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Market overview
Emerging market (EM) equities had another quarter of strong
gains as they exhibited resilience to a number of shocks
including Brexit and a coup in Turkey. The U.S. Federal Reserve
Board decision to leave rates unchanged in September also
aided EM equities.
Chinese equities outperformed on the back of encouraging
economic data and approval of the Shenzhen-Hong Kong Stock
Connect as part of a continued effort to open up its financial
markets to global investors. Industrial production rose 6.3% year
over year in August while retail sales were up 10.6% over the
same period. Manufacturing activity also remained in
expansionary territory, with the Markit/Caixin manufacturing
Purchasing Managers’ Index reading at 50.1 in September.
Importantly, second quarter GDP growth came in at 6.7%
annualized, in line with the previous quarter, as strength in the
property market, and government infrastructure spending
outweighed the impact of a slowdown in the manufacturing
sector.
In the rest of Asia, Thailand reported better-than-expected GDP
growth of 3.5% which supported the equity market. Malaysia
surprised markets with a 25 basis points interest rate cut to boost
growth, while Indonesia’s central bank also cut its benchmark
interest rate by 25 basis points to 5.0% to help spur economic
recovery.
In India, the most significant event of the quarter was approval of
the proposed GST bill, the country’s biggest tax reform that aims
to harmonize various state and central levies into a single
national sales tax, so as to increase ease of doing business and
boost economic growth. Nonetheless, Indian equities
underperformed EM equities as cross-border tensions with
Pakistan at the end of the period pared earlier gains. Second
quarter GDP growth reported during the quarter was slightly
lower than expected at 7.1%, although it remained at healthy
levels.
Brazilian equities posted strong performance as the economy
appeared to bottom and also buoyed by expectations that Acting
President Michel Temer once in office will pass pension reforms
to curb the budget deficit. While the economy contracted by 3.8%
annualized in the second quarter, investment grew 1.7%, the first
sequential increase in the last three years, and private and
government consumption was better-than-expected. Former
President Dilma Rousseff was impeached in August and former

Vice-President Michel Temer became the official new president
of Brazil.
In the EMEA region, South Africa underperformed as the rand
weakened. Turkey also underperformed, following a coup
attempt by the military and the Turkish central bank responded
with a 25 basis point lending rate cut. Moody’s also downgraded
Turkey’s credit rating from Baa3 to Ba1 citing an increase in risks
related to external funding requirements and weakening credit
fundamentals.
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For the quarter ended September 30, 2016, the portfolio returned
8.5%, underperforming the MSCI Emerging Markets Index, which
returned 10.9%. Security selection contributed positively,
although this was offset by country allocation which detracted. An
overweight to Mexico and underweight to China/Hong Kong
detracted from performance, although this was partly offset by an
underweight to Malaysia and South Africa which contributed
positively.
A significant detractor from performance was Grupo Financiero
Banorte S.A.B. de C.V. a bank in Mexico that offers banking
services, premium banking, wholesale banking, pensions and
retirement savings. The stock retreated as the Mexican Peso
depreciated on fears a Trump Presidency would hurt the Mexican
economy. A Trump Presidency is not our base case and we
continue to hold the stock as Banorte is one of the best managed
banks in Mexico and has a strong franchise. The credit
penetration rate in Mexico is also relatively low for both the
private sector and consumers, which bodes well for the Banorte’s
loan growth potential. Despite recent concerns about the
Mexican economy, loan growth remains strong at 13.5% year
over year (as of August 2016), the highest among Latin-American
financials. Mexico is also implementing structural reforms in
labor, education and the energy sector that we expect to drive
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longer-term economic growth and in turn lead to higher-thanexpected loan growth, while supporting further central bank
interest rate increases (benefiting net interest margins). Notably,
in 2016 alone, the Mexican central bank has raised interest rates
three times, by a total of 150 basis points, which is benefiting
Banorte’s net interest margins. Strong loan growth and net
interest margins should in turn improve the company’s Cash Flow
Return on Equity (CFROE) and support outperformance. Within
the portfolio, Banorte diversifies our Financials sector holdings
that are in Peru, Emerging Europe, Middle East and Asia. It also
gives us exposure to favorable economic prospects in Mexico.
Among the top contributors to performance was UPL Ltd., a
leading global producer of generic crop protection products,
specialty chemicals and other industrial chemicals that is based
in India. The company’s shares rallied on the back of strong
second-quarter results announced during the quarter. Revenue
was up 8% buoyed by double digit growth in all its markets (Latin
America, North America, Europe and other). The exception was
India where revenues were flat on account of a delayed monsoon
period. Profitability also improved on the back of better margins
in the seed business and favorable product in crop protection.
As one of the largest generic agrochemical companies in the
world, UPL should continue to benefit from increased substitution
of branded products with generics. We expect this secular
tailwind, combined with new product launches in several key
markets including Brazil to drive revenue growth. We also believe
margins will continue to expand as the company shifts to more
differentiated products. Strong sales growth and margin
expansion should in turn bolster the company’s economic value
added (EVA) profile and drive a re-rating. At current levels, UPL
appears attractively valued relative to fundamentals. Within the
portfolio, UPL diversifies our Materials sector holdings which are
in gold, copper and other base metals and materials.

