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 Q3 2021 Quarterly Commentary 

Tune Out the Market Noise, Focus on the Fundamentals 
As we head into the tail end of 2021, the markets have continued their momentum upwards, with another positive quarter. 
The S&P/TSX Composite Index eked out a 0.2% return, and the S&P 500 Index returned 2.9% (CAD). The markets 
remained strong moving through the summer months but hit a wall in September, giving back the strong gains experienced 
in August. The pullback in the markets stems from a variety of concerns, which included: slowing economic growth, a 
bottleneck in supply-chains, elevated inflation, and a shortage in global energy supply. This has been compounded by the 
potential for a government shutdown in the U.S. if the debt ceiling isn’t raised, and concerns over debt defaults in the 
Chinese property market. 

The reality is that the market had a fantastic run over the last 18 months with the S&P/TSX and S&P 500 returning 80% 
and 97% respectively since the market bottom in March 2020. It is amazing to see the resilience in equity markets despite 
everything we have overcome as a society in the last year and a half. While it appears that we are finally getting to the 
other side of this pandemic (with higher vaccination rates, lower case counts, and economies reopening), we are now 
dealing with some of the unintended consequences with higher inflation, supply chain issues, and energy shortages. 
Considering all these macro factors and combining that with elevated equity valuations, it could make further equity 
appreciation more difficult. This is not to say that we aren’t bullish about the backdrop for equities looking out the next two 
years, but the next few quarters could be a bit bumpy. 

We highlighted in our last commentary that, “There is a significant amount of optimism when it comes to the economic 
recovery and the expectation for a huge surge in pent-up consumer demand once things open back up. And if you 
combine this with a very accommodative fiscal policy of very low interest rates for the foreseeable future, we have the 
makings for continued “animal spirits” in the equity markets. However, if we don’t experience the expected “V” recovery 
moving through this year, then there is reasonable downside risk to equity valuations.” The reason why we sound a bit 
cautious is that the unintended consequences from COVID (highlighted above) could push this “V” recovery out several 
quarters and make for a difficult winter. 

Despite our caution, we continue to believe the Canadian market provides more attractive risk-adjusted returns when 
compared to the United States with the S&P 500 trading at 26x vs. S&P/TSX at a more reasonable 19x. This comes after 
the U.S. market has vastly outperformed most other equity markets over the last five years. However, with the 
development of vaccines, we have seen a rotation in the market leadership from momentum/growth to value/cyclical 
stocks. This is especially positive for the Canadian market, as it has been left behind when compared to the technology-
heavy index of the United States. With this rotation in market leadership, we have seen Canada outperform. The 
combination of strong consumer demand, modest inflation, and contained interest rates, should continue to set up well for 
Canadian equities due to the greater exposure to the Materials, Energy, and Financials sectors. 

Our primary focus is investing for the long term, but we will make tactical adjustments to the portfolio as valuations can 
change quickly. We have taken some profits in some companies by either exiting positions entirely or by trimming the 
weight where we felt prices had moved out of step with valuations. Our current cash weights are hovering a little 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 
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continue to add high-quality businesses to our watch list and wait for opportunities to deploy capital where we will be 
adequately paid for risks. 

We believe markets are emotional and volatile, 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 attractive 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. 

Moving onto attribution, for the quarter ended September 30, 2021, Dynamic Canadian Dividend Fund Series F returned 
1.9%, outperforming its benchmark S&P/TSX Composite Index, which returned 0.2%. The largest contributors to relative 
performance were the result of security selection in the Healthcare sector and an underweight allocation to the Materials 
sector. The largest individual security contributors to the Fund were names such as Westshore Terminals, Boardwalk Real 
Estate Investment Trust, and Power Corporation of Canada. Holdings Suncor Energy and Prairiesky Royalty had a 
negative impact on performance. 

The Dynamic Value Fund Of Canada Series F returned 1.0%, performing in line with its benchmark, S&P/TSX 
Composite Index, which returned 0.2%. The largest contributors to relative performance were the result of security 
selection in the Healthcare sector and an underweight allocation to the Materials sector. Security selection in the Energy 
sector was the largest detractor from relative performance. The largest individual security contributors to the Fund were 
names such as Boardwalk Real Estate Investment Trust, Thermo Fisher Scientific, and Power Corporation of Canada. 
Holdings Prairiesky Royalty and Canadian Pacific Railway had a negative impact on performance. 

The Dynamic Dividend Advantage Fund Series F returned 1.0%, performing in line with its benchmark, S&P/TSX 
Composite Index, which returned 0.2%. The largest contributors to relative performance were the result of security 
selection in the Consumer Discretionary sector and an underweight to the Materials sector. An underweight allocation to 
the Industrials sector was the largest detractor from relative performance. The largest individual security contributors to the 
Fund were names such as George Weston, Enerflex, and Power Corporation of Canada. Holdings Rogers 
Communications and Novartis had a negative impact on performance. 

The Dynamic Value Balanced Fund Series F returned 0.1%, performing in line with its benchmark, 60% S&P/TSX 
Composite Index & 40% FTSE Canada Universe Bond Index, which returned -0.1%. The largest contributors to relative 
performance were the result of security selection in the Healthcare and Materials sectors. Security selection in the Energy 
sector was the largest detractor from relative performance. The largest individual security contributors to the Fund were 
names such as Loblaw Companies, Canadian National Railway, and Thermo Fisher Scientific. Holdings Canadian Pacific 
Railway and Prairiesky Royalty had a negative impact on performance. 

In the fixed income component, credit markets outperformed government bonds for the quarter. Though the period saw 
yields fall early on, late September saw a sell-off in fixed income as investors worried about the impending “taper”. The 
duration of the fixed income positioning was kept below the benchmark with the use of portfolio hedges. We also retained 
an overweight in investment grade credit relative to the benchmark. There were no material changes to sector positioning. 
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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 
 
 

Compounded Returns (Series F)  
As of September 30, 2021 

 
3 Mth 

 
YTD 1 Yr 

 
3 Yr 

 
5 Yr 10 Yr Inception 

Date 

Dynamic Canadian Dividend Fund1 1.9% 20.9% 31.7% 11.6% 10.4% 9.7% Apr-02 

Dynamic Value Fund Of Canada2 1.0% 18.0% 27.7% 10.5% 7.6% 9.5% Mar-02 

Dynamic Canadian Value Class2 0.8% 18.1% 27.6% 10.5% 7.6% 9.6% Mar-02 

Dynamic Dividend Advantage Fund3 1.0% 24.7% 38.2% 10.7% 7.4% 9.8% Mar-02 

Dynamic Dividend Advantage Class3 1.0% 24.7% 38.3% 10.7% 7.4% - Dec-11 

S&P/TSX Composite Index 0.2% 17.5% 28.0% 11.1% 9.6% 8.8% –  

Dynamic Value Balanced Fund2 0.1% 10.3% 15.8% 8.4% 5.9% 7.1% Apr-02 

Dynamic Value Balanced Class2 0.0% 9.5% 14.5% 8.0% 5.6% 7.0% Jan-07 

60% S&P/TSX Composite Index & 40% 
FTSE Canada Universe Bond Index -0.1% 8.5% 14.7% 8.7% 6.9% 6.8% – 

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 in 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 2021 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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