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Fund Facts 
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S&P/TSX Small Cap Index 

Date of inception: 

February 15, 1996 (Series MF)  

January 14, 2000 (Series F) 

Investment style: 

Growth 

Portfolio Managers 

Cypress Capital Management Ltd. 

Michael Fricker, MBA, CFA 

Jeff Bay, CFA 

Market Overview 

World equity markets posted strong gains over the fourth quarter of 2022, recouping a portion of the persistent decline 

experienced over the first three quarters of the year. Modestly moderating inflation in North America focused the market’s 

attention on a potential Federal Reserve / Bank of Canada pivot, with expectations that the dramatic series of interest rate 

hikes will end in the near-term. And with economic data remaining solid, hopes remain that any potential recession will be 

shallow and short, i.e. a “soft landing”. 

All major markets were in positive territory, with several up double-digits. Developed Markets had a slight edge, gaining 9.9% 

(all numbers in US$ except Canada in C$), while Emerging Markets posted similar gains, up 9.8%. Among Developed 

Markets Europe led the way gaining 19.4%, followed by Japan up 13.3%. The S&P/TSX Composite in Canada and the S&P 

500 in the United States lagged, gaining 7.6% and 6.0% respectively. 

Bond market performance was modestly positive for the quarter with the Canadian broad bond market composite up 0.4%. 

This was supported by yields across most of the curve moving just marginally higher, with the 10-Year Government of 

Canada bond yield rising from 3.17% to 3.30%. The bond composite had declined 11.8% over the first three quarters of the 

year as central banks around the world pivoted hard, launching the most aggressive tightening cycle in decades to bring 

inflation and inflation expectations under control.   

Indeed, the Federal Reserve hiked by a total of 425bps over its most recent seven meetings, bringing its benchmark rate to 

the highest level since 2007. For its part, the Bank of Canada has virtually matched the Fed, hiking by 400bps over its last 

seven meetings including a jumbo 100bps hike in early July. Bond yields have risen across the curve, with the Government of 

Canada 10-Year bond yield increasing from 1.43% at the beginning of the year to 3.30%, hitting its highest levels since 2011. 

Expectations are for potentially 25-50bps more tightening over the course of H1/23 before both central banks begin cutting 

rates in the second half of the year. 

Taking a closer look at the Canadian equity markets, the S&P/TSX Composite’s 6.0% gain was broad-based, with nine out of 

eleven sectors in positive territory. Cyclical sectors generally led the way with defensive / interest rate sensitive sectors 

lagging. Info Tech led the way up 12.6%, followed by Energy up 9.0% (as WTI rose from US$76.63/bbl to US$80.26) and 

Consumer Discretionary up 8.8%. Health Care was the weakest sector down 10.9%, followed by Utilities down 7.4%. 

Small-caps outperformed large-caps over the quarter, with the S&P/TSX Small Cap Index up 8.4% versus the S&P/TSX 

Composite’s gain of 6.0%. However, gains weren’t as broad-based, with only six of eleven sectors in positive territory. 

Nevertheless, it was a similar theme with cyclicals leading and defensive / rate sensitive sectors underperforming. Materials 

were the top performer, up 16.4% followed by Energy up 13.8% and Consumer Discretionary up 7.6%. Info Tech was the 

laggard down 9.5% followed by Utilities down 6.8% and Health Care down 3.4%. Communication Services and Consumer 

Staples were just into negative territory.  

Small-cap outperformance vs. large-caps was generally driven by the heavyweight and top-performing Materials and 

Energy sectors, as six of eleven small-cap sectors actually underperformed their larger-cap peers. Following strong small-cap 

outperformance as markets rebounded from the coronavirus-driven market plunge, small-caps have notably 

underperformed four out of the last six quarters as market volatility has re-emerged.   
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Fund Overview 

Annualized Performance in CAD, net of fees,  

as of December 31, 2022  (% return) 
3 mo. 1 yr. 3 yr. 5 yr. 10 yr. PSD* 

AGF Canadian Small Cap Fund – Series F 8.6 -9.0 9.0 5.6 6.8 8.0 

AGF Canadian Small Cap Fund– Series MF 8.3 -10.1 7.8 4.4 5.7 7.0 

S&P/TSX Small Cap Index1 8.4 -9.3 7.2 3.1 4.2 7.1 

Source: AGF Investments Inc. as of December 31, 2022. *MF and F Series Performance start date (PSD): February 15, 1996 (MF Series), January 14, 2000 (F Series). MERs as of 
September 30, 2022 are 2.82% (MF Series) and 1.64% (F Series). Past performance is not indicative of future results. One cannot invest directly in the Index.  

 

The AGF Canadian Small Cap Fund nominally underperformed its S&P/TSX Small Cap Index benchmark over the quarter, 

gaining 8.3% versus an 8.4% gain for the benchmark. However, on a fee-adjusted basis the Fund outperformed. 

Outperformance was driven by security selection, which more than offset the drag from sector allocation.  

Security selection saw a number of sectors making a strong contribution to outperformance. Largest contributors were 

Financials (+19% Fund performance vs. +5% for the sector), Info Tech (+5% vs. -10%), Energy (+20% vs. +14%) and Consumer 

Staples (+12% vs. 0%). The largest, yet still modest drag was Materials, the top-performing sector over the quarter (+12% vs. 

+16%). 

Sector allocation drag on relative performance was predominantly driven by underweights in the resource sectors 

(Materials and Energy) as well as an overweight in interest-sensitive Utilities. Materials (7.2% portfolio weight vs. 32.4% for the 

benchmark at December 31, 2022) was the top performing sector up 16%, followed by Energy (14.0% portfolio weight vs. 

