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Q4/21 Commentary: More Than Rates 
 
2021 was a very interesting year. Dynamic Financial Services Fund (DFSF) delivered its third best annual return of 26.4% 
(Series F) since we started managing the fund in 2010. The year extended the fund’s 10-year track record of 15.7% 
compound annual return (series F). Furthermore, DFSF outperformed its benchmark over the last 3, 5 and 10 years. Yet, 
DFSF’s absolute return in 2021 trailed the benchmark return. This happened because we stayed true to our long-term 
investment strategy, despite being aware of the risk of relative underperformance in a recovery year.     
 
The core of our long-term strategy is to find the best businesses among financial services and financial technology 
companies that trade at reasonable valuations and to achieve portfolio diversification by investing in companies with 
different business models. As highlighted in our prior commentaries, we entered 2021 with a constructive macro view on 
the potential for a substantial economic recovery. We also expressed our opinion that the combination of unprecedented 
monetary and fiscal stimulus on the one hand and supply chain disruptions on the other hand is likely to lead to higher 
than expected inflation and rising interest rates. Therefore, we were fully aware of the potential for strong earnings 
recovery at traditional financial services businesses, such as banks and consumer lenders. Accordingly, half of DFSF was 
invested in banks and other rate sensitive financials, the performance of which exceeded even our bullish expectations 
in 2021. Considering that the Bank of Canada and the Fed are just about to start a new rate hiking cycle this year, half of 
DFSF remains invested in banks and other interest rate sensitive financials. We remain constructive on what the benefits 
of a continuing economic recovery will do for bank earnings through accelerating loan growth and higher interest rates on 
net interest margins. 
 
Going back to the start of 2021, the other half of DFSF was invested in a combination of companies with different business 
models that share one common theme: predominantly fee-based businesses with strong track records and attractive 
structural growth prospects regardless of the interest rate environment. Some of these investments performed remarkably 
well during the year, such as DFSF’s holdings of alternative asset managers, credit scoring and analytics businesses. 
While others, such as the fund’s fintech holdings, comprised mostly of payment processors and core bank system 
processors, were substantial laggards and the primary reason for the fund’s relative underperformance during the year. 
 
Of note, DFSF’s fintech holdings have been a major source of alpha over the last ten years. Historically, they have tended 
to outgrow traditional financials and re-establish their lead after rare years of relative underperformance. Such years of 
valuation multiple compression for quality businesses that have continued to deliver strong revenue and earnings growth 
tend to present good buying opportunities. Therefore, we have selectively increased our fintech holdings, taking 
advantage of price dislocations.  
 
A case in point is one of DFSF’s fintech holdings, a company that has two primary businesses: core bank system 
processing and payment processing for merchants. In addition to having a leading market position in core bank system 
processing, the company has developed a modern, cloud-based, core banking platform, combined with innovative mobile 
and digital banking solutions that can be deployed in modular formats based on the needs of the particular financial 
institution. While banks have had to increase technology investments to cope with neo-banks and fintechs attacking their 
turf, COVID19 and the related lockdowns accelerated this trend. As a result, the company’s largest business line (core 
bank processing) experienced accelerating revenue growth during 2021, backed by a growing sales pipeline. Our view is 
that this trend is sustainable over the medium term and believe that revenue growth in this business line is likely to 
continue in the high-single digit range, compared to mid-single digit growth historically. The company’s second business 
line (payment processing for merchants) delivered double-digit revenue growth and operating margin expansion, 
recovering from the COVID-related disruptions in 2020. Being one of the largest global payment processors and having 
a strong e-commerce business, this business line is also positioned to deliver high-single-digit revenue growth over the 
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next 2-3 years. The only area where the company appears to have lost some market share is payment processing for 
small merchants, where revenues and payment processing volumes grew, but at slower than market rates. This business 
represents less than 10% of overall company revenues and the slower revenue growth here was more than offset by the 
accelerating growth in the other 90% of revenues. Furthermore, the company exceeded Wall Street’s revenue and 
earnings estimates during the year. Yet, all of this was not enough to benefit the stock, despite the company’s 
undemanding valuation. Operating earnings per share growth of 19% was more than offset by substantial valuation 
multiple compression in 2021, which took the company’s price-to-earnings multiple 2 standard deviations below the 5-
year average and to the widest gap versus the S&P 500 in over a decade. This is an example of a fintech share price 
dislocation, where we see substantial value and opportunity for alpha generation in 2022.     
 
Having proven their resilience during the 2020 market and economic disruption, DFSF’s alternative asset manager 
holdings delivered another year of accelerating 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 and mid-to-high single digit returns versus traditional fixed income/investment grade bonds, which offer 
negative real rates of return at present. Furthermore, some of our alt manager holdings continue to expand 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 
historical focus was mainly on high return, opportunistic strategies. Therefore, we continue to believe that DFSF’s alt 
manager holdings have a long runway ahead of them.  
 
2022 Outlook 
We remain constructive on the outlook for the fund’s financial services and financial technology holdings in 2022. While 
increased market volatility should be expected in an environment of rising interest rates and ongoing COVID uncertainty, 
we continue to find attractively priced investment opportunities that have substantial room for earnings growth in a 
continued economic recovery. 
 
We thank our clients for their support and wish everyone a healthy and happy new year! 
 
 
Yassen Dimitrov     Nick Stogdill 
Vice President & Portfolio Manager   Associate Portfolio Manager 
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*Yassen Dimitrov assumed Portfolio Management duties July 2010 
**Series launched March 2002 
***Fund launched October 1972 
Source: Morningstar Direct as of December 31, 2021 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Returns (%) YTD 1 mth 3 mth 6 mth 1 yr 3 yr 5 yr 10yr Over Mgr 
Tenure* SIR 

Dynamic Financial 
Services Fund 
(Series F) 

26.4% 3.3% 4.0% 6.3% 26.4% 20.2% 15.3% 15.7% 13.7% 9.2%** 

Dynamic Financial 
Services Fund 
 (Series A) 

25.0% 3.2% 3.7% 5.7% 25.0% 18.8% 14.0% 14.4% 12.4% 9.2%*** 

S&P/TSX 
Composite Index 25.1% 3.1% 6.5% 6.7% 25.1% 17.5% 10.0% 9.1% 8.8% - 
S&P/TSX Capped 
Financials Index 36.5% 6.2% 9.4% 10.7% 36.5% 19.0% 11.6% 13.3% 12.2% - 
MSCI World 
Financials Index 
(US$) 

28.7% 4.3% 3.9% 6.2% 28.7% 16.8% 10.4% 12.0% 10.1% - 

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 are the views of the writer and should not be 
considered an indication of trading intent of any investment funds managed by 1832 Asset Management L.P. These views should not be considered 
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.   
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