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To help guide the forward-looking positioning of Dynamic’s managed asset programs, the Multi-Asset Management team meets  
regularly with the Portfolio Managers at 1832 Asset Management L.P. The following captures the team’s current views and 
portfolio positioning.

Market Review

Fixed Income Equities
The Canadian bond market lost 5.7% in Q2, continuing the trend after weak 
performance in Q1. Bond yields continued to climb along with inflation, 
interest rate hikes and more hawkish activity from global central banks. The 
Bank of Canada (BoC) continued to tighten monetary policy in Q2, with a 
50-basis point increase in April, and another in June. The trend has continued 
into Q3, with a 100-basis point increase in July. The BoC’s quantitative 
tightening policy also continued in Q2. The Canadian yield curve shifted 
upward, continuing to flatten. Short-term yields moved higher, more so than 
longer-dated yields. Federal government bonds outperformed corporate 
bonds over the quarter reflecting investors’ decreased risk appetite.

Equity markets continued to trade lower as the continued Russian war 
in Ukraine, persistently high inflation and tightening monetary policy 
across major central banks made an impact. All major equity markets 
posted negative returns over the quarter. The TS X returned -13.2%, 
the S&P 500 returned -13.5%, MSCI EAFE fell by 11.6%, and emerging 
markets fell by 8.6% in the quarter, all in Canadian dollar terms. From 
a sector perspective in Canada and the U.S., there was broad-based 
negative performance, with all major sectors declining. Although energy 
stocks declined in the quarter, WTI crude oil prices continued to climb, 
up 11.2% in Q2 and 46.5% year-to-date. Continuing the trend from the 
past year, value and yield stocks outperformed growth.

Global Themes

Economic Growth
The 12–18-month investment horizon we use for tactical adjustments to our portfolios now includes the second half of 2022 and all of 2023. The COVID pandemic 
has eased more meaningfully with increased vaccination and the less lethal Omicron variant, supporting a broader reopening of the economy. However, a more 
meaningful slowdown is now a risk as we look beyond this calendar year as tailwinds from policy and reopening fade more meaningfully. The risk of recession has 
increased and as a result, it has made us more cautious in our outlook.

Business Cycle
PMIs remain robust but likely have peaked. Our medium-term view is still optimistic due to the distribution of vaccines and paced nature of re-opening, however 
there is a risk of a sharper slowdown later in 2022 and entering 2023. This risk has been amplified by the Russian invasion of Ukraine and recent COVID-19 out-
breaks in China, which will put further upward pressure on inflation and result in even tighter financial conditions than previously anticipated.

Monetary Policy
Central banks have been emboldened by the strong recovery in labour markets and historically very high inflation. Short-term interest rates will rise meaningfully 
throughout this year as inflation persists, increasing the risk of a policy mistake as the central banks tighten into a likely slowdown in the economy.

Inflation
Inflation was expected to peak in early 2022, however the outbreak of war in Ukraine and corresponding sharp rise in commodity prices and further supply chain 
challenges will likely extend this period of historically high inflation. This has been amplified by additional lockdowns in China, creating an increasingly complex 
picture for policy makers who will be challenged to raise rates while achieving a soft landing in the economy.

Commodities
The outbreak of war in Ukraine led to a sharp rise in commodity prices with oil rising to historically very high levels. This will ultimately draw in further supply, 
leading to lower prices over the medium term but prices will remain elevated near term as the conflict intensifies.

Risk
Capital markets continue to face a multitude of risks which is now more meaningfully visible in equity market drawdowns, widening of credit spreads and elevated 
volatility. This uncertainty has also had an impact on liquidity leading to large intraday swings in asset prices. It is unlikely conditions will improve meaningfully 
near term as geopolitical risk remains elevated and inflation pressures continue to persist. This volatility will ultimately create an opportunity to invest.
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Macro-Economics Fixed Income Equities
CANADA
The Canadian economy grew by 0.8% (Q/Q annualized)
in Q1 2022 primarily due to a drop in international
exports volumes, mostly energy products. The labour
market continued to improve during Q2, with the
unemployment rate declining to 4.9% in June, the
lowest level since 1976. Despite this strong rate, business 
confidence saw a decline to 62.2 in Q2, compared to
74.2 at the end of 2021, with growing concern over rising 
rates and the possibility of a coming recession. Inflation
in Canada continued its rise to a 39-year high of 8.1% in
June, with the increase primarily attributable to energy
and food prices. Canadian manufacturing slowed as
indicated by the decline in Manufacturing PMI to 54.6 in
June, compared to 58.9 at the end of Q2.

