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As we turn the page on 2021 and head into 2022 with the pandemic still raging, let’s look back at 2021 and see if it gives 
insights on what to expect going forward. 
 
What Worked and What Didn’t in 2021 
The year that past had both elements of new leadership, and a familiar feeling from the 
past half decade. Cyclical leadership in the form of Energy and Financials outperformance 
was a clear change of pace, as the sectors recovered from a difficult 2020 and benefitted 
from a low starting valuation. More familiar at the top, was the ongoing strength in 
Technology and a number of high growth and expensive stocks. The market seemed to be 
willing to reward cyclicality, while still maintaining a heavy bias for growth stocks that have 
worked in years past. On the other end, quality defensive sectors like Utilities and Staples 
continue to generate little interest and lagged despite solid underlying fundamentals.  
 
Overall, its hard to find too much to complain about in a year that saw strong returns, with 
all sectors up double digits in C$. Our winners for the year are broad-based, but primarily 
spread across cyclicals and secular growers (including Health Care). Our losers generally 
had the common theme of being impacted by Covid resurgence, or being left behind 
defensives. 
                                                                                                                                                Source: Bloomberg 
What Worked: 

• Our analysis of Covid led us to believe early that boosters would be necessary, and we increased exposure to vaccine 
production, which proved profitable. In a similar vein, we also expected more durable testing requirements, and 
benefitted from exposure to Life Science providers of those services 

• Software holdings continued to demonstrate their predictable growth, and we benefitted from healthy weights in names 
in the space that we think still hold reasonable valuations despite their long-term success 

• For the first time in a number of years we built exposure to energy producers, positioning that worked throughout the 
year. The thesis played out as expected, that even with the green transition, demand would pressure supply that had 
been underinvested for years 

• US banks had been dealing with declining interest rates for years, but displayed improving quality and stability in their 
businesses, paired with very low valuations. Rising inflation expectations and the implication for rates, drove our US 
bank positions higher 

• A few retailers across convenience, dollar stores and home improvement showed opportunities at different times as 
the overhang from lapping tough comps in 2020 weighed on the shares. We used these periods of weakness to add 
to quality retailers, with successful results 

• Inflation spikes and fears of capacity constraints created buying opportunities in US rails, and well timed adds 
generated value  

• IT services continued to demonstrate structural growth as the world digitizes and transitions to the cloud, and we 
benefitted from exposure there 

• We maintained the view the US health insurers are long term structural winners, and the combination of aging 
populations and local oligopolies put them in enviable positions. Fears of Covid related impacts to their cost structures 
proved unfounded, and we benefitted from high weight in the space 

• A number of other quality cyclicals benefitted due to improving fundamentals, including automation, waste 
management, asset management and restaurant stocks 
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What Didn’t Work: 

• A stunted travel recovery from Covid resurgence and increased competition pressured payments holdings, with 
weakness in the card companies as well as payment service providers 

• Following a strong 2020, exposure to the renewable transition as experienced in our utilities holdings was an overhang, 
likely struggling due to high expectations coming into the year 

• We expected lapping lockdowns and increasing vaccination to drive a full recovery in medical procedures, but Covid’s 
resurgence halted the recovery. This negatively impacted our medical technology exposure 

• We have a number of pharmaceutical positions that offer attractive valuations, yields and defensiveness. Despite an 
improving regulatory environment, interest in any pharma companies without vaccine exposure was limited 

• Consumer Staples stocks lagged as defensives were left behind, particularly our holdings that had high emerging 
market consumer exposure, who were relatively more impacted by Covid waves 

• Aerospace stocks also suffered from a muted recovery, as ongoing Covid overhang and travel restrictions stalled the 
rebound in air travel 

 
Looking Forward 
Looking at what worked and what didn’t, there is a pretty clear split of what is in favour and what is out of favour. High growth, 
high valuation stocks have gone from expensive to more expensive, and remain very much in favour, despite what could be 
viewed as a large amount of valuation risk. Cyclical stocks have worked in the past year and are more in favour but started 
with lower valuation and one could argue they are not clearly extended.  
 
Defensives, on the other side, are clearly out of favour, as this market has been all about where to find upside rather than to 
protect downside, with defensives trading at long term relative valuation lows. Also out of favour, and the losers of last year, 
were stocks exposed to a recovery from Covid, only to be hit by successive waves of variants. 
 
The skew of sector returns would argue investors have fairly aggressive and bullish leans in their positioning. Investors seem 
to be focused intently on companies with perceived upside, rather than on protecting against downside. There is also a large 
amount of valuation risk in the market, with indices trading >20x forward P/E on earnings that have already taken into account 
the exceptional EPS growth in 2021. If 2022 is the year we finally get some real interest rate increases, there is downside risk 
to multiples, particularly in the high growth and high valuation recent winners. 
 
