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Market overview
Economic data released in the second quarter showed that the
Canadian economy grew at a 2.4% annualized pace during the
first quarter. Exports and housing were strong and the core rate
of inflation, which excludes energy and other volatile prices, rose
2.1% as of May. However, massive wildfires in and around Fort
McMurray and weaker trade and labour force data towards the
end of the quarter prompted forecasters to downgrade their
nationwide growth estimates for the year. The Canadian dollar
appreciated modestly relative to the U.S. dollar, rising sharply in
April alongside higher oil prices, before trending lower in May due
to the wildfires in Alberta and further in June as a result of the
surprise UK referendum result on whether or not to stay in the
European Union (Brexit). 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.
Meanwhile, U.S. economic data remained mixed during the
quarter. Employment data appeared to slow; however, leading
indicators projected an acceleration in economic activity. The
manufacturing sector continued to rebound with the ISM
Manufacturing Index touching its highest level since February
2015. The Fed shifted to a more dovish stance during the
quarter, concerned about the strength of economic data,
including the labour market and inflation outlook, as well as the
external environment.
The Brexit vote towards the end of the quarter shocked markets,
adding further support to the already accommodative monetary
policy stance held by central banks around the world. Heading
into the vote, the consensus view supported a “Remain” vote
given that undecided voters had historically voted for the status
quo. However, the final result showed a “Leave” win by a narrow
margin.
Global bond yields trended lower during the quarter. The 10-year
U.S. Treasury yield hit a low of 1.47% on June 30th, while the 10year Government of Canada bond yield fell to a low of 1.06%, as
a result of heightened uncertainty following the Brexit vote and
the negative interest rate environment engulfing Europe and
Japan.
Global corporate bonds generally underperformed during the
quarter as government bond yields trended materially lower. High
yield bonds outperformed as a result of lower yields, higher
coupon income and spread tightening.
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Category allocation detracted from the Fund’s performance. An
underweight position to the strong-performing Treasuries
category detracted as they benefited from falling yields during the
quarter. An overweight position in government-related bonds also
detracted from Fund performance as a result of modest spread
widening. As well, a modest overweight to investment grade
corporate bonds detracted as a result of government bond
outperformance. However, the Fund’s out-of-benchmark
exposure to high yield bonds contributed positively.
The Fund’s active currency management detracted from its
performance, including its significant underweight position in the
Japanese yen, which appreciated strongly as a result of inflows
into “safe havens” during the quarter as uncertainty remained
elevated. The Fund’s exposures to both the Mexican peso and
Polish zloty detracted from performance, as the Canadian dollar
appreciated strongly against these currencies in response to
stronger oil prices. The Fund’s exposure to the U.S. dollar did not
materially impact performance during the period.
Conversely, the Fund’s underweight positions in the euro and
British pound contributed to Fund performance as a result of the
Canadian dollar’s appreciation relative to those currencies as
these currencies were weighed down by the surprise Brexit vote.
The Fund’s exposure to the Brazilian real also contributed
positively as a result of the real’s gains in June that stemmed
from speculation about the potential for expansionary monetary
policy by the Brazilian central bank.

Outlook
Global economic activity has surprised to the upside in recent
months, but remains relatively muted. We believe that global
central bank accommodation should remain supportive of the
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global economy in the medium term, as they attempt to shore up
their economies in the face of heightened external risks.
However, constraints to improving economic growth, including
high debt levels and limited credit expansion, may curtail any
substantial improvement, which is likely to constrain bond yields
from rising substantially and dampen return expectations across
most asset classes.
Higher commodity prices during the period provided some
support to the battered resources industry, though it remains
under pressure. Despite strengthening during the period, the
relatively weak Canadian dollar, along with stimulative measures
announced in the most recent budget by the federal government,
should help to bolster the economy. While we believe the
prospects of a U.S. recession are higher than most market
participants expect, our base case remains that the U.S. will
avoid a recession this year. Still, economic data will likely remain
modest enough, and geopolitical uncertainty high enough, to limit
if not completely forestall Fed rate hikes this year. For its part, the
Bank of Canada is unlikely to change rates as it monitors the
impact of fiscal spending and rising commodity prices on the
economy.
The U.K.’s vote to leave the European Union caused a
heightened level of uncertainty near the end of the period, which
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is likely to persist over the medium term. We anticipate a muted
initial impact on the economy and capital markets, as businesses
generally freeze investment activity but do not withdraw from the
UK. Political action is unlikely to proceed quickly, pending
resolution of the Conservative Party leadership following Prime
Minister Cameron’s resignation and likely prolonged discussions
domestically and with the European Union thereafter. As well, we
are closely watching the potential for further political instability
across Europe, as euro-skeptic politicians and anti-EU parties
are likely to gain further support.
We remain cautious in the current environment as uncertainty is
high, valuations remain rich, alongside deteriorating
fundamentals. Commodity prices rose significantly during the
period. Should energy and materials prices remain stable and
even rise further, this should help keep a lid on defaults in the
intermediate term.
We also remain cautious on emerging market debt but believe
country allocation will remain important given the wide
differences in fundamentals. We expect to add selectively to
emerging market debt as opportunities arise and anticipate
focusing on companies within solid corporate fundamentals and
strong management teams.

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 June 30, 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 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.
1 AGF Global Aggregate Bond Fund was renamed AGF Global Bond Fund on May 20, 2015.
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