength across 
almost all member countries. Hong Kong, Germany, and France ended 
the quarter with double-digit positive returns, and Australia and the U.K. 
climbed by high single digits. Japan was a relative underperformer, up 0.75%. 
Similar to other geographic regions, value outperformed growth. The CAD 
depreciated vs most major currencies, but notably appreciated versus the 
U.S. dollar. Large capitalization names gained more than smaller companies, 
although both performed well.

EMERGING MARKETS

The continuing war in Ukraine provides significant uncertainty for global growth 
and inflation. Emerging Market sovereign spreads (vs. U.S.) declined in Q4, 
reversing the year-to-date trend. This came as elevated inflation showed signs of 
easing slightly. Hard currency (USD) emerging market bonds gained 8.1% in Q4 as 
measured by the JP Morgan EMBI Global Diversified Index. 

The MSCI EM rallied in the fourth quarter, with a notable contribution from 
India, which is 14% of the index. China returned only 2.3% in the quarter, 
continuing to feel the impact of its strict zero-COVID policy, which it 
finally abandoned in December in the hopes of boosting its economy. The 
Chinese economy grew only 2.9% in the quarter, down from a 3.9% pace in 
Q3, for a 2022 growth rate of 3.0%, one of its worst in nearly half a century.
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Outlook Comments
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Overall  
Fixed Income

Entering 2023, fixed income investments look attractive.  Government bonds now offer the highest yield since 
the financial crisis with 10-year government yields at 3.30%.  Higher yields improve the return potential for 
bonds both from income and capital appreciation perspectives.

Rates

Canada and US

We expect that the Fed and the Bank of Canada are nearing the end of the tightening cycle.  The combination 
of a weak economy and declining inflation will provide the central banks’ with room to begin easing monetary 
policy. We expect a bullish steepening scenario for the yield curve, which favours duration.  We plan to extend 
our portfolio duration in 2023 to neutralize our short-duration positioning in the previous year.

Global

Core Europe (Germany/France) and the U.K. look attractive as the markets discounted interest rates above 
the expected neutral central bank policy rates. Underweight Japanese government bonds reflect its worsened 
risk/reward tradeoff.  The yield curve control by the Bank of Japan increases the odds of a potential interest 
rate increase later in 2023.

Credit

Investment Grade 

Given the rising risk of an economic slowdown or contraction in 2023, less support for credit is expected for 
the immediate short term.  We are targeting higher quality exposures for corporate credit investments as 
valuation offers an attractive entry point. Current spreads that are above long-term averages provide a strong 
cushion to absorb a further potential credit spread widening. 

High-Yield
As the bond markets shift their focus away from high inflation towards weakening growth in 2023, we are 
cautious about high yield credit. Our priority remains capital preservation and we continue to focus on higher-
quality BB issues with defaults expected to increase moderately.
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Overall Equities
As the US inflation numbers continue to ease, we now have low conviction in further downside risk for equities. 
We also see the potential for China and the Eurozone to accelerate within the coming months; however, a high 
level of uncertainty remains and as a result, we have moved portfolios to a neutral equity position.

Region

Canada The Canadian market will continue to benefit from secular strength in commodity prices and better prospects 
for relative growth in North America.  Geopolitical risks are also low relative to other regions.

US

The U.S. market continues to have secular relative strength with strong fundamentals. Despite the PMI continuing 
to fall, an inverted yield curve, and a decline in both momentum and sentiment, the U.S. is at the end of its 
tightening cycle and should weather a global slowdown better than other regions.  This is based upon the U.S. 
generally having both food and energy independence and, with a divided Congress, the country is unlikely to see 
major policy changes over the few years.

International

Our models show slight improvement in the prospects of the Eurozone, however risks from the energy 
crisis and high inflation still remain elevated in the midst of the global growth slowdown. We believe 
corporate earnings will continue to face downward pressure as domestic demands face pressures from 
decrease in real wages.

Emerging Markets

China has pivoted away from its ‘zero-covid policy’ to reopen the economy, which is certainly positive 
news for global markets. However, rapid the spread of Omicron in China is still a risk. We expect earnings 
in emerging markets to improve as a result of the reopening and will likely bring an uptick in international 
trade. We are cautiously optimistic on China and given the improvement in the outlook, we have improved 
our rating for the region.

Asset Allocation Positioning

Legend

++ Very positive
+ Somewhat positive
0 Neutral

–  Somewhat negative
– – Very negative
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Bonds 3-Mth 6-Mth YTD 1-yr 3-yr CAGR 5-yr CAGR

FTSE Canada Universe Bond C$ 0.10% 0.62% -11.69% -11.69% -2.20% 0.27%

Universe Canada All Corporate C$ 1.00% 1.23% -9.87% -9.87% -1.12% 1.10%

Morningstar CAN High-Yield Fixed Inc 2.98% 2.76% -9.05% -9.05% -0.19% 1.56%

BAML U.S. Corporate C$ 2.09% 3.18% -9.31% -9.31% -1.32% 1.03%

BAML U.S. High-Yield Master II C$ 2.54% 8.46% -4.78% -4.78% 1.23% 3.03%

Barclays U.S. Agg Bond U$  1.87% -2.98% -13.02% -13.02% -2.72% 0.02%

Barclays Global Agg U$ 4.55% -2.71% -16.25% -16.25% -4.48% -1.66%
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Canadian Equities 3-Mth 6-Mth YTD 1-yr 3-yr CAGR 5-yr CAGR

S&P/TSX Composite C$ 5.96% 4.46% -5.84% -5.84% 7.54% 6.85%

U.S. Equities

S&P 500 C$ 5.57% 7.54% -12.41% -12.41% 9.17% 11.12%

Dow Jones Industrial Avg C$ 13.86% 14.42% -0.38% -0.38% 8.82% 10.06%

NASDAQ C$ -2.62% 0.20% -27.84% -27.84% 7.59% 11.37%

Global Equities

MSCI World C$ 7.85% 8.48% -12.00% -12.00% 6.92% 8.34%

MSCI Asia Pacific ex-Japan C$ 10.10% 3.05% -11.42% -11.42% 1.05% 1.97%

MSCI Japan C$ 11.17% 10.10% -10.48% -10.48% 0.76% 2.16%

MSCI Europe C€ 17.21% 12.84% -8.57% -8.57% 3.36% 4.07%

MSCI Emerging Markets C$ 7.76% 2.23% -14.15% -14.15% -0.97% 0.51%
 
Source: Bloomberg, Morningstar

Index Performance – As at December 31, 2022
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dynamic.ca
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change 
frequently and past performance may not be repeated. Views expressed regarding a particular company, security, 
industry or market sector should not be considered an indication of trading intent of any mutual funds managed by 
1832 Asset Management L.P. These views are subject to change at any time based upon markets and other conditions, 
and we disclaim any responsibility to update such views. These views are not to be considered as investment advice 
nor should they be considered a recommendation to buy or sell. Dynamic Funds® is a registered trademark of its 
owner, used under license, and a division of 1832 Asset Management L.P.

Craig Maddock, CFA
Head, Multi-Asset Management Team and Sr. Portfolio Manager

Yuko Girard, CFA Mark Fairbairn, CFA
Portfolio Manager Portfolio Manager

Wesley Blight, CFA Ian Taylor, CFA
Portfolio Manager Portfolio Manager

Team supported by: 
2 Associate Portfolio Managers | 10 Analysts | 2 Traders

Multi-Asset Management Team

The Multi-Asset Management team is 
responsible for portfolio construction, asset 
allocation policy, and investment strategy 
research and selection. The team is also 
involved in the due diligence and day-to-day 
management of all portfolio solutions.




