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Constructive On 2022 
 
We’ve seen another record year for markets with many indices delivering high double-digit returns. While the ride 
throughout the year was marked with volatility, the final quarter of 2021 ended on a positive note. Here is how we were 
positioned over the fourth quarter. 
 

• Asset/Sector Mix: Exposure to cash-covered puts, remained the largest allocation within the portfolio as the 
weighting was maintained over the quarter as we found attractive premiums to generate the ~10% gross yield. 
The level of net long equities in the portfolio decreased to 25%, down from 32% at the end of Q3 and much lower 
that the 41% weighting at the end of Q1. Unlike the prior quarter we felt that many of the names we held have 
more limited upside in the near term and as a result our covered call writing strategy increased from just above 
5% at the end of September to over 10% at year-end.  
 

As of December, 2021 Weighting 
Cash-Covered Puts 60.9% 
Long Equities (Net)* 24.5% 
Covered Calls 10.7% 
Cash** 3.9% 

                    Source: Dynamic Funds 
                                                   *This includes shorts; **This may include synthetic cash 
 

At the sector level, we remain underweight Technology and Financials. We have spoken in the past about 
Technology and how our investment framework does not allow us to hold growthier names which do not have 
real valuation supports at these levels (5 years ago, average valuation for the growthiest tech names was ~10x 
P/Sales vs. ~14x P/Sales currently even after the recent growth sell-off). As for Financials, we believe U.S. banks 
have priced in substantially most of the upside in higher yields and steeper yield curves – so the low hanging 
fruits have been picked. We got assigned on some puts on Citigroup recently and that has worked well but we’re 
not looking to add much more at this point. We have maintained an overweight in Consumer Discretionary and 
increased the exposure to Energy. The thesis on Discretionary is extremely simple - as people get out of 
lockdown, they will spend the significant savings accumulated over the past 21 months. As wage growth has 
been the highest in over a decade and their balance sheet is healthy, consumer spending should hold up well. 
Our overweight in Discretionary had worked out well for us for most of 2021 and we continue to like the space 
in 1H22. Although, we will be looking to take profits and trim exposure in the months ahead as the 
aforementioned tailwinds normalize and are further offset by cost inflation in certain consumer verticals. 
 

• Protective Puts and Portfolio Protection: we think of portfolio protection as having two components - the first 
is systematic which involves using a portion of the premiums we collect to buy protective puts on the S&P 500 
index and also to provide a buffer for shorting index futures. This will always be in place. The second component 
is discretionary and based on our view of the market. Beginning in the third quarter we started to allocate more 
of our discretionary hedge to shorting the Russell 2000 index futures. The rationale behind this tactical hedge 
was we believe the Russell 2000 is potentially more vulnerable during market sell-offs. The S&P 500 has really 
become a FANG+ index and should hold in better during a risk-off market. By the end of the fourth quarter we 
were short over 40% of the Fund, roughly less than half of this through S&P futures and the rest through Russell 
2000 futures. Further volatility in the market is likely and the Fund should benefit from shorting futures as it 

Dynamic Premium Yield Fund  
January 11, 2022 



 

                                                                           2 
 

RISK PREMIUM MONITOR 

provides a constant level of protection if markets fall quickly. Our current inclination is to continue to layer in 
more shorting of futures and buying more protective puts when they are cheap. 
 

• Currency Hedging: we remain flexible on our hedging of the USD. We look at where the USD/CAD is sitting 
and the closer to the $1.30 level the more we would hedge while the closer to $1.24, we would hedge less. 
During the month of December the USD/CAD was in a range of approximately $1.26 to $1.29 and as result we 
were hedging 79% (21% exposure). We would note that FX movements typically will not generally impact our 
ability to pay the distribution. 
 

Q4 Contributors/Detractors 
 
The fourth quarter of 2021 could easily be characterized as volatile. Just as the market started looking forward to 2022 
and getting comfortable digesting concerns around inflation and supply bottlenecks which caused so much disruption in 
3Q21, Omicron burst on the scene in November. Although the Omicron sell off was fast and shallow (-4.5% over a week 
) the uncertainty caused the VIX to spike to 35, creating an ideal environment for writing puts. Ultimately the S&P 500 
finished the year strong as the rapid spread and reduced severity caused some market participants to think Omicron 
could be a blue-sky scenario facilitating a more rapid transition from pandemic to endemic. 
 
