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The key developments in the third quarter were persistent, high Inflationary pressure, intensifying supply chain bottlenecks 
and a more gradual return to work by labour despite strong demand and positions for hire. Stubbornly high inflation, despite 
slowing economic growth, is also pushing the Federal Reserve and other central banks towards tightening financial 
conditions. Not surprisingly the markets have taken a pause to assess these issues. 
 
Inflation does not look to be embedded systemically (COLA) in the global economy at this point. Some industries are more 
impacted than others, and we have observed inflation to differ in importance from one company to the next. Similarly, wage 
inflation is more acute in certain industries, namely for workers “on the ground” versus those “white collar” workers that can 
work remotely. 
 
Labour shortages are a particular source of inflationary pressure and are worth discussing further. There looks to be a 
variety of reasons for labour to be slow to return to work, despite the significant number of jobs available. Many people 
falling ill (long Covid) or dying from COVID-19, fear of becoming ill, early retirement, lifestyle changes or the ability to 
continue to live off of recent (although now terminated) government assistance are all reasons oft cited for the inconsistency 
of more jobs available than there are job seekers. It also appears that working conditions and wages in certain industries 
have now become intolerable to labour, evident by the growing number of strikes (e.g., by employees at Deere and Kellogg’s 
most recently) and in industries such as trucking and the hospitality sectors. It may therefore take longer for people to fill 
these positions and we suspect higher wages will be needed. 
 
The supply chain bottlenecks that are slowing growth can partly be attributed to labour shortages (e.g., trucking, 
warehousing, and at the ports), although the pandemic remains a major factor. Pandemic related lock-downs continued this 
year in Southeast Asian countries and this has disrupted manufacturing, port and logistics hubs in the region. Any impact 
on logistics in one location will impact the functioning of the entire global supply chain. Ports in L.A. and distribution centers 
across the country are therefore backed up as well. 
 
We believe labour will return to work, and supply chains will normalize, it will just likely take more time and there will have 
to be higher wages in certain industries. Supplemental Government assistance has run out, and the higher costs of housing, 
rent, mortgage payments, gasoline, insurance, property taxes, heating and cooling costs, and food will become a material 
headwind for the lower income consumer. The need for “on the ground” labour to earn more to offset cost pressures will 
continue to increase costs to corporations. 
 
The biggest micro risk is to companies who cannot maintain pricing power in the face of increasing costs of labour, materials, 
and shipping which pressures margins. This would impact their earnings and could also impact their P/Es, thus resulting in 
valuation compression. The biggest macro risk would be continued higher than expected inflation and in turn higher long 
term interest rates which would pressure valuations based on the growth in future cash flows. In this scenario the “bird in 
hand” of high current free cash flow is worth more than “two in the bush” of future discounted free cash flow. 
 
While there have been many challenges raised this past quarter, we believe the best way to insulate a portfolio is through 
owning companies with pricing power and strong balance sheets. These “anti-fragile” attributes protect company margins 
from higher input costs and the balance sheet from higher interest rates. We also see the strong amount of liquidity in the 
market, healthy consumer and corporate balance sheets, and absence of distress in the system as supportive. 
  
Fixed Income (Derek Amery) 
 
Following the rollercoaster ride of ups (Q2) and downs (Q1) of the first half of this year, fixed income markets spent much 
of Q3 searching for direction. Strong performance in July was followed by a six-weeks of relative calm before a late 
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September sell off ultimately pushed quarterly returns into the red. Over the past three months Canadian Federal bonds 
returned -0.43%, which dropped their YTD performance down to -3.35%. Canadian corporate bonds continued to outperform 
their government counterparts, returning -0.13% in the third quarter and are down 2.39% YTD. Overall, the Canadian bond 
market fell 0.51% on the quarter and is down 3.95% so far in 2021. 
 
