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UPDATE – 1ST QUARTER 2023

RUSSELL INVESTMENTS 
INCOME ESSENTIALS

Source: Russell Investments, as at 3/31/2023. For illustrative purposes only. *Did the asset class go up or down.

Introduction
Financial markets had a bumpy start to the year but finished the first quarter on a 
positive note. Both equity and fixed income indexes gained amid signs that inflation 
was peaking and therefore raising the prospect of an end to central bank tightening. 
While an economic slowdown is still expected this year in most regions of the world, 
most observers suggest it will be mild to moderate. The Organization for Economic 
Co-operation and Development (OECD) recently upgraded its 2023 global growth 
forecast to 2.6%, up from the previous 2.2%.

Markets were jostled in early March by concerns that the collapse of Silicon Valley 
Bank (SVB), a technology-focused US bank, would spread throughout the banking 
sector. Indeed, its rapid failure had a domino-like effect on a handful of other regional 
banks that lost billions in deposits in the aftermath. But fears were eased somewhat 
when federal officials stepped in and guaranteed all uninsured deposits at SVB and at 
Signature Bank, which also failed that weekend. Both banks were then sold. 

Meanwhile, investors were cheered by evidence of a rebound in economic activity in 
China since Covid restrictions were lifted. That helped underpin commodity prices 
and also alleviated investor concerns about a global recession.

The Russell 1000 Index rose 7.3% in Canadian dollar (CAD) terms in the quarter, and 
the MSCI World Index added 7.6% in CAD terms. The S&P/TSX Composite Index 
advanced 4.5% and the Bloomberg Canada Aggregate Index gained 3.1%. 

While improving, the outlook for the remainder of 2023 is uncertain. The U.S. Federal 
Reserve (Fed)  faces a daunting task to achieve a soft landing for the U.S. economy 
amid a white-hot labor market and still sticky inflation. Historical experience suggests 
that it may be difficult to avoid at least a mild recession.  Meanwhile, high interest 
rates are likely to dampen global economic growth. The length and severity of those 
expected economic downturns is in turn dependent on central bank policy and 
whether inflation pressures ease. 

The collapse of Silicon Valley Bank (SVB) will cast a shadow over these balancing 
acts, as it shows the danger of aggressive central bank hikes. The long-duration bonds 
that made up the lion’s share of SVB’s holdings lost value as bond yields rose through 
2022. Additionally, the tighter lending standards that were imposed in the wake of 
SVB’s demise could act as a form of monetary tightening, making the central bank’s 
policy decisions even more delicate.

The Fed is likely to remain vigilant until it is confident the labor market has cooled 
by enough to bring wage inflation into line with its 2% target for consumer 
price inflation. That would mean pushing wage inflation from the current 5-6% 
annual growth to under 4%. Meanwhile, unemployment is at a 40-year low. Until 
unemployment levels increase, it may be difficult for wages to cool to the level that 
will cause the Fed to lift its foot off the brakes.

Although the Canadian economy has performed better than expected so far in 2023, 
recession risks are higher than in the U.S. Indeed, the Bank of Canada (BoC) has 
turned cautious about the growth outlook and "conditionally" paused its rate hikes, 
becoming the first major developed market central bank to do so.  High levels of 
household debt and a weakening housing market make the Canadian economy more 
vulnerable to rate hikes. The projected policy divergence between the BoC and the 
Fed is a watchpoint. A more aggressive Fed and a more dovish BoC could weaken the 
Canadian dollar, which would raise the price of imports and further fuel inflation.

Given the weak growth outlook, we see limited upside for equities, with a preference 
for Canadian equities over the U.S. The fixed income outlook is brighter, however, as 
inflation declines and central banks could potentially pause rate hikes.   

BUSINESS CYCLE VALUATION SENTIMENT
Outlook for the global 

economy 

Current asset prices Investor behaviour

NEGATIVE NEUTRAL NEUTRAL
A recession, albeit 
mild in nature, seems 
probable in the U.S. over 
the next 12-18 months. 
Eurozone economies 
have surprised with 
their strength and 
avoided a recession that 
seemed inevitable late 
last year. Meanwhile, 
the Canadian economy, 
supported by exports 
and domestic demand, 
performed better than 
expected, though a 
recession is expected, 
like in the US.

