
Market Overview

The fourth quarter (Q4) of 2022, continued to be overshadowed by the invasion of Ukraine by Russian forces. The conflict continues 

to cause elevated volatility and inflation. The Organization of the Petroleum Exporting Countries’ (OPEC) decision to cut oil supply in 

the previous quarter has further impacted energy prices and contributed to market volatility. Oil prices, as measured by the 1-month 

NYMEX® crude oil future, barely moved from $79.49 at the end of the third quarter, to $80.26 per barrel by the end of Q4. The increase 

signified small growth in crude oil to 0.97%.

Lockdowns imposed by China to combat spiking COVID cases lowered the demand for oil and balanced the fight for supply between 

OPEC and the U.S. government. This resulted in a strong performance for oil prices from October until mid-November. From mid-

November to December oil had a weaker performance.

Natural gas markets saw major disruptions due to the destruction of a section of the Nord Stream Pipeline at the end of the third 

quarter (Q3). The 1-month NYMEX® natural gas continuous future contract dropped by over 39.3% from $6.76 to $4.10 at the end of 

Q4. This was due to warmer temperatures from late fall to early winter, and a further release of barrels from the Strategic Petroleum 

Reserve (SPR) weakening the demand for natural gas.

Significant to Canadian energy producers, the spread between Western Canada Select (WCS) oil prices, and West Texas Intermediate 

(WTI) prices, further increased from a $22.25 discount per barrel at the end of the quarter, to over $27.75. The spread peaked at over 

$32.5 during the middle of October. 

The Bank of Canada (BoC) decided to increase its target overnight rate in October to 3.75%, a lower rate hike of 0.50%, or 50 basis 

points (bps), than 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, the 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 Q4. The increase was higher than the 

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

the same 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% in the previous quarter to 5.1%. This longer-than-expected inflation and labour market 

concentration that has been slightly affected by the tighter monetary policy are further boosting the BoC’s resolve and perpetuating 

uncertainty regarding when the inflation rate will return to the 2% target.

Quarter in Review

During Q4, the energy sector was further affected by increasing spreads between the WCS and WTI as the release of the Strategic 

Petroleum Reserve impacted the market. The Canadian energy sector, however, experienced a mostly positive market. Some 

companies were close to touching all-year highs while only a couple experienced a further decline. Cenovus Energy Inc (CVE) 

contributed positively to performance, followed by Canadian Natural Resources Ltd (CNQ), Suncor Energy Inc (SU), Imperial Oil 

Ltd (IMO), Arc Resources Ltd (ARX), Pembina Pipeline Corp (PPL), Keyera Corp (KEY), and Enbridge Inc (ENB. On the other hand, 

Tourmaline Oil Corp (TOU) contributed negatively, followed by TC Energy Corp (TRP), which also dropped. TOU’s underperformance 

was a result of drops in natural gas prices in Europe with warmer-than-expected weather.
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The investment objectives of the Horizons Canadian Oil and Gas Equity Covered Call ETF (“ENCC”) (formerly Horizons Enhanced Income Energy ETF (“HEE”)) 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 informa-
tion, 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 Canadian Oil and Gas Equity Covered Call ETF (“ENCC” 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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This drop was reflected only in December following a strong stock performance in October and November. Although TOU seems to 

be an outlier in the sector, the company made a series of special cash dividends, apart from their regular dividend, yielding a total 

return in the quarter of -1.79% -- if the dividend was reinvested. Moreover, TRP, the second company that lost during this quarter, 

underperformed as of November 29th, when it announced much higher costs on its troubled Coastal GasLink project. The project 

has faced several construction delays including COVID-19 disruptions, as well as raising labor costs and shortages.

Although a positive market performance was demonstrated from October until the end of November, and a weaker performance in 

December, overall, the sector experienced a much stronger quarter than the last one. This was reflected not only through the stock 

price appreciation but through the dividend growth rate and distribution of special dividends by some companies.

Lastly, due to geopolitical tensions, consistent high inflation in the economy reflected in Core Consumer Price Index (CPI) numbers, 

and uncertainty regarding interest rates increasing, the volatility in the market remained high during the quarter. Although this has 

been hurtful for stock prices and has provided instability in the market, it has benefitted the covered call strategy due to the call 

options premiums rising as a percentage of the energy stock prices. This has been reflected through ENCC’s higher yield during this 

period and the lower volatility ENCC has displayed generally compared to that of each stock.

Outlook and Positioning

Each month, options are dynamically written on the equities in the portfolio of ENCC.  ENCC’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 ENCC’s portfolio during the period.


