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Quality Canadian Companies at Reasonable Valuations 
As we head into 2022, the markets continued their upward momentum in the fourth quarter. The S&P/TSX Composite 
Index returned 6.5%, and the S&P 500 Index returned an impressive 10.7% (CAD). These strong results built on what was 
already a stellar year for both indices, with the S&P/TSX and S&P 500 returning 25.1% and 27.6% respectively for the 
year. Due to the strong performance of equities, we head into 2022 with valuations being elevated, which can be attributed 
to the continuous flow of stimulus combined with historically low-interest rates. We believe this low-interest-rate 
environment is causing investors to chase returns which are further inflating valuations. However, central banks are 
indicating interest rates are due to move up soon, which we believe could put a lid on market returns in the interim.  

Looking ahead to 2022, there may be a legitimate light at the end of the tunnel. Unfortunately, to get there, we must forge 
through another few difficult months dealing with the “Omicron” variant. If we combine that with the fantastic run of the 
markets with the S&P/TSX and S&P 500 returning 90% and 110% respectively since the market bottom in March 2020, the 
backdrop could be muted for the next while. It is amazing to see the resilience in the equity markets despite everything we 
have overcome as a society in the last two years. While it appears that we are finally getting to the other side with higher 
vaccination rates, the potential for herd immunity, and lower hospitalization rates, we are now dealing with some of the 
unintended consequences from the pandemic with higher inflation, supply chain issues, energy shortages, and the 
expectation of higher interest rates. Considering all these macro factors and combining that with elevated valuations, it 
could make further equity appreciation more difficult. This is not to say that we aren’t bullish on the backdrop for equities 
longer-term, but the next few quarters could be a bit bumpy.  

Despite our caution, we continue to believe that on a relative basis the Canadian market remains attractive. The U.S. 
market has been on a fantastic run for the past number of years, while Canada has shown strength in certain periods 
which has been partially offset by a couple of very tough years. We believe Canada stands out as one of the better areas 
of opportunity for several reasons: 1) The Canadian market trades at a discount to its peers (the S&P/TSX trades at 16.5x 
forward earnings while the S&P 500 trades at 23.4x, and the MSCI World at 19.5x): 2) Although delayed, there are positive 
indicators that a return to normal is on its way and that should lend to a continued rotation in the market from 
momentum/growth to value/cyclical. This is especially positive for the Canadian market, due to the composition of our 
index with 60% represented by Financial, Energy, and Materials sectors while the remaining 40% has a strong 
representation of oligopoly type businesses: 3) Canada has a very stable political environment which is supported by a 
strong education and health care system. This should enable our economy to flourish once we get to the other side.  

Our primary focus is investing for the long term, but we will make tactical adjustments to the portfolio as valuations can 
change quickly. With that in mind, we took profits by either exiting positions entirely or trimming the weight in some 
companies where we felt prices had moved out of step with valuations. Our current cash weights are hovering higher than 
they have historically been, and while we are not market timers, our decision to raise cash is a reflection that some of the 
businesses we were invested in appreciated to valuations that no longer provided a sufficient margin of safety. We 
continue to do the fundamental work necessary to find opportunities to invest in high-quality companies where we will be 
paid for risks in the portfolio.  
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We believe markets are emotional and volatile, with the past 24 months being a perfect example, but our process is not. 
We continue to be patient and adhere to our discipline, which is to build a concentrated portfolio of high-quality businesses 
that will grow over the long term and generate compelling risk-adjusted returns through a variety of business cycles. We 
want to reiterate a very important point: we don’t view volatility as risk. We define risk as a permanent loss of capital, which 
is why we are always focusing on the preservation of capital through constructing well-diversified portfolios of leading 
businesses with strong balance sheets. We believe if you do your research, you can construct a diversified portfolio of 
businesses that can be owned through different economic cycles.  

Moving onto attribution, for the quarter ended December 31, 2021, Dynamic Canadian Dividend Fund Series F returned 
8.4%, outperforming its benchmark S&P/TSX Composite Index, which returned 6.5%. The largest contributors to relative 
performance were the result of security selection in the Information Technology and Financials sectors. The largest 
individual security contributors to the Fund were names such as Toronto-Dominion Bank, Bank of Nova Scotia, and Fairfax 
Financials Holdings. Holdings Medtronic and Northland Power had a negative impact on performance. 

For the full year, the Fund returned 31%, outperforming the index which returned 25.1%. The Fund’s outperformance was 
driven by an underweight allocation to the Materials sector and security selection in the Financials sector. The top 
contributors to the Fund during the year were Power Corporation of Canada, Shaw Communications, and Toronto-
Dominion Bank. 

The Dynamic Value Fund Of Canada Series F returned 8.3%, outperforming its benchmark, S&P/TSX Composite Index, 
which returned 6.5%. The largest contributors to relative performance were the result of security selection in the 
Healthcare and Industrials sectors. The largest individual security contributors to the Fund were names such as Bank of 
Nova Scotia, Toronto-Dominion Bank, and Boardwalk Real Estate Investment Trust. Holdings Salesforce.com and 
Tourmaline Oil had a negative impact on performance. 

