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Market overview
Global equity markets were positive in the final quarter of 2016,
closing out an eventful year for investors. The primary event
during the quarter was the surprise election of Donald Trump as
President of the United States. Perhaps just as surprising as
Trump winning the Presidency was the market reaction.
Following an immediate, and expected, sizable after-hours
selloff, U.S. markets quickly recovered, ending the next trading
day in positive territory, followed by a rally through year-end. The
Dow Jones Industrial Average gained 8.7% for the quarter, while
the S&P 500 gained 3.8% (all numbers US$ except Canada).
Canada also posted a strong quarter with the S&P/TSX
Composite gaining 4.5%. However, other developed markets
were modestly negative as positive market returns were more
than offset by declining currencies vs. the US$. The MSCI World
Index ex-USA was down 0.3% as a group, with Japan down
0.1% and Europe down 0.4%. Emerging markets were the
laggard, finishing the quarter down 4.1%.
The other significant market event over the quarter, although
entirely expected, was the U.S. Federal Reserve hiking rates 25
basis points in December. The reduction in monetary stimulus
reflects the strength of the U.S. economy and expectations for
inflation to return to more normalized levels. Inflation
expectations have been further heightened by Trump’s victory
and his pro-business, pro-growth agenda. A number of his
policies should be broadly inflationary, including lower taxes,
fiscal stimulus, trade protectionism and immigration reform.
Reflecting the rising inflation expectations, bond yields surged
following the election, with the U.S. 10 Year Treasury rising from
1.59% to 2.44% at quarter-end, and the Government of Canada
10 Year Bond rising from 1.0% to 1.72%. The sharp rise in yields
saw the Canada 10 Year Bond decline in value by 5.9% over the
quarter, highlighting the risk involved when paying lofty
valuations for “risk-free” government bonds. The US$ resumed
it’s ascent against most major currencies, driven by the Fed rate
hike, expectations for diverging U.S. monetary policy vs. peers
and relatively stronger economic fundamentals. This included
Canada, with the Canadian dollar declining from US$0.762 to
US$0.744 over quarter.
Notwithstanding the stronger U.S. currency, commodity prices
were generally up over the quarter, notably in the energy space,
as oil continued to move back towards a more balanced
supply/demand environment. WTI crude oil gained 11.4% to
US$53.72/bbl and natural gas gained 28.2% to US$3.72/MM

BTU. On the metals and minerals side, copper gained 13.9% to
US$2.51/lb on expectations of significant U.S. infrastructure
spending, while precious metals were negatively impacted by the
rising rate environment with gold declining 12.4% to $1,152/oz.
Taking a closer look at Canadian equity markets, the S&P/TSX
Composite’s 4.5% gain was driven by the two largest sectors,
Financials and Energy, up 11.5% and 7.0%, respectively.
Financials benefited from the rising interest rate environment
post the U.S. election, while Energy benefited from stronger oil
and natural gas prices. Interest rate sensitive sectors were
weaker with Real Estate up a meagre 0.1%, Utilities down 0.4%
and Telecom down 2.8%. The largest drag was Materials, down
6.2% on the back of weakness of gold and other precious metals.
Health Care was the worst performing sector, down 28.8% as a
major weight within the sector, Valeant Pharmaceuticals,
dropped 39.5%.
Canadian small-caps underperformed large-caps modestly this
quarter, with the S&P/TSX SmallCap Index gaining 3.1%. The
bulk of the underperformance was attributable to a heavy smallcap weighting in the weak Materials sector and a low small-cap
weighting in the strong Financials sector. This was somewhat
offset by small-cap outperformance in the Energy sector.
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AGF Canadian Small Cap Fund underperformed its S&P/TSX
SmallCap Index benchmark during the quarter, returning 2.0% in
comparison to 3.1% for the benchmark. Underperformance was
driven primarily by an underweight position in Energy, the top
performing small-cap sector (13.7% weight at quarter-end vs.
26.5% for the benchmark), as well as security selection within the
same sector. Notably within Energy, the Fund had very little
exposure to Equipment & Services, which rallied strongly over
the quarter.
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Somewhat offsetting this was strong security selection and a
large underweight position in Materials, the worst performing
small-cap sector. The portfolio is significantly underweight
Metals & Mining (3.3% weight at quarter-end vs. 18.0% for the
benchmark) which saw Gold, Silver and Precious Metals stocks
drop significantly.
