
 
 
 
 

PAGE | 1                                  
 

GUARDIAN STRATEGIC INCOME FUND 
Q2 2026 

REVIEW AND OUTLOOK  
JUNE 2026 

Market Review   ______________________________________________________________ 

Canadian bond yields moved lower over the quarter as investors priced in a less restrictive path for Bank 
of Canada policy amid rising concerns about economic growth, geopolitical uncertainty, and ongoing 
trade tensions with the United States. As a result, the yield curve flattened, with longer-term yields 
declining more than mid- and short-term yields. Canadian investment-grade corporate bond spreads also 
tightened over the quarter, supported by strong investor demand for spread product despite record levels 
of corporate issuance and increasing new-issue concessions. 

In Canada, the macroeconomic backdrop softened over the quarter, with labour market conditions 
remaining weak, as net employment declined by 24.4 thousand jobs year-to-date through May, while 
labour productivity fell by 0.5% in the first quarter. Real GDP contracted by 0.1% in the first quarter, with 
the largest drag on growth coming from net exports, followed by declines in business capital investment, 
residential investment, and government spending. Demographic trends also became less supportive, as 
population growth slowed significantly from the elevated levels observed in recent years, reducing an 
important source of labour force and consumer demand growth for the Canadian economy. In addition, 
expectations for fourth-quarter GDP growth was revised lower from -0.6% to -1.0%, highlighting weaker 
underlying economic momentum than previously estimated. Against this backdrop, the Bank of Canada 
(BoC) left its policy rate unchanged during the quarter, balancing increasing downside risks to economic 
growth against the risk that inflationary pressures remain persistent. While lower interest rates could 
provide further support to economic activity, they could also increase the risk that inflation remains above 
target and place additional downward pressure on the Canadian dollar. Conversely, higher rates would 
place additional strain on an already highly leveraged Canadian consumer and further dampen economic 
growth. 

In the United States, the Federal Reserve (Fed) maintained the federal funds target range at 3.50%–
3.75% during the quarter. Markets closely monitored the first policy meetings under newly appointed Fed 
Chair Kevin Warsh, whose emphasis on restoring price stability and returning inflation to the Fed's 2% 
target was viewed as more hawkish than anticipated. As a result, market expectations shifted toward a 
more restrictive policy path, with investors increasingly pricing in the possibility of additional policy 
tightening. Globally, central bank policy paths continued to diverge during the quarter, reflecting varying 
inflation and growth dynamics across regions: the Bank of Japan, European Central Bank, and Reserve 
Bank of Australia each raised policy rates by 25 basis points, while the Bank of England left its policy rate 
unchanged. 

Domestically, the broader fixed income market delivered positive total returns, with the FTSE Canada 
Universe Bond Index returning +2.01%. Longer-duration sectors outperformed, led by Provincial 
government bonds (+2.66%) and corporate bonds within the Infrastructure sector (+2.72%). The long-
end segment (FTSE Canada Long-Term Overall Bond Index; +3.44%) outperformed both the mid-term 
(FTSE Canada Mid Term Overall Bond Index; +1.91%) and front-end (FTSE Canada Short Term Overall 
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Bond Index; +1.19%). Corporate bonds (FTSE Canada All-Corporate Bond Index; +2.08%) modestly 
outperformed government bonds (FTSE Canada All Government Bond Index; +1.99%), driven by strong 
performance in the Infrastructure, Energy, and Communication sectors. 

In U.S. dollar terms, the ICE BofA US High Yield Index returned +2.45% over the period, outperforming 
investment-grade credit as measured by the ICE BofA BBB US Corporate Index (+1.72%). Performance 
across the high yield market varied by credit quality, with single-B-rated bonds generally leading returns 
as investors continued to favour credits offering higher income and spread carry. BB-rated bonds lagged 
amid their longer duration profile and lower yield advantage, while CCC-rated and lower-rated securities 
generated positive returns but underperformed the broader high yield market due to ongoing investor 
selectivity toward lower-quality issuers. 

The USD/CAD exchange rate strengthened from 1.3916 to 1.4196 over the quarter, supported by 
widening interest rate differentials and a relatively stronger U.S. growth outlook, as investors increasingly 
priced in divergent policy paths between the Fed and BoC. 

