
Global Markets Review
Global equity markets registered positive returns during the first quarter of 2023, despite the global banking crisis in March that 
fueled a sell-off in the Financials sector. Decelerating inflation, potentially peak interest rates, and China’s reopening, sent major 
stock indices higher. The MSCI World Index gained 7.9%. Information Technology rallied 21.2% and was the top performer, while 
Energy was the bottom-performing sector (-3.1%). In North America, the S&P 500 rose by 7.5%, buoyed by Information Technology 
and Communication Services. The S&P/TSX Composite added 4.6%, also boosted by Information Technology (+26.5%). In Europe, 
the STOXX 600 returned 8.6% for the quarter. Major European indices also finished the quarter in positive territory. Italy FTSE MIB 
and France CAC 40 gained 15.1% and 13.4%, respectively. Spain, Germany, Switzerland, and the U.K. were up 12.8%, 12.2%, 5.1% 
and 3.6%, respectively.

Global economic data was mixed during the quarter. Inflation has materially come off the peak since June 2022 (9.1%) to 6.0% for 
the February 2023 reading, supporting the market expectations that the monetary tightening cycle may end soon. Labour markets 
remain resilient, with unemployment rates still well below 4% and hourly wage growth decelerating. However, other major economic 
indicators in the U.S. warn that economic growth remains weak. Manufacturing PMI largely retreated in Q4 2022 and entered 
March 2023 at 46.3, an indication of contraction if readings are below 50. Global bond markets also finished up in the first quarter 
of 2023, even though rate volatility remained elevated. The U.S. 10-year Treasury yield broke above 4% on stickier-than-expected 
core inflation measures in early March 2023, but quickly dropped following the market fear of a banking crisis due to the collapse 
of Silicon Valley Bank. The U.S. dollar was largely weak against most G10 currencies on the Federal Reserve’s more dovish tilt. 
Following a robust gain in Q4 2022, most equity markets continued the upward trend in Q1 2023, with investors factoring in the end 
of central bank tightening, deceleration of inflation, and China’s reopening. Information Technology, Communication Services, and 
Consumer Discretionary, the three bottom-performing sectors in 2022, have recovered and gained strong momentum in Q1 2023. 
From a factor perspective, the decline in bond yield supported growth stocks’ outperformance against value during the quarter.

Central banks in developed economies started to deliver more dovish stances of their monetary policy as inflationary pressure abated. 
The Federal Reserve raised interest rates by 25 basis points at both 2023 February and March Federal Open Market Committee 
(“FOMC”) meetings, sending the target rate to the 4.75%-5.00% range. As the Fed has slowed its pace of hikes, investors expect 
that cooler inflation data and the turmoil surrounding regional banks should end the tightening cycle soon. The Fed funds futures 
market is pricing in the terminal rate at 5%, followed by around 60 basis points of cut in the second half of the year. Given that inflation 
readings remain well above the Fed’s 2% target and additional hikes add to the banking system stress, we believe the expectations 
of a dovish Fed pivot will continue helping market sentiment, but a discussion on the trajectory of rate cuts is premature.

The Bank of Canada (BoC) maintained its overnight policy rate at 4.5% in March 2023. This is the first meeting that hasn’t resulted in 
a rate increase since January 2022. Since that time, the BoC hiked at eight consecutive meetings for a cumulative tightening of 425 
basis points. However, the central bank does not rule out the option to increase the policy rate further if needed to return inflation to 
the 2% target. With the easing of inflation, there is a higher chance that this conditional pause should be sustained, translating to a 
temporary relief on household debt.

The European Central Bank (ECB) continued raising the benchmark interest rate by 50 basis points at both February and March 
2023 meetings to 3.5%. The Governing Council will likely keep hiking interest rates to tame inflation, as core measures reached a 
new record high during the quarter. The concern over financial stability (i.e. collapse of Credit Suisse) would put ECB’s rate hike 
in a complicated position, where delaying the tightening may have a negative impact on inflation expectations, resulting in more 
hikes necessary at a later stage. On the positive side, energy prices should continue to moderate due to falling wholesale energy 
prices and government support measures. Meanwhile, the Bank of England (BoE) also stepped down its pace of tightening by a 
50-basis- point increase in February 2023 and a 25-basis-point increase in March 2023 to 4.25%. The communication suggests 
that the Monetary Policy Committee would not maintain a bias towards tighter policy, while the upcoming decision will be fully data 
dependent.

