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Market Review 

 In Q2, the market extended its year-to-date run, reaching new highs after fully recovering from the fleeting sell-off 

experienced in Q4. What we find worrying about this recovery is that it has occurred while GDP growth expectations have 

been slowing, which suggests that the market is more captivated by the prospects of increasingly accommodative monetary 

policy. This environment warrants caution as the equity return outlook has deteriorated, fundamentals remain weak, and 

there are many potentially destabilizing risks present, such as trade wars and other geopolitical conflicts.  

 When valuations are expensive and risks abundant, our objective is to prudently participate in the market without exposing 

our unitholders to the risk of substantial losses. 

 

Outlook & Strategy 

What are the key opportunities you see?  

 During the quarter, the Ivy Canadian Fund generated a total return of 2%, compared to 2.6% for the S&P/TSX, 2.2% for 

the S&P 500, and 2.1% for the MSCI World Index (all in C$). We consider this to be a positive outcome given the 

environment. The Fund’s performance in the quarter benefitted from a strong recovery in the share prices of Dollarama, 

CCL Industries, and Premium Brands, which all contributed negatively to our 2018 performance. When these stocks were 

down in 2018, we concluded that our long-term theses remained intact, which gave us three excellent opportunities to 

meaningfully deploy more capital into high-quality businesses with high returns. While it is often an uncomfortable 

experience to add to and hold positions through short-term turmoil, our long-term horizon allows us to focus on the key 

drivers of success and capitalize when shorter-term issues arise.  

 Our U.S. equities slightly outperformed the market with strongest performance in Henry Schein, Omnicom, U.S. 

Bancorp, and across the Consumer Staples holdings in the portfolio. We experienced weak returns in Covetrus, W.W. 

Grainger, and UPS. Overall the portfolio benefited from a defensive positioning as cyclical growth did poorly while our 

underweight in Information Technology and other structural growth opportunities hurt performance. We believe the 

structural growth story will eventually morph into buyer’s remorse and we are happy with our current positioning. 

o We added TJX, a retailer of off-price apparel and home fashion products, in the quarter. TJX continue to execute 

their strategy at an extremely high level and we see continued success in domestic U.S. and other global markets 

going forward. In the context of market valuations, we believe TJX is reasonably priced and is appealing to 

consumers in a variety of economic conditions. 

 Stocks in Europe posted decent gains, finishing the quarter roughly where they were before the downturn of late 2018. 

Industrials, consumer discretionary, and technology sectors led the gains, while more defensive sectors were not as strong. In 

this environment, Ivy’s European holdings did not keep pace. 

o Contributors to performance included H&M, Domino’s Pizza Group (Ivy European and Ivy International), and 

Husqvarna (Ivy European). Performance in the quarter was held back by weakness in Henkel, Reckitt 

Benckiser, Burford Capital (Ivy European and Ivy International), and De’Longhi (Ivy European). 

o The valuation opportunities in European stocks that started to emerge in late 2018 have receded quickly as the 

markets have rebounded. We remain focused on finding high-quality businesses at reasonable prices, and patient 

when those opportunities are scarce. 

 Far East markets were mostly weak during Q2, with the exception of the Australian market. Overall, Far East market 

performance was weaker than other global equity markets, due in part to renewed concern about increased tariffs and 

broader trade tensions between the US and China. On a year-to-date basis, Far East equity markets still showed strong gains 

due to very strong performance in Q1, recovering from weak performance in Q4 2018. Ivy’s Far East stock performance 
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trailed the underlying indices during the quarter, due mostly to share price weakness for Samsonite and Seven & I 

Holdings (discussed below). Meaningful contributors during the quarter were Techtronic Industries, Brambles, and 

Sonic Healthcare. 

o Seven & I Holdings’ share price continued its decline from Q1; the company’s Q4 F2019 results, reported in 

April, were solid; however, management issued F2020 guidance that was below their initial plan and market 

expectations. Management also did not disclose any additional details about next steps in the planned restructuring 

of certain under-performing businesses, which was also viewed negatively by the market. For F2020, management is 

slowing the pace of convenience store openings in Japan, and will instead focus on refurbishing existing stores, 

investing in digital / loyalty, and continuing to support franchisees in a challenging economic environment. We view 

management’s strategy as appropriate; we are also satisfied with the continued slow but steady progress at the under-

performing businesses, and expect these to show further improvement over the long-term. We continue to believe 

Seven & I has a strong competitive advantage in its core Japanese and overseas c-store businesses, with reasonable 

growth potential and stable earnings power, and see the stock as offering very compelling value at current levels. We 

took the opportunity to increase our position in the Ivy Foreign, Ivy Global Balanced, and Ivy International funds, 

and also initiated a position in Ivy Canadian and Ivy Canadian Balanced. 

