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2021 Review: What a Difference a Year (And Staying the Course) Makes 
 
Each year at this time we review the performance of Dynamic Alternative Yield Fund (“DAYF”) for the prior year, 
notwithstanding that our focus as investors, and as portfolio managers, is on a multi-year time frame. We do not invest for 
quarter-to-quarter or even year-to-year results; rather, we model our investing after pension plans, investing for long-term 
results. 
 
That said, our update on DAYF this year is very different (and more enjoyable to write) than our 2020 review. 
 
2021 began very differently than it ended. In January 2021, vaccines had started to be widely delivered, foreshadowing an end 
to the COVID-19 pandemic. Interest rates were low and monetary stimulus looked as if it could go on forever. Inflation was a 
phenomenon which most investors had never encountered. By the start of 2022, COVID-19 was again roaring and disrupted 
supply chains were colliding with still very-accommodative monetary policy,  producing impactful levels of inflation for the first 
time since the 1980s. The year, which began with a riot on Capitol Hill, ended with still very-divided politics in the U.S. and 
other parts of the world. Central bank policies in most countries are turning more hawkish and the investing environment is 
more turbulent than it was a year ago. 
 
Our outlook, however, is still positive, albeit somewhat more cautious. We believe that the pandemic is in its later stages, 
mitigated by vaccines and immunity acquired through exposures to the virus. We believe that interest rates may rise, but not 
to levels which would have been considered high even a few years ago. We also believe that a U.S. recession is not on the 
horizon, at least in the near future. We have no idea how the political dramas will play out, but we don’t think that politics will 
have a long-term impact on our investments. Reflecting on this macro environment, we are comfortable with the ability of our 
investments to remain resilient whatever the outlook. 
 
We have stated many times that DAYF aims to deliver mid-to-high single digit returns, with relatively low volatility, by investing 
in a portfolio of alternative assets and strategies. Over time, we have achieved these objectives as we noted in our 10th 
anniversary commentary in October. 
 
In 2021 DAYF had its best year on record, with a total return of 33.3% (series F), well above our target range of mid-to-high 
single digit returns and significantly above our benchmark1 of 19.2%. Our standard deviation for the year was 8.6%. 
 

        * Inception date of October 1, 2011 
 
DAYF’s performance was strong across all asset classes with double-digit returns in every category including alternative asset 
managers, specialty finance, REITs, options and closed-end funds. Double-digit returns for alternative asset managers and 
specialty finance holdings reflected a combination of earnings growth and multiple expansion, while discounts on closed-end 
funds narrowed meaningfully versus 2020. In fact, in 2021, DAYF performed well against most asset classes, as illustrated in 
the following chart. 
 
 
1 25% FTSE NAREIT All Mortgage Capped Index (C$), 25% S&P 500 Dividend Aristocrats Index (C$), 25% First Trust Composite Closed-End Fund Total 
Return Index (C$) and 25% CBOE S&P 500 BuyWrite Index (C$) 

                Returns as of December 31/21 1 mth 3 mth 6 mth 1 yr 3 yr 5 yr 10 yr SIR* 

Dynamic Alternative Yield Fund  
(Series F) 2.7% 8.1% 12.0% 33.3% 15.4% 10.1% 9.4% 9.6% 

Dynamic Alternative Yield Fund 
January 7, 2022 

https://liveshareeast3.seismic.com/i/gfp2NuWju8jPLUSSIGNDF1pw5600PkccCvu4qqnnjbfnPLUSSIGNH9AUqaYOCUOHD1Z61NVegf9ubhmF33sIVmF17Oul0t1rqrjuVWzhaPLUSSIGNAeyA3BwAcSX0EHMEQUALSIGN?initialDoc=27b6c65b-8df0-456d-bf95-68864213a304
https://liveshareeast3.seismic.com/i/gfp2NuWju8jPLUSSIGNDF1pw5600PkccCvu4qqnnjbfnPLUSSIGNH9AUqaYOCUOHD1Z61NVegf9ubhmF33sIVmF17Oul0t1rqrjuVWzhaPLUSSIGNAeyA3BwAcSX0EHMEQUALSIGN?initialDoc=27b6c65b-8df0-456d-bf95-68864213a304
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2021 Index Total Returns 

 
   Source: Bloomberg as of December 31, 2021       

      
A record 2021 was also capped  by a solid result in the calendar fourth quarter, with DAYF delivering a total return of 8.1% 
marking the fund’s 4th best quarter since inception. 
 
Achieving Our Long-Term Objectives  
 
We are conditioned to measure the annual performance of investments but, when we construct our portfolio, we try to make 
investments that will pay off for much longer periods. We are pleased with the strong performance of DAYF in 2021 but we are 
even more proud that we continue to meet our long-term objective with a 9.6% (series F) return since inception, which is at the 
upper-end of our target range. Importantly, this result has also been achieved with less volatility than equity markets as 
demonstrated by a 62% downside capture ratio, since inception, versus the S&P 500. 
 
If we assess DAYF’s performance on a yearly basis since inception, the fund has had returns varying from -8% (2020) to +33% 
(2021). Notwithstanding this variability of returns, since-inception annualized returns have stayed in a fairly narrow band of 8-
10%, which is in line with our expectations for this fund and highlights the importance of staying invested. 
 
