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Market overview
During the second quarter, the global economy continued to
show signs of slow growth. In the United States, economic data
remained mixed, with employment data appearing to slow,
though weakening non-farm payrolls data was not corroborated
by higher initial jobless claims. However, leading indicators
seemed to indicate a reacceleration in economic activity, while
the manufacturing sector continued to rebound, with the ISM
Manufacturing Index touching its highest level since February
2015. With economic indicators mixed, the U.S. Federal Reserve
Board (Fed) continued to postpone raising interest rates.
During the last several weeks of the quarter, global equity
markets were further disrupted by the surprise result of the
referendum in the U.K. on whether or not to stay in the European
Union (EU). 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. The surprise result rattled
investors, as global equities saw a spike in volatility, selling off in
the two trading days following the vote before recovering
somewhat into the end of the second quarter. Meanwhile, the
British pound plunged more than 10% to its lowest level since
1985, while safe haven assets such as gold and U.S. Treasuries
rose.

Fund overview
As at June 30, 2016

3 mo.

1 yr.

3 yr.

5 yr.

10 yr.

PSD*

AGF U.S. SmallMid Cap Fund (%)
(net of fees)

2.1

-7.6

10.5

8.9

6.3

9.0

S&P MidCap 400
Total Return Index
(%)

3.4

4.8

20.2

17.9

10.5

-

Source: AGF Investment Operations.
* Performance start date (PSD): June 16, 1993.

AGF U.S. Small-Mid Cap Fund underperformed its benchmark
during the quarter, primarily because of negative sector allocation
effect. An overweight allocation to Consumer Discretionary and
underweight allocations to Utilities, Materials and Financials
detracted from relative performance. This was partially offset by
strong security selection, particularly in the Telecommunication
Services, Industrials and Information Technology sectors. In

terms of individual holdings, the top contributors during the period
were 8x8, Inc., Tyler Technologies, Inc. and 2U, Inc., while the
top detractors were Sprouts Farmers Market, Inc., M/A-COM
Technology Solutions Holdings, Inc. and Kate Spade &
Company.
8x8, Inc. was the top contributor during the period, with its shares
increasing 45.8%. 8x8 offers a cloud-based solution for business
communications on a unified platform, spanning voice, video,
contact centre and desktops, replacing more expensive legacy
on-premise systems. It is delivered as an application that follows
the user regardless of device. The company delivered a very
impressive quarter, showing acceleration in mid-market and
enterprise segments, which resulted in organic new monthly
recurring revenue rising at 150% year over year. 8x8 continues to
show dramatic growth from larger and larger customers, with the
deals becoming increasingly significant as the company proves
its ability to implement large, complex global deals.
Sprouts Farmers Market, Inc. was the top detractor during the
period with its shares declining 20.8%. Sprouts shares softened
during the quarter after rallying strongly from February through to
the end of the first quarter. Sprouts is a value-priced natural and
organic grocer with sales over $4 billion, making it the second
largest player in the space. Sprouts was impacted by poor
weather in Texas during the quarter, which impacted the timing of
store openings and investor expectations for same-store sales for
the quarter. Nevertheless, we believe Sprouts will continue to see
upward momentum in its business with no signs of a consumer
slowdown, aided by expanded promotional partnerships, the
rollout of enhanced deli offerings, and other new marketing and
digital initiatives. We continue to like the company’s growth
outlook and its differentiated position as a value-priced
natural/organic grocery retailer.

Outlook
In our view, the ‘Brexit’ vote in the U.K. represents more
uncertainty, particularly as it pertains to the mechanical process
by which this would be executed. The timing of Brexit,
transformation of the trading relationships between the U.K. and
the EU, and ultimate economic impact on the U.K. all remain
unclear and could potentially cause more volatility in the ensuing
months ahead. However, at this point we expect the brunt of the
impact to remain localized in the U.K., though its impact on global
investor sentiment cannot be dismissed.
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Prior to the U.K. referendum, we had already seen investor
sentiment for U.S. equities fairly negative, with record
redemptions from U.S. domestic equity mutual funds so far this
year. However, this condition is not consistent with market peaks,
which generally occur amid investor euphoria. Thus, we view the
current environment of high levels of investor skepticism and a
lack of retail participation in the market as a sign that the current
cycle has yet to run its course.
That said, the slowdown in earnings momentum is legitimately
worrisome since even after adjusting for the negative energy and
dollar impact there has been a lack of progress. Perhaps the
range-bound market has in part been reflective of this concern.
However, current consensus estimates are pointing to a rebound
in profits in the second half, and there is reason to believe that
actual results may even exceed that. Recovering oil prices, an
uptick in the ISM New Order Index and recent robust consumer
spending data suggest a pickup in economic activity is around

FOR ADVISOR USE WITH INVESTORS

the corner. The move-up in the leading indicators gives some
confirmation of this view.
The road ahead will surely be a bumpy one. Volatility in global
equity markets may continue to remain at elevated levels in the
aftermath of the Brexit vote, as negotiations between the U.K.
and EU are likely to be difficult. However, we would point out that
U.S. equities have been remarkably resilient when emerging from
crisis periods, and that historically such crises have been
attractive buying opportunities in retrospect. As investor tension
over Brexit diminishes over time, we expect focus to shift back to
the ongoing economic fundamentals, which in our view remain
positive.
We continue to seek out dynamic growth opportunities in
companies that we believe are well positioned to benefit from
secular themes – themes such as cloud, social media and ecommerce. We believe that over the long term, these companies
that are capturing market share and delivering superior growth
will outperform and deliver alpha to our unitholders.

ǂ

On December 1, 2013, the Fund’s benchmark changed from the Russell 2500 Total Return Index to the S&P MidCap 400 Index. The
benchmark change was applied from this date forward.
The benchmark performance is as of the nearest month end to the performance start date of the Fund.

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.
First publication date: July 21, 2016.

