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Q1 2018 YTD 2018 Since 
Inception

Jemekk Hedge Fund -3.44% -3.44% 548.46%

S&P TSX Composite -4.52% -4.52% 243.09%

Highlights and takeaways from the first quarter of 2018;

• Global Growth has peaked, but is likely to remain firm for
remainder of the year

• As often happens in late stages of business cycle
expansions, asset classes have entered a more volatile
phase, as witnessed by the spike in the VIX in the first
quarter

• Market tops eventually go parabolic in some sectors but
generally resemble a series of waves— Negative growth
shocks usually form theses waves

• While we believe saner heads will prevail, a trade war
between China and the U.S. is an increasing source of long
term risk for the global economy

• Sentiment on Canada could not be worse and the extent of
the TSX underperformance versus the S&P 500 has been
well documented

• Short term - barring a trade war - the correction in equities
is nearing an end, which will set the stage for a traditional
blow off rally into year end

In contrast to last year, global growth is no longer
accelerating. Most Global Leading Economic indicators are still
rising but we are now seeing the proportion of countries with
rising LEI’s down from the October 2017 high. Specifically,
China’s economy appears to be slowing as well as Korea and
Japan. The Baltic dry index has dropped by 40% from its
December highs another indicator of global growth. So far,
however, the showdown in global growth has been fairly
modest. Goldman’s global Current Activity Indicator (CAI)
which combines both soft and hard data to gauge underlying
economic momentum was still up 4.9% in March – well above
trend.

The deterioration in a number of LEI’s suggests that the
slowdown may have further to run. However, we would be
surprised if it proves to be especially deep or long lasting.

Global financial conditions are still quite accommodative.
Fiscal stimulus (tax cuts), infrastructure spending, strong
balance sheets (particularly in the financials) and improving
labour markets should continue to bolster consumer
confidence, especially in the U.S.
Now let’s move on to the oracle of the markets – President
Trump. While the tensions between China and Trump (U.S.)
are likely to ebb and flow, their materialization as the global
economy is set to hit a soft patch and as the Fed policy is
becoming tight, further validates our view that financial
market volatility is rising cyclically and should not be ignored.
While fears of a trade war are likely to recede in the short
term (more bark than bite), the longer-term outlook remains
worrisome. China is likely to become more confrontational
toward the U.S. as time passes, and vice-versa. The apex of
globalization is behind us and as a result, global trade is
unlikely to expand any more on a secular basis which has
been a significant contributor to keeping inflation under
control. China and the U.S. are also likely to become
increasingly insular which could hurt their own – and global -
growth. Obviously, the rising risks of trade conflicts between
the U.S. and China has and will be very impactful on financial
market volatility. It may also be exacerbated by the prospect
of large current account and fiscal deficits – the so called
“twin deficits” - stretching as far as the eye can see. If this
theory is correct, the increase in U.S. bond yields may be less
the result of better growth expectations and more the
consequence of a rising risk pressure on long term
government debt. What happens if China dumps their U.S.
treasuries or ever threatens to? These are risks to consider as
we enter Q2.
Our conclusion is the most likely scenario on trade is that both 
the U.S. and China are setting the basis for negotiations. 
Therefore, from a fundamental standpoint, the global growth 
story remains supportive. The supply/demand pictures for
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commodities are favourable and the U.S. dollar remains soft
against global currencies, a favorable outcome for Canada.

Turning to Canada, the overall contrived weakness in
Canadian equities has pushed the TSX composite below
historical norms despite improving earning and profitability.
As such, the TSX trailing PE now sits at 16x - well below
historical levels common at this stage of the cycle. In fact
the valuation discount is at decade lows (9 year low on P/E
and 17 year low on Price to Book) versus the S&P 500.
Finally, commodity prices expressed in C$ (CRB + 3.3 YTD)
are off to the best start of the year since 2014, which bodes
well for EPS visibility at home. As such, earnings for both the
S&P 500 and the TSX should rise by strong double digit rates
– the strongest in years – providing an excellent backdrop
for capital markets.

Over the last quarter the Fund registered a (-3.44%) return
modestly outperforming the TSX (-4.52%). The quarter
started relatively strong in Canada and very strong in the
U.S. A rebound in commodity related securities helped the
TSX in the month of January only to fade appreciably in the
following months. Similarly, the S&P came out of the chute
like a wild bull with outsized returns in the Technology
sector. It too faded with Trump’s attacks on China and
Amazon, and of course the recent disclosures of data
indiscretions by Facebook which has created the latest
uptick in volatility and uncertainty.

Obviously, the environment we live in means we need to
use a new playbook. We have never experienced a
President that plays so much by his own rules and who
creates such an impact on the markets with late night
musings (twitter) and brash negotiating. It seems the
positive volatility we have had in his first years, is now being
replaced by negative volatility in the ensuring years as
promises attempt to become policies. As such it remains
important to focus on active management, liquidity and
changing market dynamics – all recipes for traders and stock
pickers to thrive.