 We also added Taiwan-listed Taiwan Semiconductor Manufacturing Corp (TSMC), a leading global 

semiconductor foundry. It manufactures semiconductors across many applications and end markets.  TSMC 

pioneered the foundry business model since its founding in 1987, and over time has enabled smaller semiconductor 

design companies to compete with the behemoths in the industry in an efficient and nimble manner.  While TSMC’s 
roots are in manufacturing, it has evolved over time into a technology leader, and now boasts the lead in advanced 

process technologies over Intel and other competitors.  We believe TSMC has an unassailable competitive advantage 

in the industry, driven by its leading scale in manufacturing and R&D, and sharp customer focus and track record.  

The company has compelling growth opportunities driven by continued expansion of semiconductors into new 

application areas, further technological advancement, and share gains in categories where it is under-represented 

today.  The recent dispute between the US, China, and Huawei (one of China’s leading technology companies) has 

resulted in share price weakness for many global technology companies, specifically those in the semiconductor 

space; this provided us with an opportunity to accumulate shares of TSMC at what we believe is a relatively 

attractive valuation. 

 

 

What are key risks that need to be managed?   

 We exited Covetrus, which we received as part of a spin-out from Henry Schein, because of balance sheet concerns. We 

really like the business model and the management team, but we had become increasingly uncertain around the extent of 

investment required in the business compared to cash generation in the business. 

 We reduced our position in H&M across the Ivy funds during the quarter. H&M continues to invest in its omni-channel 

capabilities and customer offer, and there are definite signs of progress. However, internal and external risks remain elevated, 

so we believed it was prudent to trim our exposure. 

 We sold down some of our Oracle stake as we are uncomfortable with the pace of stock buy-backs in the context of a 

business that is improving slowly but hasn’t yet established a clear position in the cloud infrastructure market which could 

require significant further investment. We don’t see acute risk to Oracle’s business if they aren’t successful with their 

Generation 2 infrastructure as a service effort but it may mean they are in a competitive position that will lead to structural 

declines in database growth over time. Oracle reported a strong Q4/ 2019   with strong database growth supported by sales 

growth in options that support the Autonomous Database products. We don’t think customers are purchasing these options 

for Autonomous database but rather for database consolidations supported by the multi-tenant feature. We see progress but 

it is not enough for us to question whether the current financial engineering won’t put our equity stake at greater risk than we 

are comfortable with in the future. 
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 With debt cheap and easy (at the time of writing, there are some junk-rated bonds in Europe trading with negative yields!), it 

is worth re-visiting why we have a longstanding preference for strong balance sheets, and why we believe this is an integral 

part of “quality”. First, debt is cheap and easy until it isn’t – credit conditions can change quickly, and companies running 

with aggressive balance sheets can find themselves in difficulty, especially if an adverse credit environment coincides with a 

business downturn. Second, a strong balance sheet allows management to be opportunistic, able to make acquisitions or 

other investments when the chance is presented, rather than being constrained by their capacity for additional debt. Finally, 

the way a company manages its balance sheet gives us a window into how management thinks about risk in general terms – if 

they are being aggressive with debt, there are probably other aspects of the business where they are being similarly aggressive, 

but which we can’t see. So, for us, a strong balance sheet is consistent with prudent management, favouring long-term 

business sustainability over short-term gains from added debt. 

 While Ivy’s European holdings are conservatively financed, they are not immune from the allure of cheap debt. Leverage has 

crept up in some areas but remains conservative. A few of our holdings, such as Reckitt Benckiser and Publicis, have seen a 

spike in leverage as they have borrowed to finance large acquisitions (Mead Johnson and Epsilon, respectively). These 

examples fall more in the “opportunistic” bucket, as both companies traditionally operate with strong balance sheets, 

generate lots of cash, and intend to pay down the acquisition-related debt quickly. 

 

 

PORTFOLIO MANAGEMENT TEAM: 

Paul Musson, Team Lead, Senior Vice President, Portfolio Manager, Investment Management, Mackenzie Investments 

Matt Moody, Vice President, Portfolio Manager, Investment Management, Mackenzie Investments 
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Hussein Sunderji, Vice President, Portfolio Manager, Investment Management, Mackenzie Investments 
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Commissions, trailing commissions, management fees, and expenses all may be associated with mutual fund investments. Please r ead the 
prospectus before investing. The indicated rates of return are the historical annual compounded total returns as of June 30, 2019 including 
changes in unit value reinvestment of all distributions and do and not take into account sales, redemption, distribution, or optional charges 
or income taxes payable by any security holder that would have reduced returns. Mutual funds ar e not guaranteed, their values change 
frequently and past performance may not be repeated.  

Index performance does not include the impact of fees, commissions, and expenses that would be payable by investors in the in vestment 
products that seek to track an index. 