The U.S. equity 
markets remain 
expensive, with 
valuation neutral in 
other regions like 
Canada and Europe. 
While Japanese bonds 
still look expensive, 
U.S., UK and German 
bonds are offering 
reasonable value.

Equity markets in a 
trading range without 
a substantive move in 
either direction.

Source: Russell Investments. As of March 31, 2023.

Market Outlook

Fund Performance Attribution

ASSET CLASS IMPACT* COMMENTARY

EQUITIES –
An underweight to equity exposure during the rally was the primary driver of slight underperformance in the equity 
space. Otherwise, an overweight to Europe was the largest positive impact while a lower allocation to technology the 
most meaningful negative. The net result of underlying positions outside of the underweight was largely neutral.

REAL ASSETS –

While energy was a drag for listed infrastructure, strong performance from industrials and some regional strength in utilities 
helped drive positive returns. Real Estate, however, was a notable laggard in a quarter of mostly strong performance. 
Concerns around office real estate amid higher rates and higher vacancies were a primary factor. Therefore, as these sectors 
underperformed relative to global equity, the portfolio’s strategic overweight was a slight drag on returns. But this was 
partially offset by the underlying funds beating their respective benchmarks. 

FIXED INCOME +
Domestic fixed income saw better returns on a larger move lower in interest rates, which was a positive impact for the 
portfolio against benchmark. This was largely offset by the net impact of overall credit exposure which is overweight 
investment grade and underweight high yield in an environment where high yield outperformed.



Source: Russell Investments, as at 3/31/2023. Indexes are unmanaged and cannot be invested in directly. Any security commentary is specific 
to its impact on the fund performance and is not a recommendation to purchase or sell any security. Past performance is not indicative of future 
results. 
1. Yield to Maturity is the expected rate of return on a bond if it is held until maturity based on its current market price. It is not a measure of 

historical yield or the income received by an investor. Investment management fees, expenses and taxes are not included. 
2. Yield to Worst is the lowest potential yield that can be received on a bond without the issuer actually defaulting. The metric is used to evaluate 

the worst case scenario for yield to help investors manage risks and ensure that specific income requirements will still be met.
3. Effective Duration is the number of years required to recover the true cost of a bond from its purchase date and is a means to measure how 

sensitive the bond is to a change in interest rates. 
* Beta is a measure of the volatility of a security or portfolio compared to the market as a whole. A beta value equal to 1.0 indicates that its price 

activity is strongly correlated with the market; a beta value lower or higher than 1.0 indicates its relative correlation to the market's movements.

ASSET ALLOCATION Q1 Q4

FIXED INCOME 60.5% 60.8%

  Government Bonds 29.0% 28.2%
  Investment Grade Credit 16.5% 17.6%
  Inflation Linked Bonds 0.3% 0.3%
  High Yield Credit 5.0% 4.6%
  Convertible Bonds 1.9% 1.9%
  Emerging Markets Bonds 2.7% 2.7%
  Securitized Credit 5.1% 5.4%

EQUITIES 25.7% 27.5%

  Canadian Equities 7.4% 8.3%
  U.S. Equities 7.9% 9.1%
  EMEA Equities 5.0% 4.9%
  Asia & Pacific Equities 2.4% 2.5%
  Emerging Markets Equities 2.9% 2.7%

REAL ASSETS 6.4% 6.5%

  Listed Infrastructure 3.0% 3.0%
  Listed Real Estate 3.4% 3.6%
  Commodities 0.0% 0.0%

CASH & OTHER 7.4% 4.1%
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Source: Russell Investments. Data as of March 31, 2023.
May not add to 100% due to rounding.

FUND UPDATES – During the quarter money was taken out 
of the Canadian Dividend Pool, closing an overweight, and 
moved into Money Markets. The outlook for Canada is for 
weaker growth after the central banks sharp tightening cycle 
and conviction around maintaining the overweight were lower. 
Further, with recession odds remaining high and equities 
having a strong quarter, the portfolio was looking to de-risk. 
Given yields are much higher than we’ve seen in a long time, 
an allocation to cash equivalents was attractive to achieve the 
objective.  