As we enter the second quarter, soon it will be a year since I
transitioned to Jemekk from my former home at Front
Street. Increasingly my time has been freed up to focus
more on portfolio strategy, which has become an
increasingly significant role in the world we live and invest
in.

As I transition to the role of Chief Strategist, the team at
Jemekk – specifically Gerard and Rick – have begun to take
an increasing role in stock selection and asset allocation.
This shift, and their involvement, will grow as we enter the
remainder of 2018 and you will begin to notice the benefits
of their increasing roles. To give you a flavor for some of

the changes to the Fund I thought it would be useful to
highlight a new addition to our holdings, an exciting
consumer products company many of you might be aware
of – Andrew Peller.

Andrew Peller Ltd (ADW.a) – With a history dating back to
1961, Andrew Peller is Canada’s largest publicly traded wine
producer and marketer of wines with a 10% share of total
consumption. ADW offers a full range of products (wine,
cider and whisky) across the spectrum from value to
premium brands. The company has demonstrated it can
grow organically and inorganically (17 acquisitions since
1995) and M&A continues to be a key focus. The footprint
for ADW spans across Canada including wineries in B.C.,
Ontario and Nova Scotia. With respect to distribution, the
company has multiple outlets to sell their brands. You can
find Peller owned wines at restaurants, liquor stores and a
newly introduced channel, grocery stores, along with any of
their 101 corporate owned retail locations under the
flagship banner, The Wine Shop.

In September of last year ADW announced the acquisition of
three B.C. wineries for $95mm. We like the transaction as
the acquired assets are growing faster than the current
portfolio (6-7% CAGR vs. 4%) and EBITDA margins are much
more attractive resulting in a lift for ADW (33% vs. 13%).
Management has stated these wineries are already
performing above expectations. In terms of acquisition
strategy management believes its early days for the
consolidation of the Canadian wine industry and sees a clear
multi-year pathway of growth. But even assuming no
further M&A the current assets set the stage for future
growth and management has clearly demonstrated its
experience in driving margins and creating cross platform
products (Wayne Gretzky wine and whisky products).

There is a lot to like about the Andrew Peller story. We have
confidence management can continue to integrate new
assets and further drive unit economics and margins
through its premiumization strategy. Early traffic numbers
from grocery store sales read positive. We feel the company
deserves a scarcity premium due to its competitive
advantage from its size and unique positioning in the
industry and being a public company. And from a
demographic perspective, ADW fits nicely with our theme
on tracking how Millennials spend their money. An area
where we spend a lot of time.

As much of the stock picking responsibilities begins to shift
to the Jemekk team, this frees up more of my time to
reconnect with clients, many of which have been loyal
partners for over a decade. I look forward to reaching out
to all of you and sharing my views of the markets as
strategist, introducing the team at Jemekk and sharing
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Forward-looking Statements: The information contained in this transcript may include estimates, projections and other “forward looking statements”, which are generally expressed in the future
tense, or using words such as “expect”, “anticipate”, “believe” or “may”, whether or not they are expressly identified as forward looking statements. Any such statements pertaining to our investment
products were based on assumptions that we believed to be reasonable at the time, but which may prove to be incorrect. As a result, any forward looking statements may prove to be incorrect and
actual performance may differ materially from that predicted in any forward-looking statements. The opinions expressed herein reflect those of the individual portfolio manager. These opinions are
subject to change at any time based on market or other conditions, and Jemekk Capital Management disclaims any responsibility to update such views. These opinions may differ from those of
other portfolio managers or of Jemekk Capital Management as a whole. The information and material presented herein are for information purposes only and not to be used or construed as a
public offering, an offer to sell or the solicitation of an offer to buy any securities, which may only be made pursuant to a prospectus. Commissions, trailing commissions, management fees and
expenses all may be associated with investment funds. Please read the prospectus before investing.
The indicated rates of return are the historical annual compounded total returns including changes in share value and reinvestment of all dividends and do not take into account sales, redemption,
distribution or optional charges or income taxes payable by any security holder that would have reduced returns. Investment funds are not guaranteed, their values change frequently and past
performance may not be repeated. Comparisons to indices and other benchmarks are inherently unreliable indicators of future performance.

investment ideas.  More formally look for regular quarterly 
commentaries outlining my views and strategy and updates 
on changes to your Fund in this increasingly difficult market.  
As always, I remain the largest unitholder and am laser 
focussed on the Fund continuing to provide both growth of, 
and protection of, our capital.

Thank you for your continued support of me, the Fund and 
now Jemekk.  Keep your eyes open for the next commentary, 
post the second quarter, in the summer of 2018.

Frank Mersch +647.341.2700
Gerard Ferguson: +416.777.4491
Rick Ummat: +416.777.4496
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