For the full year, the Fund returned 27.9%, outperforming the index which returned 25.1%. The Fund’s outperformance 
was driven by security selection in the Materials and Communication Services sectors. The top contributors to the Fund 
during the year were Toronto-Dominion Bank, Bank of Nova Scotia, and Boardwalk Real Estate Investment Trust. 

The Dynamic Dividend Advantage Fund Series F returned 4.9%, underperforming its benchmark, S&P/TSX Composite 
Index, which returned 6.5%. The largest detractor to relative performance was the result of security selection in the Energy 
sector. An underweight allocation to the Information Technology sector was the largest contributor to relative performance. 
The largest individual security contributors to the Fund were names such as Fairfax Financial Holdings, Bank of Nova 
Scotia, and Toronto-Dominion Bank. Holdings Enerflex and Medtronic had a negative impact on performance. 

For the full year, the Fund returned 30.9%, outperforming the index which returned 25.1%. The Fund’s outperformance 
was driven by an underweight allocation to the Materials sector and security selection in the Consumer Discretionary 
sector. The top contributors to the Fund during the year were Shaw Communications, Fairfax Financial Holdings, and ARC 
Resources. 

The Dynamic Value Balanced Fund Series F returned 6.1%, outperforming its benchmark, 60% S&P/TSX Composite 
Index & 40% FTSE Canada Universe Bond Index, which returned 4.5%. The largest contributors to relative performance 
were the result of security selection in the Consumer Staples and Industrials sectors. The largest individual security 
contributors to the Fund were names such as Toronto-Dominion Bank, Bank of Nova Scotia, and Loblaw Companies. 
Holdings Saputo and Salesforce.com had a negative impact on performance.  
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In the fixed income component, yields trended sideways for the quarter before dropping into the year-end as concerns over 
the Omicron variant grew. Investment grade credit and high yield credit spreads, as measured by the ICE BofA corporate 
indices, widened into the end of the year beginning in November. What began as market indigestion following a heavy new 
issuance calendar, morphed into a volatile end of the year. The duration of the fixed income component was kept below 
benchmark with the use of portfolio hedges though was increased to benchmark-neutral towards year-end. We also 
retained an overweight in investment grade credit relative to the benchmark. 

For the full year, the Fund returned 17.1%, outperforming its benchmark which returned 13.4%. The Fund’s 
outperformance was driven by security selection in the Communication Services and Materials sectors. The top 
contributors to the Fund during the year were Shaw Communications, Toronto-Dominion Bank, and Royal Bank of 
Canada. 

 

We thank you for your continued support and stay safe. 
 
 
Don Simpson                                                                      Rory Ronan 
Vice President & Portfolio Manager                                 Vice President & Portfolio Manager 
 
Eric Mencke 
Vice President & Portfolio Manager 
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Compounded Returns (Series F)  
As of December 31, 2021 

 
3 Mth 

 
YTD 1 Yr 

 
3 Yr 

 
5 Yr 10 Yr Inception 

Date 

Dynamic Canadian Dividend Fund1 8.4% 31.0% 31.0% 18.0% 10.9% 10.1% Apr-02 

Dynamic Value Fund Of Canada2 8.3% 27.9% 27.9% 16.7% 8.7% 10.1% Mar-02 

Dynamic Canadian Value Class2 8.6% 28.3% 28.3% 16.9% 8.8% 10.2% Mar-02 

Dynamic Dividend Advantage Fund3 4.9% 30.9% 30.9% 16.2% 7.7% 9.9% Mar-02 

Dynamic Dividend Advantage Class3 5.0% 30.9% 30.9% 16.2% 7.6% 9.7% Dec-11 

S&P/TSX Composite Index 6.5% 25.1% 25.1% 17.5% 10.0% 9.1% –  

Dynamic Value Balanced Fund2 6.1% 17.1% 17.1% 12.5% 6.8% 7.5% Apr-02 

Dynamic Value Balanced Class2 6.1% 16.1% 16.1% 12.0% 6.6% 7.4% Jan-07 

60% S&P/TSX Composite Index & 40% 
FTSE Canada Universe Bond Index 4.5% 13.4% 13.4% 12.4% 7.5% 6.9% – 

The performance periods in grey represent time periods that start before the current manager’s tenure. 
 

1Don Simpson lead portfolio manager since January 2015.  
2Don Simpson (lead manager) and Eric Mencke assumed management on September 19th, 2017. 
3On April 17th, 2018 Rory Ronan was announced as lead manager on Dynamic Dividend Advantage Fund/Class as well as co-manager on all 
other mandates managed by Don Simpson and Eric Mencke. 
 
 
 
 
 
 
 
 
 

 

ADVISOR USE ONLY – Series A units of the Fund are available for purchase to all investors, while Series F units are only available to investors in 
an eligible fee-based or wrap program with their dealer. Any difference in performance between these series is due primarily to differences in 
management fees and operating fees. 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. L.P.  Views expressed regarding a particular company, security, industry or market sector are the views of the writer and should not be 
considered an indication of trading intent of any investment funds managed by 1832 Asset Management L.P. These views should not be considered 
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 2022 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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