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Market overview
Emerging market (EM) equities ended the period at a modest
gain of 0.2%. The significant event of the quarter was the U.K.’s
historic referendum vote to leave the European Union (EU) on
June 24, with the subsequent resignation of U.K. Prime Minister
David Cameron. While the vote surprised markets and fuelled
increased volatility in global markets, EM equities for the most
part shrugged off Brexit and outperformed global equities in the
days following.
Chinese equities underperformed in response to concerns about
an economic slowdown in China. Data released during the
quarter indicated that exports and imports fell more than
expected, while industrial production growth was below
expectations. MSCI announced that it had decided not to include
China A-shares in its emerging market index, citing concerns
about quota allocation, capital mobility, trading suspension and
non-competitive clauses.
In the rest of Asia, a number of central banks cut interest rates in
an effort to spur growth. Taiwan’s central bank cut rates by
12.5 basis points, its fourth consecutive rate cut, although this
was well anticipated by the market. On the other hand, after
having stood pat on rates since June 2015, the Bank of Korea’s
decision to cut rates to a new record low of 1.25% surprised
markets. In addition, it announced a fiscal stimulus package of
more than 20 trillion won. In Thailand, the government continued
to accelerate disbursement of infrastructure projects and provide
stimulus to boost private consumption.
India’s central bank left rates unchanged at 6.5% as widely
expected, but relaxed foreign direct investment rules in an effort
to make India an attractive destination for foreign investors and in
turn boost its economy. In particular, the defence and civil
aviation sectors will now allow 100% foreign investment. In an
unexpected move, Reserve Bank of India chief Raghuram Rajan
announced that he would not seek a second term when his threeyear term ends in September 2016, although the market reaction
was surprisingly muted.
Brazilian equities outperformed, buoyed by an appreciation in the
Brazilian real and expectations of improved earnings and
economic growth. In the month of May, President Dilma Rousseff
was suspended to undergo a senate impeachment trial and Vice
President Michel Temer stepped in to serve as interim President.
Economic news flow improved as Brazil posted its first current
account surplus since April 2009 during the quarter and industrial
production and retail sales accelerated.

In the EMEA region, South African equities benefited from an
appreciation in the rand. South Africa’s central bank left its
benchmark repurchase rate unchanged at 7.0%, indicating that
“there was some room to pause in this tightening cycle” in light of
an improved outlook for inflation but added that it “will not
hesitate to act quickly if the inflation dynamics require a
response.”
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For the quarter ended June 30, 2016, the Fund returned 1.7%,
outperforming the MSCI Emerging Markets Index, which returned
0.2%. Outperformance was driven by country allocation and
security selection. An overweight to Peru and to India contributed
to returns. This was partly offset by an overweight to Mexico and
no exposure to Russia which detracted.
Among the top contributors to performance was Genomma Lab
Internacional SAB de CV, which was up 31% during the quarter.
Genomma is a Mexican-based company that develops, markets
and distributes over-the-counter drugs and personal care
products. The company’s shares moved higher following positive
first quarter results announced during the period. Earnings per
share was up 160% year over year on the back of better-thanexpected sales growth in Mexico and the United States as newly
implemented commercial and marketing strategies fuelled sales
activity. More importantly, inventories declined by 45% year over
year with excess inventories at distributor channels (previously
an overhang on the stock) clearing at a faster-than-expected rate
and in turn buoying revenue growth. Additionally, profitability
improved, with operating margins expanding by 350 basis points
on the back of prior restructuring efforts. Management also
revised free-cash-flow guidance up by 50% during the quarter,
which was well received by the market.
We continue to hold the stock as we believe Genomma offers
significant upside from current levels, despite recent strong

FUND COMMENTARY

SECOND QUARTER 2016

performance. The company has a leading market position in
over-the-counter drugs and owns a portfolio of recognized brands
in Mexico, which allows it to export successful brands to the
United States and effectively target the Hispanic population
there. Importantly, the company has partnerships with leading
retailers in the United States including CVS, Rite Aid and
AmerisourceBergen, which, combined with a strong brand
offering, should drive strong sales growth. Further, there is a new
management team in place that is focused on continuing to drive
revenue growth, improve free-cash flow generation and improve
the cash conversion cycle. Over the last several months,
management has also streamlined operations in an effort to
bolster profitability. Ultimately, we expect sales and margin
growth to bolster the company’s Economic Value Added (EVA)
profile and in turn drive outperformance.
A detractor from performance was Komercni Banka AS, a leading
bank in the Czech Republic that saw its shares retreat 10% on
investor concern following the results of the U.K. referendum to
leave the EU. Komercni Banka has the strongest commercial and
corporate banking franchise in the Czech Republic, with about
40% of Czech corporate clients using Komercni as their main
bank. The bank is well capitalized and derives 100% of its
revenues from the Czech Republic, with no direct exposure to the
U.K. market. It is led by a credible management team that has
been delivering favourable shareholder returns. Importantly, we
believe the macroeconomic environment in the Czech Republic is
favourable given healthy forecasted GDP growth, unemployment
at the lowest level since 2008 and improving business sentiment,
which in turn should support loan growth. The company also has
an attractive dividend yield of approximately 7% and has grown
its dividend at a compounded annual growth rate at about 10%
over the last three years. Given its defensive qualities of leading
market position, strong capital position, operating in a favourable
macroeconomic environment and attractive dividend yield, we
expect the company to outperform in a ‘risk-off’ environment,
particularly if concerns on instability within the eurozone linger.
Within the portfolio, Komercni provides good geographic
diversification to our EM Financials sector holdings.

Outlook
While U.K.’s historic referendum to leave the EU weighed on
market sentiment and drove a ‘flight to quality’ in financial
markets that included a strengthening in the U.S. dollar, we
remain constructive on EM equities. In our view, the most
vulnerable markets to a Leave vote are the U.K. and developed
Europe – and not emerging markets. Further, Brexit could
potentially benefit EM countries if it shifts headline political risks
away from EM countries to the U.K. and to the viability of the
eurozone.
Ultimately, we are positive on EM equities as valuations are
below 20-year historical averages, and at a discount to
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developed market equities. Additionally, the gap in GDP growth
between EM countries and developed market countries is
expected to widen in favour of emerging markets, particularly
following Brexit, which should in turn support relatively stronger
earnings growth. Earnings estimates also appear more
reasonable with potential for positive estimate revisions during
the year.
We also expect countries that implement structural/pro-growth
measures to benefit from higher potential growth rates and
financial market outperformance. India, Mexico and more
recently Indonesia are examples of countries that have proposed
and implemented a number of reforms that will benefit their
economies and financial markets over the long term. Over the
longer 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 as these tend to be most vulnerable to a strong U.S. dollar.
That said, while the Leave vote has driven U.S. dollar strength
and weighed on global growth expectations, this may be offset by
even lower long-term interest rates, with a delay in Fed tightening
providing a floor to EM equities. Another risk we continue to
monitor is that of a significant devaluation of the Chinese
renminbi. Our central case scenario is that Chinese authorities
will not significantly devalue the currency (and in turn spark
competitive currency devaluations), as China’s export market
share remains strong. 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 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.
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: July 20, 2016

