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Inflation at the Forefront 
 
The third quarter of the year was certainly active in terms of news flow, but indices ended the quarter close to where they 
started. The discussion at the start of the quarter was certainly dominated by the Delta variant and the seemingly endless 
battle against Covid. Delta proved much more transmissible than prior variants, which combined with still too low vaccination 
rates, allowed another major wave of the pandemic to materialise. However, the stock market largely ignored this risk, and 
stocks powered higher even as case counts rose.  
 
Towards the end of the quarter, case counts started to roll over as vaccinations and prior infection levels rose. Counter-
intuitively, the stock market also rolled over along with case counts. Investors had likely become adjusted to the economic 
risks posed by Covid and judged that another wave would not materially impact economic activity. The predominant risk now 
on the minds of investors, and one that almost certainly will impact the economics of the stock market, is inflation. 
 
Inflation has risen and is now tracking around 4-5% according to government measures, which certainly are far from perfect. 
There are many examples of key goods tracking much higher than that. We hear many debating whether inflation is permanent 
or transitory, but that oversimplifies a complex global issue with too many moving parts to accurately model. There will no 
doubt be some elements of permanence, and some elements that are transitory. At a minimum, there will certainly be a shift 
upward in the cost of many things.  
 
The outcome of inflation that we are seeing is a predictable outcome of the Covid shock. A forced lockdown created a supply 
shock as facilities were shut. Initially this was matched by a demand shock as people largely stayed at home. So, at the start 
of the pandemic the price/inflation mechanism was largely in balance. However, the demand shock was artificial as people 
had not lost their desire to spend, and if anything, demand has been bolstered by generous government benefits. Supply is 
much harder to raise quickly, and high demand has shifted the equilibrium price higher in many goods and services – hence, 
inflation. 
 
Our base case view on inflation is that this is a more severe spike than we have seen in some time, and certainly going to be 
very sticky for a period, but not structural in a way that will permanently impact earnings of our companies. There are some 
obvious issues in the supply chain that will take a long time to sort out (underinvestment in energy supply), and others that 
may be able to see a more rapid supply response (semi shortages, port throughput). In the long term, supply problems tend 
to be worked out – humans are quite good at solving obvious logistical problems when there is a profit motive to do so – it will 
just take some time.  
 
For inflation to be a long-term structural problem that would concern us, it would require recurring wage inflation. If workers 
come to expect pay raises, and get them, and they push up prices, it becomes a vicious circle. We are seeing some raises in 
lower income levels to fill employment gaps, but we are not seeing elevated wage growth at a broad level yet.  
 
Market Risk 
 
Inflation has certainly been a problem with equities in the past, both in terms of earnings pressure and multiple compression 
because of higher discount rates. We see less earnings risk than we think we would have in the past, and that is largely a 
function of compositional changes in the equity market. 
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The market is now much more dominated by intellectual property companies, firms that rely on R&D and network effects to 
drive high profit margins. Technology + Health Care + the Media & Entertainment component of Communication Services are 
over 40% of the MSCI World market cap. These companies rely much more on IP than on making things that are facing 
inflation. Their employees are largely higher income where there is less wage pressure, and demand remains strong – 
suggesting that this major chunk of the market faces little inflationary risk. 
 
There is then the more cyclical components Financials, Energy and Materials, which should be beneficiaries of higher inflation. 
Energy and Materials benefit from higher commodity prices (assuming it outpaces their cost inflation pressures). Financials, 
Banks in particular, have been struggling through a low-rate environment for years, and if inflation drives higher rates they 
would surely benefit.  
 
If you add those sectors up, you are approaching two-thirds of the broader index that is relatively insulated from inflation 
pressures. Not immune, but more protected. In aggregate we are reasonably sanguine on the risk to earnings at a broader 
level, although there will certainly be some areas of pressure. 
 
Where we would expect the market to be more at risk from inflation, is in the discount mechanism. If inflation drives higher 
rates, it is possible we get a ‘Taper Tantrum’ type correction, where stocks are priced to lower multiples. This in theory should 
impact longer duration growth stocks more than shorter duration, higher yielding businesses.  
 
Portfolio Approach 
 
We have scoured our portfolio, and we believe the economic risks of inflation are relatively contained. We focus on high quality 
businesses, with strong margins and good pricing power. In aggregate they should be able to weather inflation quite well. The 
greater risk we see in the market is in the discount mechanism impacted by higher rates, and there too we feel confident. We 
maintain strict valuation discipline in all our holdings. Our FCF yields are higher and P/E multiples lower than the market and 
would expect our stocks to be relatively more insulated. 
 
Our view on inflation has shifted modestly over time, and while we still don’t expect recurring wage inflation to get out of control, 
the inflation in goods and services does appear to be sticky for a prolonged period. As a result, we have been more patient 
before trimming Bank and Energy positions on strength than we normally would. We have also been more patient before 
adding to quality Consumer businesses on weakness, as we do expect some margin pressures as they require time to adjust 
pricing.  
 
Our overall view on stocks is cautiously constructive. Earnings have been very strong, and the market has started to grow into 
its elevated valuation multiple. Stocks are still expensive but have come down to less stretched levels. Economic risks have 
been elevated by inflation, but the roll over in Delta cases should help provide further demand strength. We have utilized our 
cash balance to add to high quality champions that have come back to attractive valuation in the recent market weakness, and 
our cash has come back closer to a more normalized level. We continue to have very high confidence in the quality of 
businesses that our funds own, and the valuations they trade at remain attractive. 
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Q3 Review and Outlook 
Dynamic Global Equity Income Fund (Series F) had a flat return in Q3, as most major markets delivered modest returns, with 
Japan leading the way.  
 