The Fund held individual companies from a number of sectors
which generated strong returns this quarter. Notable performers
included top ten holding Real Matters, a private company, up
23%, Lundin Mining up 23%, Canadian Western Bank up 21%
and Badger Daylighting up14%.
The Fund remains underweight Energy, with an allocation of
13.7% vs. the benchmark’s 26.5% and Materials exposure of
15.0% vs. the benchmark’s 23.2%. We remain in favour of a
more broadly diversified sector mix, acknowledging certain
sectors will be significantly off the resource-heavy benchmark.

Outlook
Overall, 2016 was a good year for Canadian equity investors, as
the S&P/TSX Composite gained 21.1% and the S&P/TSX
SmallCap Index gained 38.5%. Commodities rebounded as fears
of a global economic slowdown and a hard landing in China
receded, and the oil market moved closer to balanced levels.
The recovery in commodity prices, combined with a narrowing of
the U.S./Canada government bond interest rate spread
contributed to a recovery in the Canadian dollar from US$0.722
to US$0.744. Brexit turned out to be largely a non-event for
markets, and the surprise Trump election reignited the market
rally that had paused during the third quarter. Fixed income
investors didn’t fare as well as equity investors, with the overall
Canadian bond market posting a modest gain of 1.7%.
Heading into 2017, a large part of our focus can’t help but remain
on the United States, and the implications of Donald Trump’s
presidency. There’s a tremendous amount of uncertainty
regarding the actions he’ll take versus his election platform.
Indeed, there’s a tremendous amount of uncertainty regarding
actions he’ll take, which we expect will lead to significant market
volatility. While we expect that Trump’s pro-business, pro-growth
agenda may be good for the U.S. economy, we question whether
the market is ignoring the risks associated with Trump-ignited
volatility. Strident trade protectionism could actually lead to a
negative economic shock. Large tax cuts and fiscal stimulus in
the form of infrastructure spending could lead to outsized deficits.
A tough policy on immigrants could lead to social unrest, and
foreign relations pose a wild card. While on balance, we are
positive on the outlook for the U.S. markets, we’re not convinced
the risks are being appropriately factored in.
In the midst of this uncertain environment, the global economy
still appears susceptible to shocks. Excluding the financial crisis,
2016 will be one of the slowest years for global growth in two
decades. Prior to the Trump victory, we were talking about slow
economic growth worldwide, deflationary pressures, massive
debt burdens, increased odds of financial strains, etc. We are
not sure a Trump presidency is a panacea for everything that’s
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wrong with the global economy. More specifically, we remain
concerned about China’s slowing growth as it tries to rebalance
away from an investment and export driven economy to a more
consumer driven economy. In Europe, we’re concerned about
populism post-Brexit and post-Trump, and whether or not Brexit
might be the beginning of a splintering of the European Union.
Here in Canada, we face our own economic challenges, including
a highly indebted consumer, a stretched housing market, and a
hollowed-out manufacturing base that hasn’t really benefited from
the lower Canadian dollar. While we should see some benefits
from our own government infrastructure spending, and our
exports should benefit from a stronger U.S. economy, we now
have trade concerns and the potential for the United States, led
by Donald Trump, to tear up the North American Free Trade
Agreement.
It’s important to note that the broad Canadian market is
dominated by three large sectors, Financials, Energy and
Materials, that have their own unique drivers. Financials will be
positively impacted by higher rates, Energy companies benefit
from stronger oil and natural gas prices, while base metals
companies could potentially benefit from large infrastructure
spending. A large number of Canadian companies also have
significant operations in the U.S. and would benefit from a
stronger US dollar.
Overall, we hold a relatively cautious view. Canada should be
expected to benefit from a stronger U.S. economy, but we do not
see a robust Canadian economy with strong earnings growth
outside of the commodity space, nor do we see very attractive
valuations for equities. In this environment, selective
diversification will remain very important. Our overall strategy
remains unchanged, with a focus on companies with strong
competitive positions that trade at attractive valuations.
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1The benchmark performance is as of the nearest month-end to the performance start date of the Fund.
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On January 1, 2014, the Fund’s benchmark changed from the BMO Small Cap Blended Total Return Index (Weighted) to the S&P/TSX Small Cap Total Return
Index. The benchmark change was applied from this date forward.
AGF Canadian Small Cap Discovery Fund merged into AGF Canadian Small Cap Fund on May 20, 2016.
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.
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: February 1, 2017

