
Market Overview

The operative word to describe fixed-income markets in 2022 was volatility. Virtually every data series exhibited either record or near-

record swings during the year. The 10-year Treasury yield traded in a near 300 basis points (bps) range, approximately 1.50% to 4.40%, 

including a near 100 bps rally late in the year. Perhaps the best way to describe this is through the MOVE Index, a gauge of U.S. Treasury 

volatility, which began the year in the 75 bps area and spiked to over 160 bps in the fall, before ending the year around 125 bps. This is 

well elevated versus its long-term average of 50 bps. 

The underlying cause of this volatility can be traced to the unprecedented inflation coming out of the COVID-19 pandemic and 

the Federal Reserve’s (Fed) actions. The Fed originally felt inflation was transitory then had to hike rates rapidly as this proved to be 

incorrect. Supply chain problems caused goods inflation to spike, and a large decline in the labour force accelerated wage growth. On 

top of this, Russia’s ongoing war against Ukraine drove oil above $120/bbl and gasoline prices to record highs. 

By the fourth quarter (Q4), inflation was on a sustained path downward in the goods sector, but services prices were sticky. Real wage 

growth remained elevated but negative, while the unemployment rate failed to reach over 4% despite the Fed raising rates by 450 bps. 

Not surprisingly, the U.S. dollar surged higher as the Fed hiked rapidly. This compounded the inflation problems in Europe and Asia 

despite much weaker growth than in the U.S. 

Once inflation began to show signs of peaking, the yield curve moved to an aggressive inverted posture with the 2 to 10-year curve 

inverting by nearly 90 bps at one point. This implies that there could be rapid rate cuts by the Fed soon after the rate hikes stop. This is, 

however, a view in conflict with Fed rhetoric and the likely path of inflation. This positioning suggests the rate volatility of 2022 is likely 

to continue in 2023, impacting both equity and credit markets. 

Quarter in Review  

For the entire year, HARB generally avoided both Investment-Grade and High-Yield credit, in favour of holding government bonds. 

We held a small allocation of higher quality, shorter duration High Yield bonds and hedged this position with a short position in High 

Yield index derivatives during rallies. 

HARB’s duration was actively managed throughout the year with a range of roughly negative 2 years to over 18 years. For the most 

part, duration was kept well below benchmark levels at 2-3 years as yields moved higher with the Fed. 

Understanding that oil rises with inflation, allowing it to act as a hedge against rising bond yields, the fund had some long exposure 

to oil early in the Russian invasion of Ukraine.

While duration is actively managed, the allocation to credit products remained very small and did not change materially throughout 

the year. As the economic cycle evolves, this is expected to change but as of now is unlikely to be early in 2023. 
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Outlook and Positioning

In our many decades of managing fixed income products, we have rarely seen a set of economic circumstances as we have entering 

2023. The uncertainty of how inflation, the economy, labour market, oil, and Fed policy will play out is higher than within the last 50 

years. The yield curve is implying a Fed policy that is opposite to its public statements and is inconsistent with the unemployment 

rate and wage data. Equity and credit markets are priced very benignly and the market consensus is for the ever-elusive soft landing. 

If the shape of the yield curve is proven to be correct, a material economic slowdown is imminent, there will be more negative 

quarters of Gross Domestic Product (GDP) (recession), much weaker earnings than equities and credit markets are implying, and 

higher financial market volatility. If equity and credit markets are correct then inflation is unlikely to decline quickly, oil would then 

move higher, wages and employment will not decline, and bond yields will increase. This would also imply that the next move by the 

Fed after pausing is more hikes, not cuts. This scenario is not priced into markets and would lead to material wealth destruction. 

It is believed that the current market position and consensus view have a very low probability of coming to fruition. Recognizing that 

uncertainty is unusually high, (following a pandemic that shouldn’t be a surprise) a deeper-than-implied recession scenario that the 

yield curve implies is favoured without a bounce back in equities and tighter credit spreads. 

However, there is also a reasonable probability that the economy holds in for longer than expected if inflation doesn’t fall quickly, 

and employment markets stay stubbornly strong. Combine this with a weaker U.S. Dollar as the Fed pauses, pushing oil higher. This 

will reprice the bond market, create continual market volatility, and ultimately lead to a highly plausible deeper recession. 

HARB will continue to avoid credit spread exposure for at least the first half of 2023. Much lower bond yields need to be seen before 

we can enter a new economic expansion. The timing of this is highly uncertain, and active management of duration and credit 

exposure will continue to be essential. 
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Commissions, management fees and expenses all may be associated with an investment in Horizons Tactical Absolute Return Bond ETF (“HARB” or the “ETF”) managed by Horizons ETFs Manage-
ment (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.

HARB is an alternative mutual fund within the meaning of National Instrument 81-102 Investment Funds (“NI 81-102”), and is permitted to use strategies generally prohibited by conventional 
mutual funds, such as the ability to invest more than 10% of its net asset value in securities of a single issuer, the ability to borrow cash, to short sell beyond the limits prescribed for conventional 
mutual funds and to employ leverage of up to 300% of net asset value. These strategies will only be used in accordance with the investment objectives and strategies of HARB.

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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