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The market got a reality check in the first quarter of 2018. With equities extended following a long period
of low volatility, and optimism near historic extremes, stocks pulled back more than 10% from their peak in
January.

We continue to be constructive on the market, with a view that the correction was healthy and relieved the
market’s overbought and elevated sentiment readings as opposed to an imminent bear market warning.
The market is likely going to continue to see large sentiment shifts given where we stand in the business
cycle as well as increasing noise – trade wars, geopolitical tensions, and adjusting to a new Fed
Chairman.

Fundamentals remain robust – rates, while rising remain low, inflation is well contained, global growth is
relatively strong and corporate earnings continue to improve. However, we understand that once central
banks begin the rate hiking process, the clock starts ticking toward the inevitable end of the expansion,
and at some point it will pay to be more defensive.

We are no longer in the early innings of the business cycle – more like in the 7th or 8th inning. However,
this expansion has been more prolonged than others given its nature – a debt deleveraging cycle with low
inflation, below trend growth, and abnormally low interest rates. As long as inflation remains relatively
subdued and the Fed is not forced to move aggressively, the market’s advance could overshoot to the
upside.

While it’s no longer early innings, we believe that we are in the early stages of a late cycle market, and
there is still money to be made in cyclical areas (e.g., energy, materials, industrials, financials, and
technology stocks) - where we should see further earnings growth in the coming 12 to 18 months. With
tax reform only recently introduced, commodity prices threatening to break out of multi-year downtrends,
interest rates closing in on their highs, and defensive sectors (e.g., consumer staples, utilities,
telecommunications, and real estate stocks) breaking below their uptrends, the backdrop for further
cyclical leadership is there.

The music is still playing, so we’re dancing, but it will be important to recognize when we need to exit our
current stance. Credit spreads remain relatively narrow, the market’s breadth is still strong, leadership
continues to favour cyclical over defensive stocks, and jobless claims continue to make new lows. In
other words, it is too soon to get defensive.

2018 is unlikely to turn out like 2017. In 2017, rates moved lower, global synchronous growth accelerated,
inflation remained low, volatility was almost nonexistent, and growth outperformed value. It was almost a
perfect environment for stocks. In 2018 we expect inflationary pressures to build as the global recovery
continues and the effects of a lower U.S. dollar begin to take hold, global growth to remain strong, interest
rates to move higher, volatility to escalate, and value to outperform growth. We are expecting positive
equity returns in 2018, but how we get there is likely different. We continue to believe that stock picking
and sector rotation will play a big role in the Fund’s overall return.
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The Shift to Active Management

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. We are seeing increasing evidence of euphoric behaviour in areas
such as bitcoin and cannabis stocks, but not funds flow from bonds to equities. 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 continue to believe that sector leadership is beginning to
move 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.

Navigating through the next few years will be difficult, but we believe will reward active managers that are
good stock pickers and asset allocators. 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.
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Fund Update

The S&P TSX Composite Index was down 4.5% on a total return basis in the first quarter,
underperforming the S&P500 Index, which was down 0.8% on a constant currency basis. The Canoe
EIT Income Fund was down 3.8% on a net asset value basis during the quarter, outperforming the
S&P/TSX Composite Index. A weaker Canadian dollar enhanced U.S. returns by approximately
2.5% during the period, positively contributing to the Fund’s overall returns.

The Fund was positively impacted by strong stock selection in the Technology sector as names
including Microsoft, Mastercard and Cisco were up strongly during the period. Relative to the
Benchmark, the Fund also benefitted from being underweight interest rate sensitive sectors including
pipelines, utilities and telecoms which underperformed the broader market as interest rates rose. Not
owning Enbridge and TransCanada, in particular, was a key source of outperformance relative to
the Benchmark as these stocks were down meaningfully during the quarter.

Somewhat offsetting this was stock selection within the Financials sector as some of the U.S. banks
held by the Fund including Wells Fargo and Citigroup underperformed. Additionally, a few
small/mid-cap names including Maxar Technologies and Corus Entertainment were weak during
the period due to company-specific challenges.

Given the Fund’s allocation to U.S. securities, the weaker Canadian dollar in the quarter positively
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.

Page 3 of 3 

CANOE EIT INCOME FUND
COMMENTARY
Q1 2018


	Slide Number 1
	Slide Number 2
	Slide Number 3

