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Market overview 

Easier monetary conditions and abating political risks offered 

investor relief and sent financial markets higher in the three-

month period ended December 31, 2019. The U.S. and China 

agreed to a Phase 1 deal, offering some reprieve on the trade 

front, in addition to the passage of final hurdles related to the 

USMCA deal. Overseas, a landslide victory for Boris Johnson in 

the U.K. elections marked a significant step towards Brexit 

resolution. Together, with improvement in global 

manufacturing activity, the supportive economic backdrop led 

to cycle-highs reached in several major markets during the 

quarter.   

The U.S. Federal Reserve (Fed) cut interest rates for a third-

consecutive meeting in October while also communicating a 

high threshold for further easing in the coming months. The 

labour market strengthened with the unemployment ending 

the period at 50-year lows of 3.7%, however Fed’s preferred 

measure of inflation, the U.S. core PCE Index, slowed to 1.6%. 

The ISM Manufacturing PMI stabilized after decelerating for six 

straight months, though remained within contractionary levels 

throughout the quarter. The Democratic nomination race 

narrowed ahead of the 2020 U.S. presidential election with 

candidates trading places atop the polls. Outside of the Heath 

Care and Financials sectors, however, the race had little affect 

on financial markets over the course of the quarter. 

The Canadian economy was strong relative to other 

developed markets. The Bank of Canada (BoC) held rates 

unchanged in the quarter and throughout 2019 with comments 

largely focused on global trade uncertainty as opposed to 

domestic concerns. Reported labour data was choppy with 

the unemployment rate ending the quarter at 5.9%, though the 

longer-term trend remained healthy, while core inflation rose to 

a decade-high 2.2% pace. The Canadian federal election took 

place in October with the Liberal party securing a minority 

government, a result that was widely expected and drew little 

response from financial markets.        

Europe continued to be a weak link in global economic data 

despite reduced political and trade risks. Manufacturing 

activity bottomed after nine straight months of contraction yet 

remained well into contraction territory. Core inflation ended 

the period at 1.3% and well below the European Central Bank’s 

(ECB)target rate, while unemployment failed to improve below 

7.5%. Christine Lagarde began her tenure as President of the 

central bank with an upbeat tone following the formation of a 

majority Conservative government in the U.K., removing a 

significant hurdle in the way of Brexit resolution.    

Canadian government bond yields rose across all maturities. 

The shift higher was most evident in medium and long-term 

Treasuries which resulted in further curve steepening. Yields in 

the U.S. rose by similar levels outside of short-term Treasures, 

which declined as a result of Fed easing during the quarter. 

After briefly inverting in the summer, the U.S. curve steepened 

throughout the fourth quarter to near-year-to-date highs.    

Investment grade corporate bonds outperformed during the 

quarter as slow growth and benign inflationary pressures 

benefited credit-sensitive securities. Such an environment was 

also supportive of high yield bonds, which were among the 

best performing fixed income categories. After outperforming 

through much of the year, Canadian provincial bonds 

underperformed Government of Canada bonds during the 

period.  

 

Fund overview 

As of Dec 31, 2019 3 mo. 1 yr. 3 yr. 5 yr. PSD* 

AGF Global  Bond 
Fund – Series F (net of 
fees) 

-0.5% 2.8% 2.5% 3.0% 3.6% 

AGF Global Bond 
Fund – Series MF (net 
of fees) 

-0.7% 2.1% 1.8% 2.3% 3.6% 

Index**  
-1.0% 4.5% 3.7% 5.0% 

4.8%/
5.5%^ 

Source: AGF Investment Operations 

* Performance start date (PSD): Class MF & F: April 19, 2010 

** Index is 50% Bloomberg Barclays Global Aggregate Index (hedged to 

CAD) / 50% Bloomberg Barclays Global Aggregate Index 

^Since performance start date, index returns for Ser F: 4.8%, Ser MF: 5.5%. 

The fund outperformed the blended benchmark index during 

the quarter due to category allocation, term positioning and 

U.S. dollar currency hedging effects.  
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An overweight to government-related and corporate bonds in 

favour of global Treasuries contributed to returns. Yields rose 

during the quarter as uncertainty related to trade was eased in 

light of the Phase One agreement reached. This negatively 

impacted rate-sensitive bonds in general, however weighed 

most on Treasuries. Categories with credit-sensitive attributes, 

such as corporate investment-grade bonds benefited from the 

risk-on environment. Similarly, the fund’s out of benchmark 

exposure to high yield and convertible bonds outperformed 

during the quarter.       

The backdrop of rising yields and generally steeper yield curves 

cause greatest price pressures in the long end of the curve. As 

a result, the fund’s duration positioning short of the benchmark 

index was additive.    

The majority of the fund’s U.S. dollar exposure was hedged to 

mitigate foreign exchange volatility. Given the U.S. dollar 

depreciated over the course of the period, this served as a 

tailwind relative to the blended benchmark.  

Outlook 

A combination of macro factors drove a sustained downward 

shift in yields through much of 2019 to the point of curve 

inversion. As we enter a new decade, however, it appears the 

‘heavy lifting’ related to these factors is behind us. Trade-

related pressures within North America and between the U.S. 

and China, as well as Brexit-related issues in the U.K. appear to 

be on track for resolution, or at very least a détente for the time 

being. Combine these abating political concerns with 

troughing global growth and easier monetary conditions from 

major central banks, and a reasonable case could be made 

for a mid-cycle rise in Treasury yields, similar to those 

experienced in previous cycles. 

Periods of geopolitical disruption are an ongoing risk and often 

come with little warning, therefore direction into the latter half 

of 2020 becomes less clear. If there’s one lesson to learn from 

2019, it is that setbacks should be expected and no deal is final 

until the ink is dry.  And regardless, while fundamentals suggest 

moderately higher yields for now, a lack of meaningful inflation 

globally and lower potential output should limit a significant rise 

in yields. The highwater mark that yields reached in late-2018 is 

unlikely to be tested in 2020, in our view. Either a cyclical 

rebound will accelerate, and central banks will be forced to 

start tightening again, or central banks will apply further easing 

due to rising recession fears in 2021. 

If choosing between the two, we believe there is a greater 

probability that yields resume their downward trend by the 

second half of 2020 given the backdrop that we know as of 

now. While guidance towards exact timing is fickle, the 

commonly accepted notion that an inverted yield curve 

precedes recession has a strong track record in recent history 

and must be respected in portfolio construction decisions. That 

said, we also acknowledge that the right mix of macro forces 

could support extended upside in yields beyond the spring, 

which we will actively watch for as the year unfolds. 

Alternative fixed income categories such as high yield bonds, 

convertible bonds and emerging market debt benefit from an 

environment of benign inflation and positive growth supported 

by monetary stimulus. An out-of-benchmark exposure to these 

categories is maintained and may be added to further if we 

perceive a positive change in the factors discussed above.          

Among rate-sensitive bonds, we continue to favour investment 

grade corporate bonds over Canadian government bonds. 

The Fund’s duration positioning has gradually increased to 

levels consistent within long-term bands, though remains short 

of the benchmark and will be actively managed through the 

upcoming quarter in accordance to central bank policy and 

macroeconomic factors. 

 



Fund Commentary  Fourth Quarter 2019  

 

  3 

 

 

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. 

The commentaries contained herein are provided as a general source of information based on information available as of December 31, 2019 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.  

Publication date: January 24, 2020 


