
 

 

Portfolios RE:Constructed with fixed income 
Event Summary 

 
Intro 

• In our latest edition of the Fixed income round table, Hadiza Djataou, Senior Investment Director with the 
Mackenzie Fixed Income Team, was joined by Dustin Reid, Chief Fixed Income Strategist and Dan Cooper, 
Portfolio Manager and Head of Credit, to discuss the latest on central banks’ efforts to contain inflation and 
learn where the team is finding opportunities. Michael Evans, Vice President, National Sales, takes us through 
Mackenzie’s broad shelf of fixed income solutions and highlights strategies to meet your client’s needs.  
 

• To engage with us and learn more be sure to check out the following:  

• Listen to the Mackenzie Investments Podcast Series on Apple I Spotify I Google  

• Connect on LinkedIn: Dustin Reid I Konstantin Boehmer 

• Follow us on Twitter for the latest macroeconomics insights:  

• Konstantin Boehmer: @MacroBoehmer  

• Dustin Reid: @Macro_Dr 

• Contact your Mackenzie Investment Sales Team 
 

Key messages: 

1) Stubborn and persistent inflation continues to be a key driver of central banks’ aggressive policy through 

the first half of 2022, resulting in strong market reaction and volatility.  

2) We are constructive on investment grade credit and have increased our allocations because of a greater 

comfort with higher quality.  

3) The Federal Reserve and Bank of Canada’s willingness and ability to manage a soft-landing has decreased 

in probability while the probability of a hard landing has increased. 

 

Inflation, labour market and rates 

• Inflation continues to be a dominant theme driving central bank action as we move into the end of the 

year. 

• We have been of the view for some time that the transitory narrative used to describe inflation early on, 

did not capture the magnitude or stickiness of the pressures we have seen.  

• We are likely past the peak in headline and possibly core inflation for both the US and Canada.  

• One of the significant challenges for central banks moving forward will be the path back to a lower 

inflation level; more specifically getting back to a target of ~2%.  

• Higher wages, a relatively tight labour market and ingrained price pressures continue to put pressure on 

inflation.  

• For this reason, we continue to be relatively hawkish on inflation and of the view that inflation may not 

slow as quickly as the market anticipates.  

• Alternative consumer price index (CPI) indicators, such as the ones used by the Fed, point to the presence 

of continued inflationary pressure even when removing some of the more volatile items in the calculation, 

such as used car prices, airfares. 

• The Beveridge curve is another indicator the Fed is monitoring. It looks at the number of job openings 

versus unemployment rate. For every person looking for a job there are two openings. This puts upward 

pressure on wages and further upward impact on inflation.  

https://podcasts.apple.com/ca/podcast/mackenzie-investments-podcast-series/id1473998177
https://open.spotify.com/show/5wqZXDHQL2ug0vjM93xYYk
https://podcasts.google.com/feed/aHR0cHM6Ly9mZWVkLnBvZGJlYW4uY29tL21hY2tlbnppZWludmVzdG1lbnRzL2ZlZWQueG1s?hl=en-CA
https://www.linkedin.com/in/dustinreid1/
https://www.linkedin.com/in/konstantinboehmer/
https://twitter.com/MacroBoehmer
https://twitter.com/Macro_Dr


 

 

• The Fed recently increased interest rates 75 basis points (bps) and will likely hike another 125 bps more. 

This would take the terminal rate (peak for the federal funds rate) to over 4.5%.  

• In Canada, the terminal rate will likely be shallower as the market has priced in ~50 bps deviation from 

the Fed.   

• The vulnerability of the Canadian economy to the housing market, and more specifically variable rate 

mortgages, will in some ways dictate the end of the increases in interest rates in Canada.  

• The market was pricing in interest rate cuts in the first half of 2023 or earlier. That narrative has since 

changed, and the market has recalibrated higher for longer than previously anticipated.   

• In our view the Fed and Bank of Canada’s willingness and ability to manage a soft-landing has decreased 

in probability while the probability of a hard landing has increased.  

 

Duration 

• We continue to be slightly short to neutral overall duration, as we have been much of the year. 

• We have been short particularly on the short-end of the curve on the expectation that central banks 

would ratchet-up rates in response to inflationary pressures. This was evidenced through our trades in the 

short end of US and German curves. 

• We are neutral in the long end of the US curve and have begun to discuss as a team the idea of being net 

long in the long end of the Canada curve on the notion that Canada may lead the economic cycle lower.   

