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Global equities ended the period with a modest gain of 0.6%.
A signiﬁcant event in the quarter was the U.K.’s historic
referendum vote to leave the European Union on June 24,
with the subsequent resignation of U.K. Prime Minister David
Cameron. Global equities fell in the aftermath but recovered over
the ﬁnal three days of June, paring the monthly losses. Canadian
equities gained over the quarter as commodity prices moved
considerably higher. Soaring gold prices resulted in the Materials
sector rising 26.9% during the quarter, while higher oil prices
resulted in a 9.5% rise for the Energy sector.
The Brexit vote shocked markets, adding further support to
the already accommodative monetary policy stance held by
central banks around the world. Global bond yields trended
lower during the quarter, reaching record lows in a number
of countries. At its June 15 meeting, the U.S. Federal Reserve
Board (Fed) left its interest rate unchanged and sounded
more dovish, acknowledging that it would need to see clear
signs of economic strength before lifting rates. The 10-year
U.S. Treasury yield hit a record low of 1.47% on June 30, while
the 10-year Government of Canada bond yield fell to a low of
1.06%. Corporate bonds outperformed during the quarter,
beneﬁting from a decline in government bond yields, spread
tightening and higher coupon income. This was particularly
true in the case of high-yield bonds, which signiﬁcantly
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outperformed. In Canada, provincial bonds outperformed,
as did lower-quality investment-grade corporate bonds.
Economic data showed that the Canadian economy grew at
a 2.4% annualized pace during the prior quarter. Exports and
housing were strong, consumer prices rose 1.5% year over year
in May, and the core rate of inﬂation, which excludes energy
and other volatile prices, rose 2.1%. However, massive wildﬁres
in and around Fort McMurray and weaker trade and labour
force data toward the end of the quarter prompted forecasters
to downgrade their nationwide growth estimates for the year.
Despite the improving atmosphere for commodities, the Bank of
Canada held its key overnight lending rate at 0.50%, given high
household debt, somewhat weak export ﬁgures and the potential
adverse economic impact of the Alberta wildﬁres.
U.S. economic data remained mixed during the quarter.
Economic growth decelerated to 0.8% from the previous
quarter’s 1.4% growth rate and employment data appeared
to slow; however, leading indicators seemed to indicate a
reacceleration in economic activity. The manufacturing sector
continued to rebound, with the ISM Manufacturing Index
touching its highest level since February 2015.
European equities underperformed as concerns regarding the
Brexit vote weighed on returns. The Financials sector bore the
brunt of the losses, particularly as Brexit resulted in a complete
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pricing out of a 2016 Fed rate hike. Inﬂation edged higher to
+0.1% from a year earlier, compared to a -0.1% decline in May
2016. However, core CPI (which excludes energy and food) rose
to +0.9% in June from +0.8% in the previous month. First quarter
GDP growth of 1.7% annualized was also stronger than expected,
buoyed by solid growth from France and Germany.
Japanese equities underperformed amid a stronger yen.
Encouragingly, Prime Minister Shinzo Abe delayed plans to
implement the consumption tax rate hike by two and a half
years, until October 2019, as part of a continued eﬀort to
ﬁght deﬂation. Data showed that the economy expanded at
an annualized pace of 1.7% in the ﬁrst quarter of 2016, ahead

of expectations of a 0.3% increase, as contributions from
consumption, government expenditures and trade more than
oﬀset the drag from weak investment spending. However, core
consumer prices fell 0.4% in May from a year earlier, which
led to increased expectations for additional stimulus. Chinese
equities underperformed as concerns about a softening
economy weighed on equities. Data suggested exports and
imports fell more than expected, while industrial production
growth was below expectations. MSCI announced that it had
decided not to include China A-shares in its emerging market
index, citing concerns about quota allocation, capital mobility,
trading suspension and non-competitive clauses.

