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Executive Summary 

The Aventine Stable Income Fund rose 0.2% in April (F Class) as 3 of Fund’s 4 investment strategies 

generated positive returns.  Year to date the Fund has returned 2.8% which includes paying $1.20 per 

unit in distributions.  Canadian markets were shaken in late April as a large “sub-prime” mortgage 

lender buckled under crushing liquidity pressures after allegations of fraud were brought by the OSC.  

Many investors, particularly foreigners, are debating if this event is the first crack in the Canadian 

housing market and seem to be losing their appetite for owning Canadian assets.  As a result, the TSX 

index is the worst performing major equity index in the world year to date. Still, domestic economic 

data remains very strong and corporate earnings on the TSX have been solid.  We see a Canada risk 

premium lingering perhaps into the summer, but ultimately leading to some great opportunities in 

stocks, bonds and preferred shares. 

Performance and Positioning       as at April 30, 2017 

  Performance, Net of Fees                     Periods > 1Yr. are annualized   Risk                        Annualized 

 1Mo. 3Mo. 1Yr. 3Yr. 5yr. Incep.  Vol. Beta Corr. 

ASI 0.2% 2.5% 11.7% 4.6% 4.6% 8.4%  5.1% 0.57 0.61 

BM 0.6% 2.4% 10.0% 2.6% 3.9% 6.9%  5.4% 1.00 1.00 

“ASI” is Aventine Stable Income.  “BM” is Benchmark.  The inception date for ASI is December 1, 2008.  The performance track record presented prior to January 1, 2017 is the 
Aventine Stable Strategy.  The Aventine Stable Income Fund was launched on January 13, 2017.  The Benchmark is equal weights Canadian Universe Bond Total Return, S&P/TSX 
Preferred Share Total Return and S&P/TSX Composite Total Return.  Volatility is calculated as the annualized standard deviation of monthly total returns.  Beta and Correlation of 
the Fund are calculated against the Benchmark.   
 

Strategy Allocation                              Exposure by Strategy 
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Fund Commentary 

In recent meetings, some prospective investors asked why we don’t own a more “traditional” income 
portfolio, with large allocations to securities such as high yield bonds or mortgages, for instance. We 
understand the basis for this inquiry and thought appropriate to address it in a broader way, through our 
monthly letter.  
 
Our Stable Income Fund blends traditional income investing with a few more contemporary income-
oriented strategies. While we view our overall approach as balanced, necessary and well suited for 
today’s very richly valued markets, not everything we do is familiar to all investors.  As a result, this lack 
of familiarity can be a source of uneasiness and lead to inquiries like the one above.  As is often the 
case with investing, it’s these unfamiliar or overlooked areas where the best opportunities can be 
found.  
 
Let’s be honest, several of the income strategies that are investor favourites today were alien before 
the financial crisis struck and interest rates were driven down to generational lows by quantitative 
easing. Because the cash flows available from traditional income assets have fallen to unsatisfactory 
levels during this era, many yield hungry or performance oriented investors have either grown 
comfortable with previously unconventional strategies (such as high yield bonds and mortgages) or 
bumped up the equity weightings of their portfolios. This general shift in investor preferences has been 
well documented.   
 
The same income compression that first occurred with traditional income strategies like GICs and 
government bonds has proliferated into the more novel post-crisis income generation approaches. As 
investments like high yield bonds, high dividend stocks and Canadian real estate have risen in 
popularity, their valuations have swelled to levels that are unattractive.  As it stands today, a clear 
majority of the income market is extraordinarily expensive and as value investors, very few fixed 
income assets are attractive to us at current yields. Chart 1 this month looks at a Global Income Asset 
Class Valuations and presents the current yield of each within the context of its trailing 10-year range. 
Nearly every one is its 90% percentile expensive or higher.  High Yield Bonds are in their 97% percentile, 
meaning on the aggregate they have only been more expensive on a yield basis 3% of the time.  
Financial market history is ripe with evidence that extreme popularity and profitability rarely co-exist for 
extended periods of time.   
 
But that’s only part of our view because High Yield Spreads (Chart 2) are also extremely tight relative to 
the median observations of the trailing 10 and 20 year periods. Low yields and tight spreads mean that 
if high yield bonds were to normalize to their median values of the past decade the losses would be 
equivalent to nearly 2 years of income earned. In addition, we see few attractive risk/reward 
opportunities to pursue credit improvement stories in this environment – only 13% of the total high 
yield market currently trades at yields above 7.5% and nearly one-quarter of this market is Valeant 
bonds (no thanks!).   
 
At the same time, Investor Inflows into high yield bonds are essentially flat (+3% on a cumulative basis) 
since January 2016 (Chart 3) and negative so far 2017 (Chart 4). The big winner is bank loans, whose 
floating coupon payments offer attractive yields paired with senior balance sheet priority and little to no 
interest rate risk.  Bank loans represent the Fund’s single largest position. In short, we expect bank 
loans to outperform high yield on a total return basis going forward.  
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WHAT YOU SHOULD KNOW:  HIGH YIELD BONDS 

Chart 1.  

 

Chart 2.  

 

Chart 3.  

 

Chart 4.  

 

 

Barring a major market-turning event we expect few changes to our strategy allocation at the Fund level 

in the near term. That said, there are a few economy-wide developments that have captured our 

attention recently and should be classified as “rising risks” to our outlook.  These include the ongoing 

funding crisis unfolding within certain Canadian non-bank mortgage lenders and the commodity price 

pressures in the global oil markets.  Our interest in these developments is based on the view that a 

protracted worsening of either of these situations is likely to influence the Bank of Canada’s stance on 

monetary policy and lead to diminished expectations for both the number and timing of future rate 

hikes.  With our investments more geared towards a rising rate environment, a material shift in these 

expectations would act as a headwind for the Fund.  To mitigate these risks we have hedged the 

downside exposure on roughly one-third of the Fund’s more interest rate sensitive assets. Please feel 

free to reach out if you have any questions or would like to learn more about the Fund. 

Best Wishes, 

AVENTINE STABLE INCOME 

Investor Contact  

Shannon Veitch  

sv@aventine.ca   

416-847-1767 x510 
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