The Bank of Canada (BoC) continued to aggressively
raise policy interest rates in Q2 in response to persistent
inflationary pressures and strong job creation. The Canadian 
yield curve shifted upward and continued to flatten, indicating 
a muted growth outlook longer term. The 2-year yield rallied 
75 bps, while the 10-year and 30-year yields rose 74 and 67 
bps, respectively. The spread between 2yr and 10yr government 
yields shrank from 12 bps in March to 4 bps by the end of
June. Investment grade credits underperformed their 
government bond counterparties. Canadian investment
grade corporate bonds fell 4.8% in Q2, underperforming
federal government bonds by ~67 bps. In terms of sectors,
infrastructure led the loss, down 8.4% in Q2. Securitization
and Financials were the top performing sectors, losing
2.0% and 2.7% respectively.

The TSX experienced negative performance in all
11 sectors. In response to growing concern over the
possibility of an impending recession, investors adjusted
their portfolios accordingly. Energy, while trading lower,
did relatively well as oil prices remained elevated in
response to increased demand, and a supply shortage,
stemming from the sanctions on Russia, compounded
by the ongoing supply chain disruptions. Utilities
also performed relatively well, as investors looked
for companies with resilient businesses. As inflation
trended higher, we saw a continued selloff in long
duration equities especially in the technology sector,
and speculative names with low earnings. Health Care
stocks declined dramatically, led by weakness in cannabis
companies.

UNITED STATES
The U.S. economy contracted for the second consecutive 
quarter in Q2, down 0.9% (Q/Q annualized). This follows 
a 1.6% decline in the first quarter, and technically signals a 
recession. Record trade deficits, supply constraints,
worker shortages and high inflation were the drivers.
Despite the softening economy, the labour market
remains strong, with the unemployment rate ending Q1
at 3.6%, and remaining at that level through Q2. The
labour participation rate was 62.2% in June, down slightly 
from 62.4% in March. Inflation in the U.S. remains elevated 
and accelerated to 9.1% in June, up from 8.5% at the end of 
Q1. Major contributors to inflation continue to be price
increases in energy, food, and shelter. U.S. manufacturing 
growth slowed during Q2 to 52.7, down from 58.8 in
March. Service PMI dropped to 52.7 in June compared to
58.0 in March, due to lower demand from sustained price 
pressures and growing economic uncertainty.

Treasury yield curves continued to move higher during Q2.
This follows the Fed hiking interest rates twice for a total
of 125 bps, along with the stated intent to continue raising
rates until inflation comes under control. Yield on the U.S.
10-year bond yield reached 3.02% at the end of June, up from 
2.48% in March. The yields climbed as the market has priced 
in aggressive Fed policy to rein in inflation. The curve remains 
flat between 3- and 10-years, reflecting tighter Fed policy at 
the short end and softer economic growth expectations on 
the longer end. U.S. investment grade and high yield spreads 
continued to widen and underperformed like-duration 
treasuries. The Barclays U.S. Aggregate Index lost 4.7% in USD 
for Q2.

The S&P 500 continued to struggle, with all 11 sectors
posting negative returns. Inflation remained persistently
high, driven in part by excess liquidity in the markets due
to accommodative monetary and fiscal policies in the
U.S. since 2020, as well as the Russia/Ukraine crisis which
drove up the price of oil and agricultural products around
the world. To combat inflation, the monetary policy
tightening timeline was moved up and the magnitude
of tightening was more aggressive than anticipated.
The market saw a selloff in long duration, richly valued,
and speculative names with low earnings and low
earnings growth, particularly in consumer discretionary,
communication services, and technology sectors. The
best performing sectors, on a relative basis, were sectors
featuring more predictable and resilient business, such as
consumer staples and utilities.

INTERNATIONAL
GDP growth in Q1 was solid, despite some headwinds.
The Eurozone and U.K. expanded at a year-over-year annual 
rate of 5.4% and 8.7% respectively in Q1 2022 due to 
substantial restocking of inventories in the Eurozone.
In the U.K., economists believe this may mark the year’s
high point, as high inflation and the war in Ukraine 
continue to negatively impact the economy. Q2 inflation 
increased, up to 8.6% in the Eurozone and 9.4% in the 
U.K. Manufacturing activity showed a steep decline due 
to weakening demand, with Manufacturing PMIs of 49.6
in the Eurozone and 52.2 in the U.K. at the end of Q2. The 
service sector in the Eurozone and U.K. also slowed from last 
quarter with Service PMIs at 50.6 and 53.3, respectively.