The first quarter of 2023 started with a recovery rally in some of the worse performing sectors in 2022, such as Information 
Technology. Most central banks have slowed their paces of monetary tightening. However, the global banking industry has once 
again been thrown into turmoil in March with the failures of Silicon Valley Bank, Silvergate Capital, and Signature Bank in the U.S., 
as well as the takeover of Credit Suisse by UBS Group at the behest of regulators in Switzerland. While there were specific issues 
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impacting each of these entities, these recent failures have highlighted the risks associated with the rapid move higher in interest 
rates over the past year as central banks around the world have moved swiftly to tighten policy in response to high inflation.

We continue to believe that a volatile market should persist for the rest of 2023. Inflationary pressure remains high, especially the core 
measures. The labour market is still tight. Share buyback black out window, Q1 earnings and subsequent economic data releases 
could act as a catalyst for volatility expansion. Even though many investors conclude that the systemic risk is minimal in the financial 
sector, any near-term development in U.S. regional banks’ failure and the acquisition of Credit Suisse could still add turbulence 
to the market. As the timing of ending monetary tightening remains unclear among global central banks, value and growth could 
change leadership frequently in the rest of the year. Regardless, this inflationary environment should keep favouring companies that 
demonstrate resilient balance sheets, generate inflation-resistant cash, and maintain strong margin levels. Furthermore, in high 
volatility market regimes, strategies that lower portfolio correlations, such as investing in low volatility styles and preferred shares, 
should enhance risk-adjusted returns. Additionally, Brompton’s ability to lean on its covered call writing program to harvest volatility 
risk premia augments risk-adjusted returns, lowers portfolio volatility, and aids in funding distributions.

Technology Sector Review & Outlook
Sentiment towards the technology sector experienced a dramatic shift in Q1, from being under-owned to being overbought. This 
was attributed to tempering of rising yields, which drove a rotation towards growth away from value. In addition, better than feared 
quarterly earnings led to an improved sentiment towards the sector. While recession risk has begun to pressure top-line growth, 
many technology companies have begun to optimize expenses and lower capex. We believe an elevated interest rate and inflationary 
environment shifts risk premia towards cash flow generating firms and those that return capital in the form of dividends and share 
buybacks. Our portfolio is well positioned to benefit from these factor rotations given our barbell approach in actively managing 
overweights on growth and value styles and our preference for investing in cash flow generating tech companies versus unprofitable 
ones. In addition, our call writing strategy allows us to harvest volatility risk premia from our portfolio.

Global IT spending is expected to grow 2.4% to $4.5 trillion in 2023, down from 5.1% from prior forecast according to Gartner. 
Growth is projected to be driven by software spending, up 9.3% and IT services up 5.5%. The device segment is expected to decline 
by 5% given lengthening hardware refresh cycles. High inflation, currency fluctuations, supply chain disruptions and recessionary 
pressures have lowered business and consumer demand for devices across the world and is set to impact the PC market the 
hardest.  While enterprise IT spending remains stable, companies are have begun to curb and spending on digital growth initiatives 
given economic slowdown. 

The Global semiconductor market is projected to decline 5% to $604 billion in 2023 according to IC Insights. Growing uncertainty 
over chip demand, along with potential inventory buildups at original equipment manufacturers, supply chain shortages and lead 
times provides an unfavorable environment for semiconductor manufacturers. After a solid 3-year period of double-digit percentage 
increase in capital spending, IC Insights projects a 19% decline in 2023 given weakness in memory market demand and the US 
curbing semiconductor technology transfer to China. Despite the headwinds of the new export restrictions, US chipmakers could 
still get relief from the $52 billion in federal investment to boost domestic semiconductor production under the CHIPS Act and the 
tax-credit plan for facilities envisaged by the FABS Act.

We believe the technology sector remains a structural growth story with valuations attractive, trading at 5x premium to the S&P 
500 (75th 5-year percentile) which is 1.2x above the 5 year average, well below prior peaks of 8x (Q1 2021) and recent peak of 7.4x 
early February 2023. While recessionary pressures are a headwind to the sector in the near-term, over the long-term the digital 
transformation opportunity, which is underpinned by enabling technologies such as cloud, hyper connectivity (e.g. 5G), digital media, 
e-commerce, payments and intelligent automation, provides many avenues for growth. Disruptive emerging technologies, such as 
artificial intelligence and quantum computing, are expected to reshape business models and drive economic value add in the global 
economy. Stocks in our portfolio are uniquely positioned to benefit from this growth given their respective market position in the 
products and services they offer as well as degree of innovation that enhances competitive moats.

