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QUARTER IN REVIEW 

 Q4 
 

YTD 
 

Aventine Balanced Composite: 
 

2.9% 
 

-13.8% 
 

Aventine Canadian Equity Fund: 
 

2.9% 
 

-32.3% 
 

Aventine Dividend Fund (USD): 
 

4.8% 
 

-16.5% 
 

S&P 500 Total Return: 
 

7.0% -19.4% 

Russell 2000 Total Return: 
 

6.2% -20.4% 

TSX Composite Total Return: 
  

6.0% -5.8% 

Core Canadian Universe Bond Index: -0.3% -14.1% 

 
COMMENTARY 
 
The world has made it through much of the pandemic, a Russian victory in Ukraine appears 
unlikely, European countries are cooperating more than ever, NATO has found a renowned 
sense of purpose, China's re-opening is gathering steam, renewable energy continues to get 
cheaper, and the midterm elections in the United States were notably uneventful. Under these 
circumstances and positive narratives, one would expect markets to be performing well. The 
catch? Inflation remains stubbornly high, and central banks around the world are coordinated 
in their approach to combating it – by raising interest rates. The result has been one of the 
worst years on record, in terms of performance, for the traditional 60/40 equity/bond portfolio. 
  



 

 

 
 
It seems clear that the themes of high inflation and a potential economic recession will 
continue to impact asset prices in 2023. As we look ahead, however, there are important 
distinctions, and despite all the uncertainty, we believe markets are poised to enter the new 
year with a more constructive backdrop. This premise is grounded in the fact that predicting 
and navigating inflation's negative impact on corporate profitability and balance sheets will be 
easier over the course of 2023 than in the previous year, thereby reducing volatility and 
supporting market valuations. 
 
Investors’ mentalities have transitioned from outright denial to acceptance regarding their 
expectations of central bank hikes, and, as a result, these expectations are now in line with the 
investment environment, a dramatic change compared to last summer. Furthermore, global 
central banks are much further along in their tightening campaigns and are now passed peak-
hawkishness and transitioning closer to "sufficiently restrictive" financial conditions. While 
elevated on an absolute basis, inflation in North America appears to have peaked, notably 
without a corresponding increase in the unemployment rate. As a result, the probability of a 
"soft landing" is also increasing, which the market had viewed as highly improbable only a few 
months ago. At Aventine, we believe core inflation can, and will, continue to come down while 
employment levels remain robust, given this cycle’s ostensible differences from past highly 
inflationary periods. Much of the employment market tightness we are currently experiencing 
is the direct result of unprecedented post-pandemic job openings, which can be easily 
unwound without too much economic damage. Specifically, we note that companies have 
ample flexibility to adjust to consumer demand by simply rescinding job postings, as opposed 
instituting large layoffs. Stated more simply, the recession fears we are currently facing in 
2023 are far less threatening and more priced in than the inflation fears that surprised markets 
in 2022.  
 
To be clear, we are not advocating a transition to "full risk on". However, we believe selective 
reallocation through the deployment of cash over the course of the year is the appropriate 
approach. History shows us that when inflation declines, the stock market increases; however, 



 

 

we acknowledge that the current setup is slightly more complicated, given the nature of the 
disruptions to the global economy. Regardless, we expect interest rates, and therefore fixed 
income, to be more stable in 2023. Interestingly, the appeal of bonds has changed from their 
diversification benefits to their yields. Within equities, we remain cautious on the larger 
capitalization Technology stocks as we believe they remain over-owned, and earnings 
estimates remain too high. Recently we have been adding to our allocation to gold as we 
believe a tapering in real interest rates and a weaker US Dollar provides solid tailwinds to the 
asset class. Finally, we continue to increase our allocation to alternative asset classes as 
many investors, left scarred from the disastrous public market performance in 2022, are likely 
to turn to alternatives as they adjust their allocation in 2023. 
 
Aventine Canadian Equity (“ACE”) Fund 
 
The ACE Fund finished the fourth quarter on much more stable footing relative to the first 
three quarters of the year, posting a return of +2.9%, and bringing the annual return to -32.3% 
for 2022. It was a humbling and challenging year for the Fund, with a small number of core 
names representing a significant portion to the portfolio's negative performance. Here, we look 
to provide investors with context on how these challenges arose, the changes we have made, 
and our strategy heading into the new year. 
  
Reflecting on this past year's performance, we recognize that despite correctly forecasting 
financial metrics for most of our holdings, there is still room for improvement. Specifically, we 
misjudged the timing of our projections for non-recurring revenue opportunities related to 
government contracts. This was particularly evident with AirBoss (BOS-CN). As a reminder, 
BOS began the year with, and still maintains, a potential contract pipeline of $1.2B (2023 
revenue estimate = $480MM USD), comprising very profitable Federal and State contracts for 
numerous product categories with military and health care applications.  
 
