
Market Overview

The fourth quarter (Q4) of 2022 continued to be overshadowed by the invasion of Ukraine by Russian forces. As sanctions on Russia 

continue, volatility and inflation fears have stayed at the high end of the value range. In October, the Bank of Canada (BoC) decided 

to increase its target overnight rate to 3.75%, a lower rate hike of 50 basis points (bps), than stated in the previous meetings. It further 

hiked rates by 50 bps in December’s meeting to 4.25%. Although the rate hikes were lower than in the previous quarter, BoC believes 

this aggressive quantitative tightening is necessary to overcome high inflation. 

The Core Consumer Price Index (CPI) increased by 6.0% year-over-year in the first month of the quarter. The increase was higher than 

the end of the previous quarter and higher than expectations. It then decreased slightly to 5.8% the following month and remained at 

5.8% year-over-year by the end of the quarter. Moreover, the labour market remained tight during this quarter as the unemployment 

rate decreased from 5.4% to 5.1%. This longer-than-expected inflation and labour market concentration has been somewhat affected 

by tighter monetary policy further boosting the BoC’s resolve, perpetuating uncertainty regarding when the inflation rate will return 

to the 2% target. As a result, banks have experienced mixed conditions since, although they can profit more on loans due to higher 

interest rates, higher costs due to labour shortages, and the necessity to increase bad loan provisions are costly. Nonetheless, the 

sector experienced higher returns than the previous quarter.

Quarter in Review

During Q4, the best-performing Canadian Bank, among the six, was National Bank (NA), where the stock rose 5.97%. Although 

net income was lower than the previous year, due to higher provision for credit losses, it had a solid performance in all business 

segments with strong double-digit growth for the Personal, Commercial, and Wealth Management segments. On the other hand, 

the worst performing was the Canadian Imperial Bank of Commerce (CM), where the stock dropped by 9.42%. The bank’s quarterly 

normalized earnings per share and revenue fell heavily below expectations, as presented in their earnings. CM suffered from a surge 

in provisions for credit losses that amounted to over 459% from the previous year. Moreover, it experienced a drop in the Canadian 

Personal and Business Banking segment of over 21% compared to the previous year. This caused the lowest yearly earnings for 

CM, which translated to a significant underperformance compared to the other five banks. Additionally, Toronto Dominion Bank 

(TD), Royal Bank (RY), the Bank of Montreal (BMO), and The Bank of Nova Scotia (BNS) increased by 3.48%, 2.19%, 1.16%, and 0.45% 

respectively. 

Geopolitical tensions, consistent high inflation, and uncertainty concerning interest rate increases have maintained high market 

volatility during this quarter. Although this has been hurtful for equity prices and provided instability in the market, it has 

benefitted the covered call strategy due to the call options premiums rising as a percentage of the banks’ stock prices. This has been 

reflected in BKCC’s higher yield during this period.
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The investment objectives of the Horizons Equal Weight Canadian Bank Covered Call ETF (“BKCC”) (formerly Horizons Enhanced Income Financials ETF (“HEF) 
were changed following receipt of the required unitholder and regulatory approvals. The new ticker began trading on the TSX on June 27, 2022. For more infor-
mation, please refer to the disclosure documents of the ETFs on www.HorizonsETFs.com.

Commissions, management fees and expenses all may be associated with an investment in Horizons Equal Weight Canadian Bank Covered Call ETF (“BKCC” or the “ETF”) managed by Horizons ETFs 
Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently and past performance may not be repeated. The prospectus contains important detailed information about the 
ETF. Please read the relevant prospectus before investing.

Certain statements may constitute a forward-looking statement, including those identified by the expression “expect” and similar expressions (including grammatical variations thereof). The for-
ward-looking statements are not historical facts but reflect the author’s current expectations regarding future results or events. These forward-looking statements are subject to a number of risks 
and uncertainties that could cause actual results or events to differ materially from current expectations. These and other factors should be considered carefully and readers should not place undue 
reliance on such forward-looking statements. These forward-looking statements are made as of the date hereof and the authors do not undertake to update any forward-looking statement that is 
contained herein, whether as a result of new information, future events or otherwise, unless required by applicable law.

This communication is intended for informational purposes only and does not constitute an offer to sell or the solicitation of an offer to purchase exchange traded products (the “Horizons Exchange 
Traded Products”) managed by Horizons ETFs Management (Canada) Inc. and is not, and should not be construed as, investment, tax, legal or accounting advice, and should not be relied upon in 
that regard. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors prior to implementing any 
changes to their investment strategies. These investments may not be suitable to the circumstances of an investor.

All comments, opinions and views expressed are generally based on information available as of the date of publication and should not be considered as advice to purchase or to sell mentioned 
securities. Before making any investment decision, please consult your investment advisor or advisors. 
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Outlook and Positioning

Each month, options are dynamically written on the equities in the portfolio of BKCC. BKCC’s monthly distributions are not fixed, 

but vary as the premiums generated from covered call writing are earned and passed through, and will change with fluctuations 

in implied volatility and the duration of time to option expiration. Distributions also vary based on the timing of the dividends 

received from the underlying securities in BKCC’s portfolio during the period.


