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Back on Track for 2022 
 
Infrastructure had a better year in 2021. Dynamic Global Infrastructure Fund (the Fund) performed more in line with historical 
average returns, although once again lagged global equities in 2021. The backdrop of a reflationary environment combined 
with a pandemic continued to drive secular growth and cyclical value, and it would seem infrastructure does not fit neatly into 
either category for investors. 
 
The Fund also lagged the benchmark this past year. Within infrastructure, lower quality stocks did better as well as many 
emerging market listings, although the primary cause for underperformance was an overweight in energy infrastructure and 
underweight in renewable power in the benchmark relative to the Fund. This will be discussed in more detail below. 
 
Infrastructure is a sector capable of offering long term conservative yet healthy total returns, and we prefer to position the Fund 
in quality secular growth within this space. In this context, the Fund was back on track this past year. The Fund has also 
returned to being different from the markets and the benchmark, offering portfolio diversification benefits once again. 
 
The Macro Environment 
 
The macro environment in the year ahead will likely evolve. The reflationary environment will probably continue given the 
enduring nature of the factors driving it. Significant fiscal stimulus and pent-up spending power has yet to unwind, supply 
chains are slow to recover, labour costs are rising, and firmer commodity prices point to persistence of the reflationary 
conditions into 2022. Offsetting this are the higher base effects and the likely lack of a repeat price performance in commodities, 
which should tone down the annual inflation prints as we move through 2022. 
 
The state of the pandemic, however, could improve in the coming year, even though 2022 is likely to get off to a slow start due 
to Omicron. The economy has adapted to pandemic conditions, with the slowdown felt acutely in certain sectors. Previous 
waves and lockdowns have simply redistributed pent up consumption and growth to future quarters. As more people become 
vaccinated and/or recover from being infected, the markets will move on to the bigger elephant in the room, central bank 
tightening. 
 
Tightening has typically marked the beginning of equity multiple compression and the late cycle phase of the business cycle. 
We have already seen the yield curve flatten with the anticipation of central bank tightening. The current expectation is for a 
gradual pace of tightening, and markets seem comfortable with this risk, although this is a new development and does create 
added uncertainty. 
 
Based on the above, the mix of macro reward and risk looks to have become more balanced heading into 2022 versus the full 
steam ahead environment of 2021, at a time when equity markets have produced a near-record three consecutive years of 
strong performance. The implications for infrastructure and the Fund are as follows: 
 
• Reflation from rising wages and employment are good for the economy and cost inflationary pressures that arise are 

manageable for properly defined infrastructure as these companies have the ability to pass along rising input costs. The 
higher quality infrastructure companies are also more capable of managing down their costs to appease regulators. We 
have not seen any evidence to the contrary so far in 2020 or 2021, being two unique years of disruption (2020) and 
inflation (2021) - something not seen in the sector for more than 10 years. 

 
• Further progress out of the pandemic will likely drive consumer preferences away from goods and towards services as 

they become more readily available. This will be very supportive for airport and toll road transportation infrastructure as 
mobility and demand for leisure travel improves. 
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• While central bank tightening and the coming of the late phase of the business cycle could pressure multiples for stocks, 

the extent to which this happens depends on where multiples stand before the tightening begins. With infrastructure 
sitting out the massive rally over the past two years it is hard to see much danger in infrastructure stock prices. In addition, 
concerns about central banks making a policy mistake could direct investors to become more defensive, as has been 
the case in some previous cycles. This would also benefit the infrastructure sector.  

 
Recapping 2021 
 
Before wrapping up we will revisit what worked and what did not in the Fund in this past year sub-sector wise, and then 
conclude with our outlook.  
 
What Worked 
 
Data infrastructure delivered another very strong year  although this was helped by a correction at the end of 2021. Even with 
a pull back to start the year, the performance since the end of 2019 has been very strong for this secular growth sector. 
Accelerated digitization trends along with persistent low interest rates has driven multiple expansion, while cash flow growth 
has been consistent high single digits. There was also two private market transactions that support current valuation levels in 
listed assets, although these valuations are looking fuller, and the stocks a bit extended at the moment. 
 
Regulated utilities had a solid year, largely due to a strong finish into year end. The sector came to life in December, with no 
real change in fundamentals. It would seem investors have warmed to the reasonable valuations and defensive characteristics 
of this sector as the yield curve flattened. While 2021 yielded a strong year for the group the returns since year-end 2019 have 
been much more modest, primarily in the U.S. regulated sector. We have added materially to the U.S. utilities in 2H21 as 
valuations looked very appealing and the upper-mid single digit EPS growth combined with the 3%-4% dividend yield and 
reasonable valuation made for a compelling entry point. This sector will benefit from on-going investment in transmission and 
distribution and renewable power for many years to come and is widely out of favour in the markets right now - a time when 
maybe more defence will be coveted. 
 
Airports delivered a surprise positive total contribution in 2021 as a group, given the persistence of travel restrictions. The 
performance of the individual airport holdings in the Fund was widely divergent. For most of the year the Fund owned three 
airports. One airport is in the process of being taken private at a significant premium, one airport finished the year with a mid-
single-digit total return, while the third produced a negative low-single digit return. Taken together, these three airports delivered 
a very healthy low teens total return for the year. We sold the airport being taken private yet believe the fading pandemic risk 
combined with strong pent-up demand for leisure travel and low sentiment in the markets offers an opportunity in the years 
ahead. As such, we added two new airports to the Fund to keep our exposure to this sector as full as our process will allow. 
Airports continue to be significantly below the levels at year-end 2019, although for good reason as traffic volumes are still not 
expected to return to those levels until 2024. We see a slow recovery underway from a good starting point valuation wise. We 
may experience some bumps along the way, yet we see a path to achieving our required rates of return over the next couple 
of years as the sector recovers. 
 