After BOS' steady execution of contract wins in 2021, which meaningfully contributed to the 
ACE Fund’s 24% return, the expectation was that the Omicron variant and Russia's invasion of 
Ukraine would further accelerate the probability and timeliness of government contract 
fulfillments throughout 2022. This assumption was underpinned by the essential nature of the 
products as well as the depleted state of these products' inventory levels. However, upon 
reflection, we acknowledge our assumptions were too optimistic which significantly impacted 
the valuation. As a result, we have begun to apply probability discounts to public sector 
contracts, with trivial weighting applied to near-term historical cadence. 
 
During our active discussions with management throughout 2022, it was evident that they, too, 
were prone to such behavioral heuristics, increasing their investment in inventory and initiating 
anticipatory production to fill near-term portions of announced contracts. Here, we have 
learned to apply two things to our modeling. First, a 'trust, but verify' approach to our active 
discussions with management, using a time-oriented discounting model that begins upon the 
announcement of the contract. Second, factoring award delays and the impact of prolonged 
elevated inventory more meaningfully in our initial base case models. While we always focus 
on the long-term, these methods would have helped us manage position sizing better and 
could have been applied to other areas of the portfolio as well.  Encouragingly, we have seen 
BOS announce two deals in the last couple months for a combined $80MM USD in value for 
their Defense Group.  In addition to this positive development, we also believe we could see 



 

 

positive earnings surprises early in 2023 as investors have failed to recognize the 
potential transformational changes occurring in their auto parts business. 
 
We thought the below chart, from an excellent book entitled "Capital Returns", was timely and 
relevant.  The Fund has several holdings which we believe are in the “undershooting” phase of 
the cycle and as such are facing low expectations in 2023. These positions, no longer facing 
ambitious targets, will contribute positively to Fund returns this year. While we can never be 
certain of timing, we are confident that over an extended period, the market will recognize the 
value in our holdings' defensive business models, cash-flow-generating capabilities, premier 
management teams, and discounted valuations, leading to outsized gains.   
 

 
 
While it feels like we have been talking about the same positions all year it is important to note 
that we have been busy during Q4 and into the new year deploying some of the Fund’s sizeable 
cash balance.  We have been building positions in some impressive, well managed companies 
that we are excited to share with our unitholders in the coming months.  These stocks are all 
undervalued, underfollowed and uniquely positioned to complement our existing holdings. 
They are facing several potential catalyst opportunities in 2023, irrespective of the macro 
backdrop.  We have started the year on the right foot and are more confident than ever that the 
outlook is bright for the ACE Fund. 

 
Aventine Dividend Fund 
 
The US Dividend Fund had a solid end to a challenging year, with Q4 performance returning 
4.8%, and bringing the Fund return to -16.5% for the year. This compares to the S&P 500 Q4 
and full-year returns of 7.0% and -19.4%, respectively. Here, we look to provide investors with 
an overview of the fiscal year in addition to recounting the events of the most recent quarter. 
 
2022 began with a reweighting of the portfolio, with particular emphasis on managing our long 
exposure to certain sectors, including consumer discretionary, diversified financials, and 
technology. As the year progressed, we continued to utilize short positions as a hedge and to 
generate alpha in a declining market. We began reallocating capital from interest-rate-sensitive 
sectors to the more undervalued industrial sub-sectors. Most notable was the sale of our 
position in Prudential (PRU-US), which we predicted would face interest-rate risk in its core 
business, as well as harmful FX exposure in its expanded geographic regions, such as Japan. 
We used the proceeds to shore up cash levels and increase weightings in other core positions. 



 

 

 
As the year progressed, we began to cover specific short positions, replacing them with index 
options, and increased our exposure to utilities such as Brookfield Infrastructure Partners (BIP-
US) as interest rates began to approach their terminal level. This undervalued, critical 
infrastructure play provides investors with long-term, stable value, a high dividend yield, and a 
favorable outlook during periods of instability. 
 
During the fourth quarter, the Fund materially reduced its exposure in several positions, 
including Goodyear Tire (GT-US) and Intel (INTC-US). We aimed to reduce overall exposure to 
tail risks such as European energy shortages or a Chinese health crisis, to which both 
companies have heightened geographic exposure and cash flow reliance. While we believe in 
both companies’ long-term value and FCF generative abilities, we sought to mitigate risk in the 
near term, look for more attractive entry points, and utilize the tax-loss selling to protect 
investors from capital gains implications from profitable stock sales during the year. 
 
Throughout the year, the Fund benefitted from the positive performance of its industrial 
positions, particularly Honeywell (HON-US). While much has been said of late about industrial 
valuations, HON continues to be positioned favorably with solid end markets such as 
Aerospace and Energy. 
 
