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Half Baked? 

A frenzy in marijuana stocks 

Recently, we have been fielding many questions from clients about our thoughts on the nascent marijuana 

industry. It's no surprise, given the parabolic moves seen in many marijuana-related stocks. From September 30, 

2017 to January 9, 2018, marijuana stocks as represented by the North American Marijuana Index appreciated an 

astounding 148%, attracting attention from across the investor spectrum. Meanwhile, financing activity from 

marijuana companies in Canada also increased substantially in the fourth quarter of 2017, reaching an all-time 

high of over $800 million. 

Figure 1 – Marijuana Index Performance (LHS) and Total financing transactions in the marijuana industry (RHS) 

 

Source: Bloomberg (LHS), Canaccord Genuity, as of January 12, 2018 (RHS) 

So why the hysteria? In Canada, the outlook for the marijuana industry over the past several years has been 

linked to increasing regulatory clarity, with the current rally reflecting the impending legalization of recreational 

marijuana in July 2018. While the medical marijuana market has grown rapidly and has been a driver in its own 

right for many marijuana stocks, recent speculation has been more related to the opening of the recreational 

market this summer.  

Some investors have speculated on the size of the recreational market and have drawn comparisons to the 

tobacco or alcohol markets. A study in 2016 by Deloitte estimated a base retail recreational market in Canada of 

$4.9 billion to $8.7 billion1, which would put it on par with the spirit market (whiskey, vodka, rum etc.) at the lower 

threshold, or the wine market at the upper threshold. Including ancillary industries such as security, transportation, 

etc., the study estimates that total economic impact could be as high as $23 billion, not even accounting for 

                                                      
1 “Recreational Marijuana, Insights and Opportunities” – Deloitte, October 2016 



AGFINSIGHTS 

Markets 

 January 2018  

 

  2 

 

taxes and licensing fees. Meanwhile, Canada’s Parliamentary Budget Officer (PBO) issued a report in November 

2016 that estimates a total retail market for recreational marijuana of $5.5 to $5.8 billion.  

Others estimating the size of the market in Canada point towards U.S. states that have already legalized 

recreational usage. For example in Colorado, a state approximately one-seventh the size of Canada, the past 3 

years have seen substantial growth marijuana sales, with 2017 sales likely to come in at approximately $1.5 billion 

USD. 

Figure 2 – Colorado Marijuana Sales since 2014 

 

Source: Colorado Department of Revenue, as of January 2018 

No matter how the estimate is extrapolated, the inference is that the size of the Canadian cannabis market will 

be large, and as a result the opportunities substantial. We would caution, however, that drawing direct 

comparisons with respect to market size with the tobacco or alcohol industries may be premature, as social 

acceptance of marijuana is still evolving. Nonetheless as the industry’s steady state economics evolve, there will 

be winners in companies poised to claim a part of this multi-billion dollar market.   

Risks Aplenty 

The big question, in our view, is how much of that future is already priced in to marijuana stock prices. With sector 

stock prices moving in tandem, industry-wide fund flows have been the main driver and have pushed valuations 

up to unprecedented levels. Valuations are unquestionably expensive under conventional metrics such as P/E, or 

EV/EBITDA, and as valuations have continued to climb, sell-side analysts have used varying methodologies to 

justify their price targets, including using a two-year forward earnings or EBITDA multiple, as well as new metrics 

such as market cap to funded capacity ratio. This ratio measures a company’s market cap against how many 

tonnes of marijuana that the company can grow in the future (capacity) where the company has already raised 

money to build out this capacity. As many marijuana stocks do not currently make money while they serve only 

the medical market, the metric has become useful for comparing valuation in different cannabis companies. 

Further, the metric continues to fluctuate as companies continue to announce plans to expand capacity and 

continue to raise money at a breakneck pace. 

While the long-term growth prospects for the industry are attractive, marijuana companies are trading off a 

multiple of capacity that in many cases has not been built yet, which could be interpreted as an example of the 

exuberance in the market. 

Staying disciplined 

Marijuana stocks are still in their relative infancy, with market caps for only a select few eclipsing $1 billion even 

after the recent rally. Furthermore, as most of them continue to burn cash in order to expand their operations, 
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none are dividend-payers. As such, for many of the funds in our product lineup, the stocks are simply not in the 

opportunity universe. 

One manager whose universe cannabis stocks falls within and who has exposure to the sector is Peter Imhof, 

portfolio manager for AGF Canadian Growth Equity Class*. Imhof has exposure to CannTrust Holdings in his 

portfolio, and had previously owned Aphria Inc. as well. 

Our view is that the marijuana industry will become a legitimate industry, but while the recent gains have been 

intoxicating, we have taken a disciplined approach, seeking to buy the companies with the best management 

teams. We are more comfortable in companies that have a good operational track record and whose 

greenhouse growing operations have a cost advantage because of the availability of sunlight (as opposed to 

indoor growers).  

Overall we believe that when marijuana is legalized for recreational use in July, it is possible that Canada will see 

a shortage in supply. However our belief is that these stocks may have already priced most of that in given the 

large moves they have already seen. Over the long-term, we believe dried marijuana will eventually become a 

commodity and the wholesale price is likely to come down over time as supply grows, particularly if Canada 

allows importation of marijuana from other countries (since the cost to grow is much lower in countries with warm 

weather and lots of sunlight).  

While the recent exorbitant gains seen in marijuana stocks have been tempting, we believe a more prudent 

approach is to remain disciplined and to adhere to our established process. Over a full market cycle, we believe 

this approach will enable us to identify the winners in what is a continually evolving new industry. 

*On April 10, 2012, shareholders approved a change in the investment objective providing the Fund with greater flexibility to invest in 
stocks of all market capitalizations. 

The commentaries contained herein are provided as a general source of information based on information available as of January 15, 
2018 and should not be considered as personal investment advice or an offer or solicitation to buy and/or sell securities. Every effort has 
been made to ensure accuracy in these commentaries at the time of publication; however, accuracy cannot be guaranteed. Market 
conditions may change and the manager accepts no responsibility for individual investment decisions arising from the use of 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. The indicated rates of return are the historical annual compounded total returns including changes in 
share and/or unit value and reinvestment of all dividends and/or distributions 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. Mutual funds are not guaranteed; 
their values change frequently and past performance may not be repeated.  

The information contained in this commentary is designed to provide you with general information related to investment alternatives and 
strategies and is not intended to be comprehensive investment advice applicable to the circumstances of the individual. We strongly 
recommend you consult with a financial advisor prior to making any investment decisions. References to specific securities are presented 
to illustrate the application of our investment philosophy only and are not to be considered recommendations by AGF Investments. The 
specific securities identified and described herein do not represent all of the securities purchased, sold or recommended for the portfolio, 
and it should not be assumed that investments in the securities identified were or will be profitable. 

This document is intended for advisors to support the assessment of investment suitability for investors. Investors are expected to consult 
their advisor to determine suitability for their investment objectives and portfolio.  

The All World Tax Advantage Group is a mutual fund corporation that currently offers approximately 20 different classes of securities. In 
addition to fund diversification by investment style, geography and market capitalization, a key benefit of investing in any of the classes 
within the group is the possibility of sharing incurred expenses (and losses) of the combined structure potentially offsetting income 
earnings to minimize chance of a dividend declaration. For a more detailed explanation, please see AGF.com/disclaimers. 
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