Toll roads also provided a decent return in 2021 as traffic volumes continued to recover. As economies re-open in places 
where restrictions still exist, we would expect to see traffic volumes build further (Europe and emerging markets), although less 
commuter traffic and more heavy truck volumes are likely a more lasting mix. The inflation indexation built into tariffs offer 
resilience to margins in a reflationary environment, while valuations remain reasonable and cash flow growth likely to continue 
as conditions recover. Most of the toll road stocks owned in the Fund still remain below year-end 2019 levels. 
 
What Did Not Work 
 
Renewable power stocks had a tough 2021. High valuations at the start of the year combined with concerns over increasing 
project competition, rising inflationary pressures and supply chain delays plus poor weather conditions weighed on 
performance. These concerns are valid, although we are not seeing a material impact on the outlook for our stocks so far. The 
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market also clearly shifted focus towards commodities and oil and gas given the reflationary environment and compelling 
valuations offered in these sectors, being the antithesis of "expensive green" stocks. Even though we materially reduced our 
exposure to renewable power in late 2020/early 2021 the negative impact of the Canadian and European exposure was quite 
material in 2021. We added back to our renewable power sector this year at more reasonable valuations, and do not see the 
same valuation risks heading into 2022. Since year-end 2019, our renewable power stocks have delivered solid returns, 
although multiple expansion since then reflects greater appreciation of the strong future growth potential. We see 8%-12% 
sustainable cash flow growth plus 3%-4% dividend yields for these stocks for many years to come, with a base of long-term 
contracted cash flows. For our holdings there are also specific, identifiable projects that should reach commercial operation in 
2022 and deliver the cash flow growth investors need to see to become more engaged in the sector again. This sector remains 
compelling to us even if future total returns will likely get little help from multiple expansion. 
 
Another way to categorize "what did not work" is what performed well in the sector that the Fund was underweight or absent 
altogether. This would be U.S. rails and energy infrastructure. U.S. rails delivered another strong year, while pipelines, 
midstream processors, and LNG stocks performed exceptionally strong given the yields offered and rotation into the energy 
sector. We continue to hold little exposure in the rail sector based on valuations and virtually no exposure to energy 
infrastructure due to the poor regulatory conditions and secular threats to long term growth. Since year-end 2019 the rails have 
performed very strongly, and we benefited from a significant overweight position in the Fund in 2020 and will look for a more 
opportunistic moment to rebuild exposure going forward. Energy infrastructure stocks are largely below year-end 2019 levels, 
and present yield opportunities and reasonable valuations, yet are still at odds with our process. 
 

Regulated Long-Term Contracted GDP Sensitive Diversified 

Sector Weighting Sector Weighting Sector Weighting Weighting 
Regulated Renewable 10.9% Renewable Power  22.5% Toll Roads 12.5% 4.0% 

Electrification 8.3% Data 
Infrastructure 12.3% Airports 10.3%  

Regulated Gas and 
Electric 6.2% Pipelines 0.4% Railroads 3.7% 

Water 2.6%  
Total 28.0% Total 35.2% Total 26.5% Total 4.0% 
Source: Dynamic Funds as of December 31, 2021 

 
Favourable Outlook 
 
As we look forward, we see reasonable infrastructure valuations to start the year, supportive investor sentiment conditions 
(i.e., low but building) and the persistence of unwavering cash flow growth plus dividend yields that are a hallmark of the 
infrastructure sector. The prospects of diversification benefits remain high given low investor positioning, the macro market 
conditions being a bit more tilted in favour of defensive stocks, and the secular growth drivers behind the Fund (climate change, 
digitization, and aging infrastructure) could not be stronger. 
 
With the various infrastructure sub-sector valuation excesses (i.e., renewable power) and discounts (i.e., energy infrastructure) 
now largely normalized and removed at this point, we see a return of growth plus yield as defining outperformance. Relying on 
multiple expansion will be more difficult in 2022 in a central bank tightening scenario. After lagging noticeably last year we see 
a return to investor preference for quality given a more defensive tone in the markets. Growth, quality, defense, and reasonable 
valuations - we are well positioned to benefit in the Fund if these attributes are sought out in 2022. We also see the Fund fitting 
into a portfolio either as a more defensive way to diversify global equity exposure or substitute for fixed income given the lower 
valuation risk we see in infrastructure stocks versus bonds. 
 
 
Frank Latshaw 
Vice President & Portfolio Manager 
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Returns as of December 31, 2021 1 mth 3 mth 6 mth 1 yr 3 yr 5 yr 10 yr SIR* 
Dynamic Global Infrastructure Fund 
(Series F) 5.3% 6.7% 8.4% 9.0% 10.8% 9.0% 10.2% 8.4% 

S&P Global Infrastructure Index 
(C$) 5.0% 4.3% 8.3% 10.9% 7.4% 6.5% 10.1% 5.5% 

     * Fund series launched July 2007; SIR for the index is over same time period as the Fund 
       Source: Morningstar Direct 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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. 
 
Dynamic Funds® is a registered trademark of its owner, used under license, and a division of 1832 Asset Management L.P. 


