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Q3-2016 market recap
Global equities, as measured by the MSCI All Country
World Index, advanced during the quarter and ended the
period up 6.7% in CAD terms. Within the major developed
markets, Japanese equities outperformed, while U.S. equities
underperformed.
U.S. equities gained 5.1% in CAD terms as represented
by the S&P 500 Index. Economic data released during the
quarter was mixed, as the pace of job additions moderated to
151,000 in August after a strong 255,000 gain in July. However,
second quarter GDP growth was revised higher to 1.4%,
above expectations and the initial estimate of 1.1%, while
manufacturing activity remained in expansionary territory. At
its September meeting, the U.S. Federal Reserve Board (Fed)
left rates unchanged, but stated that one increase this year is
appropriate, barring any major risks to the economy, which led
to increased market expectations of a December rate hike.
European equities rebounded from the late June sell-oﬀ
as European ﬁnancials recovered on strong earnings and
prospects of a Fed rate hike. For the second quarter, eurozone
GDP growth came in at 1.2% annualized below the growth in
the ﬁrst quarter. However, manufacturing activity continued to
expand with a Markit Eurozone Manufacturing PMI reading of
52.6 in September.
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The European Central Bank left interest rates unchanged and
asset purchases at €80 billion per month, which disappointed
market participants. However, the Bank of England cut its
key lending rate by 25 basis points and expanded its asset
purchase program in an eﬀort to boost growth following the
Brexit vote.
Japanese equities outperformed, aided by the Bank of Japan’s
new monetary policy framework announced during the quarter
that suggested it will continue to expand its balance sheet.
It also increased purchases of exchange traded funds to
¥6 trillion per year, from ¥3.3 trillion previously, and Prime
Minister Shinzo Abe’s government announced ﬁscal stimulus
of more than ¥28 trillion. Inﬂation remained at muted
levels as core CPI fell 0.5% year-over-year in August, below
expectations of a 0.4% decline.
Chinese equities outperformed on the back of encouraging
economic data: industrial production rose 6.3% year-overyear in August, while retail sales rose 10.6% year-over-year.
Manufacturing activity remained nearly ﬂat through the quarter,
with the Markit/Caixin manufacturing Purchasing Managers’
Index reading at 50.1 in September. Approval of the ShenzhenHong Kong Stock Connect, which will enable global investors
to invest in mainland equities, also aided Chinese equities.
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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.

Q4-2016 market outlook
EQUITIES

FIXED INCOME

▪ Equities are preferred over bonds
▪ The overall equity weight remains neutral as a cautious
outlook remains
▪ Developed market equities are preferred over emerging
market (EM) equities
▪ The view for the U.S. remains positive based on the relative
outlook for other regions
▪ Europe was decreased to underweight
▪ Japan remains neutral
▪ Asia-Paciﬁc (ex-Japan) underweight was reduced
▪ The allocations to large-cap and small-cap Canadian equities
are neutral
▪ Resources allocation is underweight, with Energy preferred
to Materials

▪ 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 remains overweight
▪ High-yield bonds increased to overweight
▪ Cash overweight remains
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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
and continued low ﬁxed-income yields. This is reﬂected in
the Committee’s decision to maintain a neutral equity weight,
an underweight ﬁxed-income allocation and an overweight
to cash.

FIGURE 1: ASSET MIX

Equities were maintained at 60% of the model portfolio,
representing a neutral weight. Fixed-income assets were
decreased to 33% from 34%, representing an underweight.
The cash allocation was increased to 7% from 6%, reﬂecting
an overweight.
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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 four quarters
ago. Accordingly, the equity weight was previously reduced to
neutral at 60% of the overall model portfolio and remains at
this level for Q4 2016. Within equities, the allocations to AsiaPaciﬁc (ex-Japan) and EM were increased, and the allocations
to Canada, Europe, Japan and Energy 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 balance sheets with high cash levels and
moderate 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
30%
26.3 26.0
25%
21.5
20%
15%

14.0

15.0
12.5
9.8 10.0

10%

11.0

5%

2.4

3.5

5.0

0%
Canada
(large cap)

Q3-2016 Model

United States

Q4-2016 Model

FOR ADVISOR USE WITH INVESTORS

Europe

Benchmark

Emerging
markets

2.0 2.0

3.5 3.0 3.0
0.0

0.0

Canada
(small cap)

Japan

1.5 2.0

Asia Paciﬁc
ex-Japan

2.0 1.5 1.5
Energy

0.0 0.0

1.0

Materials

AGF INVES TMENTS

Fixed-income allocation
The model portfolio’s ﬁxed-income allocation remains
underweight at 33% in favour of cash. The Committee expects
ﬁxed-income returns will be relatively ﬂat over the coming
quarters and 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. At the same time,
there are emerging indications that inﬂation could pick up as
energy prices have recovered and wage pressures are building.
Further, sovereign bond yields have risen, which would decrease
the attractiveness of ﬁxed-income assets should this upward
movement continue.

FIGURE 3: FIXED-INCOME MIX
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The Canadian bond allocation has remained at 5% versus the
benchmark at 9%. In association, the global bond allocation
decreased to 21.0% from 22.1%, U.S. high-yield bonds
increased to 3.5% from 2.5% and EM bonds decreased to 3.5%
from 4.4%.

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 September 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: October 27, 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

