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Market overview
In Canada, economic data was weak during the quarter.
Economic growth fell by 0.6% in May (released in July with a two
month lag), marking the worst month since March 2009 as a
result of the wildfires in Alberta. However, the subsequent two
months witnessed a strong recovery, rising 0.6% and 0.5%, in
June and July, respectively, representing the biggest two-month
gain for GDP growth in almost five years . Payroll data for June
and July were weak as full-time employment declined
significantly. While payrolls bounced back in August, the number
of full-time positions added was modest. Inflation remained
muted during the quarter. The Bank of Canada held rates steady
and downgraded its assessment of growth for the year as a result
of trade flows, consumer spending and the wildfires in Alberta.
Still, the bank expects growth to rebound in the second half of the
year as oil production recovers and as consumer spending is
anticipated to rise. The central bank reiterated its concern over
the housing market, while the Vancouver housing market showed
some moderation following British Columbia’s implementation of
a 15% tax on foreign buyers, which went into effect on August
2nd.
U.S. economic growth also remained lacklustre during the
quarter. U.S. manufacturing and non-manufacturing both
weakened, while U.S. payrolls also declined. However, the
workforce participation rate and average hourly earnings edged
modestly higher during the quarter. Economic growth for the
second quarter came in significantly below expectations as
inventories fell for the first time since 2011, though consumer
spending was encouraging.
Central banks continued to influence financial markets during the
quarter as investors traded cautiously prior to central bank
meetings. Despite hawkish comments made by U.S. Federal
Reserve Board (Fed) Chair Janet Yellen at the annual Jackson
Hole meeting near the end of August, the Fed did not raise rates
in September and lowered its projections for future interest rate
hikes, which was welcomed by market participants. The Bank of
Japan (BoJ) announced a dramatic change to its policy
framework following its strategic review, introducing yield curve
control where it will purchase government bonds so that the 10year Japanese Government Bond yield will remain close to 0%.
The Bank of England announced a corporate bond QE program
on August 4th, while the European Central Bank underwhelmed
markets after keeping policy unchanged.
Canadian government bond yields in the short end of the curve
(up to 5 years in maturity) rose, while yields in the mid and long

term portions fell during the quarter. This resulted in the long
term portion outperforming, while the short end underperformed.
Investment grade corporate bonds outperformed government
bonds, while high yield bonds significantly outperformed most
other fixed income categories due to tightening spreads. In the
U.S., government bond yields rose across the yield curve as
investors’ concerns eased somewhat from the beginning of the
quarter following the fallout of the surprise Brexit vote.
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The Fund returned 1.0% during the quarter, underperforming the
benchmark’s return of 1.2%.
While the Fund’s modestly short duration stance slightly
detracted, an overweight to long-term Government of Canada
bonds contributed positively to performance as yields in the mid
and long term portions of the curve declined.
The Fund’s overweight allocation to investment grade corporate
bonds and out-of-benchmark exposure to high yield bonds,
including convertible debentures, contributed positively as a
result of tightening spreads during the quarter. The Fund’s small
U.S. dollar exposure net of hedging also contributed positively as
a result of the modest depreciation of the Canadian dollar. The
Fund’s modest exposure to inflation-linked bonds positively
impacted returns due to the relative outperformance compared to
longer nominal coupon bonds as inflation-breakeven rates
increased over the period.

Outlook
The economic fallout following the “Brexit” vote towards the end
of June has generally been milder than feared, resulting in
economic and market conditions that have been better than
expected. However, by the end of the quarter it was anticipated
that Article 50 (which formally starts the process of the UK’s exit
from the EU) will be enacted by early next year. We will be
closely monitoring the situation as it continues to unfold.
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While the Fed did not hike rates at its September meeting, we
believe they will raise in December, as underlying data are likely
to hold up strongly enough to support it. The BoJ’s shift in
monetary policy allows the bank to be more flexible and
potentially support more sustainable growth over the long term.
Ongoing political risk may result in mixed investor sentiment and
could potentially weigh on financial markets going forward,
particularly the U.S. elections in November. The Italian
referendum in December and European Union elections in 2017
also pose medium term risks.
As a number of central banks are potentially approaching their
limits on monetary policy, a number of countries have announced
plans to implement expansionary fiscal policy, which is likely to
be supportive of growth in the medium term. Countries such as
Canada, Japan and South Korea have announced fiscal
packages, while others such as the United States and United
Kingdom are likely to follow. While near-term growth may
improve, longer term benefits will depend on how effectively
those policies are deployed. Historically, government spending
has not been as productive or supportive of GDP growth as
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private sector spending, although refurbishing of aging
infrastructure does present an opportunity to enhance
productivity.
In the near term we expect bond yields to gradually move higher,
supported by more favourable growth and inflation prospects as
the economy continues to recover from weak growth earlier this
year. However, we anticipate yields to remain in a low range as
the global economy continues to experience anemic growth and
central bank accommodation remains supportive.
Our outlook is currently neutral as riskier asset classes have
rebounded significantly off their mid-February lows, making
valuations somewhat less attractive. Consequently, we remain
more neutral on high-yield bonds and maintain an overweight
allocation to higher-quality, investment-grade corporate bonds.

AGF Investments Inc. replaced Acuity Investment Management Inc. as portfolio manager, effective April 17, 2015. Commentary and data sourced from Bloomberg,
Reuters, Globe Investor and company reports. 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. Data sourced from Bloomberg,
Reuters and company reports. 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.
Source: FTSE. All rights in the FTSE TMX Canada Universe Bond Index (the “Index”) vest in FTSE International Limited (“FTSE”). “FTSE®” is a
trade mark of the London Stock Exchange Group of companies and is used by FTSE under licence.
First publication date: October 21, 2016.