Portfolio Review
Brompton Tech Leaders Income ETF (the “Fund”) was up 16.3% in Q1 versus the S&P 500 Equal Weight Information Technology 
Index up 14%. The Fund’s overweight exposure to software and services contributed to performance which was ahead of benchmark 
holdings. Top performing holdings include Fortinet (up 36%), Cadence (up 31%) and Synopsys (up 21%). An underweight exposure 
to semiconductors contributed to performance ahead of benchmark holdings. Top performing holdings include NVIDIA (up 90%), 
Applied Materials (up 26%) and ASML (up 25%).  The Fund was underweight hardware and equipment with performance lagging 
the benchmark. Top performing holdings include Apple (up 27%), Cisco (up 11%) and CDW (up 9.5%). The Fund was overweight 
technology-related sub sectors - internet media which contributed to performance ahead of the benchmark with holdings in Meta 
(up 21.4%) and Alphabet (up 17%). 



 

(1) Returns are for the periods ended March 31, 2023 and are unaudited. The table shows the ETF’s compound return for each period indicated. compared with the S&P 
500 Equal Weight Information Technology Index (“Technology Index”). The Technology Index, a sub‑index of the S&P 500, tracks the performance of major North American 
information technology companies on an approximately equal‑weight basis. Since the Technology Index contains a substantially larger number of companies, it is not 
expected that the Fund’s performance will mirror that of the Technology Index. The Technology Index is calculated without the deduction of management fees, fund 
expenses and trading commissions, whereas the performance of the Fund is calculated after deducting such fees and expenses. Past performance does not necessarily 
indicate how the ETF will perform in the future. The information shown is based on Net Asset Value per unit and assumes that distributions made by the ETF on its units 
in the period shown were reinvested at Net Asset Value per unit in additional units of the ETF.
(2)   Inception Date May 20, 2011. 
(3) Inception Date August 8, 2019.

The Fund has changed its technology benchmark from the S&P Information Technology Index to the S&P Equal Weight Technology Index. The S&P Equal Weight 
Technology Index tracks the performance of information technology companies included in the S&P 500 Index on an approximately equal weight basis.  The S&P 
Information Technology Index, a sub‑index of the S&P 500 Index, tracks the performance of information technology companies on a market cap weighted basis. Since the 
Fund also invests on an approximately equal weight basis the Manager believes that the S&P Equal Weight Technology Index provides a more comparable benchmark 
to assess relative performance of the Fund.

This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein.  The opinions contained in 
this report are solely those of Brompton Funds Limited (“BFL”) and are subject to change without notice. BFL makes every effort to ensure that the information has been 
derived from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or damages, whether direct or indirect which arise from 
the use of this information. BFL is under no obligation to update the information contained herein. The information should not be regarded as a substitute for the exercise 
of your own judgment. Please read the Fund’s prospectus before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange‑traded fund investments. Please read the prospectus before 
investing.  The indicated rates of return are the historical annual compounded total returns including changes in unit  value and reinvestment of all distributions and does 
not take into account sales, redemption, distribution or optional charges or income tax payable by any securityholder that would have reduced returns.  Exchange‑traded 
funds are not guaranteed, their values change frequently and past performance may not be repeated.

Certain statements contained in this document constitute forward‑looking information within the meaning of Canadian securities laws. Forward‑looking information may 
relate to matters disclosed in this document and to other matters identified in public filings relating to the Fund, to the future outlook of the Fund and anticipated events 
or results and may include statements regarding the future financial performance of the Fund. In some cases, forward‑looking information can be identified by terms such 
as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions concerning matters that 
are not historical facts. Actual results may vary from such forward‑looking information.  Investors should not place undue reliance on forward‑looking statements.  These 
forward‑looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.

Annual Compound Returns4 YTD 1-YR 3-YR 5-YR 10-YR Since 
Inception2

Since 
Inception3

Brompton Tech Leaders Income ETF (CAD Hedged) 16.3% (4.7%) 20.9% 14.3% 14.1% 12.3% -

Brompton Tech Leaders Income ETF  (USD) 16.3% (3.4%) 22.2% - - - 16.4%
S&P 500 Equal Weight Information Technology Index 14.0% (3.3%) 21.6% 14.3% 17.9% 15.7% 15.3%
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