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Market overview
The Canadian economy continued to struggle during the quarter
as oil prices moved lower due to increased production and
inventories and as OPEC elected not to cut output. As a result,
inflation and bond yields in Canada continued to decline.
Economic activity in Canada remained weak, with data released
during the quarter showing that the economy grew a mere 0.1%
in August, followed by a 0.5% contraction in September and no
change in October. The Bank of Canada left rates unchanged
during the quarter, stating that the domestic economy was
adjusting as expected to low oil prices and other global
pressures.
The U.S. economy continued to slow during the quarter. The
manufacturing sector entered contraction territory, with the ISM
Manufacturing Index dipping below 50 in November. GDP growth
released in December for the third quarter showed that the
economy expanded at a 2.0% rate as a result of strong consumer
and business spending. However, this was lower than the 3.9%
growth posted in the second quarter, due to a buildup in
inventories, a deceleration in imports against a stronger U.S.
dollar, low global commodity prices and a slower global growth
environment. The highly anticipated hike by the U.S. Federal
Reserve Board (Fed) finally came to fruition, with the Fed raising
its benchmark overnight interest rate by 25 basis points in
December.
The European Central Bank (ECB) extended its €60 billion a
month asset purchase program by six months, until March 2017,
and also cut its key deposit rate by 10 basis points to -0.3% as
the eurozone continued to face deflationary pressures in a tepid
growth environment. Manufacturing activity remained in
expansionary territory with a final Markit Manufacturing PMI
reading of 53.2 in December compared to a final reading of 52.8
in November.

yield bond spreads modestly widened over the period as a result
of the risk-off environment in December, which resulted in the
asset class underperforming during the quarter.
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The Fund had flat performance during the quarter, which
underperformed the benchmark’s return of 1.0%. The Fund’s
overweight allocation to investment grade corporate bonds
slightly detracted as spreads widened in the risk averse
environment.
In addition, the Fund’s modest out-of-benchmark exposure to
high yield bonds also detracted due to spread widening. Partially
offsetting these adverse variances was the Fund’s overweight
allocation to long-term Government of Canada bonds, which
performed particularly well in December as yields declined.

Outlook
2015 ended as one of the weakest years for overall capital
markets in history, with few major asset categories outperforming
inflation. Canadian bonds fared well in the risk averse
environment and we expect risk aversion and volatility to
continue into the early part of next year.

China continued to face a slowdown in growth with
manufacturing decelerating for the sixth consecutive month in
November. In response, the Chinese government implemented a
number of policy measures, including 25 basis point cuts in the
benchmark one-year lending and deposit rates to 4.35% and
1.50%, respectively. Fiscal stimulus measures also increased
with government spending increasing to 17.6% year-over-year in
November. The International Monetary Fund added the renminbi
to the Special Drawing Rights (SDR) basket at an 11% weight,
higher than the Japanese yen and the British Pound.

The significant weakening of the Canadian dollar due to
depressed oil prices and accommodative monetary policy, should
help to stimulate the economy through increased export activity,
though this may take time to filter through. In addition, if oil prices
were to stabilize and perhaps even appreciate over the next year
or two, the after-effects of the price shock should abate.
However, there is a chance that the Bank of Canada will decide
to implement further stimulus. Conversely, while the Fed hiked
interest rates at its December meeting, we anticipate that future
rate hikes will likely be few and far between.

In Canada, yields rose in October and November before retracing
their upward trend in December as risk aversion increased. High

Given anemic growth and the dampening effects of a strong U.S.
dollar, we do not anticipate a significant degree of U.S. monetary
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tightening from these levels. As a consequence, in 2016
monetary policies north and south of the border may not deviate
as much as many anticipate, and the Canadian dollar's
precipitous rate of decline may abate or even reverse for at least
a while, particularly if oil prices become more supportive. This
would potentially be positive for corporate bonds. Credit markets
have been challenged over the past couple of years, but if a
recession is avoided, corporate bonds could plausibly deliver
gains following last year’s spread widening. However, we remain
somewhat cautious in the near term.
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investment grade and high yield), which should continue to
provide higher yields, more upside potential over the long term,
lower interest rate sensitivity, and diversification benefits relative
to conventional bonds. We also remain favourably disposed
toward select convertible debenture opportunities.

While we reduced our exposure last year, we continue to
maintain a modest overweight to corporate bonds (both

AGF Investments Inc. replaced Acuity Investment Management Inc. as portfolio manager, effective April 17, 2015. Commentary and data sourced from Bloomberg,
Reuters and company reports. The commentaries contained herein are provided as a general source of information based on information available as of December
31, 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. Data sourced from Bloomberg, Reuters and company
reports. 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. The specific securities identified and described in this commentary 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. 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 securityholder that would have
reduced returns. Mutual funds are not guaranteed; their values change frequently and past performance may not be repeated. The information contained herein
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 that you consult with a financial advisor prior to making any investment decisions.
Source: FTSE. All rights in the FTSE TMX Canada Universe Bond Index (the “Index”) vest in FTSE International Limited (“FTSE”). “FTSE®” is a
trade mark of the London Stock Exchange Group of companies and is used by FTSE under licence.
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