For most of the past 3 months the market has weighed the balance of growth and inflation risks, while waiting on different 
potential catalysts to move yields in either direction. Most of the downward pressure on yields seen early in Q3 came from 
the moderation in growth that many economies experienced in the first half of the year. In fact, with the benefit of hindsight, 
it appears that both growth and yields peaked around the end of Q1. Other key factors that helped to drive yields lower 
include the resurgence in Covid infections due to the Delta variant, supply chain issues causing many businesses to be 
unable to meet strong demand, a regulatory upheaval in China and the resulting slowdown in Chinese economic activity, 
and a political stalemate in Washington that risks both limiting additional fiscal stimulus and causing yet another debt ceiling 
crisis. These issues have all contributed to growth being slower than expected. On the other side of the ledger, we saw 
upward pressure on yields, particularly at the end of the quarter, from the impending “tapering” of global central bank 
monetary stimulus, heightened levels of measured inflation rates and a potential energy crisis that risks even greater price 
pressures through the winter, and optimism that growth will resume its post-pandemic recovery. The overall balance of risks 
has been reasonably well-balanced, keeping yields reasonable stable and volatility relatively low. 
  
We continue to expect that the rates of change for growth and the level of inflation to decline from the unsustainably high 
levels experienced earlier this year. That said, they will likely remain elevated, particularly relative to their pre-pandemic 
levels, over the next 4-6 quarters. Employment growth should continue to be strong as back-to-school and the termination 
of unemployment benefits prompt more people back into the labour force. Secondly, household balance sheets remain very 
strong and income growth has been solid, providing meaningful tailwinds to consumers. One growing risk to this growth 
outlook is the potential for higher energy prices to act as a tax on growth. As a key cost input for both households and 
businesses, sustained, elevated energy prices would be a strong headwind to further improvements in economic activity. 
Overall, our base case scenario is still optimistic with respect to growth into 2022, and with higher growth and inflation we 
should ultimately see higher yields. The tapering of asset purchases by North American central banks and the clock ticking 
towards an ultimate increase in monetary policy rates should also put upward pressure on yields. 
 
With economies returning to levels consistent with those seen prior to the pandemic, bond yields should similarly follow suit. 
This implies a range of 1.4-2.1% for the bell-weather U.S. Treasury 10-year yield. While yields have moved towards the 
middle of this expected range (after having traded below for much of Q3), we still find current bond valuations unattractive 
and have positioned the Fund with less interest rate risk than the benchmark.  
 
Credit markets continue to perform well relatively, and over the past year have helped to offset the negative returns in 
government bonds (Corporate bonds -0.64% versus -3.59% for Federal bonds over the LTM). Historically low bond yields 
and credit spreads, coupled with responsive capital markets, have given most corporations the opportunity, despite the 
pandemic, to strengthen their balance sheets and improve their liquidity and funding profiles. Earnings have been strong, 
outside of the industries most directly impacted by the pandemic. Despite heavy corporate bond issuance, demand has 
been, at the very least, equal to it. While we are not expecting risk premiums to improve significantly from current levels, we 
believe they will remain stable and that the incremental yield that you earn on corporate debt should continue to generate 
positive excess returns over government bonds. 
 
We remain optimistic and overweight on credit, particularly IG corporates, in the near-term. The economic recovery is 
expected to produce the strongest growth in decades this year and will likely continue to generate above potential GDP 
over the next 2-3 years. This should drive further improvements in bottom-up credit fundamentals. That said, we will continue 
to watch management behaviour closely for evidence of more shareholder-friendly activities such as M&A and share 
buybacks and will be looking for evidence of profit margin pressures from elevated input costs. 
 
Portfolio Positioning 
 
During the third quarter the portfolio continued to be overweight equities and alternatives (which includes options) totalling 
68% and hold a significant underweight in the combined fixed income and cash totalling 32%. We believe the high weight 
in equities to be appropriate in light of their current earnings free cash flow yields which are much greater than that 
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achievable by fixed income. There is downside risk to fixed income should inflation continue to increase, and rates rise 
further. Our QUARP® (quality at a reasonable price) investment philosophy which focuses on holding best-in-class 
businesses (quality compounders) with strong free cash flow remains at the core of how we invest and should benefit the 
Fund in this environment. 

