
Market Overview 
During the fourth quarter (Q4) of 2022, the major themes that dominated the year continued; including the hiking of interest rates, 
inflation at high levels, geopolitical tensions, supply chain issues, and increasing odds of a recession.  

In Q4, the equity markets rallied from lows, as indications that inflationary pressures were starting to ebb, and underlying economic 
momentum remained somewhat more resilient than anticipated, improving investor sentiment.

In Canada, nine of the eleven sectors in the S&P/TSX Composite Index were in positive territory. During the quarter, the Canadian 
fixed-income market saw less rate-sensitive shorter-term bonds outperform those with longer maturities as yields continued to rise 
and corporate credit had a better performance than government bond issues. 

In what was one of the worst years for global equities in decades, Canadian equities outperformed, benefitting from surging 
commodity prices. Canada’s relative overweight to the Energy sector and minimal Technology sector exposure contributed to the 
outperformance of equities, relative to the global peers, in 2022.

Quarter in Review
On a sector level, the Energy sector was the largest contributor to relative performance as there was a positive allocation effect from 
the mandate’s overweight in this sector combined with a positive stock selection effect. Positions in Peyto Exploration & Development, 
PrairieSky Royalty, Freehold Royalties, and, Whitecap Resources were all contributors. The portfolio’s underweight in the Utilities sector 
led to a positive allocation effect. In the REIT sector, Summit Industrial Income had a very strong performance and led to a positive 
stock selection effect.  

In the Materials sector, underperformance came from positions in Nutrien and CCL Industries. Positions in Brookfield and Royal 
Bank of Canada led to negative relative performance in the Financials sector.  In the Communications sector, TELUS had relative 
underperformance and led to a negative stock selection effect.

HAL bought Altius Minerals due to a strong EPS growth prediction from the artificial intelligence (AI) model.

ATCO, Emera, and Fortis were also added to the portfolio in the Utilities sector, to balance the cyclical Energy weight through 
defensive utilities with stable yields and low dividend cut probability.

Equitable Bank was sold due to increased default risk for tier 2 lending institutions in the current environment. 

Outlook and Positioning 
Today, the impact of capital allocation and overpriced securities over the last several years is causing headwinds. High inflation 
and rising interest rates have highlighted this. At the same time, global growth momentum is slowing and the risk of an economic 
downturn is materializing sooner rather than later. In this environment factoring in the impact of the central banks’ interest rate 
hikes and the risk of recession when evaluating stocks will be critical going forward. 

As a result, using unbiased predictors is critical going forward. AI model predictions for 1-year EPS growth rates have fallen and 
continue to show a negative slope, with Europe in negative territory across most sectors, and the U.S. stabilizing near zero.
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The Canadian market’s predicted earnings growth and dividend growth still looks relatively strong. The sub-advisor is taking a 
hands-on approach to every stock in the portfolio regarding the probability of dividend cuts, and performing due diligence on 
any names where the rising probability of dividend cuts is seen. 

Equity valuations continue to compress slowly, and broader earnings expectations are not pricing in a mild recession. Contrary to 
what investors have come to expect, central bankers are not likely to come to the rescue when growth slows in this new regime. 
As a result, it is unlikely that the old playbook of simply “buying the dip” will apply in this situation.

Dividend investing may benefit from this new cycle of higher rates. After years of muted performance versus other equity styles, 
it may be time to look at duration and credit cycles within the dividend asset class. By owning companies that can continue to 
reward shareholders through dividends, buybacks, and debt reduction, combined with careful consideration of stock and sector 
allocations, dividends could offer relative benefits versus other equity classes.

Commissions, management fees and expenses all may be associated with an investment in Horizons Active Cdn Dividend ETF (“HAL” 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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