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Worst first half in equity markets since 1970

Volatile fixed income markets

High inflation

Central banks hiking rates

Economic growth slowing

Introduction
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 Nowhere to hide in the first half of 2022

Worst first half in equity markets since 1970

Source: Bloomberg as of June 30, 2022

Difficult Start to 2022
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 Higher-than-normal volatility driven by fixed income markets

 Higher stock volatility = more covered call income

Source: Bloomberg as of July 15, 2022. Bond Market Fear Index is represented by the ICE BofA MOVE Index.

Volatile Fixed Income Markets
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 “I think we now understand better how little we understand about inflation” 
– Jerome Powell, June 29, 2022

 Inflation likely to stay higher for longer

Source: Bloomberg as of June 30, 2022

The Market Has Underestimated Inflation
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Expect peak inflation in second half 2022

 Almost half of inflation is commodity-related
 Commodity prices & inflation expectations trending lower after price spike

80

90

100

110

120

130

140

Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22

Bloomberg Commodity Index

2.0%

2.5%

3.0%

3.5%

4.0%

Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22

Five-year breakeven inflation rate



7

Source: Bloomberg, Federal Reserve Bank of New York as of June 30, 2022.  Supply Chain Pressure is represented by the Global Supply Chain Pressure 
Index.

Supply Chains Improving
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Source: Bloomberg as of July 6, 2022.

Fed Fighting Inflation

Market expects Fed to aggressively hike rates into the fall and then pause
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Economy Slowing Down

 Leading indicators show the economy slowing

 Is a recession coming?
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Source: Scotiabank GBM Portfolio Strategy, Refinitiv, Bloomberg as of July 2022

Valuations Pricing in a Recession

 Price-to-Earnings (P/E) compression in line with previous recessions 

S&P 500 Forward P/E Drawdown
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11Source: Goldman Sachs GIR as of June 14, 2022

Previous Recessions
 Earnings expectations are not pricing in recession
 Consumer & business balance sheets in great shape
Margins are at historic peaks, expected to compress
Median earnings decline has been 13% in past recessions since 1949
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Already Experienced Normal Bear Market

 S&P 500 Index has historically contracted 24% in the median recession

 The market has already declined 23% in 2022
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Source: BMO Capital Markets Investment strategy Group, FactSet, Compustat as of January 20, 2022

Dividend Growers Outperform in Difficult Markets

 In difficult markets, dividend growth stocks outperform
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 US stocks typically register good gains after entering bear market

Source: BMO Investment Strategy Group, FactSet as of June 30, 2022

Good Returns After Entering Bear Market

3.4%
4.3%

6.8%

16.9%
85.0% 85.0%

69.0% 69.0%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

0%

2%

4%

6%

8%

10%

12%

14%

16%

18%

+1M +3M +6M +12M
Months After S&P 500 Hits 20% Decline Threshold

Average S&P 500 Performance after US stocks Enter Bear Market
Bear markets since 1945

Average Price % Chg

% Positive



15Source: BMO Investment Strategy Group, FactSet as of June 30, 2022

Strong Gains following Bear Market Troughs
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Markets typically bottom 4-6 months before earnings trough



16Source: BMO Investment Strategy Group, FactSet as of June 23, 2022

Difficult to Time Market

Many of the best days occur after some of the worst days
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Source: BMO Investment Strategy Group, FactSet as of June 15, 2022
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 Stay invested, risk-adjusted returns improve with time

Better Risk-Adjusted Returns Over Time
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Market is already pricing in a median recession

 Inflation is likely to remain higher for longer

Buy inflation hedges e.g. Real Assets

Elevated volatility generates increased income through covered calls

Stay invested, risk-adjusted returns improve with time

Strong returns are experienced off market bottoms

 It is hard to time market - scale in

Get paid to wait – buy dividend growers

Summary
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Brompton ETFs
Active Management & High Distributions

Source: Brompton Funds as at June 30, 2022.
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Brompton Split Share Corps.
Active Management & High Distributions

Source: Brompton Funds as at June 30, 2022.
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Contact Us

Brompton Investor Relations:
416-642-6000 / 1-866-642-6001

info@bromptongroup.com

www.bromptongroup.com
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Subscribe for updates

https://www.bromptongroup.com/subscribe/


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 prospectus or annual information form before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments.
Please read the prospectus before investing. Exchange-traded funds are not guaranteed, their values change frequently and past
performance may not be repeated.

You will usually pay brokerage fees to your dealer if you purchase or sell shares of the Funds on the Toronto Stock Exchange or other
alternative Canadian trading system (an “exchange”). If the shares are purchased or sold on an exchange, investors may pay more than
the current net asset value when buying shares of the investment funds and may receive less than the current net asset value when
selling them.

There are ongoing fees and expenses associated with owning shares of an investment fund. An investment fund must prepare
disclosure documents that contain key information about the Funds. You can find more detailed information about the Funds in the
public filings available at www.sedar.com. Investment 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 funds, to the future outlook of the funds and anticipated events or results and may include statements regarding the
future financial performance of the funds. 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.

Disclosure


