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Market overview

** Performance start date (PSD): February 16, 1996.

Global equity markets were in positive territory for the third
quarter, extending a rally that began in February of this year.
Emerging Markets as a whole led the way, up 9.2% (all numbers
are U.S. dollar total return except Canada) on the back of a
modestly weaker U.S. dollar, stronger commodity prices and
increased risk appetite as the quarter progressed. Developed
markets were also strong, up 5.0% for the quarter. Japan led the
way, gaining 8.8% while Europe gained 5.4%, rebounding from a
Q2 decline driven by the U.K.’s surprise Brexit outcome. The
U.S. continued to show strength, generating positive returns for
the fifth consecutive quarter with the S&P 500 up 3.9% and the
Dow Jones Industrial Average gaining 2.8%.

AGF Canadian Small Cap outperformed its S&P/TSX SmallCap
Index benchmark during the quarter, returning 5.4% in
comparison to 4.9% for the benchmark. Outperformance was
driven primarily by strong security selection in the Information
Technology, Financials, Consumer Discretionary and Consumer
Staples sectors. Notably within those sectors, several of the
Fund’s large holdings performed well with Descartes Systems,
Constellation Software, Element Fleet Management and Linamar
returning 14%, 19%, 20% and 19% respectively, during the
quarter.

In Canada, the S&P/TSX Composite Index posted a strong
quarter, gaining 5.5% over Q3. Most sectors advanced, with
Information Technology and Industrials leading the way with
returns of 12.1% and 10.7% respectively. Increased investor
expectations surrounding Federal Reserve rate hikes saw
interest-rate sensitive sectors (i.e. Real Estate, Utilities,
Telecommunications) underperform and weakened the appeal of
gold, driving the Materials sector into slightly negative territory.
Canadian small-cap stocks performed roughly in line with largecaps this quarter, with the S&P/TSX SmallCap Index gaining
4.9%. All small-cap sectors were in generated positive returns
over the quarter with the exception of Financials, down 3.0%
The Canadian dollar showed some relative stability, trading in a
range of $0.76–$0.78 USD, but finished the quarter down a
penny at $0.76 USD. Government of Canada 10-Year bond
yields continued their decline to record lows, from 1.06% to
1.00%. The yield compression continued in Canada despite a
modest rise in U.S. yields, reflecting the impact of continued
monetary stimulus worldwide, a relatively weaker Canadian
economy and expected monetary policy divergence between
Canada and the U.S.
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The Fund had several other holdings which generated strong
returns this quarter including High Liner Foods up 39%, Interfor
up 34%, Parex Resources up 33%, Altus Group up 32%, Sleep
Country Canada up 31% and Badger Daylighting up 27%.
Sector allocation detracted to relative performance, driven by an
overweight position in the worst-performing Financials sector and
a modest underweight position in Energy. However, security
selection within those sectors was strong, more than offseting the
negative drag from sector allocation.
The Fund remains underweight Energy with an allocation of
13.3% vs. the benchmark’s 22.7% and Materials exposure of
15.4% vs. the benchamark’s 26.3%. We remain in favour of a
more broadly diversified sector mix, acknowleding certain sectors
will be significantly off the resource-heavy benchmark.

Outlook
Despite the overall positive returns for global equity markets over
the past quarter and year, market uncertainty continues.
Worldwide economic growth remains muted with 2016 GDP
growth expected to hit a post-crisis seven-year low. It also
appears monetary stimulus may be nearing the limits of its
efficacy. Driven by central bank bond purchases, over $12 trillion
(USD) worth of developed market bonds now offer negative
yields. With interest rates near record lows, the prospect of
additional quantitative easing and even lower rates successfully
stimulating economic growth appears unlikely. The discussion on
how to boost persistently slow economic growth has turned to
fiscal stimulus, as we are already observing in Canada, in
addition to extending the current easing of monetary policy.
The United States appears to be the bright spot in a mixed global
economic recovery. The labour market has moved towards full
recovery and we’re seeing improvements in consumer
confidence and housing markets. However, market valuations

FUND COMMENTARY

THIRD QUARTER 2016

appear fair, reflecting the benign outlook. Canada’s outlook
appears to be improving somewhat, as a low Canadian dollar
remains supportive of export growth. With fiscal, housing markets
and consumer spending should remain resilient, which we expect
to result in stronger commodity prices. Emerging markets remain
a source of concern as China transitions to slower growth, and
there is much uncertainty regarding Europe as well. While we
don’t expect the recent Brexit result to have a significant impact
on Canadian markets, we do remain concerned about the impact
on the European Union and the potential for other countries to
follow the U.K.’s lead of leave the E.U. Japan’s growth prospects
remain weak as it continues to fight persistent deflationary
pressures.
We remain relatively neutral on Canadian small-cap equities.
While we expect a period of extended low interest rates and a
modestly growing economy to provide support for equity markets,
a number of risks exist that could result in significant market
volatility. In this environment, the importance of focusing on
fundamentals remains as important as ever. We continue to
favour a bottom up approach, focusing on quality companies with
strong competitive positioning, quality management teams and
superior growth profiles that trade at attractive valuations.
Maintaining diversification remains a focus, specifically targeting
companies with exposure to the U.S. economy.
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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 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.
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: November 9, 2016

