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Outlook & Strategy 
Despite the decline in bond yields during the month due to the flight to safety bid for 

government bonds, we believe that interest rates will stay higher for longer and rate 

reset issues will continue to benefit from sharply higher dividend rates when they 

reset.  

As the second quarter of 2023 unfolds, we see two areas of uncertainty that are likely 

to dominate the attention of market participants for the next few weeks, if not 

months. The first is whether the banking crisis in the United States and Europe will 

become a rolling one. Central banks might be forced to ease monetary policy, lowering 

interest rates to restore financial stability. In that event, the risk would be that inflation 

becomes more entrenched, making it more difficult to eradicate when central banks 

eventually return to their task. We are optimistic, however, that the crisis is contained, 

and that the additional liquidity provided by the Fed and the FDIC will prove sufficient 

to prevent further bank failures.  

The second uncertainty will be how quickly inflation returns sustainably to the 2% 

target rate. We anticipate that in the next few months the annual rate may fall further 

as very large increases in the first few months of last year are dropped from the 

calculation. Indeed, the annual rate of increase in CPI could fall below 4% by June. 

However, the pace of recent monthly increases (0.5% in January and 0.4% in February) 

suggests that inflation is not yet under control. Until the monthly increases shrink to 

roughly 0.2% and remain there, it is premature to anticipate the Bank of Canada or the 

Fed cutting interest rates. Some of the factors arguing against lower inflation include 

China’s economic reopening, the production cuts announced by OPEC+ to raise oil 

prices, divergent fiscal policies, and the ongoing economic strength. We expect 

inflation will not return sustainably to 2% for several months, which means interest 

rates will have to stay higher for longer than many believe.  

Currently, the Canadian economy continues to grow and is not in a recession. While 

growth remains positive, the need for the Bank of Canada to keep interest rates 

relatively high for an extended period increases the risk of a recession occurring. 

Despite this increased risk, we continue to remain confident in the creditworthiness 

of the issuers in the portfolio. The fund’s average yield of 6.47%, much of it due to tax 

advantaged dividends, seems attractive. 

 

 

1.  

31th March 2023 INVESTMENT RETURNS  

 Quarter 1 year 2 year   

Preferred Share Fund 4.22% -10.94% -0.26%  

SP/TSX Preferred Share Index  *                        2.26%                                        -14.05% -4.16%  

Notes:     
 

See Performance Disclosure on Page 2  er 

  
  

 

 

 

 

In March, the preferred share market, like other risk markets, was negatively 

affected by bank failures in the United States and Europe, which resulted in a 

flight to safety bid for government bonds and a strong rally in bond markets 

globally. The bank crisis led to expectations of weaker future economic growth 

due to tighter lending standards, despite current indicators of economic activity 

continuing to show growth, while inflation remains well above central banks’ 

comfort zones. Preferred share performance was hurt by both concern about the 

stability of the financial sector and a federal budget proposal to eliminate the 

favorable tax treatment that financial institutions have on preferred share 

dividends. The S&P/TSX Preferred Share index ended the month with a return of 

-3.74%.  

The U.S. bank crisis began March 8th when Silicon Valley Bank (SV) announced a 

large loss on its holdings of U.S. Treasuries triggering a 25% run on its deposits in 

the next 24 hours.  The SVB failure triggered a flight to safety bid for government 

bonds that was exacerbated by another bank failure the subsequent weekend. 

Investors worried whether a series of bank failures would follow, and depositors 

at other mid-sized regional banks began shifting money to very large banks and 

money market funds.  U.S. regulators responded by offering substantial liquidity 

to banks, taking their Treasury holdings at par value rather than lower market 

values. 

The U.S. banking crisis spread to Europe as investors became concerned about 

the financial strength of Credit Suisse.  While it appeared to have sufficient 

liquidity, Credit Suisse’s share price plummeted, thereby sharply reducing its 

apparent equity capital. As a result, the bank’s contingent convertible bonds 

(known as CoCo bonds) were completely written off and Credit Suisse was forced 

into takeover by UBS Group.  Notwithstanding the differences from CoCos, 

Canadian bank AT1 Securities, including NVCC notes, LRCNs, and preferred shares 

experienced sharply wider yield spreads following Credit Suisse’s collapse that 

was only partially unwound by month end. 