 

                Returns as of December 31/21 2021 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011* 

Dynamic Alternative Yield Fund  
(Series F) 33.3% -8.0% 25.2% -3.6% 9.3% 0.9% 6.4% 15.1% 14.8% 6.9% 4.0%1 

       * Inception date of October 1, 2011 
 
 
DAYF’s emphasis on capital preservation and lower volatility meant that hedges and cash balances dampened returns in the 
year, a trade-off we continue to believe is prudent. 
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Our hedges were the largest detractor from performance in the fund in 2021; producing a negative, mid-single digit percentage, 
drag. Our 2021 hedge positions were smaller than in 2020, as we did not see as much need for protection (hedges were more 
to reduce beta). We did use a few new hedging instruments in 2021, however we continued to use S&P hedges as our primary 
tool, which proved to be a good decision as our hedge was quite effective, producing smaller portfolio drawdowns than the 
S&P and permitting positive outperformance overall. 
 
 

Dynamic Alternative Yield Fund vs. S&P 500 
Drawdowns 

 
  
Source: Bloomberg, Fund returns based on Series F  
        

 
Reflecting on DAYF’s Success 
 
At this time last year, we highlighted our positive view on both the investing environment (reopening) and the businesses we 
owned heading into 2021 and this outlook ultimately proved to be correct. However, we rarely make large changes to our 
portfolio, so our portfolio at the end of 2021 looks substantially the same as it did at the end of 2020. 
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For every significant market drawdown (i.e. greater than 5%):
Since Dynamic Alternative Yield Fund inception (9/30/2011 to 10/04/2021)

 Dynamic Alternative Yield Fund (C$) has an approximate 61.7% down capture
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Dynamic Alternative Yield Fund 
Asset Mix 

 

 
                                                           Source: Dynamic Funds as of December 31, 2021 
 
 
We believe that our confidence and conviction in the investments we hold are a major contributor to our success. Our ability 
to stay the course and focus on long-term results continues to be informed by our belief that alternative investments remain 
attractive in a low-rate environment and that exposure to this asset class will continue to drive superior returns versus traditional 
60% equity / 40% fixed income portfolios. 
 
With this over-arching view, we continue to own best in-class alternative businesses and investments that benefit from the 
growth of this asset class. We continuously seek out new opportunities, but the bar is high and we only tend to make changes 
at the margin. 
 
The longer we have owned our existing holdings, the more our confidence in them grows. This is because we know the 
managers of our investments very well, which engenders a greater appreciation for the strength and durability of these 
franchises to manage through the various market cycles. 
 
Having proven their resilience during the 2020 market and economic disruption, our alternative asset manager holdings 
delivered another year of accelerated AUM and earnings growth. Impressively, this growth was broad-based among the well-
established private asset classes (private equity, credit, real estate, and infrastructure). Permanent capital vehicles and core+ 
strategies are becoming increasingly popular with both retail and institutional investors because they offer lower-risk, mid-to-
high single digit returns, as an alternative to traditional fixed income/investment grade bonds which, at present, offer negative 
real rates of return. Furthermore, some of our alt manager holdings continue to expand their capabilities and launch new funds 
in areas such as growth investing, the transition to carbon-neutral technologies, and biosciences. The combination of all these 
trends results in substantial expansion of the addressable market for alt managers, whose focus had historically been on high- 
return, opportunistic strategies. We continue to believe that our alt manager holdings have a long runway ahead of them. 
 
When it comes to our specialty finance holdings, comprised mainly of in commercial mortgage REITs (cREIT) and Business 
Development Companies (BDCs), resiliency stems from their conservatively-managed balance sheets with strong funding 
profiles, and diversified asset portfolios. As the cREITs and BDCs continue to grow, they are demonstrating the benefits of 
scale, enabling them to lend to a wider array of business and property owners, making these alternative lenders more 
competitive with traditional players like banks. 
 
The confidence we have in our investments has been the key to DAYF staying the course. This is certainly easier to say than 
do and we are proud of DAYF’s record in this regard.  
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Outlook for 2022 Remains Constructive 
 
As we look forward to 2022, we remain positive. We expect some bumps in the road due to inflation, the pandemic, as well as 
the withdrawal of unprecedented fiscal and monetary stimulus. The S&P 500 experienced only one drawdown of more than 
5% in calendar 2021, which is quite common after volatile years, if we look back at the past decade, but these periods of low 
volatility do not typically persist. Despite the potential for higher volatility, the recovery still has room to progress and both 
consumers and businesses continue to hold above-average levels of liquidity. We believe that our holdings have room for 
continued earnings growth, however we expect dividends and distributions to make up a greater proportion of total returns in 
the coming year. 
 
We thank our investors for their continuing support and extend our best wishes for a happy, healthy, and prosperous 2022. 
 
 
John Harris    Yassen Dimitrov   Nick Stogdill 
VP & Portfolio Manager   VP & Portfolio Manager  Associate Portfolio Manager 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
advisor.dynamic.ca 
Series A units are available for purchase to all investors, while Series F units are only available to investors who participate in eligible fee-based or 
wrap programs with their registered dealers. Differences in performance between these series are primarily due to differences in management fees 
and fixed administration fees. Performance results for Series F units may also appear higher than for Series A units as the management fee does 
not include the trailing commission. 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 compound total returns including 
changes in unit values and reinvestment of all distributions does not take into account sales, redemption or option changes 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. Views expressed regarding a particular company, security, industry or market sector should not be considered an indication 
of trading intent of any funds managed by 1832 Asset Management L.P. These views are not to be considered as investment advice nor should 
they be considered a recommendation to buy or sell. These views are subject to change at any time based upon markets and other conditions, and 
we disclaim any responsibility to update such views. ©Copyright 2022 1832 Asset Management L.P. All rights reserved.  Dynamic Funds® is a 
registered trademark of its owner, used under license, and a division of 1832 Asset Management L.P. 


