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Market overview
The Canadian equity market retreated in the second quarter of
2017, despite a stronger-than-anticipated economic backdrop.
Uncertainty surrounding commodity prices, a frothy housing
market and U.S. political events continued to weigh on investor
sentiment and drove Canadian stocks lower. The price of crude oil
declined as investors grappled with the interpretation of OPEC’s
agreement to extend production cuts and whether this
arrangement would prove to be futile in the face of growing
production in the U.S. The Bank of Canada held interest rates
steady in the second quarter but signaled that the first increase
since 2010 may occur sooner than expected. Meanwhile, the U.S.
Federal Reserve forged ahead with its third interest-rate hike in six
months, despite concerns over weak inflation readings. The
S&P/TSX Composite Index returned -1.6% during the quarter.
Lower prices for crude oil and natural gas resulted in broad-based
declines within the Energy sector (-8.3%), and industrial metals
stocks were the largest drag in the Materials sector (-6.4%). In
contrast, forest products companies posted strong gains (+9.5%)
despite the two rounds of duties imposed by the U.S. Commerce
Department. The weak performance of the Financials sector (0.9%) was a result of the spillover effect from the funding crisis at
a mortgage company which fueled negative sentiment towards
Canadian bank stocks. Conversely, the Health Care sector (+13%)
provided the best sector return thanks to a 53% rebound by
embattled Valeant Pharmaceuticals. The industrials (+6.1%) and
consumer discretionary (+4.8%) sectors also ranked among the
top-performing sectors.
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The portfolio underperformed the benchmark during the quarter as
a result of security selection and sector allocation. Positioning
within the Energy, Technology and Materials sectors detracted
from the relative return, however, this was partly offset by the

security selection within the Financials sector. Sector allocation
was also a detractor as the underweight exposures to the
Consumer Discretionary and Telecom sectors generated negative
relative returns. Conversely, the overweight allocation to the
Industrials and Technology sectors added value.
The portfolio’s positioning within the energy sector was once again
the largest detractor from added value during the quarter. Our
investment process focuses on overweight exposure to high
growth companies with strong balance sheets and attractive
valuations. During the first half of this year, however, market
capitalization has been a more important driver of share price
returns than growth, valuation and balance sheet strength. As a
result, the portfolio’s overweight exposure to a number of energy
producers, such as Crescent Point Energy (-30%) and Raging
River Exploration (-13%), and underweight exposure to Suncor
Energy (-6.5%), were among the primary drivers of the
underperformance.
Additionally, the security selection within the Technology and
Materials sectors detracted value. Within Technology, this was
largely due to the underweight position in Blackberry (+26%) and
the overweight position in Open Text (-9.1%). The negative
relative return that was generated by the positioning in the
Materials sector was primarily driven by the overweight positions
in First Quantum Minerals (-23%) and Teck Resources (-22%).

Outlook
We believe the Canadian equity market is poised to recover
relative to its global peers. We are monitoring several indicators
including the stabilization of oil prices, positive momentum in
economic surprise indices and rising interest rates. To capitalize
on this view, we continue to add companies that we believe are
attractively valued, benefit from higher economic growth, pay a
sustainable dividend and are expected to increase their dividend
payments to shareholders in the coming years.
We are cognizant that we are entering the later stages of this
economic cycle and remain vigilant of the risks to our outlook.
These include elevated political uncertainty, a substantial increase
in interest rates and indicators that the economic cycle may be
rolling over. Should these risks materialize, we expect to reduce
exposure to dividend growers in favour of stable dividend payers,
such as those in the interest-sensitive and Consumer Staples
sectors.
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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.
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, 2017 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.
Publication date: July 25, 2017.