Global government bond yields continued to rise, and curves 
remained flattened relative to the curves at the end of 2021, 
amid higher inflation and hawkish central banks. Yield increases 
were more pronounced in core Europe and U.K., as they have 
close economic ties with Ukraine and Russia. With the rising 
yields, the global bond index lost 5.3% in USD terms. The U.K. 
10-year yield rose from 1.61% to 2.23%. The Bank of England 
raised rates in May and in June, for a total of four interest rate 
increases in 2022. The European Central Bank also continued 
to hold a more hawkish stance than it had in 2021, suggesting 
a series of rate hikes are coming after 11 years of very dovish 
policy. The German 10-year yield rose from 0.55% to 1.33%, 
after negative yields as recently as last quarter. The Italian 10-
year yield rose from 2.04% to 3.26%.

The MSCI EAFE posted negative returns over the quarter,
with broad weakness across all member countries.
Australia and Switzerland ended the quarter with doubledigit 
negative returns. Similarly, to other geographic regions, 
technology, and consumer discretionary were the worst 
performing sectors. CAD continued to appreciate due to its 
status as a petrocurrency vs most major currencies, which 
detracted from CAD denominated returns. Similar to North 
America, we saw a selloff in long duration, speculative names 
with low earnings and lower earnings growth.

EMERGING MARKETS
China’s economy continued to show signs of growing
weakness, due to the spread of the virus and strict lockdown 
measures. GDP growth dropped to levels not seen since 
the initial COVID-19 outbreak at an annual rate of 0.4% in 
Q2 2022, down from 4.8% in Q1. Both Manufacturing and 
Services PMIs surged late in Q2, after weaker performance 
from lockdowns. Manufacturing PMIs climbed to 51.7 in June 
and Services PMIs moved sharply higher to 54.5 in June. Brazil’s 
economy posted a year-over-year growth rate of 1.7% in Q1 
2022, driven by higher household consumption amid higher 
demand for in-person services as COVID-19 restrictions were 
relaxed. While India’s growth has slowed recently, it still led EM 
with GDP up by 4.1% (Y/Y) in Q1 2022. Most emerging markets 
except China continued to face above trend inflation resulting 
from increases in fuel and food prices.

The war in Ukraine continues to provide significant uncertainty 
for global growth and inflation. Emerging Market sovereign 
spreads (vs. U.S.) continued to rise in Q2 after exploding in 
February and March. The bulk of the move was linked to the 
war in Ukraine, which triggered significant inflationary pressure 
through food and energy. Hard currency (USD) emerging 
market bonds lost -11.4% in Q2 as measured by the JP Morgan 
EMBI Global Diversified Index as a sharp tightening of monetary 
policy in developed economies and the war in Ukraine sparked 
a flight from the asset class. The market may find renewed 
appetite for risk at higher yield levels.

The MSCI EM declined again in Q2, with heavyweights like
South Korea and India, 25% combined weight, posting
substantial negative returns. This was partially offset
by China, the biggest country by weight in the index,
which rebounded in Q2 with solid gains. Despite the
Chinese government noting challenging global economic
conditions, it is targeting 2022 GDP growth of 5.5%, and
is supporting this effort with a raft of measures such as
tax cuts for businesses and government spending on
infrastructure projects. Most EM countries other than
China are struggling from high and rising levels of inflation
and central bank tightening. Much like the rest of the
world, there was a sell off in speculative long duration
securities in Q2 2022. USD appreciation was also a
headwind for EM countries.

 Regional Backdrop
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Asset Allocation Positioning
Outlook Comments

FI
X

ED
 IN

C
O

M
E

Overall Fixed Income

Inflation pressures have yet to show signs of easing and this is further forcing the hand of central 
banks to increase the pace of monetary policy tightening. Other headwinds of note are widening 
credit spreads across fixed income (HY, mortgages, corporates). However, yields have climbed 
materially, with markets now pricing in substantial further rate hikes. Much of the rate increases 
are priced in, and yields are now more appealing than they have been in years.

Rates

Canada and U.S.

Current yields pricing in central banks tightening schedule, may test higher levels until
inflation shows signs of retreat. Favour longer duration government issues due to growth 
concerns, central bank rate hikes may not meet market expectations. Favour Canada 
over U.S., on the expectations that the Fed is more likely to continue the hiking cycle 
based on stronger economic fundamentals and higher inflation in the U.S.

Global

In favour of core Europe, U.K. and Australia over U.S. and Canada. Rate expectations in
Europe are above the range of neutral rate estimates, which suggests that bond yields 
have a bit more protection against hawkish central bank actions. The Bank of Canada 
is more willing than other central banks to follow the Fed’s lead on taking rates to a 
restrictive level to help bring down elevated Canadian inflation.

Credit

Investment Grade 

Given rising risks of an economic slowdown or even contraction in 2023/2024, the economy will 
provide less support for credit in the second half of 2022 and into 2023. We expect to maintain 
an up-in-quality approach to corporate credit investments. Investment grades securities have 
stronger fundamentals and technical support than high-yield. Selectively focus on higher quality 
issues as dispersion will widen, favour ones with strong balance sheet quality. 