    Equity Market Performance 
        Total Returns Q3 2021 
 
 

 

     Source: Bloomberg 
 
Sector returns were relatively broad-based in Q3, with secular growers, cyclicals (ex-Materials), and defensives all contributing 
to returns. 
 

 
MSCI World Sector Performance 
Total Returns in CAD, Q3 2021 

 
 

 

                          Source: Bloomberg 
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Dynamic Global Equity Income Fund (Series F) has delivered an annualized return of 7.4% 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 11.7% and 11.5%, respectively. Key contributors to Q3 performance 
included Consumer Discretionary, Financials and Information Technology with holdings in Consumer Staples and Industrials 
detracting from returns. 
 

As of September 30/21 1 Mth 3 Mth 6 Mth 1 Year 3 Year 5 Year Since 
Inception* 

Dynamic Global Equity 
Income Fund (Series F) -3.5% 0.0% 4.7% 14.6% 6.3% 7.4% 7.4% 

     * Fund launched September 1, 2016 
 
Dynamic Global Strategic Yield Fund (Series F) has delivered a 4.9% 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 7.7% and 6.6%, 
respectively. Key contributors to Q3 performance included fixed income investments, Consumer Discretionary and Financials 
with Consumer Staples and FX hedging detracting from returns. 

 

As of September 30/21 1 Mth 3 Mth 6 Mth 1 Year 3 Year 5 Year Since 
Inception* 

Dynamic Global 
Strategic Yield Fund 
(Series F) 

-2.4% -0.1% 2.9% 6.3% 5.3% 4.9% 4.9% 

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

Sector Mix                                               
(as of September 30/21) 

Dynamic Global Equity 
Income Fund 

MSCI World 
Index 

Over / Under 
Weight 

Consumer Staples 13.0% 6.9% + 6.1% 
Utilities 5.9% 2.7% + 3.2% 
Transportation Infrastructure 3.8% 0.1% + 3.7% 
Real Estate 1.1% 2.7% - 1.6% 
DEFENSIVES 23.8% 12.4% + 11.4% 
Health Care 19.8% 12.6% + 7.2% 
Information Technology 15.7% 22.5% - 6.8% 
Communication Services 1.6% 9.1% - 7.5% 
SECULAR GROWERS 37.1% 44.2% - 7.1% 
Industrials 9.8% 10.2% - 0.4% 
Financials 8.8% 13.7% - 4.9% 
Consumer Discretionary 8.3% 12.1% - 3.8% 
Energy 4.3% 3.2% + 1.1% 
Materials 0.0% 4.1% - 4.1% 
CYCLICALS 31.2% 43.3% - 12.1% 
Cash 7.9% --- + 7.9% 

 Source: Bloomberg 
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Regional Positioning 
Although the US remains underweight compared to its very large benchmark weight, it still represents 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. 
 
On an aggregated revenue exposure basis, by our estimation our equity investments are overweight the economies of the US 
as well as faster-growing emerging markets, and underweight slower-growing Japan, Canada, and the UK. 
 

Geographic Mix       
(as of September 30/21) 

Dynamic Global Equity 
Income Fund 

MSCI World 
Index 

Over / Under 
Weight 

United States 55.3% 67.7% - 12.4% 
Canada 0.0% 3.2% - 3.2% 
NORTH AMERICA 55.3% 70.9% - 15.6% 
Germany 9.3% 2.7% + 6.6% 
France 6.8% 3.3% + 3.5% 
UK 4.2% 4.2%    0.0% 
Switzerland 2.5% 2.8% - 0.3% 
Other Europe* 8.6% 5.8% + 2.8% 
EUROPE 31.4% 18.8% + 12.6% 
Japan 2.9% 7.0% - 4.1% 
Australia 0.0% 2.0% - 2.0% 
Other Asia 2.5% 1.3% + 1.2% 
ASIA 5.4% 10.3% - 4.9% 
Cash 7.9% --- + 7.9% 

             Source: Bloomberg; * Includes Israel 
 
Foreign currency performance was a modest tailwind in Q3, with USD returning 3%, EUR flat, GBP flat, and JPY +2%. We 
are unhedged on USD, GBP, CHF and JPY, and have hedges on EUR and HKD of 20% and 50%, respectively. 
 

       
ASSET ALLOCATION | Dynamic Global Strategic Yield Fund 

 
The asset mix in the Fund has been moderately shifted towards equities, with a reduction in cash and bonds. The shift reflects 
both positive opportunities in high quality equities, and some caution around the outlook for bonds. 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 September 30/21) Weighting 
Equities 51.4% 
Bonds 38.3% 
Alternative Investments 3.2% 
Cash 7.1% 

                 Source: Dynamic Funds 
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FIXED INCOME | Dynamic Global Strategic Yield Fund 
 
The debate around the persistency of inflation is still raging. The quarter saw yields fairly unchanged overall but have 
generally been lower than the second quarter on average. We closed the quarter at 1.48 with the US 10-year yield up 1 
bps. The low was around 1.10. Risk markets have been well behaved. CDX IG widened by about 1 bps over the quarter 
while CDX HY widened by around 10 bps. 
 

• Duration: We remained positioned very defensively on duration during the quarter as we expected further yield 
increases. The technical construct still suggests higher yields later this year. 
 

• 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 the 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 maintained our bias to the US market with reduced risk given our duration bias. 
 

• Inflation-linked bonds: Inflation expectations remained fairly stable over the quarter. 
 

• FX: The USD has performed well during the quarter and we are expecting some reversal in coming months. 
  

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 
 
We do our very best to design all weather portfolios, comprised of defensive, high quality, attractively valued businesses that 
can thrive in all types of market environments. Whether it be Covid or inflation, we believe our funds are well suited to weather 
headwinds, and compound attractive risk adjusted returns over the long run.  
 
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. 