We believe our focus on high quality and defensive businesses, with a strict discipline on valuation, sets us up well for this 
environment, and shields us from some of the key risks. We are dividend focused in our mandates, and thus avoid all of the 
high growth, low profit, non-dividend payors that seem precariously valued to us. We also have core positioning in numerous 
quality defensives whose valuation would suggest they are out of favour despite solid fundamentals. We are also tactical and 
valuation disciplined in adding to names impacted by Covid and have recently deployed capital into some businesses whose 
short term Covid headwinds has put the shares at a clear discount to their long term value. 
 
In the short term, returns are likely to be impacted by the trajectory of Covid. We are clearly going through a painful wave from 
the very highly contagious Omicron variant, but early evidence from other jurisdictions suggest the wave is likely to be fairly 
short lived. Coming out the other side of Omicron, with high levels of infections, vaccinations and new and effective antiviral 
treatments, the opportunity for this to move to endemic and more normalized is clearly there. That would suggest both 
opportunities for the Covid impacted companies we have recently been adding to, as well as providing economic stability that 
could continue to help underpin strong earnings. This may also lead to actual rate increases and headwinds for the high growth 
and expensive leadership of recent years. 
 
Our combination of quality, defensive and attractively valued businesses leave us optimistic about the future of the funds, and 
we believe well insulated from many of the excesses in the market today. 
 
Q4 Review and Outlook 
Dynamic Global Equity Income Fund (Series F) returned 6.5% in Q4, as most major markets delivered positive returns in the 
quarter, led by the US.  
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    Equity Market Performance 
        Total Returns Q4 2021 

 

     Source: Bloomberg 
 
 
Sector performance was generally positive in Q4, with secular growers (ex Communication Services), cyclicals, and defensives 
all contributing to returns. 

 
 

MSCI World Sector Performance 
Total Returns in CAD, Q4 2021 

 
 

 

                          Source: Bloomberg 
 
Dynamic Global Equity Income Fund (Series F) has delivered an annualized return of 8.3% since its September 2016 inception. 
The Fund’s defensive approach also delivered a standard deviation of 10.6% (based on Series F returns) since inception, 
lower than the category median and index which were 11.5% and 11.3%, respectively. Key contributors to Q4 performance 
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included Health Care, Information Technology and Consumer Discretionary with holdings in Communications Services small 
detractors from returns. 
 

As of December 31/21 1 Mth 3 Mth 6 Mth 1 Year 3 Year 5 Year Since 
Inception* 

Dynamic Global Equity 
Income Fund (Series F) 5.1% 6.5% 6.5% 15.7% 11.7% 8.4% 8.3% 

     * Fund launched September 1, 2016 
 
Dynamic Global Strategic Yield Fund (Series F) has delivered a 5.4% annualized return since inception, with a corresponding 
standard deviation of 6.3% (based on Series F returns), lower than the category median and index which were 7.5% and 6.5%, 
respectively. Key contributors to Q4 performance included positions in Health Care, Information Technology and Consumer 
Discretionary with no significant sector detractors. 
 

As of December 31/21 1 Mth 3 Mth 6 Mth 1 Year 3 Year 5 Year Since 
Inception* 

Dynamic Global 
Strategic Yield Fund 
(Series F) 

2.6% 3.8% 3.7% 7.3% 8.0% 5.9% 5.4% 

     * Fund launched September 1, 2016  
 
Sector Positioning 
The funds remain tilted toward high quality investments with compelling valuations in defensive sectors like Health Care, 
Consumer Staples, and Utilities. We remain underweight cyclical sectors and have reduced cash balances to more normalized 
levels. 
 

Sector Mix                                               
(as of December 31/21) 

Dynamic Global Equity 
Income Fund 

MSCI World 
Index 

Over / Under 
Weight 

Consumer Staples 13.2% 6.9% + 6.3% 
Utilities 6.9% 2.7% + 4.2% 
Transportation Infrastructure 2.9% 0.1% + 2.8% 
Real Estate 1.7% 2.8% - 1.1% 
DEFENSIVES 24.7% 12.5% + 14.1% 
Health Care 19.8% 12.6% + 7.2% 
Information Technology 18.1% 23.7% - 5.6% 
Communication Services 1.5% 8.3% - 6.8% 
SECULAR GROWERS 39.4% 44.6% - 5.2% 
Industrials 9.2% 10.0% - 0.8% 
Consumer Discretionary 8.9% 12.3% - 3.4% 
Financials 5.9% 13.2% - 7.3% 
Energy 4.2% 3.1% + 1.1% 
Materials 0.0% 4.2% - 4.2% 
CYCLICALS 28.2% 42.8% - 16.5% 
Cash 7.7% --- + 7.7% 

 Source: Bloomberg 
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Regional Positioning 
Although the US remains underweight compared to its very large benchmark weight, it remains the Fund’s largest country 
allocation by far. We are also underweight Asia, due to a paucity of attractively valued, high quality businesses there, as well 
as in Canada. We remain overweight high-quality global champions with strong fundamentals listed in Europe, primarily in 
defensive sectors (especially Consumer Staples and Health Care) with global footprints and generally strong emerging markets 
presence. 
 
