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Market overview
Emerging market (EM) equities underperformed developed
market equities during the period as a stronger U.S. dollar, rising
rates and the threat of U.S. protectionist policies from the
upcoming Donald Trump presidency weighed on markets.
Chinese equities underperformed amid renewed concerns of a
renminbi devaluation and capital outflows. Concerns of higher
tariffs against Chinese exports following the Trump victory also
pressured equities. However, economic data reported during the
period was largely better-than-expected with industrial production
up 6.2% year-over-year and retail sales up 10.8% in November.
China’s producer price index also moved into positive territory for
the first time in 54 months and continued to accelerate through
the period. Additionally, third-quarter GDP growth remained
stable, measuring 6.7% annualized.
In other parts of Asia, South Korean President Park was
impeached over corruption charges, with Prime Minister Hwang
Kyo-ahn to assume presidential duties. Economic data
announced during the period was mixed as industrial production
improved, while the November Markit SA manufacturing PMI
print was in contractionary territory. In Taiwan, economic data
was encouraging, with a strong Markit manufacturing PMI print of
54.7 in November, compared to 52.7 in October. Additionally,
industrial production increased by 8.8% year-over-year in
November, compared to a 3.4% increase in October.
Indian equities came under pressure following the government’s
decision to demonetise Indian Rupee (INR) 500 and INR 1000
banknotes, a move that raised concerns of a demand slowdown
in the country. At its December policy meeting, the Monetary
Policy Committee left policy rates unchanged at 6.25%, noting
that demonetization could lead to a modest reduction in inflation.
In Latin America, Brazilian equities outperformed as the Brazilian
Real appreciated and commodity prices recovered. President
Michel Temer also unveiled a number of stimulus measures
aimed at reducing the debt burden of businesses and
consumers, which aided markets. Economic data was mixed as
third-quarter GDP contracted by 2.9% on weaker investment and
net export growth. However FDI inflow was better-than-expected.
In Mexico, equities were amongst the hardest hit on concerns
over potential protectionist policies following the upcoming Trump
Presidency. In an effort to curb inflation as the Mexican peso
continued to depreciate, the Bank of Mexico raised rates by 50
basis points in November.

In the EMEA region, Turkey raised its policy rate by 50 basis
points to 8% in an effort to curb recent currency weakness and
also cut the reserve requirement ratio on foreign exchange
deposits by 50 basis points. The South Africa Central Bank left
rates unchanged at 7%. Fitch and S&P changed their outlook on
South Africa from stable to negative.
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For the quarter ended December 31, 2016, the portfolio returned
-3.7%, underperforming the MSCI Emerging Markets Index,
which returned -1.8%. No exposure to Russia and an overweight
to India detracted from performance, although this was partly
offset by an underweight to China/Hong Kong and an overweight
to Peru.
Amongst the top detractors from performance was China
Overseas Land and Investment (COLI), a leading China realestate company engaged in property development and
investment as well as real estate agency and management
servuces. The company underperformed as a result of market
concerns relating to tightening measures implemented by the
central government, in an attempt to cool the property market in
China, which would adversely affect homebuyer sentiment. We
continue to hold the stock as we believe the market is pricing in
an overly bearish outcome. Given the residential property market
is a key contributor to the Chinese economy and to GDP growth,
we believe the government will continue to support the sector.
Additionally, the company recently acquired the property assets
of Chinese state-owned conglomerate Citic Group, an accretive
transaction that should support margin expansion in two to three
years.
COLI is a well-managed property developer in China,
consistently generating the highest Cash Flow Return on
Investment (CFROI) in the sector. Further, given its strong
franchise, operational and balance sheet strength, the company
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is well positioned to act as a market consolidator in a very
fragmented industry and take market share in an uncertain
environment. We expect strong top-line growth and profitability to
continue to support consistent EVA in the years to come.
A contributor to performance was The Foschini Group, a
speciality retailer that sells apparel, cosmetics, jewellery,
sportswear and home wear from over 2,000 dedicated stores
under different brands. The company derives a majority of its
revenues from South Africa, and also has operations in the U.K.
The company’s shares rallied following results for the first half of
its fiscal year announced during the period. Top-line revenue
grew by approximately 17%, well above that of peers, while
gross-margins were broadly stable at about 50%.
We continue to hold the stock as we expect sales growth to
continue to be driven by new stores and market share gains,
particularly as the company undertakes an aggressive expansion
in the U.K. In South Africa, Foschini has a strong competitive
advantage owing to its well-diversified portfolio of brands and
domestic production, as well as superior design capabilities that
allow the company to adjust quickly to customer’s changing
preferences. In the U.K., the company’s differentiated offering
and development of an online platform provide the company with
a defensive business model that can withstand the current
macro-headwinds. Further, given the asset-light, high growth
model in the U.K., we expect asset utilization to improve in the
coming years. Top-line growth and improving asset efficiency
should in turn support an improving EVA profile.

Outlook
We remain constructive on emerging markets equities, as
profitability is trending upward for the first time since 2000 on the
back of falling unit labour costs, which are a key driver of
margins. Further, equities are attractively valued, particularly
given the recent sell-off, which coupled with improving
profitability, bodes well for future performance. The gap in GDP
growth between emerging market and developed market
countries is also expected to widen in favour of emerging
markets and we expect this to support relative earnings
momentum. Additionally, while the political landscape in
developed markets has been dominated by the risk of populism,
politics in the emerging markets have been moving toward deregulation and structural reforms that should drive higher growth
rates and in turn support earnings growth. India, Mexico,
Indonesia and more recently Brazil are examples of countries
that have proposed and/or implemented a number of reforms,
which should benefit their economies and financial markets over
the long term. Finally, with lower debt-to-GDP levels relative to
developed markets, and relatively high real interest rates,
emerging markets have room to ease policy to bolster their
economies.

FOR ADVISOR USE WITH INVESTORS

Some of the risks we continue to monitor include persistent U.S.
dollar strength as a result of investor’s perception of tightening
conditions in the U.S. Given high levels of U.S. dollar
denominated debt among EM companies, this could be a
headwind to EM equities. We maintain an underweight to neutral
positions to countries with high external funding requirements
(high current account deficit, high short-term debt, low foreign
exchange reserves) such as South Africa and Turkey, as these
tend to be most vulnerable to a strong U.S. dollar. Trump’s
protectionist stance also creates additional uncertainty for EM
equities until there is further clarity on the extent to which he will
implement the proposed trade policies. We also continue to
monitor the risk of a significant devaluation of the Chinese
renminbi, although we believe this risk has receded, given the
renminbi has already depreciated in recent months. China also
maintains a high export share market globally, and given a large
renminbi devaluation could invite protectionist retaliation, we
believe it is unlikely to undertake a significant devaluation.
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. As the environment of an artificially low cost of
capital is coming to end, we expect companies with a high
CFROI to fare well and act opportunistically to take market share
in an uncertain environment.
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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 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.
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.
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