Zechner Associates Preferred Share Pooled Fund 

The fund returned -1.95% in March, which was significantly better than the 
S&P/TSX Preferred Share index return. The sharp decline in bond yields in the 
month was positive for perpetual issues while rate reset issues declined as 
prospective dividend increases became smaller. The largest declines in rate reset 
share prices occurred in issues resetting in the next year. The fund benefited from 
having relatively few of those issues. The fund’s performance was also 
strengthened by its holdings of institutional preferred shares and LRCNs as those 
securities experienced less volatility than the traditional $25 par preferred shares 
that are measured by the index.  

During the month, portfolio activity was limited. However, we did use some of the 

proceeds from the redemption of IAF.PR.I to add to the existing Bank of Montreal 

7.373% institutional preferred share. 
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Categorization: Canadian Preferred Share 

Funds have been categorized according to the Canadian Investment Funds Standards 
Committee criteria. 

Fund Objective: 

The fund’s investment objective is to provide a combination of current income and 
long-term capital growth. The Fund will seek to achieve its investment objective 
primarily by investment in a diversified portfolio of mainly preferred shares of Canadian 
issuers, Canadian money market securities and debt securities. 

Investment Strategy: 

The goal of the Fund is to add value of 75 bps per annum over and above the S&P/TSX 
Preferred Share Index.  We will build a well-diversified portfolio of thirty to forty 
preferred share issues that is actively managed, emphasizing the sectors that offer the 
best value proposition, we believe that active management can substantially 
outperform passive investing. Selectively of securities is key as we believe, for example, 
that we should own the cheapest Royal Bank preferred share issue rather than all 22 
Royal bank issues. We avoid overvalued sectors and focus on those sectors that offer 
the best value on a risk / return basis. We will provide superior credit analysis as we 
apply the same rigorous credit analysis to Preferred share issues as we do to bonds. 
We believe that the index is not a prescription of how to invest but rather a proxy of 
the whole market. Execution of trades and price discipline are essential in a market 
that can be less liquid. 

 

 

 

 

 

 

 

Top 5 Holdings: 

Preferred Shares  

  Bank of Montreal 7.373% Series 50 4.32% 

  Manulife Financial Corp. 4.4% Series 9 3.63% 

  Enbridge Inc. 5.086% Series N 3.42% 

  Power Financial 5.1% Series L 3.33% 

CIBC 5.878% Series 47 3.25% 

(as of March 31, 2023)  

  Cash 6.06% 

  Current Portfolio Yield 6.47% 
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Benefits of our Pooled Funds 

The J Zechner Associates Pooled Funds offer 
professional money management, varied 
investment choices, the potential for above 
average returns and lower management fees so 
you keep more of your accumulated wealth.  

A pooled fund is a unit trust that operates like a 
mutual fund but is not required to have a 
prospectus under securities law.  
A pooled fund is sold through an Offering 
Memorandum. 

J Zechner Pooled Funds are available only to 
Canadian investors and require a minimum 
investment of $150,000; unless the investor is an 
Accredited Investor. Units of the Funds are 
qualified investments for certain registered plans. 

Solid Partnership Foundation 

Eligibility for Investment 

The Fund will only invest in securities that will be 
qualified investments under the Income Tax Act 
(Canada) for a trust governed by a registered 
retirement savings plan (an “RRSP”), registered 
retirement income fund (a “RRIF), or tax-free 
savings account (a “TFSA”). 

Performance Disclosures 

Performance data quoted represents past performance 
and does not guarantee future results. Investment returns 
and principal value will fluctuate so that when withdrawals 
are made by the investor the shares or units may be worth 
less than their original cost.  Unless specified, all 
performance quoted is gross of fees and expenses. 

Benchmarks:  Index returns are provided for comparative 
purposes only to show how the companies returns 
compare to a broad-based index of securities. As the 
indices do not have costs, fees or other expenses associated 
with their performance. In addition, securities held in the 
indices may not be similar to securities held in the 
composite’s accounts. 

Notes: 
*Returns are Net of Fees. 
*All indices are total return. 
*Past performance is not indicative of future results. 
*Index returns are shown for comparative purposes only.  
Securities held in the portfolio do not replicate the index.  
No guarantee is given that performance will match the 
index indicated. 

 

For more information please contact: 

David Cohen, President 
Tel 416-867-8649 
dcohen@jzechner.com 

Toll free 1-866-259-6482 

Preferred Shares Cash

Asset Mix 
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