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Market overview
During the fourth quarter, global equities continued to move
higher, reaching new highs following the U.S. election in early
November. As was the case with the Brexit vote in the U.K. in
June, a wave of populism resulted in an election surprise for
investors, with underdog Republican candidate Donald Trump
winning the U.S. Presidency. After some initial signs of tumult
during the night of the election, with Dow futures down as much
as 800 points, equity markets rebounded with conviction,
welcoming Trump’s plans for tax reform and fiscal stimulus. The
surprise election result also triggered substantial shifts in
allocations, as bond yields swiftly moved higher as investors
contemplated the prospect of higher inflation, resulting from the
expected fiscal stimulus. Financials (which benefit from higher
rates), oil and gas, and defense stocks were generally among the
winners, while renewable energy and interest rate sensitive
stocks were among the losers.
From a macroeconomic perspective, economic data remained
supportive. In the U.S., the unemployment rate improved to
4.6%, its lowest level in nine years, with U.S. payroll gains
remaining in the approximate 175,000 jobs per month range.
Meanwhile, the ISM Manufacturing Index bounced back strongly,
with the December PMI registering at 54.7 and representing the
highest level since December 2014. On the services side, the
ISM Non-Manufacturing Index was similarly robust, reaching a
12-month high of 57.2 in November. In response to the
encouraging macroeconomic data, the U.S. Federal Reserve
finally raised the Fed Funds rate in December, only the second
time this cycle, while telegraphing three interest rate hikes in
2017 which is one more than what was previously expected.
Canada’s equity market continued higher with cyclicals and
financials continuing to lead the gains. Macroeconomic data was
also supportive, as the Canadian economy saw a spike in job
gains in September, with the unemployment rate improving to
6.8%, the lowest level of the year. Manufacturing also appears to
be improving after a period of contraction in 2015, with the RBC
Canadian Manufacturing PMI Index accelerating to 51.8, firmly
back in expansionary territory. In response to the improved
sentiment and macro data, Canadian equities reached 52-week
highs, with the S&P/TSX Composite Index ending the year up

21%, one of the top performing developed equity markets in the
world.
In fixed income, as a result of rising bond yields, government
bonds in the short end of the curve (up to 5 years in maturity)
outperformed the mid- and long-term portions of the curve.
Investment grade corporate bonds outperformed government
bonds, which succumbed to steeper losses amid higher rates
and meagre coupon income to protect against rising rates. High
yield bonds significantly outperformed most other fixed income
categories due to tightening spreads and higher coupon income.
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For the quarter ending December 31, 2016, the portfolio
outperformed the benchmark. The Fund outperformed due to
strong security selection effect within the equities portion of the
portfolio. During the quarter, the Fund maintained its currency
hedge on its U.S. dollar exposure, which resulted in a minor
opportunity cost as the Canadian dollar fell slightly from 76.17
cents USD to 74.39 cents USD.
From an asset mix perspective, the Fund’s modest overweight to
equities contributed to relative performance, as Canadian
equities outperformed fixed income during the quarter.
Within the equities portion of the portfolio, strong security
selection in the Materials, Energy, Information Technology and
Industrials sectors contributed to relative performance, while
selection in Financials and Consumer Staples detracted. Overall
sector allocation effect was also negative, in part due to an
underweight allocation in Financials and an overweight in Health
Care, though this was more than offset by the positive security
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selection factors mentioned. In terms of individual holdings, the
top contributors during the period were Canadian Energy
Services & Technology, First Quantum Minerals Ltd. and
Labrador Iron Ore Royalty Co., while the top detractors were
Aberdeen Asset Management PLC, HKT Trust and HKT Ltd. and
Marketaxess Holdings Inc.
The top contributors during the period was Canadian Energy
Services & Technology, which saw its shares rally 47.8%.
Canadian Energy Services & Technology operates as a chemical
sales and manufacturing company, with the core of its business
derived from the production of specialty chemicals and drilling
fluids. The company’s share price has been steadily climbing
over the second half of 2016, as fundamentals have improved
and strong quarterly results have been reported. We believe the
company is well positioned to grow its overall market share as rig
counts recover, particularly in the U.S. Permian region.
The top detractor during the period was Aberdeen Asset
Management PLC, which saw its shares decline 19.8%.
Aberdeen is a U.K. based asset manager, whose core business
is focused on emerging market funds and segregated mandates,
both for equities and fixed income products. After strong
momentum during the first three quarters of the year, Aberdeen
shares pulled back in the fourth quarter, due in part to more
cautious sentiment surrounding emerging markets assets after
the U.S. election, as the perception that trade protectionism and
a stronger U.S. dollar may negatively impact the asset class.
With more cautiousness surrounding emerging markets, flow
improvement for Aberdeen may be delayed as investors remain
on the sidelines for longer. Over the long-term, we continue to
favour the risk-reward profile of Aberdeen, given their resilient
operating margins, attractive 7% dividend yield, and reasonable
valuation.

Outlook
We have been encouraged thus far by the result of the U.S.
election, which saw Republicans sweep both Congressional
houses and the White House. In doing so, we believe they will be
empowered to usher in pro-growth policies including tax reform
and fiscal stimulus. Conversely, in an environment with low
unemployment and oncoming stimulative measures, we see
inflation continuing to pick up throughout 2017.
With regards to bond yields, we had claimed in the past an
expectation for interest rates to remain lower for longer given the
slow growth environment that has persisted. However, with progrowth policies ahead, we expect that an acceleration in
economic growth, which likely also equates to a secular low in
bond yields is already behind us, as yields begin to drift higher
going forward in response to growing inflation. In such an
environment, we would expect low growth, long duration assets
to continue to be pressured.
Overall, despite the assortment of global economic risks, we
remain relatively optimistic and constructive on equities. Our view
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is that both Canada and the U.S. have emerged from recessionlike conditions, with leading indicators showing signs of
acceleration.
We remain constructive on equities and have been finding more
opportunities in different sectors. We continue to be focused on
picking what we deem to be high-quality stocks with valuable
assets, high return on investment, strong balance sheets and
sustainable, growing dividends. We believe this approach will
endure, and over time will prove to outperform through all
economic scenarios.
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1AGF Traditional Balanced Fund merged into AGF Traditional Income Fund on July 10, 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, 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.
**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 companies and is used by FTSE under licence. The AGF Traditional Income Fund has been developed solely by AGF Investments
Inc. The Index is calculated by FTSE or its agent. FTSE and its licensors are not connected to and do not sponsor, advise, recommend, endorse or promote
the AGF Traditional Income Fund and do not accept any liability whatsoever to any person arising out of (a) the use of, reliance on or any error in the Index or
(b) investment in or operation of the AGF Traditional Income Fund. FTSE makes no claim, prediction, warranty or representation either as to the results to be
obtained from the AGF Traditional Income Fund or the suitability of the Index for the purpose to which it is being put by AGF Investments Inc.
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