Performance Attribution and Positioning   ________________________________________ 

The Guardian Strategic Income Fund (the “Fund”) generated positive returns during the second quarter 
of 2026, with performance driven primarily by issuer selection across the Fund's high yield credit portfolio. 

The Fund's holdings of Magnera Corporation bonds (7.25% due 2031) were the largest contributor to 
performance. During the quarter, Magnera reported solid free cash flow generation, continued debt 
repayment, and reaffirmed its full-year EBITDA guidance despite a challenging global operating 
environment. Investor confidence was further supported by the company's focus on deleveraging and 
operational improvements, resulting in credit spread tightening. The Fund's position in Algoma Steel 
bonds (9.125% due 2029) also contributed positively. Credit performance benefited from continued 
progress on the company's electric arc furnace transformation, record plate sales, and improving 
sentiment toward domestic infrastructure-related demand. Investors were encouraged by management's 
commentary regarding the ramp-up of EAF production and the company's positioning to benefit from 
Canadian infrastructure, construction, and defense spending. The Fund's holdings of Michaels 
Companies bonds (11.00% due 2029) added value as well. After successfully refinancing a significant 
portion of its capital structure in the first quarter of 2026, in which the company materially extended debt 
maturities and improved liquidity, first quarter reporting showed continued growth and positive outlook 
from management. 

Notwithstanding these positive contributors, the Fund experienced a couple areas of weakness. Most 
notably, the Fund's equity holdings of TELUS Corporation detracted from performance amid continued 
competitive pressures in the Canadian wireless market, slower population growth expectations, and 
concerns regarding industry pricing dynamics. Investor sentiment toward the sector weakened as 
analysts lowered growth expectations and highlighted the potential impact of ongoing price competition 
on profitability. The Fund's holdings of E.W. Scripps Company bonds (9.875% due 2027) also detracted 
from performance. While the company reported progress on its transformation initiative and benefited 
from improving cash flow expectations, investor sentiment remained cautious given the issuer's elevated 
leverage profile and ongoing execution risk associated with its restructuring and deleveraging plans. 

During the quarter, the Fund implemented several tactical transactions aimed at realizing gains on 
positions that had performed well and redeploying capital into issuers offering more compelling risk-
adjusted return opportunities. The Fund took profits in its holdings of Getty Images and Moss Creek 
Resources and initiated a position in Saturn Oil & Gas bonds (9.625% due 2029). The investment thesis 
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was supported by Saturn's strong free cash flow generation, ongoing debt reduction efforts, and 
continued operational outperformance, which have steadily strengthened the company's credit profile. 

The Fund also realized gains on select Financial sector holdings, including CIBC bank hybrid securities 
and Fairfax Financial bonds, and redeployed proceeds into Neo Next Energy bonds (6.625% due 2031). 
The position was established based on the issuer's attractive yield profile and improving business 
fundamentals, providing an attractive source of income while maintaining diversified exposure within the 
Fund's opportunistic credit allocation. In addition, the Fund took profits in several holdings that had 
experienced strong performance, including Six Flags, Block Communications, and Cleveland-Cliffs. 
Proceeds were used to increase the Fund's position in Mattamy and establish a position in Superior Plus 
LP bonds (4.25% due 2028). Mattamy continues to benefit from its leading position in North American 
residential housing markets and solid operating performance, while Superior Plus offers exposure to a 
stable energy distribution business with predictable cash flows and a defensive business model. 
Collectively, these transactions were intended to enhance portfolio carry, improve diversification, and 
position the Fund in issuers with favourable fundamental outlooks. 

The Manager remains focused on robust underwriting of current and prospective investments given the 
uncertain macro environment, with a focus on elevated raw materials costs due to the ongoing conflict in 
Iran, and potential disruption or benefit from AI. In addition, utilizing credit hedges to manage overall 
portfolio quality and add value in both positive and negative environments. 
  

