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Executive Summary 
The ACE Fund delivered a very solid first half of 2017.  With a +6.6% return after all fees and expenses 
the Fund’s results year-to-date rank in the top 1% of Canadian equity funds tracked by Morningstar.  
June’s return of +1.5% compared well to the S&P/TSX Composite Total Return Index (“TSX”) 
performance of -0.8%.  With the TSX having risen only 0.7% in 2017 and the average Canadian Equity 
Fund up only 1% we have maintained our position at the top of the Canadian Equity category over the 
Year-to-Date, 1-Year, and 3-Year time periods. While we benefited from a few catalysts by way of M&A 
early in the year, it was our positioning in financials and non-resource companies that contributed the 
most during Q2.   
 

Fund Performance and Commentary 

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

 1Mo. 3Mo. 6Mo. 1Yr. 3yr. Incep.*  Vol. Beta Corr. 

ACE 1.5% 1.1% 6.6% 15.8% 8.7% 9.8%  10.8% 0.70 0.52 

BM -0.8% -1.6% 0.7% 11.1% 3.1% 4.8%  7.9% 1.00 1.00 

*The Aventine Canadian Equity Fund was launched on March 31, 2014. 
“ACE” is the Aventine Canadian Equity Fund.  “BM” is Benchmark.  The Benchmark is the S&P/TSX Composite Total Return Index.  Volatility is calculated as the 
annualized standard deviation of monthly total returns.  Beta and Correlation of the Fund are calculated against the Benchmark.  
 

Breaking Down June– What Happened in the Markets? 

Looking back on the month of June it was the action in interest rates on both sides of the border that 
had the largest positive impact on the portfolio.  Only a month ago we were lamenting the inability of 
bond yields to inflate, but a burst of “hawkish” central bank activity in recent weeks (implying higher 
future interest rates) has since provided fuel for the move higher to resume.  This had a positive impact 
across the financial services sectors of the market and boosted the Fund’s positions in banking and 
insurance companies which delivered some of our largest gains in June.   

On the negative side of the ledger we were once again hit by our lingering exposure to energy.  Despite 
a steady stream of constructive fundamental data – including some very large oil inventory draws in 
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the US – there has been relentless selling of nearly all energy-related assets in the Canadian market.  
Despite the Fund’s solid headline performance, trust us when we say that our own energy positions 
were not immune.  While it’s disappointing that the sector hasn’t been able to steady given a number of 
seemingly positive developments our strategy is not to “fight the tape”.  Our move to quality in energy is 
well underway and the portfolio has high-graded towards stronger balance sheets in the oil patch while 
also rotating into some additional non-resource, all-weather businesses.   

What to do About Canada? 

Is Canada a leader or a follower?  While we certainly led the way with things like hockey, zippers and 
even the Wonderbra, we are definitely not leading the way in equity markets in 2017:  

 

 

At the time of writing, the TSX continues to suffer relatively despite stronger global growth and 
generally buoyant global equity markets.  Canada typically outperforms later in the business cycle as 
inflationary pressures mount and resource prices rise, but with persistently low inflation across OECD 
countries the TSX has significantly diverged from its historical trend.  One of the more shocking 
contrasts is the dramatic underperformance of the TSX relative to Emerging Markets (“EMs”).  The TSX 
and EMs have been highly correlated for much of the past 20 years but perhaps that relationship is now 

http://aventine.ca/wp-content/uploads/2017/06/Global-Equity-Returns-YTD.jpg
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changing as the EM consumer slowly displaces resource extraction as the lead driver of activity in 
many economies.  

 

Still, it’s hard to blame the poor returns to Canadian equities this year on any one aspect of the market 
so the following text highlights three current impediments facing domestic stock funds.  First, we see 
Energy’s significant weight in the TSX benchmark (and many funds) as a huge drag on performance 
relative to other markets.  Second, the TSX’s paltry exposure to industries like technology and 
biopharma mean that Canada has few of the secular growth stocks that global investors are presently 
going crazy over.  Rounding out the trifecta, Canadian financial companies continue to suffer the ire of 
weak sentiment and widespread investor skepticism relating to housing prices and household debt 
while there is growing chatter about the Bank of Canada’s recent rate hike being a potential major 
policy mistake. Not all of these challenges are solvable in the near term so passive or broadly 
diversified investors unable to meaningfully detach from index performance may continue to lag.   

As concentrated active managers our portfolio has been largely insulated from this underperformance 
and we partially attribute the Fund’s recent success to its focus on “underfollowed” companies and 
other catalyst-oriented investment opportunities.  Global and domestic investors have been mostly 
reducing their exposure to TSX equities this year and their preferred method for doing so tends to be by 
selling liquid large cap exposures.  For example, the iShares S&P/TSX 60 ETF (“XIU”) which owns the 60 
largest companies in Canada weighted by size has seen over $2 billion in net outflows since March 
(approx. 16% of total assets - see below).  As we’ve noted in the past, it’s near impossible to 

http://aventine.ca/wp-content/uploads/2017/06/Canada-EM-heavily-correlated-to-SP.jpg
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consistently add value by investing in large cap companies, there is just too much money, too many 
managers and not enough information inefficiency.  Our bet is that fundamental, concentrated value 
investing will continue to be superior to passive “beta” investing in the current environment. 

 

 

 

When we began to take a deeper look into investor flows last month we observed some very interesting 
trading patterns, highlighted in the second chart below.  This chart shows TSX index price activity in the 
opening 30 minutes of each trading day.  Clearly someone is taking the opening bell as an opportunity 
to exit or short the Canadian market.  This pattern seems to have started around the time that the Bank 
of Canada came out publicly in favour of raising interest rates (mid June).  Perhaps someone is worried 
about the impact on the housing market and the impact on the economy?   We will be watching for a 
change in trend for the better or worse. 

http://aventine.ca/wp-content/uploads/2017/06/Bloomberg-ETF-tracking-SP-TSX-posts-outflow.jpg
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As a Canadian equity manager we acknowledge that it can be difficult to discuss the foregoing series 
of negative market observations with investors before then turning around to promote our Fund as an 
attractive destination for their capital.  On the contrary, Canadian stocks are always going to be a large 
portfolio weight for a majority of Canadian investors so our argument is that this money should be 
managed in the very best way possible.  Despite the surge in ETF popularity over the past few years 
most investors in Canada still hold actively managed funds, but rarely do those active management 
fees result in value added to the investor’s wallet.  We at Aventine find it very rewarding professionally 
to say that we have consistently delivered in this regard.  Our track record of returns on both an 
absolute and risk-adjusted basis has been exceptional to date and we remain committed to the pursuit 
of superior performance for our co-investors in the ACE Fund.  

In closing, we'd like to thank you for your investment with Aventine Asset Management. Your 
partnership is very valuable to us, and we consider ourselves quite fortunate to be managing a portion 
of your capital. 

Enjoy the Summer. 

Best as always,  

 

Fund Managers 
AVENTINE CANADIAN EQUITY FUND               Investor Contact 

Shannon Veitch 
sv@aventine.ca 

416-847-1767 x510 
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