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After underperforming for most of the year, the TSX rebounded in the third quarter, making up for lost ground.  
The big story was the strong performance in resource stocks, banks, and the Canadian dollar which ate into 
US returns during the period.  There is no lack of concern when it comes to Canada, whether it be high 
consumer debt loads, the real estate market, left leaning politics, or uncertainties regarding the future 
relationship with our largest trading partner (the United States).  While we share some of these longer term 
concerns, we believe that the macroeconomic backdrop is more important at the moment for Canadian 
stocks.  Given accelerating global growth, the transition to a higher rate environment, and firmer commodity 
prices as we move toward the late stages of the business cycle, we believe that Canada should perform 
relatively well from here.

We are inching closer and closer to the decade mark of the current bull market, which we believe is only its 
first stage.  To this point the stock market has been fuelled by low inflation, low volatility, and increased money 
supply/liquidity due to emergency measures taken by global central banks to fight deflationary forces created 
by the financial crisis in 2008.  Companies have managed to still generate good earnings growth thanks to 
cost cutting and share buybacks, while stock prices have benefitted from significant multiple expansion.  
Given below trend growth and the constant fear of falling back into a deflationary world, most investors have 
“loved to hate” this bull market – climbing a wall of worry for most of it.  There is no clearer sign than the flow 
of money that has poured into passive strategies (which mimic the market) as most managers have failed to 
keep pace with the market so far this cycle.

We believe that we are entering the second phase of the bull – “The Transition Phase”, as the market digests 
the excesses of the last 9 years.  We are at or near full employment, inflationary pressures are starting to 
build, global growth is synchronous for the first time since 2009, and we are moving closer and closer to 
normalization of central bank policy including higher rates, and the removal of monetary stimulus.  As with any 
transition, the hand off can be difficult.  While we are not seeing any signs of stress, the risk of a policy 
mistake increases as the bull market continues to age.  We believe flexibility will become increasingly 
important over the next few years during the normalization process.

With valuations near historical highs, there is a lot of investor anxiety.  During the market’s transition to a more 
normalized world, valuations will most likely contract, providing fuel for the third stage of the bull market.  Our 
view is that the beta/trending market of the past 9 years is coming to an end, as we transition to a lower return 
oscillating market where active management will become increasingly important.  Already, we are seeing 
signs of falling correlations between asset classes and greater dispersion in stock returns which will favour the 
active manager going forward.

Bull markets are born on pessimism and die on euphoria.  While the market’s returns have been robust, 
euphoria should lead us into the end, and that is not where we are today.  We believe that the third stage of 
the bull market will see higher rates, higher inflation, greater volatility, better growth, and funds flow back into 
equities from bonds.  While that is off in the future, we believe that we will see a sneak preview over the next 
several quarters.  We are expecting a change in sector leadership, away from low volatility, high yielding 
securities which became so popular over the last 9 years in a depressed interest rate environment.  We 
believe that we are moving toward a total return world where a balance between dividends and earnings 
growth will outperform high dividend payers.
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Navigating through the next few years will be difficult, but we believe will reward active managers.  At the 
moment we are positioned for a late cycle market rally.  We are exposed to US financials, energy, industrial, 
materials, and technology stocks.  We are underweight defensive areas of the market for now with the idea 
that we may revisit them at hopefully better entry points sometime next year.  Most importantly, picking the 
right stocks will be most important, which is our primary focus.

As always there are plenty of things that could go wrong in the world, but we will control what we can, which 
is picking good stocks and managing risk.  In our view, the best course of action is to stay balanced, stick to 
quality, stay disciplined, and remain flexible.  There will continue to be opportunities for patient investors 
going forward.

Fund Update

The S&P TSX Composite Index was up 3.7% on a total return basis in the third quarter, underperforming the 
S&P500 Index, which was up 4.5% on a constant currency basis.  The Canoe EIT Income Fund was down 
0.4% on a net asset value basis during the quarter, underperforming the S&P/TSX Composite Index.  A 
stronger Canadian dollar detracted from U.S. returns by approximately 4.0% during the period, detracting 
from the fund’s overall returns. 

The Fund was negatively impacted by stock selection within the Energy sector as small and mid-cap names 
including Parkland Fuel, Storm Resources and Tourmaline Corp were down during the period while large 
cap oil names like Suncor, Canadian Natural Resources and Encana rallied.  Stock selection in the 
consumer discretionary sector was another negative contributor as O’Reilly Automotive and Nike fell 
during the period. 

Somewhat offsetting this was strong stock selection in the Technology sector as high quality dividend growth 
names including Cisco, Visa and Microsoft performed well during the period. Within the Industrial sector, 
Finning International was a strong performer, up 13% during the period as the company continues to 
benefit from a cyclical recovery in Western Canada and globally. Given new management’s focus on right-
sizing the company’s cost base and improving inventory turns, we continue to believe Finning is well-
positioned to deliver strong operating leverage and free cash flow growth as activity levels improve, which 
should propel the stock higher.

Given the Fund’s allocation to U.S. securities, the stronger Canadian dollar in the quarter negatively 
contributed to performance.  However, this was somewhat offset by the Fund’s U.S. dollar borrowings. 
We are confident in our long-term positioning for Canoe EIT Fund given its balance of high-quality Canadian 
and U.S. dividend-paying securities with what we believe to be long-term sustainable growth characteristics 
and defensible business models.

The information contained in this report is designed to provide you with general information related to investment alternatives and strategies 
available as of the date indicated and are not intended to be considered as personal investment advice or an offer or solicitation to buy or sell 
securities. This document may contain forward-looking statements which involve known and unknown risks, uncertainties and other factors that 
may cause actual results or events to differ materially from those anticipated, and should not be unduly relied upon. Canoe does not undertake 
any obligation to publicly update or revise any forward-looking statements. Market conditions may change and Canoe accepts no responsibility for 
individual investment decisions arising from the use or reliance on the information contained herein. Commissions, trailing commissions, 
management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. Mutual funds 
are not guaranteed, their values change frequently and past performance may not be repeated.
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