g

o mm—

PERSPECTIVES g SXF/{\TRNDlEA}\QI\SJINC

Putting the “income” back into “fixed income”*

October was yet another challenging month in what has been a historically difficult year for bond
investors. The FTSE Canada Universe Bond Index, a broad gauge of the performance of the
Canadian bond market, fell a further 1% bringing the year-to-date decline to -13%. This is by far
the worst year in the broad Canadian bond market benchmark’s 43-year existence (runner-up is
the mere -4% drawdown in 1994) and 2022 alone has included five of the 20 worst single
months in the index’s history.

Head and shoulders (and torso and knees) below the rest...
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Source: Guardian Capital based on data from Bloomberg and FTSE, 2022 is year-to-October 21

What has made this weakness particularly difficult for investors is that no segments of the fixed
income market have been spared from the carnage — corporate (-12%), provincial (-16%) and
Federal government (-12%) bonds are all down on the year, as are those with long (-23%),
medium (-11%) and short durations (-5%) according to bond performance data compiled by
FTSE.

*This commentary was authored by Guardian Capital LP, an affiliate of Guardian Partners Inc., and is being
provided with permission from the author.
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Nowhere to hide

(FTSE Canada Universe Bond Index year-to-date total return; percent)
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Source: Guardian Capital based on data from Bloomberg and FTSE to October 21, 2022

All'in, it has been a terrible year for an asset class that has been generally viewed as “risk-free”
and is supposed to serve as an insurance policy for balanced portfolios when stocks take a dive
(which they have this year, with the S&P/TSX down 6% through October and the MSCI World
Index down 14% in Canadian dollar terms).

But, as is almost always the case, the chaos this year has created opportunity. The terrible,
horrible, no good, very bad year has been the result of a much-needed reset in the bond market
that puts investors on a much better track for the future and limits the likelihood of seeing a
repeat performance soon.

One of the appeals of owning bonds is that they offer regular, fixed income flows (interest
payments from the borrower to compensate for what is a loan to a government or corporation)
— these income flows typically provide a buffer for total return should interest rates rise and
cause the market price of the bond to fall (yields and price more inversely).

Thanks to more than a decade of historically low-interest rates due to the ultra-loose monetary
policy, not only did those payments almost entirely evaporate (just a year ago, one-quarter of
bonds traded with a negative yield!) but there was also effectively no buffer against an adverse
move in rates — the absence of protection combined with the jump in market yields as global
central bankers reversed course in response to elevated inflationary pressures has resulted in
this year’s broad-based rout.
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Started from the bottom, now we’re here
(10-year Government of Canada Treasury note yields; percent)
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regions represent periods of US recession

Looking forward, however, the performance outlook has improved markedly relative to what it
was 10 months ago. Bond yields now sit at levels that provide investors with a degree of cash
flow not seen in more than a decade that represents some actual compensation for the risk of
changes in market rates as well as the erosion in purchasing power that comes from inflation
(the yield on real return bonds, for example, has turned positive this year for the first time since
2011). As an example of putting the “income” back into “fixed income,” Canadian short-term
investment grade corporate bonds (represented by the FTSE Canada Short Term Corporate
Bond Index), now currently offer a yield of 5.4%, far more compelling than the paltry yields
available in recent memory.

Of course, this does not mean that the asset class has regained its “risk-free” status —
especially in the near term. There is the potential for interest rates to move higher as markets
continue to re-assess the path for monetary policy, while the rising possibility of an economic
downturn would negatively impact credit, particularly for those bond issuers at the lower end of
the quality spectrum.

The risk/reward profile for the asset class as a whole, however, is undeniably better now than it
has been over much of the last decade, providing a fairly compelling opportunity for active
investors with longer investment horizons to explore adding positions in fixed income assets
(particularly those higher quality bonds and those with less sensitivity to changes in rates) that
have been neglected from their portfolios in recent years.
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This document is confidential and may not be copied, reproduced or distributed, in whole or in part, to others at any
time without the prior written consent of Guardian Partners Inc. ("Guardian Partners”). The material contained herein
is not intended for distribution to, or to be used by, any person or entity in any jurisdiction or country in which
distribution or use would be contrary to law or regulation. Except as otherwise permitted herein, distribution of this
material to any person other than the person to whom this was originally delivered and to such person's advisors is
unauthorized and any reproduction, in whole or in part, or the divulgence of its contents, without the prior consent of
Guardian Partners in each such instance is prohibited. This document is not intended to be, nor should it be construed
or used as legal or tax advice. The material contained herein has been prepared solely for informational purposes
and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate
in any trading strategy. It is not offered as investment advice and does not account for individual investment
objectives, risk tolerance, financial situation or the timing of any transaction in any specific security or asset class.
The statements and opinions expressed herein are as of the date hereof (unless otherwise indicated) and are subject
to change as economic and market conditions dictate. This document includes information and commentary
concerning financial markets that was developed at a particular point in time. This information and commentary are
subject to change at any time, without notice, and without update. This commentary may also include forward-looking
statements concerning anticipated results, circumstances, and expectations regarding future events. Forward-looking
statements require assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is
significant risk that predictions and other forward-looking statements will not prove to be accurate. Investing involves
risk. Equity markets are volatile and will increase and decrease in response to economic, political, regulatory and
other developments. The risks and potential rewards are usually greater for small companies and companies located
in emerging markets. Bond markets and fixed-income securities are sensitive to interest rate movements. Inflation,
credit and default risks are also associated with fixed income securities. Diversification may not protect against market
risk and loss of principal may result. Effort has been made to ensure that the material presented herein is accurate
at the time of publication. Trademarks and logos belong to their respective owners.

Guardian Partners Inc. provides private client investment services and. is a wholly owned subsidiary of Guardian
Capital Group Limited, a publicly traded firm listed on the Toronto Stock Exchange. For further information on
Guardian Capital Group Limited and its affiliates, please visit www.guardiancapital.com. For further information on
Guardian Partners Inc., please visit www.guardiancapital.com/gpi. Guardian, Guardian Capital and the Guardian
gryphin design are trademarks of Guardian Capital Group Limited, registered in Canada.
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