Despite the market headwinds experienced in Q4, the Fund managed to capture positive 
momentum from the 'China re-opening trade' through our holdings in Visa (V-US) and Nike 
(NKE-US). Visa continued to see strong global consumption as travel accelerated, credit card 
usage was prioritized, and aggregate consumer spending remained elevated. This point was 
perhaps most well reflected in NKE, which, as discussed in our Q3 letter, had previously been 
unjustly penalized for heightened inventory levels following related announcements from 
retailers such as Target (TGT-US) and Wal-Mart (WMT-US). We remind investors that NKE 
remains a global brand that, in the long term, will continue to execute its pricing strategy and 
capture incremental market share. 
 
At year-end, the Fund remains conservatively positioned, with substantial cash reserves held in 
money market funds and several short positions employed to mitigate near-term volatility. We 
continue to add new names to the portfolio and are excited about the return potential for the 
year ahead. 
 
Conclusion 
 
So, what can investors expect for 2023? According to our prediction of market liquidity, we are 
approaching the point of maximum tightness as measured by money flow and global financial 
conditions. The US Federal Reserve and the People's Bank of China (PBoC) are the two most 
important central banks driving the global liquidity cycle. Here, investors should think of the 
Federal Reserve as mainly controlling the speed of financial markets, given the dollar's 
dominance, whereas China's sizeable economic footprint gives the PBoC material influence 
over the world business cycle. In short, the stock market's price-earnings multiple is 
determined in the United States, but its earnings are determined in China. At a recent 
conference, the PBoC suggested that a major policy pivot is on the way, based on resuscitating 
the property sector and much greater fiscal spending. The resulting increase in global liquidity, 
and therefore demand, should provide a needed boost to global growth. 



 

 

 
Less aggressive central banks globally and the pausing of rate hikes in late 2023 should be 
bullish for asset prices. However, capital markets will remain vulnerable, and volatility will 
persist as capital remains constrained and expensive. Markets always move ahead of 
economic news, so in 2023, investors need to focus on valuations, not headlines. With the 
downside less pronounced entering 2023, we view this year as an essential rebalancing year to 
gain exposure to the upside that will surely follow in stocks and bonds. 
 
Thank you for your continued support of Aventine as your Investment Manager and Investment 
Counsellor. Please do not hesitate to reach out to learn more about our investment strategies. 
We are always excited to discuss our clients' accounts with them and how we may be of 
greater value. 
 
Best as always, 
James, Jim, David, Shannon, and Nicho  
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Aventine Performance Update 
December 31, 2022 
 

Aventine’s Partners and their families are among the largest investors across each of our 
strategies. 

 
Aventine Balanced Composite 
Inception: June 1, 2009 
 
Aventine Balanced is our core portfolio for separately managed accounts following a 
“balanced” mandate. It is an actively managed, endowment-style portfolio that offers investors 
diversified exposure to a broad variety of markets and asset classes. This diverse portfolio 
produces below average volatility and high income generation as we include asset classes 
such as private debt, mortgages, traditional and non-traditional fixed income, all-cap equities, 
alternatives and portfolio protection through prudent risk management strategies.   



 

 

 
 Q4 2022  

Aventine Balanced Composite 2.9% 
 

-13.8%  

Annualized  
 

3 Year 
3.7% 

5 Year 
2.2% 

Inception 
6.4% 

 
Additional performance information and disclosures on composite construction is available upon request. 

 
We encourage new clients to join Aventine by investing in our customized portfolio solutions which 

are tailored to your specific goals. 
 

To learn more about how our independent approach to managing wealth differs from traditional 
models please feel free to contact us anytime. 
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This email communication is intended to provide you with information about the Aventine Balanced Composite (the "Composite"), the Aventine Canadian Equity 
Fund and the Aventine Dividend Fund (the "Funds") managed by Aventine Management Group Inc. The Funds are distributed by prospectus exemption in various 
jurisdictions across Canada, please contact Aventine Management Group Inc. to discuss if you may be eligible to invest.  Important information about each Fund is 
contained in its Offering Memorandum which should be read carefully before investing and may be obtained from Aventine Management Group Inc. upon request. 
The Offering Memorandum does not constitute an offer or solicitation to anyone in any jurisdiction in which such an offer or solicitation is not authorized, or to any 
person to whom it is unlawful to make such an offer or solicitation. All investors should fully understand their risk tolerance and the suitability of the Composite and 
the Funds prior to making any investment. Rates of return presented for all periods greater than one year are the historical annualized compound total returns for 
the period indicated. For periods less than one year the rates of returns are a simple period total return. Rates of return do not take into account income taxes 
payable that would have reduced net returns. The performance presented for the Funds is the performance of the target series of F Class units. The value of the 
Composite and the Funds is not guaranteed and will change frequently. Past performance may not be repeated. All credited third-party information contained herein 
has been obtained from sources believed to be reliable at the time of writing, but Aventine Management Group Inc makes no representations as to its accuracy.  
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