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Market Ethos 
Things used to be easier 
Summary: In this Ethos, we explore a different lens for viewing yield 
solutions for a portfolio. Given most yield-providing allocations are also 
expected to provide some portfolio defense, we have shared a risk-
adjusted yield framework to help consider different yield strategies for a 
portfolio.  

In simpler times, portfolios were constructed by combining equities and 
bonds. Equities provided much of the capital appreciation or growth for 
the portfolio, while bonds offered some income and acted as a ballast or 
portfolio stabilizer during those troubled times when the equity growth 
driver fell. As the markets evolved and the available investment 
strategies expanded, things become less simple.   

We all lived through this evolution. In the 1990s, equities really enjoyed 
increased popularity as a driver of capital appreciation. Before this, 
individual equity ownership was much lower. In the 2000s, value and 
dividends became a dominant factor. In the 2010s, with yields 
continually moving lower, investors turned to a multitude of different yield 
producing strategies to compensate. Moving down the credit spectrum, 
getting more exotic in instruments or geographies, option/derivative 
income generators and of course dividend focused equity strategies.   

https://surveys.campaignbreeze.com/s/9772617f4a874bcad89db07d66bb905669984b44


 

 
 

Market Ethos  2 

This demand for higher yield source diversification for portfolios has only increased during the past few years given the 
heightened correlation between equities and bonds. Higher correlation means the defensive or stabilizing portfolio 
contribution from bonds has diminished. The silver lining being higher yields now make bonds a larger contributor to 
portfolio yield and potentially portfolio performance. As with everything, there always seems to be a tradeoff.  

The same tradeoffs often apply to different sources of yields. For instance, today the broader Canadian bond universe 
(based on ETF) has a yield of about 3.4%. Meanwhile, shares of BCE Inc. have a dividend yield of 12%. Can you 
compare these two sources of yield?  Let’s ignore the tax difference for a moment. Obviously, a single company carries 
more risk than the overall bond market. Remember the non-equity portion of the portfolio was designed to provide some
income and some stability – a dual role. So let’s look at yield on a risk-adjusted or more specifically a downside risk-
adjusted basis.  

Yield to risk ratio – The Sortino ratio is a common metric that measures return relative to downside deviation – a 
measure of downside risk below a certain level. Often this level is set at zero, so only being penalized for negative 
monthly returns. The more common standard deviation penalizes for both up and down side volatility, but who doesn’t 
like upside volatility. The yield to risk ratio is similar to Sortino, measuring the current yield of an investment relative to 
its historical downside risk. As a result, it provides a downside risk adjusted yield ratio. The higher the yield, the higher 
the score. The higher the risk, the lower the score.  

Given that the role in a portfolio of most yield providing strategies is both income and portfolio stability, this offers a 
combined lens for this dual objective. The chart below shows a number of different bond strategies, based on available 
ETFs, with their respective yield to risk ratio and the current yield.   
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The correlation and beta between Canadian stocks and bonds have 
become historically high, muting diversification benefits of the 

equity / bond combination

Correlation Beta or Slope

Source: Bloomberg, Purpose Investments
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While emerging market bonds and Canadian preferred shares have some of the highest yields, they do not stack up 
well on a risk adjusted basis. For investors in these asset classes, that may bring back some painful memories. Plain old 
bonds, both Canada and U.S., both stack up pretty well on a risk-adjusted yield basis.   

Another factor to consider when using multiple sources of yield in a portfolio is how they are correlated. Given traditional 
bonds may have muted defense in a more correlated world, ideally we would want a lower correlation to bonds.  
Preferred shares may not stack up well from a yield to risk ratio but they do provide a very different performance than 
the bond market. So does high yield.  

But yield is now being sourced from many areas outside the bond universe. The following provides the same metrics for 
a number of dividend focused ETFs and other income oriented strategies.  The benefit of going outside the normal bond 
arena, strategies can be found that provide yield and different styles of defense.  
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Clearly there are attractive yields available in the equity dividend space, however the defensive characteristics are 
lacking. They may often be called ‘bond proxies’, but that is a loose proxy. On a positive note, the proliferation of 
differentiated yield-generating strategies has created many other options to better diversify a portfolio’s yield sources. 

Two important notes – tax and growth. It is somewhat unfair to compare yields on a pre-tax basis and some 
allowance should be considered for after tax yields. Of course tax-sheltered accounts don’t care. And then there is 
growth. The equities likely have a growth component and the ability to grow dividends. Those are very positive 
characteristics that must be considered separately.  

Final thoughts 

Today, a portfolio’s yield is generated from many different sources and types of investments, well beyond bonds. Having 
a well-diversified yield has become even more important in a higher correlated world, as relying on one or two sources 
may prove risky. The good news is there are many sources of yield in the market, thanks to higher rates and the 
industry’s ability to innovate. When adding these different sources, give consideration to a risk-adjusted yield framework 
– this is often a key component of the portfolio that should perform well in terms of defense.

It may not be a simpler time, but it sure is more interesting. 
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted. 
 
The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.  
 
*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments 
Inc. 
 
Disclaimers 
 
Richardson Wealth Limited  

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its 
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the 
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular 
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended 
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the 
tax consequences to them. 

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license. 

Purpose Investments Inc.  

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please 
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds 
are not guaranteed, their values change frequently and past performance may not be repeated.  

Forward Looking Statements 

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks 
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and 
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the 
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy 
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if 
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of 
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially 
from what is expressed, implied or projected in such forward-looking statements.  Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any 
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.  

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.  

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or 
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.  

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation 
or solicitation to buy, hold or sell any security. 

Richardson Wealth Limited, Member Canadian Investor Protection Fund.  
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.  
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