 

Outlook   ___________________________________________________________________ 

Looking ahead, fixed income markets appear increasingly driven by policy and growth expectations rather 
than inflation fears. While inflation expectations have largely retraced their first-quarter rise, meaningful 
divergence remains between the U.S. and Canadian outlooks. Stronger U.S. economic momentum 
continues to support relatively higher yields and restrictive policy settings, while softer Canadian growth 
expectations suggest limited upward pressure on rates and a greater likelihood that the BoC remains on 
hold. 

For investors, elevated yields continue to provide an attractive source of income, particularly as 
benchmark returns are expected to be driven more by carry than spread compression. With credit 
spreads remaining tight by historical standards and yield curve relationships broadly near their long-term 
averages, the potential for further valuation-driven gains appears more limited. In this environment, 
opportunities for excess return are likely to be increasingly driven by idiosyncratic security selection and 
issuer-specific developments, with an emphasis on identifying credits supported by resilient 
fundamentals, improving balance sheets, and attractive risk-adjusted valuations. 
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Returns are presented in CAD, unless otherwise stated. 

This commentary is for general informational purposes only and does not constitute investment, financial, legal, accounting, tax 

advice or a recommendation to buy, sell or hold a security or be considered an offer or solicitation to deal in any product or security 

mentioned herein. It is only intended for the audience to whom it has been distributed and may not be reproduced or redistributed 

without the consent of Guardian Capital LP. This information is not intended for distribution into any jurisdiction where such 

distribution is restricted by law or regulation. 

Please read the prospectus, Fund Facts or ETF Facts before investing. Important information, including a summary of the risks, about each 

Fund is contained in its respective offering documents. Commissions, trailing commissions, management fees and expenses all may be 

associated with mutual fund and exchange traded fund (ETF) investments. You will usually pay brokerage fees to your dealer if you purchase 

or sell units of an ETF on the Toronto Stock Exchange ("TSX").  If the units are purchased or sold on the TSX, investors may pay more than 

the current net asset value when buying units of the ETF and may receive less than the current net asset value when selling them.   Mutual 

fund and ETF securities, including money market funds, are not covered by the Canada Deposit Insurance Corporation or by any other 

government deposit insurer. ETFs are not guaranteed, their values change frequently and past performance may not be repeated. 

There can be no assurance that the portfolio will continue to hold the same position in companies referenced here, and the portfolio may 

change any position at any time. The securities discussed do not represent an account’s entire portfolio and in the aggregate may represent 

only a small percentage of an account’s portfolio holdings. It should not be assumed that any of the securities discussed were or will prove 

to be profitable, or that the investment recommendations or decisions we make in the future will be profitable, or will equal the investment 

performance of the securities discussed. The opinions expressed are as of the date of publication and are subject to change without notice. 

Assumptions, opinions and estimates are provided for illustrative purposes only and are subject to significant limitations. Reliance upon this 

information is at the sole discretion of the reader. The opinions expressed are as of the published date and are subject to change without 

notice. Assumptions, opinions and estimates are provided for illustrative purposes only and are subject to significant limitations. Reliance 

upon this information is at the sole discretion of the reader. This document includes information concerning financial markets that were 

developed at a particular point in time. This information is 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 a 

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. Investments in foreign 

securities involve certain risks that differ from the risks of investing in domestic securities. Adverse political, economic, social or other 

conditions in a foreign country may make the stocks of that country difficult or impossible to sell. It is more difficult to obtain reliable information 

about some foreign securities. The costs of investing in some foreign markets may be higher than investing in domestic markets. Investments 

in foreign securities also are subject to currency fluctuations. 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 all associated with fixed income securities. Diversification may not protect against market risk and loss of principal may 

result. Index returns are for information purposes only and do not represent actual strategy or fund performance. Index performance returns 

do not reflect the impact of management fees, transaction costs or expenses. Certain information contained in this document has been 

obtained from external parties, which we believe to be reliable; however, we cannot guarantee its accuracy. 

Guardian Capital LP is the Manager of the Guardian Capital mutual funds. Guardian Capital LP manages portfolios for defined benefit and 

defined contribution pension plans, insurance companies, foundations, endowments and investment funds. Guardian Capital LP 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 LP, please visit www.guardiancapital.com. All trademarks, registered and unregistered, are owned by Guardian Capital 

Group Limited and are used under license. 
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