Outlook
We are positive on emerging market equities over the next 12-18
months as Return on Equity (ROE) in emerging markets is now
trending upward for the first time since 2000. This has been
driven by margin expansion as productivity growth is outpacing
real wage growth for the first time since 2010. Further the EM
valuation discount to developed market equities is at historical
highs, which coupled with improving profitability bodes well for
EM outperformance. The gap in GDP growth between emerging
market and developed market countries is also expected to
widen in favor of emerging markets, and we expect this to in turn
support relative earnings momentum. It is also worth noting that
while a number of emerging market countries have cut rates over
the last year, there is significant scope for central banks to cut
rates further, particularly as inflation levels decline, which would
be conducive to further growth.
We currently favour countries that are implementing structural
reforms as we expect these countries to benefit from higher

FOR ADVISOR USE WITH INVESTORS

potential growth rates that in turn drive longer-term
outperformance. India, Mexico and more recently Indonesia are
examples of countries that have proposed and implemented a
number of reforms, which will benefit their economies and
financial markets over the long term. There is also potential for
reforms in Brazil, after the current crisis, and in Thailand after the
elections in 2017 to bolster performance.
Some of the risks we continue to watch include a significant
weakening in EM currencies particularly in the face of persistent
U.S. dollar strength. We maintain an underweight to neutral
position to countries with a current account deficit such as South
Africa and Turkey as these tend to be most vulnerable to a strong
U.S. dollar. That said, concerns over slowing growth in
developed markets may result in lower long-term interest rates,
with a delay in Fed tightening providing a floor to EM currencies.
We also continue to monitor the property market in China, where
prices have risen significantly, as well as the risk of a significant
devaluation of the Chinese renminbi. Our central case scenario is
that steps taken by Chinese authorities to contain the property
market, including placing restrictions on secondary mortgages in
Tier 1 cities (where affordability is most challenged), will serve to
put a lid on the property market. Also, as the Chinese renminbi
has already softened over the last year, and China’s export
market share position remains strong, we do not expect Chinese
authorities to significantly devalue the renminbi. This view is
predicated on China maintaining control of its capital account
outflows.
We believe that to capture attractive opportunities and help
mitigate the potential risks when investing in emerging markets,
active management remains key to adding value. We are longterm bottom-up investors and, as a result, have positioned the
portfolio to benefit from exposure to the long-term secular trend
of emerging market domestic demand from both consumers and
enterprises. By diversifying our holdings in light of expected
volatility ahead, we continue to look for companies that can
deliver positive EVA.
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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 September 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.
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a
component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to
make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication
or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information
assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or
creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality,
accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of
the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation,
lost profits) or any other damages. (www.msci.com).
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: October 27, 2016