19.7%) up 14%. Utilities (4.3% vs. 0.3%) was the second-worst performing sector, down 6.8%. 

As markets posted a strong gain over the quarter, the Fund had many holdings that generated strong 20%+ returns. Top ten 

performers were concentrated in Materials and Energy, however also saw names from Financials, Industrials and Info Tech. 

Gains were led by Torex Gold +56%, Guardian Capital Group +46%, Enerflex +44%, Stelco +39%, Alamos Gold +34%, 

Martinrea +32%, Trican Well Service +28%, NuVista Energy +27%,  Stella Jones +26% and Enghouse Systems +25%. 

The Fund’s most notable changes over the period included increased weightings in Energy (12.7% to 14.0%), Financials (9.9% 

to 10.6%) and Consumer Staples (5.1% to 5.7%). Exposure was reduced to Utilities (5.1% to 4.3%) and Info Tech (7.0% to 6.4%). 

Cash weighting declined from 5.3% to 4.6% and U.S. equity weighting from 1.5% to1.0%. The Fund exited two names over the 

quarter – PetValu Holdings and Dye & Durham. 

 

Outlook 

Looking beyond equity markets, the global economy continues its lengthy normalization from the Covid pandemic. The U.S. 

and Canadian economies have remained resilient, with strong demand shifting from goods to services as life returns more 

and more to the pre-Covid “normal”. However, persistently high inflation, driven by disrupted supply chains, labour supply 

issues, and the Russian invasion of Ukraine, has forced central banks to pivot hard. Reining in inflation has become the top 

priority for the first time in many, many years. Dramatic rate hikes have been enacted, with heavy front-loading in an 

attempt to prevent excessive inflation expectations from taking hold. The mounting concern now is that the rapid and 

steep pace of tightening will push economies into recession.    

 

1 The 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 that date forward 
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The Covid pandemic also remains a notable risk, both from an economic growth and inflationary perspective. Substantial 

uncertainty still exists regarding the trajectory of the pandemic and its potential impacts, as demonstrated by the 

emergence of new more contagious variants as well as the dramatic rise in cases in China as they exit their zero-Covid 

policy. However, we do expect to see continued normalization (notwithstanding potential shorter-term setbacks), and 

moderating inflation as the world continues to adapt to Covid and supply chains normalize. 

Notwithstanding our outlook for moderating inflation, we do remain concerned about the medium-term strength of the 

economic recovery as the dramatic series of interest rate hikes begin to impact consumers and businesses. Indeed, the 

most relevant question now appears not to be whether we are heading into a recession, but rather how deep it will be. The 

combination of a potential recession, fading earnings momentum and rising bond yields have had their impact on equity 

valuation levels. The S&P/TSX Composite in Canada is now well below its historical level from a P/E perspective, while the 

S&P 500 in the U.S. has declined nearer to average levels. 

However, as we continue in an environment of dramatic monetary tightening and persistently elevated inflation, we expect 

ongoing elevated equity market volatility. In this environment, we continue to focus on quality companies (resilient earnings, 

strong balance sheets, trading at attractive valuations), with an emphasis on maintaining diversification amid higher levels 

of uncertainty. 
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All information is in Canadian dollars unless otherwise stated. 

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 or unit value 
and reinvestment of all dividends 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. 

Commentary and data sourced from Bloomberg®, Reuters and company reports. The commentaries contained herein are provided as a general 
source of information based on information available as of December 31, 2022, and are not intended to be comprehensive investment advice 
applicable to the circumstances of the investor. 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 AGF Investments Inc. 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 do not represent all of the securities 
purchased, sold or recommended for the portfolio. It should not be assumed that investments in the securities identified were or will be profitable and 
should not be considered recommendations by AGF Investments. 

Series F securities can be purchased under the simplified prospectus only through a registered dealer who has obtained consent of AGF to offer 
Series F securities. MER as of September 30, 2022. AGF may, in its discretion, temporarily waive some or all of the expenses of the Fund, which will 
result in a reduction in the MER. AGF may cease to offer any such waiver at any time without notice. 

“Bloomberg®” is a service mark of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator 
of the index(collectively, “Bloomberg”) and has been licensed for use for certain purposes by AGF Management Limited and its subsidiaries. 
Bloomberg is not affiliated with AGF Management Limited or its subsidiaries, and Bloomberg does not approve, endorse, review or recommend AGF 
Canadian Small Cap Fund.  Bloomberg does not guarantee the timeliness, accurateness, or completeness, of any data or information relating to 
AGF Canadian Small Cap Fund. 

AGF Investments is a group of wholly owned subsidiaries of AGF Management Limited, a Canadian reporting issuer. The subsidiaries included in 
AGF Investments are AGF Investments Inc. (AGFI), AGF Investments America Inc. (AGFA), AGF Investments LLC (AGFUS) and AGF International 
Advisors Company Limited (AGFIA). AGFA and AGFUS are registered advisors in the U.S. AGFI is registered as a portfolio manager across 
Canadian securities commissions. AGFIA is regulated by the Central Bank of Ireland and registered with the Australian Securities & Investments 
Commission. The subsidiaries that form AGF Investments manage a variety of mandates comprised of equity, fixed income and balanced assets. 

For Advisor Use Only. No portion of this communication may be reproduced or distributed to the public. AGF Investments disclaims any 
responsibility for any advisor sharing this with investors. 

.  

 ® ™ The “AGF” logo and all associated trademarks are registered trademarks or trademarks of AGF Management Limited and used under licence. 

Publication date January 30, 2023 

 

 