POSITIONING AND OUTLOOK – The portfolios continue to run 
at a beta less than 1 over expectations that a recession remains 
the most likely outcome. And despite equities largely recovering 
from the episode, the banking turmoil that occurred later in the 
quarter increased conviction that there may be further troubles 
ahead. Credit lending conditions were already tightening, and 
this is expected to be exacerbated by the bank failures. And 
on top of it all, the Federal Reserve still increased rates further 
as inflation remains well above target while the full impacts of 
the significant 2022 rate hikes have yet to fully work their way 

through the system. This leaves the outlook especially uncertain 
with a number of potential downside catalysts for risk markets. 

The reduced beta in the portfolio comes from both tactical 
positions relative to strategic allocations and the positioning 
of the underlying pools held by the portfolios. Tactically, the 
portfolios are underweight high risk fixed income to hold a 
higher weight to core. This is both to reduce credit exposure 
while also increasing duration, which sits roughly neutral to 
benchmark. Yields look attractive, especially if the economy 
does hit a recession, which resulted in removing the duration 
underweight from early in the year. On the equity side, a tactical 
reduction of the strategic overweight, along with a higher than 
benchmark allocation to real assets and the value factor have 
helped to reduce market sensitivity.  

FIXED INCOME CHARACTERISTICS

Yield to maturity1 5.00%

Yield to worst2 5.00%

Effective duration3 6.44 years
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Russell Investments Income Essentials (Series F)

Growth of $500,000 - Since inception to March 31, 2023

The above results show the growth of an initial investment of $500,000 made into the Russell Investments Income Essentials (Series F) on April 
1, 2008 with all distributions reinvested and with 5%, 6% and 7% annual withdrawals. Withdrawals are made on a monthly basis and are based on 
market values at the end of the previous year. All distributions paid out by the fund are assumed to be reinvested. The above results also show the 
amounts that would be withdrawn on a calendar year basis. Performance is net of management fees and operating expenses. Series F is fee for 
service, and as such, does not include the fees paid by the investor to the dealer. Source: Russell Investments / Confluence.

Rolling periods refer to continuous return streams of the specified time periods going back to fund inception. For example, the 1-year bar 
represents all one-year period returns over the portfolio’s history (August 31, 2018 to August 31, 2019 / July 31, 2018 to July 31, 2019 / June 30, 
2018 to June 30, 2019, etc.). The average is the average of all 1-year period returns in history. Similar calculations were used for each time period 
shown. Inception date: March 17, 2008

Annual withdrawal amounts

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 Total

5% option $24,339 $24,831 $25,535 $25,336 $25,158 $25,104 $23,547 $24,594 $24,377 $24,451 $5,151 $364,788

6% option $27,811 $28,086 $28,594 $28,085 $27,600 $27,260 $25,301 $26,166 $25,659 $25,473 $5,304 $407,539

7% option $30,880 $30,867 $31,109 $30,243 $29,412 $28,750 $26,400 $27,032 $26,223 $25,763 $5,301 $443,197
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ROLLING PERIOD

3Mo 1 Yr 3 Yrs 5 Yrs 7 Yrs 10 Yrs

Avg. Returns 1.0% 4.7% 5.0% 5.1% 5.1% 5.1%
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$897,804 Growth 
with distributions 
reinvested