Credit summary 

• It’s been a very tough year for fixed income markets overall – you need to go back to 1778 to see a worse 

year. 

• Yields were too low at the beginning of the year; fixed income did not provide that equity risk offset. 

• Although we still see uncertainty and volatility ahead, we are getting more comfortable with fixed income 

and duration. 

• We are taking off some hedges and adding some duration to the portfolios. 

• We are getting more comfortable with certain areas of credit. 

Credit market fundamentals 

• Credit fundamentals look good, at least up to this point, with corporate earnings remaining strong 

through most of the year. 

• We are starting to see some earnings weakness, which will happen more and more over the coming 

quarters. 

• Leverage ratios are near historical lows. Companies are not raising a lot of debt and not paying out big 

dividends. Many had taken advantage of previously low yields to refinance debt and extend. Interest 

coverage ratios are at record highs as well. 

• Fundamentals remain strong, however given the economic backdrop we anticipate things will get worse. 

Credit valuations 

• The challenge with credit and where valuations currently sit, is to reconcile the view of the economy, 

what inflation will look like and what to anticipate from the central banks.   

• Things do look more interesting from a yield and spread perspective, compared to the start of the year. 

High yield credit spreads were around +300 bps at the beginning of the year – a level that didn’t 

adequately compensate for credit risk that is always persistent, and for duration risk. 



 

 

• Yields in the space are now 8.5%, with spreads breaching +500 bps. Indeed, we are at much more 

attractive levels but with a caveat: current levels are only pricing in a soft landing. 

• Credit spreads in past recessions were closer to +1000 bps. However, given that high yield quality has 

increased over the years, spreads may not get there. 

• To adequately compensate for a risk of a recession, spreads at +700 bps would make this space more 

interesting to us. 

How are we positioning credit? 

• Investment grade: in this environment, credit is basically an “up in quality” trade for us.  Investment 

grade corporates underperformed because of duration, where yields were too low at the start of the year 

and not providing adequate compensation for risks. Now, yields have more than doubled to 5%, 

providing an interesting opportunity to reach for yield in a space that carries lower default risk. Within 

the credit bucket, we have increased our weightings to investment grade credit because of a greater 

comfort with higher quality. 

• Leveraged loans were very supportive for returns in the early part of the cycle. However, super hikes 

from central banks have started to create stress. Although we are active managers and are comfortable 

with the credits we hold, we have downgraded our loan exposure across mandates, preferring fixed rate 

exposures. 

• High yield: we remain neutral in the high yield space and have adjusted our exposures to higher quality. 

The current yield levels are attractive; however, they need to reflect the backdrop of risks going forward. 

We will take a closer look at high yield when yields get to double-digits. 

Closing 

• Mackenzie remains committed to partnering with our clients to ensure they meet their investing objectives. 

We continue to offer active, index and asset allocation building blocks for all your fixed income needs. 

Whether you are looking for sustainable products or a single-ticket solution, consider how we can help you 

build a portfolio to navigate the path forward.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

For Advisor Use Only. No portion of this communication may be reproduced or distributed to the public as it does not comply with investor 
sales communication rules. Mackenzie disclaims any responsibility for any advisor sharing this with investors.  
 
This document may contain forward-looking information which reflect our or third party current expectations or forecasts of future events. 
Forward-looking information is inherently subject to, among other things, risks, uncertainties and assumptions that could cause actual 
results to differ materially from those expressed herein. These risks, uncertainties and assumptions include, without limitation, general 
economic, political and market factors, interest and foreign exchange rates, the volatility 
of equity and capital markets, business competition, technological change, changes in government regulations, changes in tax laws, 
unexpected judicial or regulatory proceedings and catastrophic events. Please consider these and other factors carefully and not place 
undue reliance on forward-looking information. The forward-looking information contained herein is current only as of September 27th, 
2022. There should be no expectation that such information will in all circumstances be updated, supplemented or revised whether as a 
result of new information, changing circumstances, future events or otherwise. 
 
The content of this document (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) is 
not to be used or construed as investment advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, 
recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we 
assume no responsibility for any reliance upon it. 
 
We may record calls and monitor live calls with our sales representatives for training and quality assurance purposes. For more 
information, please see our privacy policy. 
 
Your privacy is important to us. Please review Mackenzie Investments' Privacy Protection Notice at: 
mackenzieinvestments.com/en/legal/privacy-protection. 
 
©2022 Mackenzie Investments, 180 Queen St W, Toronto, ON, M5V 3K1. All rights reserved. 

 

 

 

 

 

 

 


