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Market overview
U.S. economic data undercut expectations in the second quarter,
with downside surprises in manufacturing, retail sales and
employment. Nevertheless, GDP growth improved from the
anemic levels of the first quarter. Despite declining inflation and
inflation expectations, the Federal Open Market Committee
(FOMC) hiked rates in June by 25 basis points, the fourth rate
hike this cycle. The Fed also indicated it intends to reduce its
bond holdings, though gave no details on timing.
In Canada, the economy grew at an annualized pace of 3.7%
during the first quarter, outperforming the majority of developed
economies, although the pace of growth appeared to moderate in
during the second quarter based on preliminary data.
Employment trends continued to improve, with 54,500 jobs being
added in May, well ahead of expectations. Inflation continued to
trend lower in May, to the lowest level since 1999. Despite this,
however, the Bank of Canada hinted that it may hike rates this
year.
In Europe, the economy grew 1.9% on an annualized basis in the
first quarter of 2017, its fastest pace in a year. Economic data
during the second quarter showed ongoing improvement in
manufacturing, but inflation remained well under the ECB’s 2%
target, at 1.3% year-over-year in June6. The benign outcome of
the French election that witnessed centrist Candidate Emmanuel
Macron beat far-right Front National candidate Marine Le Pen,
also bolstered confidence, as did efforts to resolve banking
challenges in Italy and Spain.
The Fed’s plan to reduce its balance sheet and hike rates further
resulted in higher short term bond yields (up to three year
maturities), while disinflationary dynamics resulted in lower yields
in the five year and longer portion of the U.S. Treasury curve.
This resulted in long-term bonds outperforming during the
quarter.
A similar trend played out in Canada, though it was more
pronounced. The Canadian yield curve flattened as bond yields
up to ten year maturities rose with market participants pricing in a
potential rate hike as early as July, while long term bond yields
declined as inflation and inflation expectations trended lower.
Hence, long term bonds outperformed as yields declined. Despite
lower oil prices, the Canadian dollar appreciated on the
prospects of higher short term rates in Canada.
Corporate bonds outperformed due to spread tightening, and
U.S. convertible bonds performed strongly alongside rising equity
markets. Emerging market bonds also performed well as
economic fundamentals showed improvement. EM sovereign

bonds generally performed in line with U.S. corporate bonds
during the quarter (in U.S. dollar terms), with most global fixed
income categories outperforming the Canadian bond market.
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The Fund underperformed the benchmark during the quarter.
The Fund’s overweight to corporate BBB-rated bonds relative to
A-rated credits detracted, as lower quality bond spreads in
sectors like Energy (oil prices) and Financials (housing concerns
and rising rates) widened relative to A-rated bonds. As well, an
underweight to long-dated provincial bonds, in favour of
corporate bonds, detracted. Provincial bonds with long maturities
significantly outperformed during the quarter as long-term bond
yields declined, while spreads modestly tightened. Modest
exposure to the U.S. dollar after hedging activity detracted due to
the appreciation of the Canadian dollar. The Fund’s small
exposure to inflation-linked bonds adversely impacted returns as
inflation-breakeven rates declined.
A modestly short duration stance contributed positively to
performance as Canadian government bond yields up to ten
years in maturity rose during the quarter. The Fund’s overweight
to long term Government of Canada bonds helped returns as
long bond yields declined. The Fund’s overweight allocation to
investment grade corporate bonds and out-of-benchmark
exposure to high yield bonds contributed to returns due to spread
tightening. The Fund’s U.S. convertible bond exposure also
contributed due to the outperformance of U.S. convertible bonds.

Outlook
Global growth continues to accelerate, supported by both
developed and emerging economies. The U.S. labour market
remains on solid footing, while industrial output and real
consumption spending are on track to grow significantly relative
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to the first quarter of the year. However, weak inflation is a
concern and its impact on the future path of monetary policy
remains to be seen. The Fed remains committed to tightening as
financial conditions remain healthy, and it even modestly
upgraded its growth forecast this year. We expect the Fed to
announce its intention to unwind its balance sheet as early as
September by rolling off maturing Treasuries, mortgage-backed
securities and agency debt. On the fiscal front, the lack of
progress on health care and tax reform has contributed to
economic and market uncertainty, as has President Trump’s
political difficulties, but expectations are now so low that any
policy successes may provide upside surprises. Geopolitical risks
such as North Korea, as well as trade protectionism are among
potential risks on the horizon.
In Canada, the strong pace of economic growth is likely to
moderate with struggling oil prices and a decelerating housing
market. In Ontario, the Liberal government’s introduction of
legislation to cool the overheated housing market has already
started to work as home sales and prices have started to decline.
However, it remains to be seen whether these new measures will
have a temporary effect on house prices, similar to Vancouver’s
experience when housing measures were introduced last year.
We anticipate a third quarter rate hike by the Bank of Canada, as
hinted by Senior Deputy governor Wilkins and further echoed by
Governor Poloz last quarter, with the potential for more hikes if
the economy continues to move toward its full potential. In
Europe, we anticipate that the European Central Bank will
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announce a reduction in asset purchases before the end of the
year.
We anticipate that bond yields will move higher if global growth
continues to improve. Inflation in the developed economies
remains below target, and developments on this front will be a
key element influencing the path of bond yields and monetary
policy.
Our outlook continues to be mildly positive as economic growth
momentum continues, partially offset by the somewhat elevated
valuations of riskier asset classes. Consequently, we prefer
investment-grade corporate bonds over government bonds,
which may struggle if yields rise. We are neutral on high yield
bonds: while defaults should not be significant in the absence of
a recession and corporate fundamentals have improved recently,
we are in the late stage of the cycle in our view, and valuations
are closer to the high end of their historical range. We believe
that equities, and hence convertible bonds, should still perform
well relative to bonds in the medium term as earnings growth
continues to rebound along with economic growth.

Effective April 1, 2016, AGF reduced the MF Series management fee from 2.00% to 1.50%. AGF Canadian Bond Fund and AGF Inflation Plus Bond Fund merged
into AGF Fixed Income Plus Fund on May 20, 2016. On March 21, 2016, AGF Fixed Income Plus Fund Series Q service fee changed from a maximum of 0.75%
to a maximum of 0.50%. Any service fees above 0.50% were automatically reduced. 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 June 30, 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. 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.
In order to invest in and maintain participation in the AGF Gold Label program (Series Q and/or W), a minimum of $100,000 in Series Q and/or W
per fund (in each account) or $250,000 in household assets in Series Q and/or W is required. Management fees (for Series Q and W) as well as
service fees (for Series Q only) within the AGF Gold Label program will be taken out directly from client accounts. For AGF Gold Label clients, AGF
pays the operating expenses, custody and other administration-related costs (except brokerage commissions, counterparty fees, IRC fees or other
extraordinary items). Tier level discounts apply only to the dollar amount(s) grouped in each particular tier.
First publication date: July 14, 2017.

