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Update on the recent market volatility
Global markets experienced a widespread sell-off on Monday, extending last week’s losses and raising
new fears over how far markets will drop. In North America, the biggest drop was the Dow Jones which
fell by more than 6% at its open, but reversed some of the earlier losses to close 3.6% lower. Similarly,
the S&P 500 fell 3.9% on the day entering into correction territory, defined as a decline of 10% from a
recent peak. In Canada, the S&P/TSX closed 3.1% lower while European equities were down 5%-6% as
stocks suffered their worst day since 2008.
While the volatility was significant, it was not the worst we have seen. Looking at the Volatility Index (VIX),
which tracks the volatility of the S&P 500 index, volatility was markedly higher in October 2008 and
September 2011 (see Figure 1). In fact, this was more of a correction – and one that many had been
anticipating.
Figure 1: S&P 500 Volatility Index over the last 10 years

Source: Bloomberg, August 24, 2015
The retreat in equities was on the back of a broader sell-off in China, after the Shanghai Composite had
the largest one-day plunge in almost eight years of 8.5%. We believe that the broader sell-off was driven
by two main factors: 1) fears that China’s growth is slowing, which would in turn weigh on global growth,
and 2) anticipation of a U.S. federal interest rate hike.
China has been a large contributor to global growth, which is why a series of disappointing economic data
is having an impact. On Friday last week, China reported disappointing numbers with a preliminary
Caixin/Markit China Manufacturing Managers’ Index (PMI) reading of 47.1 for August, below economists’
expectations and the worst reading since March 2009. At the same time, July retail sales reported midAugust were slightly shy of expectations. Additionally, the Chinese central bank’s devaluation of the yuan
earlier this month, while its goal was stabilization, added to concerns that the country needed to boost its
exports in order to reach its 7% growth target.
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Yesterday, following the global rout, China announced a reduction in its benchmark bank lending rate by 25
basis points (bps) to 4.6% and also reduced its one-year benchmark deposit rate by 25 bps to 1.75%.
Additionally, the People's Bank of China (PBoC) lowered its interest rate market and reserve requirement
ratio by 50 bps to 18.00% for most big banks, effective September 6. Global equities responded positively
reversing some of the earlier losses, except in China where the Shanghai Composite extended losses for a
second day.

AGF INVESTMENTS VIEW
The question is now whether the volatility is behind us and how investors should position themselves
going forward. The AGF Asset Allocation Committee (AAC) believed the risk of a correction was
heightened and now suggests that, to the extent that investors are underrepresented in equities, the
retreat presents an opportunity to accumulate positions. In the long term, the AAC is positive on equities
relative to fixed income, particularly as fundamentals remain unchanged, although we could see some
more volatility in the near term. Central bank policies also remain accommodative, which should also be
supportive of equities going forward. We outline some reasons to stay invested below:


U.S. economy remains resilient: Recent economic data out of the United States has generally been
positive. U.S. home sales climbed 5.4% in the biggest gain this year to a 507,000 annualized pace
from a 481,000 gain in the prior month1. Similarly, job growth remains strong with employers adding
215,000 jobs in July and the employment rate is at a seven-year low of 5.3%.

Figure 2: Slow but steady U.S. job gains

Source: Business Insider


Global economy seems poised to grow: In looking at leading indicators for the Eurozone and
the United States, early cyclicals point to the fact that developed markets are now in recovery mode
(see Figure 3). Purchasing Managers' Indexes (PMIs) are already off their lows in Europe as well as
in the U.S. and some leading indicators of the business cycle suggest that the PMIs are going to
continue to rise.
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Figure 3: Recovery in the Eurozone and U.S. is likely just in the early innings

Source: Cornerstone Macro


Corporate profitability remains strong: Corporate profitability remains strong, which is a good
indicator of the overall health of the economy. In the second quarter, earnings per share (EPS) was
estimated to rise by approximately 6% year over year, which should be supportive of equities.2



Valuations remain attractive: At the current 2015 trailing price to earnings multiple of approximately 16.0x,
(see Figure 4), we do not see valuations as particularly demanding especially as they are well below historic
peaks. In light of forecasted growth in earnings, we see further upside to equities from the current levels.