Throughout the quarter there was a lot of dispersion within sectors, companies that were able to demonstrate certainty 
and stability and/or cyclical tailwinds in an uncertain environment were rewarded, Centene, Micron Technology, CVS 
Health and Cenovus Energy were all positive contributors to the Fund. Whereas any companies that demonstrated 
uncertainty on their near-term path to recovery or had idiosyncratic hiccups were punished. Medtronic, General Electric 
and Zimmer Biomet were negative contributors to the Fund. Financials was one of the underperforming sectors of the 
quarter and our underweight exposure for 4Q21 was a positive contributor. In addition, our underweight exposure to 
expensive and non-profitable technology and biotechnology stocks has also been a large tailwind for the Fund over the 
last several months. 
 
Q4 Performance 
 
During Q4 we continued to write puts on stocks held in our cyclical/value exposure, with this weighting relatively 
unchanged over the period. We maintain that we are still in the early innings of the second recovery trade and when the 
trade matures, we’ll be looking to trim our long exposure and go back to writing puts. 
 
One of the more challenging periods near the end of Q4 occurred when global equities were buffeted by a perfect storm 
brought on by the uncertainties around the Omicron variant and Jerome Powell’s hawkish pivot (retiring the transitory 
term in reference to inflation). In Dynamic Premium Yield Fund our initial positioning, which leaned towards a 
cyclical/value tilt, did not align us to respond favourably to this perfect storm. However, as we took decisive steps to 
reduce our beta exposure by increasing our short in both S&P 500 futures and Russell 2000 futures, we were able to 
right the ship very quickly. While the November-December volatility was a hiccup in the short term, it turned out to be a 
bounty over the longer term We were able to collect, on newly written puts, premiums that were a lot higher than what 
we have seen during the second half of 2021. While these events will happen from time to time we are happy focusing 
more on earning the 6%+ distribution yield (series F, and approximately ~1% lower for series A) and less on shorter 
term performance. We believe that over time as long as we earn the distribution yield, the performance will take care of 
itself – and this philosophy was vindicated as our 4Q performance proved to be very resilient at the end. In general, we 
don’t manage to an index, and our aim has always been to earn the Fund’s distribution with reduced volatility and beta. 
 

As of December 31, 2021 YTD 1  mth 3 mth 6 mth 1 yr 3 yr 5 yr Since 
Inception* 

Dynamic Premium Yield Fund 
(Series F) 14.1% 4.3% 2.6% 0.4% 14.1% 9.4% 7.1% 7.8% 

Source: Dynamic Funds; * Since inception date of 10/28/2013 
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Looking Ahead 
 
At this point in time, we are constructive on 2022 as we believe vaccines will likely protect against severe Covid, including 
the current variant Omicron (where the fears are probably  worse than the facts ex-post) which will help de-couple case 
spikes from hospitalizations and deaths which are more relevant to North American economies. As mentioned above, 
some scientists and investors posit that Omicron could be a catalyst facilitating a more rapid transition from pandemic to 
endemic. 
 
Another positive is that U.S. consumers are still sitting on ~2.5 trillion USD of excess savings (for context, U.S. GDP is 
around 21T USD) of which around 1T USD is in excess liquidity that can be spent quickly (that’s multiple years worth of 
consumer spending growth in normal time). Corporate balance sheets are in top shape and should be further buttressed 
by significant top and bottom-line growth in 2022, which should allow significant increases in cap-ex and massive share 
repurchases. In addition, as the global logistic disruption subsides toward 2H22, inventory replenishment should also act 
as a tailwind. Putting all of that together, S&P 500 EPS should growth by high single digits in 2022 and 2023 which is 
well above trend post the Great Financial Crisis. That above trend growth should act as a fundamental support for 
equities. 
 
Finally, we believe inflation should roll over by late 2022 due to the base effect, a reasonable range for core inflation 
year-over-year would be closer to 2.5%. However, for that to happen, we need to see the global supply chain normalize 
somewhat (which is the consensus view), energy inflation contained (even though core inflation technically excludes 
energy inflation and oil prices well north of $100 would not be good news in our view), and higher labor force participation 
(more people coming back to the work force). In other words, there are substantial risks to our view of inflation moderating 
into late 2022. In fact, inflation not slowing down and forcing the Federal Reserve to tighten more, than is currently priced 
in by investors, is the biggest overhang to all risk assets in 2022. 
 
Our view is best described as cautiously optimistic but with a very short leash. As discussed, we hedge a systematic 
component of the Fund and when the market moves higher, we progressively layer in more hedges regardless of our 
macro view. At the end of the day, our focus is to sustain the high gross internal yield, which has been averaging an 
annual run rate in the high single digits, allowing for a safety margin versus simply earning the Fund’s monthly 
distributions. 
 
 
Damian Hoang 
Vice President & Portfolio Manager 
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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. 