This document includes forward-looking information that is based on forecasts of future events as of June 30, 2019. We will not necessarily 
update the information to reflect changes after that date. Risks and uncertainties often cause actual results  to differ materially from 
forward-looking information or expectations. Some of these risks are changes to or volatility in the economy, politics, securities ma rkets, 
interest rates, currency exchange rates, business competition, capital markets, technolog y, laws, or when catastrophic events occur. Do 
not place undue reliance on forward-looking information. In addition, any statement about companies is not an endorsement or 
recommendation to buy or sell any security. 

The content of this commentary (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) 
is not to be used or construed as investment advice, as an offer to sell or the solicitation of an offer to buy, or an endors ement, 
recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we 
assume no responsibility for any reliance upon it.  

On August 14, 2014, Mackenzie amended the Mackenzie Ivy Canadian Balanced Fund ’s investment strategies to specify its ability to 
allocate its assets between equity and fixed income securities, and Alain Bergeron assumed responsibility fo r asset allocation in the Fund. 
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On August 14, 2014, Mackenzie amended the Mackenzie Ivy Global Balanced Fund’s investment strategies to specify its ability to allocate 
its assets between equity and fixed income securities, and Alain Bergeron assumed responsibility fo r asset allocation in the Fund. 

On May 15, 2001, the Mackenzie Ivy Global Balanced Fund changed i ts mandate from pursuing long-term capital growth consistent with 
preservation of capital by investing primarily in large-cap stocks, securities carrying above-average investment ratings, government 
guaranteed securities, cash equivalents or gold-driven instruments, to pursuing long-term capital growth by balancing current income and 
capital appreciation. It now invests primarily in stocks of companies that operate globally and in bonds of governments and c orporations 
around the world. The portfolio managers have the flexibility to hold any proportion of stocks and fixed income securities they feel is 
appropriate, however the portfolio is generally balanced. The Fund ’s former strategies also sought to concentrate investment in six 
particular market regions. The past performance before this date was achieved under the previous objectives and strategies.  

 

Fund and Benchmark Performance as at: June 30, 2019 1 year 3 years 5 years 10 years 

Mackenzie Ivy International Fund - Series F 4.5% 5.6% 4.3% 6.5% 

Mackenzie Ivy International Class - Series F 5.1% 5.9% 4.4% 6.6% 

MSCI EAFE TR Index (CAD) 0.6% 9.6% 6.5% 8.2% 

Mackenzie Ivy Canadian Balanced Fund - Series F 6.2% 5.9% 5.7% 7.6% 

Blended Index (comprised of 75% S&P/TSX Composite Index + 25% FTSE TMX 
Canada Universe Bond Index (CAD)) 

4.9% 7.0% 4.6% 7.1% 

Mackenzie Ivy Canadian Fund - Series F 4.4% 5.4% 5.5% 8.4% 

*Blended Index (60% S&P/TSX Composite Index, 30% S&P 500 Index, and 10% 
MSCI EAFE (Net) Index) 

5.4% 10.5% 8.1% 10.4% 

Mackenzie Ivy European Class - Series F 3.8% 3.3% 3.9% 7.4% 

MSCI Europe Total Return Index (CAD) 1.4% 9.6% 5.5% 8.3% 

Mackenzie Ivy Foreign Equity Class - Series F 6.0% 4.6% 7.3% 9.4% 

Mackenzie Ivy Foreign Equity Fund - Series F 6.0% 4.6% 7.3% 9.4% 

MSCI World Total Return Index (CAD) 5.9% 12.3% 11.1% 12.0% 

Mackenzie Ivy Foreign Equity Currency Neutral Class - Series F 7.1% 4.4% 5.1% 9.1% 

MSCI World Total Return Index (hedged to CAD) 6.7% 12.0% 8.2% 11.3% 

Mackenzie Ivy Global Balanced Fund - Series F 7.5% 6.3% 7.6% 8.8% 

**Blended Index (comprised of 75% MSCI World Total Return Index +25% ICE 
BofAML Global Broad Market Index (hedged to CAD)) 

6.1% 9.8% 9.8% 10.2% 

 

Fund and Benchmark Performance as at: June 30, 2019 
1 year 3 years 

Since PM Change 
(June 21, 2016) 

Mackenzie Ivy International Fund - Series F 4.5% 5.6% 5.3% 

Mackenzie Ivy International Class - Series F 5.1% 5.9% 5.5% 

MSCI EAFE TR Index (CAD) 0.6% 9.6% 8.8% 

*The Fund’s benchmark was changed in March 2017 from the S&P/TSX Composite Index to a blended benchmark of 60% S&P/TSX Composite Index, 
30% S&P 500 Index, and 10% MSCI EAFE (Net) Index, in order to better reflect the long -term average geographic composition of the Fund. 

** The Fund’s fixed income benchmark was changed in March 2017 to currency-hedged benchmarks to better reflect how currency exposure is managed.  
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