$308,722 Growth 
with an annual 7% 
distribution

$361,246 Growth 
with an annual 6% 
distribution

$422,034 Growth 
with an annual 5% 
distribution
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IMPORTANT INFORMATION
Commissions, trailing commissions, management fees and 
expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. The indicated rates of 
returns are the historical annual compounded total returns including 
changes in unit/share value and reinvestment of all dividends or 
distributions, and does not take into account sales, redemption, 
distribution or optional charges or income taxes payable by any 
securityholder that would have reduced returns. Mutual funds 
are not guaranteed, their values change frequently and past 
performance may not be repeated.
Nothing in this publication is intended to constitute legal, tax, 
securities or investment advice, nor an opinion regarding the 
appropriateness of any investment, nor a solicitation of any type. 
This information is made available on an “as is” basis. Russell 
Investments Canada Limited does not make any warranty or 
representation regarding the information.
Diversification and strategic asset allocation do not assure a profit or 
protect against loss in declining markets.
This publication may contain forward-looking statements. Forward-
looking statements are statements that are predictive in nature, 
that depend upon or refer to future events or conditions, or that 
include words such as or similar to, “expects”, “anticipates”, 
“believes” or negative versions thereof. Any statement that may be 
made concerning future performance, strategies or prospects, and 
possible future fund action, is also a forward-looking statement. 
Forward looking statements are based on current expectations and 
projections about future events and are inherently subject to, among 
other things, risk, uncertainties and assumptions about economic 
factors that could cause actual results and events to differ materially 
from what is contemplated. We encourage you to consider these 
and other factors carefully before making any investment decisions 

and we urge you to avoid placing undue reliance on forward-
looking statements. Russell Investments has no specific intention of 
updating any forward looking statements whether as a result of new 
information, future events or otherwise.
As with all mutual funds, investment in this mutual fund contains 
risks that may make it unsuitable for you, depending on your 
investment objectives and risk tolerance. If the fund does not 
perform as intended, you may experience a loss of part or all of 
your principal invested. Please read the prospectus of this fund for a 
detailed description of the risks involved in this investment.
Russell Investments is the operating name of a group of companies 
under common management, including Russell Investments 
Canada Limited.
Russell Investments' ownership is composed of a majority stake 
held by funds managed by TA Associates, with a significant minority 
stake held by funds managed by Reverence Capital Partners. Certain 
of Russell Investments' employees and Hamilton Lane Advisors, 
LLC also hold minority, non-controlling, ownership stakes.
Copyright © Russell Investments Canada Limited 2022. All rights 
reserved. 
Frank Russell Company is the owner of the Russell trademarks 
contained in this material and all trademark rights related to the 
Russell trademarks, which the members of the Russell Investments 
group of companies are permitted to use under license from Frank 
Russell Company. The members of the Russell Investments group 
of companies are not affiliated in any manner with Frank Russell 
Company or any entity operating under the “FTSE RUSSELL” 
brand.
Date of first publication: April 2023
RETAIL-03587 [EXP-07-2023]

All performance shown is for Series F. Series F is fee-for-service and as such, the performance shown does not include the fee paid by the investor to the dealer that 
would have reduced returns. Russell Investments Income Essentials benchmark is currently a blended index of 8.5% S&P/TSX Capped Composite Index, 6% MSCI 
ACWI ex-Canada IMI Index Net,13% MSCI World ex Canada Index Net, 3% S&P Global Listed Infrastructure Index Net, 2.5% FTSE EPRA NAREIT Developed Real 
Estate Index Net, 9% Bloomberg Canada Aggregate 1-5 Years Index CAD Hedged, 47% Bloomberg Canada Aggregate (CAD) Index, 4% ICE BofA Merrill Lynch Global 
High Yield Index, 4% ICE BofA Merrill Lynch Global High Yield Bond Index Hedged (CAD), 1.5% JP Morgan EMBI Global Diversified Index, 1.5% JP Morgan EMBI 
Global Diversified Index Hedged (CAD). Indexes are unmanaged and cannot be invested in directly. Past performance is not indicative of future results.
Inception: March 17, 2008

Performance (%) as of March 31, 2023

3 mo 1 yr 3 yr 5 yr 10 yr Since inception

Russell Investments Income Essentials (Series F) 3.66 -2.75 3.85 1.97 3.53 4.13

Benchmark 3.97 -2.23 4.09 3.33 4.56 4.78

Fund Codes (FRC)

Trust Class

B (front load) 811 2029

B-5 855 2044

B-7 856 2047

F (Fee based) 830 2040

F-5 845 2041

F-6 846 2042

F-7 847 2043

O 878 5005

O-7 978 7005

For additional Series fund codes, visit russellinvestments.com/ca/fundcodes

russellinvestments.com/ca