 
Geographically the Fund lowered its allocation to the U.S. over the quarter while maintaining its weighting in Canada. While 
hedging of the USD was lowered to 58% by the end of September, currency hedging was still a detractor to returns. Among 
equity holdings defensives and secular growers remained unchanged at 14.0% and 10.9%, respectively with cyclicals being 
lowered further to 26.3%. Among cyclicals the decrease was primarily through Materials and Energy. Our biggest sector 
exposures are Financials (14.7%), Technology (6.8%) and Real Estate (5.8%). The fixed income component, which was 
reduced significantly at the end of first quarter of 2021, was unchanged at 19.2%. Alternatives (excluding options) remained 
at a single digit percentage exposure. Options writing became less attractive as the VIX mostly traded at low levels for the 
quarter and thus we notably lowered the weighting within the portfolio. Our options writing strategy, which involves using 
cash covered puts, allows us to acquire companies at a lower price and is opportunistically dependent. In turn the cash 
level has been built up giving us optionality in the event of a market correction. 

 
   Asset Mix 

(as of September 30/21) 

 
Cyclical equities = financials, industrials, energy, materials, consumer discretionary, real estate 
Defensive equities = consumer staples, utilities, communication services 
Secular growth equities = health care, information technology 
Alternative investments = privates, mortgage investments and underlying funds 
 

Geographic Mix                                
(as of September 30/21) 

Equity 
Income Alternatives Options Fixed 

Income Cash Total 

United States 28.4% 5.6% 6.9% 6.6% 6.7% 54.2% 

Canada 21.2% 3.1% 0.5% 12.6% 6.3% 43.7% 

International 1.6% 0.5% --- --- --- 2.1% 

TOTAL 51.2% 9.2% 7.4% 19.2% 13.0% 100.0% 
 
Performance 
 
Series F of the Fund returned 1.0% in Q3 2021, outperforming its blended benchmark which delivered -0.2% over the same 
period. Most sector holdings with the exception of Energy had a positive impact on returns. Financials, Real Estate and 
Health Care in particular were notable contributors. Quality dividend paying companies continue to be positioned well for 
performance as we head into the remaining months of 2021. 
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           Performance over Manager Tenure 
         March 1, 2009 to September 30, 2021 

  
            Source: Morningstar Direct and 1832 Asset Management 

 
Over the longer-term the Fund has delivered a 9.3% average annual return since inception (series F), outperforming its 
blended benchmark’s return of 7.7%. We are happy with the Fund’s performance in the third quarter as well as YTD. By the 
end of the quarter Covid had become less of a factor on markets. Inflation driven by labour, supply chain issues and rising 
energy and materials costs (which is not turning out to be transitory), and rising rates are causing the greatest concern. 
However, investing in quality anti-fragile companies with a) strong free cash flows and strong balance sheets (to offset a 
potential rise in rates) b) sustainable visible growth and c) pricing power to counteract margin pressure, should prove 
beneficial for the portfolio. The 1-year return for the Fund to the end of September sits at 11.6%, well above our 5% to 7% 
total return range we strive to achieve and consider as doing a “good job”. The 3, 5- and 10-year returns are in line with our 
5% to 7% total return target range. 
 

Returns as of September 30/21  YTD 1 mth 3 mth  6 mth  1 yr  3 yr  5 yr  10 yr  SIR* 
Dynamic Strategic Yield Fund (Series F) 7.7% -1.7%  1.0%   5.4% 11.6% 6.1%  5.7%  6.8%  9.3% 
50% S&P/TSX Composite Index /  
50% FTSE Canada Universe Bond Index 6.4% -1.8% -0.2%   4.9% 11.5% 8.0%  6.1%  6.2%  7.7% 

 * Series F launched March 2009; SIR for the index is over same time period as the Fund 
 

   2020 2019 2018 2017  2016  2015  2014   2013  2012  2011  2010 2009** 
Dynamic Strategic 
Yield Fund (Series F)  1.8%  12.6%  -1.2%  7.2%  3.5%  5.7%  7.1%  11.9%  6.5%  8.5% 14.5% 34.9% 

** Represents 9 months of performance 
 

LEGEND                 “Great Job”                 “Good Job”                 “Ok Job”                  “Bad Job” 
 
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 2021 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. 
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