Q3-2016 market outlook
EQUITIES
▪ Equities are preferred over bonds
▪ The overall equity weight remains neutral as a cautious
▪
▪
▪
▪
▪
▪
▪
▪

outlook remains
Developed market equities are preferred over emerging
market equities
The view for the United States remains positive based on
the relative outlook for other regions
Europe was increased to neutral
Japan was reduced to neutral
Asia Paciﬁc (ex-Japan) remains an underweight
The allocation to large-cap Canadian equities is neutral
Small-cap Canadian equities are viewed as neutral
Resources remain an underweight position

Underweight
––
–

Neutral

+

FIXED INCOME
▪ The overall ﬁxed-income allocation remains underweight
▪ The broad interest rate environment appears stable and
inﬂation is low, supporting select investment-grade
corporate and government bonds
▪ Emerging market debt was increased to overweight
▪ High-yield bonds were reduced to underweight
▪ Cash overweight remains

ASSET MIX
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*

Neutral weight is 0%
Source: AGF Asset Allocation Committee, as of June 2016
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Asset allocation
The Committee remains constructive on the global economy
and holds a preference for equities over bonds. Global
economic growth continues albeit with areas of weakness.
This is reﬂected in the Committee’s decision to maintain a
neutral equity weight and ﬁxed-income underweight. Further,
the cash overweight was maintained.
Equities were maintained at 60% of the model portfolio,
representing a neutral weight. Fixed-income assets were
increased to 34% from 32%, representing a reduced
underweight. The cash weight was reduced to 6%,
still reﬂecting an overweight.

FIGURE 1: ASSET MIX
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Equity allocation
Equity markets remain attractive relative to ﬁxed-income
markets. The outlook for stocks moderated on fundamental
concerns and the potential for higher volatility three quarters
ago. Accordingly, the equity weight was previously reduced
to neutral at 60% of the overall model portfolio and remains
at this level for Q3 2016. Within equities, the allocations
to Canada, Europe and Energy were increased, while the
allocation to the United States and Japan were decreased.
Global growth continues to be stimulated by low energy
prices and supportive monetary policies as central banks are

maintaining low interest rate policies and exercising liquidity
programs. Companies continue to generate earnings, which
has translated into healthy balance sheets with high cash levels
and low debt-to-equity ratios. Many companies are buying
back stock, which supports earnings-per-share growth, and
increasing their dividends.
At the same time, valuations and earnings ratios in many
markets are near or above their long-term averages. As a result,
markets will require an earnings expansion to support further
market appreciation, making earnings a key consideration.

FIGURE 2: EQUITY MIX
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Fixed-income allocation
The ﬁxed-income allocation in the model portfolio remains
underweight at 34% in favour of cash. The Committee expects
that ﬁxed-income returns in most markets will be relatively ﬂat
over the coming quarters and that bonds lack potential relative
to equities. Overall easing and dovish talk from central banks
suggest that rates will remain low and any rate hikes will be
mild and slow. Further, yields are negative on many government
bonds as growth expectations and inﬂation are low.
The Canadian bond allocation was reduced to 5% from 6%
versus the benchmark at 9%. In association, the global bond
allocation increased to 22.1% from 21%, U.S. high-yield bonds
were reduced to 2.5% from 5% and EM bonds were increased
to overweight, to 4.4% from 2%.

FIGURE 3: FIXED-INCOME MIX
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AGF Asset Allocation Committee
The AGF Asset Allocation Committee formally meets on a quarterly basis to discuss, analyze and assess the macroeconomic
environment and capital markets. The Committee consists of senior investment professionals who provide insight and
perspective. Each member discusses their outlook for their respective asset class, including both return drivers and risks to their
forecasts. These outlooks are combined to arrive at a ﬁnal asset allocation view. The Committee analyzes and allocates across
global bond and equity markets to capture diversiﬁcation and opportunities around the world. These allocations are then distilled
into client portfolios through an asset allocation framework.

For more information on the AGF Asset Allocation Committee or to read their most recent quarterly outlook,
visit AGF.com/AAC.

The commentaries contained herein are provided as a general source of information based on information available as of July 2016 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 decision arising from the use 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. Mutual funds are not guaranteed; their
values change frequently and past performance may not be repeated. 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 information contained herein is intended to provided by the AGF Asset Allocation Committee at a point in time. It is not intended to be investment
advice applicable to any speciﬁc circumstances 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. 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 in this presentation 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.
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). Publication date: July 21, 2016.
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Benchmark: 5% FTSE TMX Canada 91-day T-Bill Index / 9% FTSE TMX Canada Universe Bond Index / 21% Citigroup World Broad Investment Grade / 2.5% Bank
of America/Merrill Lynch U.S. High Yield Master II Total Return Index / 2.5% JPMorgan EMBI Global Total Return Index / 15% S&P/TSX Capped Composite Total
Return Index / 21.5% S&P 500 Total Return Index / 11% MSCI Europe / 3% MSCI Japan / 2% MSCI Paciﬁc ex-Japan / 5% MSCI Emerging Markets / 1.5% MSCI
World Energy / 1% MSCI World Materials

