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Hit by a Perfect Storm 
 
Over the past few days, global equities have been 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. Since then we have taken steps to reduce our beta exposure by increasing our short in 
both S&P 500 futures and Russell 2000 futures (as this index tends to sell off more than the S&P 500 during risk-offs 
and therefore should offer a “better” hedge). This incremental hedge was added yesterday and should be in effect from 
today onward. 
 
We believe the following mitigating factors should be considered going forward: 
 

1) Our S&P 500 protective puts (the second layer of our portfolio protection with short futures being the first) are 
getting closer to being activated. 
 

a. The clip with the closest activation threshold is about 8% away from the current market level and 
should cover at least a quarter of our portfolio of written puts. 
 

b. The next clips have activation thresholds of ~9% and ~10% away from current market level with 
similar sizing. 

 
2) As market volatility spiked (as proxied by the VIX which has gone from 18 to 31 over the past week), the time 

value of our written puts have also spiked in value on a mark-to-market basis.  
 

a. As we are short the written puts, this increase in time-value significantly contributes to the paper-
losses in the funds – which has been a major factor in the recent volatility in the Fund’s NAV. 
 

b. However, as we write short-dated puts, the paper-loss should amortize down to zero over the 
next few weeks as the written puts expire assuming static market conditions from here. 
 

c. The key is that market conditions do not have to improve from here in order for this amortization to 
zero to occur – just status quo is sufficient. 
 

d. In Dynamic Premium Yield Fund, that time value is over 1%. 
 

3) We are starting to selectively trim our long equity exposure. 
 
Still Constructive for 2022 
 
We should emphasize that we are not turning bearish. We are still constructive on equities into 2022 on the following 
basis: 
 

1. Vaccines will likely protect against severe Covid (including Omicron) illness and therefore help to de-couple 
case spikes from hospitalizations and deaths which are more relevant for North American economies. 
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2. Antivirals (especially the soon to be approved Pfizer’s PAXLOVID) should be a major therapeutic tool that can 
help bridge the gap between living with Covid and “normalized” living with Covid. 

 
3. North America will unlikely re-enter a wholesale shutdown. 

 
4. The fears surrounding Omicron may very well be worse than the facts ex-post, i.e. the uncertainties around an 

event can be worse than the event itself, or alternatively sell the rumors, buy the news. 
 

5. US consumers are still sitting on ~2.5 trillion USD of excess savings (for context, US 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). 
 

6. 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 increase in cap-ex and massive share repurchase. 
 

7. 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%. 

 
That said, we are concerned about the implications of the potentially worse-than-expected inflation and, in turn, the 
hawkishness of the Federal Reserve. 
 
Regardless of the puts and takes in our view, we’re taking steps to reduce beta while looking forward to getting the 
inflated time value amortized back into the Fund’s NAV. Meanwhile, if the sell-off gets worse, our protective puts should 
be activated in due course. 
 
Lastly, over the past few days the premiums we’ve been able to collect on newly written puts have been a lot higher than 
what we have seen over the past few months. In our view, while the recent volatility has not been ideal in the short term, 
it could be a bounty over the longer term. If this message sounds familiar to our long-term supporters, it is. The core of 
this note – we have taken steps to buttress our portfolio protection and will continue to prepare for this storm (and it, too, 
shall pass) and the time value spike headwinds should prove temporary – was similarly reflected in several commentaries 
we sent during the first Covid as well as the subsequent variant surges. While history may not repeat itself, it usually 
rhymes.  
 
 
Damian Hoang 
Vice President & Portfolio Manager 
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