
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.

However, the impact of the tightening campaign undertaken by global central banks will likely become more apparent in the 
months ahead, with the more rate-sensitive areas of the economy likely to experience greater pressure. Broader concerns about the 
outlook and perceived elevated recession risks are expected to weigh on spending, investment, hiring plans, and constrain growth 
momentum. Consumer and business sentiment gauges have already deteriorated significantly in recent months.

While the recent moderation in inflation is welcome and provides scope for central banks to ease off the throttle, it is a headwind for 
earnings that have so far been propped up by the ability of firms to pass through costs to end consumers. In this environment, stocks 
of companies that are well-positioned to sustain profit margins and earnings growth amid a challenging economic backdrop should 
outperform the broad market.

Quarter in Review
On a sector level, the Consumer Discretionary sector was the largest contributor to relative performance with a combination of 
a positive stock selection and attribution effect. Positions in McDonald’s and Home Depot led to a positive stock selection effect. 
Being overweight in the Energy sector also had a positive stock selection and allocation effect. Positions in Total Energies and Shell 
led to a positive stock selection effect. Positions in Novo-Nordisk, AstraZeneca, Sanofi, and AbbVie led to a positive stock selection 
effect in the Health Care sector. In the Information Technology sector, Broadcom and Mastercard each had a strong performance 
and led to a positive stock selection effect. 

The Industrials sector, which had the strongest relative performance in Q3, was the largest contributor to negative performance 
in Q4. A negative stock selection effect came from positions in Republic Services, Waste Management, and Wolters Kluwer. In 
the Consumer Staples sector, Costco, and Nestle, lagged which led to a negative stock selection effect. The mandate’s position 
in Medical Properties led to a negative stock selection effect. Being underweight in the Financials sector also led to a negative 
allocation effect. 

HAZ sold EPR Properties REIT on declining EPS forecasts being predicted by our artificial intelligence (AI), and volatility around the 
Cineworld bankruptcy, a parent of EPR’s third largest tenant, Regal Entertainment Group. 

HAZ purchased Crown Castle (CCI), a REIT that owns, operates and leases shared communications infrastructure whose segments 
include Towers and Fiber. Crown Castle is potentially well-positioned to benefit from the increase in global mobile data usage as 
wireless carriers increase network investments to deploy 5G networks. It has a strong and credit-worthy tenant base that adds 
resiliency to the company’s business coupled with a solid balance sheet that allows CCI to capitalize on growth opportunities. CCI 
currently boasts a strong yield of 4.5% with a low probability of a dividend cut. 

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. 
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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.

With EPS predictions being an input feature for dividend predictions, the AI systems are seeing the slowing EPS growth affecting 
future payouts. In simple terms, companies are not growing dividends as much as before, but are not cutting them broadly 
either. According to the AI model, the probability of dividend cuts is rising. Although the probability of cuts is nowhere near the 
levels seen at the peak of the COVID-19 pandemic in 2020, levels are still of concern. Using the AI model predictions to screen 
out dividend cuts will be crucial in the current shaky economic environment. Equity valuations continue to compress slowly, and 
consensus 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 not apply in this situation.

A rethinking of dividends is believed necessary. 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 
are expected to offer the best of many worlds.
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Commissions, management fees and expenses all may be associated with an investment in Horizons Active Global Dividend ETF (“HAZ” 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.