Figure 4: Historical trailing price to earnings multiple

Source: Thomson Reuters Baseline.
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Central Bank policy remains accommodative: We expect that capital markets will also be supported
by excess liquidity going forward, particularly as the quantitative-easing (QE) programs in Japan and the
Eurozone are in the early innings. The European Central Bank (ECB) continues to buy US$65 billion
worth of bonds a month and ECB President Draghi has explicitly stated that he will do whatever it takes
to support the economy, suggesting the potential for more QE if the economy does not improve.

Figure 5: The Eurozone and U.S. recovery

Source: Cornerstone Macro.


China can still drive reform: As evidenced by China’s policy actions following yesterday’s broad
sell-off, China still has a number of policy options at its disposal that it can use to bolster growth
including further interest-rate cuts and reductions in its reserve ratio (the PBoC reserve ratios are
approximately 18% compared to the U.S. Federal Reserve Board’s 0.25%) (see Figure 6). We would
also not be surprised to see fiscal stimulus measures being employed.

Figure 6: China’s required reserve ratio Sep 6: 18.0% e

Source: Cornerstone Macro.
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Currencies are expected to trade in line with growth: Whereas the sell-off in China created noise for
currencies, going forward we expect currencies to trade in line with the underlying economic fundamentals
of their countries. Essentially countries that post strong economic growth should see their currencies
appreciate and countries with imbalances are likely to see a deterioration in their currency.

To reiterate, the AGF Asset Allocation Committee remains positive on equities given fundamentals remain
intact as the economy continues to expand and corporate earnings continue to grow. Valuations are also
relatively attractive compared to prior periods, which coupled with growth is supportive of equities.
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The commentaries contained herein are provided as a general source of information based on information available as of August 26, 2015 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.
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 Inc. The information contained herein was provided by AGF Investment Operations. It is not intended to
be investment advice applicable to any specific circumstance and should not be construed as investment advice. Market conditions may change,
impacting the composition of a portfolio. AGF Investments Inc. assumes no responsibility for any investment decisions made based on the
information provided herein.
Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not
be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The
MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information.
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively,
the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness,
timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the
foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including,
without limitation, lost profits) or any other damages. (www.msci.com).
AGF International Advisors Company Ltd. is authorised by the Central Bank of Ireland and regulated by the Central Bank of Ireland for conduct
of business rules in Ireland and regulated by the FCA for conduct of business rules for UK business.
For international clients requiring a European registrant, AGF Investments Inc. mandates are available on a sub-advised bases through AGF
International Advisors Company Ltd.
Conflicts of Interest & Share Ownership Policy
AGF International Advisors Company Ltd., its employees, directors or related companies, may have a shareholding in the securities (or related
investments/derivatives) of certain companies covered in this report, or may provide/ solicit investment banking or other services to/ from them. It
is noted that research analysts’ remuneration is impacted upon by overall firm profitability and accordingly may be affected to some extent by the
revenues arising from AGF International Advisors Company Ltd.’s portfolio management team which may derive in part from the
recommendations or views in this report. Notwithstanding, AGF International Advisors Company Ltd. is satisfied that the objectivity of views and
recommendations contained in this report has not been compromised.
AGF Investments is a group of wholly owned subsidiaries of AGF Management Limited, a Canadian reporting issuer. The subsidiaries included
in AGF Investments are AGF Investments Inc. (AGFI), AGF Investments America Inc. (AGFA) and AGF Asset Management (Asia) Limited (AGF
AM Asia) and AGF International Advisors Company Limited (AGFIA). AGFA is a registered advisor in the U.S. AGFI is registered as a portfolio
manager across Canadian securities commissions.
AGFIA is regulated by the Central Bank of Ireland and registered with the Australian Securities & Investments Commission.
AGF AM Asia is registered as a portfolio manager in Singapore. The subsidiaries that form AGF Investments manage a variety of mandates
comprised of equity, fixed income and balanced assets.
AGF Investments Inc. and Highstreet Asset Management Inc. are registered as portfolio managers across various Canadian securities
commissions. AGF Investments America Inc. is a registered adviser in the U.S. The entities are affiliated and wholly owned by AGF
Management Limited, a Canadian reporting issuer.
Past performance is not necessarily a guide to future performance. The value of investments and the income from them can fall as well as rise.
Investments denominated in foreign currencies are subject to fluctuations in exchange rates, which may have an adverse effect on the value of
the investments, sale proceeds, and on dividend or interest income. Investors may not necessarily recoup the full value of their original
investment. Investors should be aware that forward looking statements and forecasts may not be realised.
For accredited investors only.
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