High-Yield

Increased recession risk in the medium term, and less certain central bank and fiscal policy 
support means that it’s time to build for resilience with focus on higher quality issues. Credit 
quality was solid when the rate hike cycle started. Expect default levels to pick up but remain 
low on a historical basis.
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Overall Equities
Headwinds for equities persist. Prospects for the global economy have been downgraded, 
and risks of a recession have increasing. Other headwinds include declining PMIs and 
downward revisions to GDP growth expectations across developed markets. 

Region

Canada
Pro-cyclical sectors (e.g. energy, materials, and financials) likely to come under pressure 
as recession risk increases over the near term. Petrocurrency facing headwinds as oil and 
commodities come off record highs.

U.S.

Resilient economy with strong labour market and safe haven currency, justifying its 
premium valuation. Rotation to service buffers weakening in demand for durable 
goods. Strong enough to withstand inflation pressure in tightening cycle as well as with 
increased recession risk in the medium-term vs other economies.

International
Eurozone seen as the most at risk of stagflation and the geopolitical risk. Global 
slowdown will likely continue to impact demand of good and services, however, high 
quality global franchises show selective opportunities.

Emerging Markets

Weakness in China resulting from fallout of zero-Covid policy still exists and there are no 
clear signs of recovery. High inflation, aggressive monetary tightening and fears of global 
recessions are also headwinds in EM, however active management and opportunities in 
selective EM countries can help navigate such conditions.

Legend

++ Very positive
+ Somewhat positive
0 Neutral

–  Somewhat negative
– – Very negative
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Index Performance – As at June 30, 2022
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 Researched by Dynamic Funds®

Marquis Institutional Canadian Equity Portfolio, Marquis Institutional Global Equity Portfolio and Marquis Institutional Bond Portfolio 
are also available as standalones, for building personalized solutions. All series not available for all funds. Commissions, trailing 
commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus 
before investing. 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 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. 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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Bonds 3-Mth 6-Mth YTD 1-yr 3-yr CAGR 5-yr CAGR

FTSE Canada Universe Bond C$ -5.66% -12.23% -12.23% -11.39% -2.30% 0.18%

Universe Canada All Corporate C$ -4.83% -10.97% -10.97% -10.13% -1.14% 0.95%

Morningstar CAN High-Yield 
Fixed Inc -7.47% -11.27% -11.27% -10.43% -0.19% 1.31%

BAML US Corporate C$ -3.65% -12.10% -12.10% -10.24% -1.24% 1.25%

BAML US High-Yield Master II C$ -7.02% -12.21% -12.21% -9.02% -0.47% 1.82%

Barclays US Agg Bond U$ -4.69% -10.35% -10.35% -10.30% -0.94% 0.88%

Barclays Global Agg U$ -5.26% -12.09% -12.09% -11.71% -3.63% -0.69%
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Canadian Equities 3-Mth 6-Mth YTD 1-yr 3-yr CAGR 5-yr CAGR

S&P/TSX Composite C$ -13.19% -9.87% -9.87% -3.86% 7.97% 7.62%

US Equities

S&P 500 C$ -13.48% -18.55% -18.55% -7.27% 9.97% 11.10%

Dow Jones Industrial Avg C$ -7.99% -12.93% -12.93% -5.65% 6.63% 9.78%

NASDAQ C$ -19.85% -27.98% -27.98% -20.56% 11.55% 13.26%

Global Equities

MSCI World C$ -13.43% -18.88% -18.88% -10.72% 6.91% 8.02%

MSCI Asia Pacific ex-Japan C$ -7.68% -14.04% -14.04% -20.24% 1.81% 3.38%

MSCI Japan C$ -11.93% -18.69% -18.69% -16.63% 0.80% 1.94%

MSCI Europe C€ -11.49% -18.97% -18.97% -13.95% 1.24% 2.59%

MSCI Emerging Markets C$ -8.56% -16.02% -16.02% -22.19% 0.35% 2.36%
 
Source: Bloomberg, Morningstar

Multi-Asset Management Team
The Multi-Asset Management Team is responsible for 
portfolio construction, asset allocation policy, and 
investment strategy research and selection. The Team is also 
involved in the due diligence and day-to-day management 
of all portfolio solutions.

Craig Maddock, CFA
Head, Multi-Asset Management Team and Sr. Portfolio Manager

Yuko Girard, CFA   Mark Fairbairn, CFA
Portfolio Manager Portfolio Manager

Wesley Blight, CFA  Ian Taylor, CFA
Portfolio Manager Portfolio Manager

Team supported by:
2 Associate Portfolio Managers | 10 Analysts | 2 Traders


