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Market overview
World equity markets were strong in the first quarter of 2017, with
positive returns across the board. Emerging markets led the way,
with the MSCI Emerging Markets Index up 11.5% (all numbers
US$ except Canada in C$). Developed markets were also strong,
with Europe up 7.6%, the S&P 500 in the United States up 6.1%,
and Japan gaining 4.6%. Canada was the laggard, with the
S&P/TSX Composite up 2.4% on weakness in the Energy sector.
A great deal of attention remains focused on the U.S. market as
we progress through the early days of the Trump presidency.
While investors have given him a ringing endorsement with
markets rallying since election day, the reality is that several of
his policy proposals have already been stymied (repeal/replace
the Afordable Care Act, immigration ban) and questions remain
over his ability to enact others that could be potentially more
meaningful for markets (tax reform, fiscal stimulus, trade
protectionism). Given this backdrop, a significant question for
investors is just how much of the market rally and current
valuation levels are due to the “Trump trade” and policies that
may never materialize versus how much is simply due to quality,
persistent U.S. economic growth and a seemingly improving
global economy.
Driven by solid U.S. economic growth, the U.S. Federal Reserve
followed up on its December 2016 rate hike with another 25 basis
points hike in March. While longer-dated bond yields had a shortterm upward reaction to the March hike, they have generally
returned to pre-hike levels, with the U.S. 10-year Treasury falling
slightly to 2.39% from 2.44% at the beginning of the quarter. For
its part, the Government of Canada 10-year Bond fell from 1.72%
to 1.63%. Also taking a breather as U.S. rates declined slightly
was the U.S. dollar, down 1.8% against a basket of major world
currencies. The U.S. dollar also had a slight decline versus the
Canadian dollar, with the Canadian dollar rising from US$0.744
to US$0.751 despite weaker energy commodity prices and
widening 2-year interest rate differentials, both typically negative
for the Canadian currency.
Taking a closer look at Canadian equity markets, the S&P/TSX
Composite’s 2.4% gain was broad based, with most sectors
posting strong returns. Only the Energy and Health Care sectors
were down over the quarter (-5.3% and -10.3% respectively).
Energy was impacted by weakness in crude oil and natural gas
prices as WTI declined 5.8% to US$50.60/barrel, while NYMEX
gas declined 14.3% to US$3.19/mmbtu. Additionally, U.S.
investors reallocated towards select large caps and U.S. energy
companies, and away from some of the senior oil & gas

companies in Canada. Valeant Pharmaceuticals was the primary
negative factor in the Health Care sector, as it still accounts for
half of the sector weight, and declined 24.6% over the quarter.
Metals and Mining stocks were strong, with the subsector gaining
8.4%. Copper gained 5.4% to US$2.64/lb on expectations of
potentially large U.S. infrastructure spending, while gold gained
8.5% to US$1,249/oz, perhaps driven by inflation concerns
associated with Trump’s reflationary policies.
Small-caps underperformed large-caps this quarter, with the
S&P/TSX SmallCap Index returning 1.5% versus the S&P/TSX
Composite at 2.4%. The major drag on relative performance was
the Energy sector. While the Energy weights in the large-cap and
small-cap Canadian benchmarks are relatively similar, small-cap
Energy names were down 15.8% over the quarter versus the
large-caps down a more modest 5.3%. The difference was
largely driven by a heavier small-cap weighting in the harder hit
Explorers & Producers.

Fund overview
As at March 31, 2017

3 mo.

6 mo.

1 yr.

3 yr.

5 yr.

10 yr.

PSD**

AGF Canadian Small
Cap Fund (%) (net of
fees)

2.8

4.9

16.0

3.0

5.3

2.1

8.1

1.5

4.6

29.5

3.3

4.1

3.5

8.8

1

S&P/TSX Small Cap
Index (%)

Source: AGF Investment Operations.
** Performance start date (PSD): February 16, 1996.

AGF Canadian Small Cap Fund outperformed its S&P/TSX
SmallCap Index benchmark during the quarter, returning 2.8%
versus 1.5% for the benchmark. Outperformance was driven by
sector allocation, most notably by an underweight position in the
worst performing Energy sector. Also contributing was an
overweight Technology position, which was the top performing
small-cap sector over the quarter. Somewhat offsetting was an
underweight position in Materials, which rebounded strongly after
a weak fourth quarter of 2016.
Security selection was largely neutral overall with positive
selection in Real Estate (+11.2% performance compared to the
benchmark at +6.2%) and Consumer Discretionary (+9.8%
versus +0.9%) the largest contributors. Selection in Technology
(+7.4% compared to the benchmark at +14.2%) and Materials
(+9.5% versus 12.5%) were the largest detractors. Technology
selection was impacted by not holding Sierra Wireless (up 68%)
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while Materials were impacted by an underweight position in the
strong Metals & Mining subsector.
The Fund had individual companies from a number of sectors
that generated strong returns this quarter. Notable performers
included FirstService (+26%), New Flyer Industries (+21%),
Martinrea International (+21%) and Canfor Pulp Products
(+20%).
At quarter end, the fund remains most significantly underweight
Energy with an allocation of 12.4% versus the benchmark’s
22.9% and Materials with an allocation of 16.3% versus the
benchmark’s 25.5%. We remain in favour of a more broadly
diversified sector mix with higher weights in Real Estate,
Financials and Utilities compared to the resource heavy
benchmark.

Outlook
As the world’s first full quarter with a Trump presidency comes to
a close, we join other investors in pondering whether recent
market strength has been driven by a strengthening U.S. and
global economy, or whether it’s been the President’s probusiness/reflationary stance. If it is the latter, the risk remains
that the market could be disappointed by policies that never
come to fruition yet whose benefits may already be priced in.
Indeed, we also wonder whether the market is ignoring the risks
associated with a Trump presidency. 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 with Russia, China, North
Korea, Syria, etc. are a complete wild card.
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In the midst of geopolitical uncertainty, and still weak global
economic growth, the global economy still appears susceptible to
shocks. Further concerns include China, as its growth continues
to slow, and the rise of populism in Europe and potential impact
on the European Union. In Canada, despite surprisingly strong
recent economic figures, 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. We also now have
trade concerns and the potential for the United States, led by
Donald Trump, to tear up the North American Free Trade
Agreement.
On balance, we’re taking a moderately cautious view. Canada
should be expected to benefit from a stronger U.S. economy, but
we do not see a particularly robust Canadian economy with
strong earnings growth, nor do we see particularly attractive
valuations for equities. However, the risk/reward appears much
more attractive for equities as compared to fixed income, and the
fact is that valuation levels can remain at relatively elevated
levels for a number of years, with the potential for markets to
grow into those valuations. In this environment, our overall
strategy remains the same, with a focus on companies with
strong competitive positions and those who trade at attractive
valuations. We expect these will perform well over the long-term,
even if there is short-term market volatility.

1The benchmark performance is as of the nearest month-end to the performance start date of the Fund. 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 March 31, 2017 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.
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