 

Geographic Mix       
(as of December 31/21) 

Dynamic Global Equity 
Income Fund 

MSCI World 
Index 

Over / Under 
Weight 

United States 55.6% 69.0% - 13.4% 
Canada 1.7% 3.3% - 1.6% 
NORTH AMERICA 57.3% 72.3% - 15.0% 
Germany 10.0% 2.5% + 7.5% 
France 7.2% 3.3% + 3.9% 
UK 4.2% 4.1% + 0.3% 
Switzerland 2.6% 2.9% - 0.3% 
Other Europe* 7.6% 5.7% + 1.9% 
EUROPE 31.6% 18.5% + 13.1% 
Japan 3.1% 6.2% - 3.1% 
Australia 0.0% 1.9% - 1.9% 
Other Asia 0.3% 1.1% - 0.8% 
ASIA 3.4% 9.2% - 5.8% 
Cash 7.7% --- + 7.7% 

             Source: Bloomberg; * Includes Israel 
 

    
ASSET ALLOCATION | Dynamic Global Strategic Yield Fund 
 
The fund deployed some cash into bonds during the quarter, but otherwise maintained a fairly stable asset mix. Overall, we 
maintain a defensive posture that is complemented by our on-going active management of equity beta, duration, allocation to 
government bonds vs credit, and so on. 
 

Asset Mix 
(as of December 31/21) Weighting 
Equities 51.2% 
Bonds 40.1% 
Alternative Investments 3.3% 
Cash 5.4% 

                Source: Dynamic Funds 
 
FIXED INCOME | Dynamic Global Strategic Yield Fund 
 
The fourth quarter was very volatile in the rate space given the renewed fears of the Omicron variant. The US 10-year yield 
saw a range of about 40 bps with a maximum around 1.70% and a minimum around 1.33%.We closed the quarter at 1.51% 
up by 2 bps. Risk markets were somehow volatile as well compared to recent history. We also saw a much more hawkish 
Fed coming out and confirming that inflation appears to be more persistent and they accelerated the pace of QE wind down 
while implicitly committing to 3 rate hikes in 2022. CDX IG tightened by about 3.5 bps over the quarter while CDX HY 
tightened by around 8 bps. 
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• Duration: We remained cautious on duration risk in the quarter given the heightened volatility. The technical 

construct still suggests higher yields for this year. The early part of 2022 suggest a breakout of a long term technical 
pattern that could send yields up quite sharply. The portfolio is currently very defensive from a duration standpoint 
given the current technical backdrop. 

• Credit: Credit fundamentals continue to improve, as both leverage declines coupled with top line growth bode well 
for near term prospects. Stable demand has easily absorbed new issues, and the supply calendar is not expected 
to stress the market into year-end. We anticipate that valuations should be supported for the balance of the year. As 
a result, positioning reflects an overweight bias to credit exposures. Our greatest emphasis is in BBB rated 
securities, with a term of ten years or less. 

• Sovereign bonds: We are maintaining our bias to the US market with reduced risk given our duration bias. 
• Inflation-linked bonds: Inflation expectations were fairly volatile during the quarter as data coming out showed the 

more persistent inflation. On a 10 year horizon expectations fluctuated between 2.38% and 2.78%, closing the 
quarter at 2.60%. A more hawkish Fed should increase the probability of higher real yields and lower inflation 
expectations in coming months. 

• FX: We are expecting some potential CAD strength in the coming months and we remain fully hedged currently. 
  

As with our equity holdings, our aim in fixed income is to earn attractive returns by exploiting market opportunities as they 
arise, while protecting capital with our conservative and active approach. 
 
Concluding Thoughts 
As we enter the third year of the pandemic, we see relatively balanced risks and opportunities. Risks from the pandemic, rate 
increases and stretched valuations must be watched. However, strong global economies and potential for reopening should 
put underlying earnings on solid ground. Our mix of quality and defensive businesses display attractive risk to reward 
characteristics, while avoiding many of the key excesses we see in the market today.   
 
As always, we thank you for your support. 
 
 
Ryan Nicholl       Eric Benner 
Portfolio Manager       Vice President & Portfolio Manager  
 
 
Romas Budd       Domenic Bellissimo 
Vice President & Senior Portfolio Manager    Vice President & 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. 
Dynamic Funds® is a registered trademark of its owner, used under license, and a division of 1832 Asset Management L.P. 


