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Market overview 

The fourth quarter is often seen as a pleasant season – as 

bountiful in its holidays as it is in its investment returns.  That the 

market might think to do other than deliver on this year-end 

phenomenon of plenty could be viewed as sacrilege in some 

corners.  But the favorable patterns were breached, and in a 

not insignificant manner.  Just about any asset class exuding a 

hint of credit risk or sensitivity to economic growth suffered 

during the fourth quarter.  Some fell so severely that corrections 

were quickly usurped by bear markets.  Of the hardest hit assets, 

US small cap equities declined 20% as investors shed exposure 

to higher beta assets while oil fell more than 30% on signs of 

abundant supply and high profile forecasts of weaker demand.  

Government bonds afforded some protection, but given the 

severity of the equity market deterioration their performance 

was somewhat disappointing.   While disappointing, the results 

in fixed income were not necessarily surprising since concerns 

over higher interest rates fueled some of the overall volatility that 

coursed through financial markets over the period.  Extending 

the window to the entirety of 2018, it has been noted that a 

record number of asset classes registered negative returns for 

the year – an abrupt about-face from the more rewarding, and 

increasingly distant, returns garnered in 2017.  

Those looking for culprits responsible for the heightened volatility 

could do worse than to point to uncertainty associated with 

erratic policy decisions and pronouncements.  Early in the 

quarter, Federal Reserve Chair Jerome Powell created 

cumbersome conditions with an off-hand comment that interest 

rates might be a long way from neutral.  But the suggestion in 

November that those same short term interest rates could be 

“just below” a neutral rate sent stocks soaring.  In oil markets, 

concerns over sanctions on Iranian oil exports had supported 

the commodity leading up to the fourth quarter, but temporary 

waivers from the United States served as one catalyst for a 

meaningful re-think on an equilibrium price for oil.  Italy’s skirmish 

with the European Commission appeared to be as deadlocked 

as the World Chess Championship held in London, although it 

appears that the two entities may have finally reached a 

tentative compromise.  Prime Minister Theresa May could only 

hope for a stalemate lasting a mere three weeks for her Brexit 

deal as it was swiftly met with cabinet resignations, a postponed 

vote in Parliament as well as a leadership contest initiated by her 

own party.  And so as not to ignore an important and recurrent 

policy driver for 2018, trade relations between the United States 

and China looked to be on the mend following the G-20 summit 

in Buenos Aires, but the sequentially suspicious arrest of Huawei’s 

chief financial officer in Canada made investors question the 

durability of potential trade progress yet again.  All in, global 

equity markets delivered their worst quarterly performance since 

the fall of 2011 when the Eurozone banking crisis was in full force 

and the United States contended with a debt ceiling debate 

and a credit rating downgrade. 

All performance cited is calculated in local-currency terms unless otherwise 

stated. 

Fund Overview (Net of Fees $CAD) 

 3 mo. 1 yr. 3 yr. 5 yr. 10 yr. PSD* 

AGF Flex Asset 

Allocation Fund MF 
-3.2% -4.0% 3.7% - - 2.8% 

FTSE Canada 91 Day 

T-Bill Index 
0.4% 1.3% 0.8% - - 0.7% 

Source: AGF Investment Operations, Morningstar as at December 31, 2018 

* Performance start date (PSD): August 25, 2015. 

As a reminder, the approach within the AGF Flex Asset 
Allocation Fund seeks to provide a total return over a market 
cycle, with a focus on capital preservation and risk 
management.  The dynamic nature of our strategy is 
predominantly guided by the use of our proprietary Market 
Regime Indicator (MRI) to identify the level of market stress and 
then to make meaningful shifts in our asset allocation.  It 
identifies five analytically distinct regimes within a market cycle: 
crisis, high risk aversion, normal, low risk aversion and euphoria. 
These different regimes have distinctly different return and 
drawdown attributes and will therefore be of particular interest 
in explaining the positioning of Flex across growth, medium risk 
and defensive asset categories. Within each dynamic asset 
allocation regime we are also free to shift the portfolio tactically 
towards asset classes with higher expected returns. The input for 
these intra-category positions come from our global tactical 
asset allocation process.  Lastly, we believe that diversification 
and flexibility are of primary importance. Our portfolio seeks to 
be broadly diversified across a wide array of asset classes and 
investment styles. 

The Market Regime Indicator hovered between High Risk and 
Crisis regimes throughout the quarter as issues that had plagued 
markets for most of the year, namely Brexit, Italy and trade 
tensions continued to feed volatility before rising concerns over 
potential Fed hikes and the lofirmly pushed the indicator in Crisis 
regime where it ended the year.  

In the portfolio, the average positioning over the fourth qurter 
reflected a defensive stance with a 35.5% allocation to 
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defensive assets such as short term treasuries and T-bills, 31.6% to 
moderate assets such as mid and long term bonds and credits, 
and finally a 32.8% average allocation growth assets such as 
equities, emerging market debt and high yield credit ETFs.   This 
allocation was supported by elevated volatility readings, but 
also importantly by our fundamental view that despite a strong 
economy and still strong earnings in the U.S., comparatively 
slower economic growth outside of North-America and 
downside risks posed by geopolitical issues suggest a more 
measured stance with regards to growth assets globally. 

Diversification across a broad asset mix and the ability to 
actively refine the asset allocation as market conditions evolve 
allowed the strategy to capture equity market upside in 
favorable environments whilst providing a degree of stability in 
more volatile ones.  We believe that effectively blending our 
quantitative and fundamental disciplines allows for a cohesive 
investment framework designed to manage risk and provide our 
clients with long-term sustainable growth.  

The fund’s negative -3.57%* net return for the fourth quarter was 
largely a reflection of the fund’s modest exposure to global 
equities in an environment that rewarded very few assets classes 
with positive returns outside of Treasuries.  From a dynamic 
allocation perspective, our defensive allocation to long and 
intermediate treasuries were the largest contributor to 

performance and  more importantly, our decision to begin 
reducing our allocation to growth assets in favor of cash  in early 
October provided good degree of protection in the selloff that 
followed whilst exhibiting a lower realized volatility and 
drawdown profile compared with global equities for the quarter. 

From a performance attribution perspective, the Fund’s 
positions in  Long Term Treasuries ETF (SPTL), U.S. T-Bill ETF (BIL) and 
Intermediate-Term Treasury ETF (VCIT) were positive contributors 
to performance while positions in Large Cap U.S. Equity ETF (SPY) 
and Smal Cap U.S. Equity ETF (VB) were the largest detractors. 

Markets have undoubtedly become more volatile and with 
expectations for this continue, markets are delicately balanced 
moving forward. It remains to be seen how markets will digest 
the ongoing uncertainty over trade and geopolitical issues, and 
the potential for this uncertainty to damage economic growth 
will remain pivotal going forward. In such an environment, it is 
important to remain well-diversified across asset classes whilst 
having the ability to actively refine the asset allocation as 
market conditions evolve.  We therefore continue to reinforce 
the importance of a flexible asset allocation framework shaped 
around identifying risk regimes, adjusting the asset allocation 
based on long term return objectives and responding to 
prevailing market environments. 

*Canadian Dollar return.   

  

 
 

All information is in Canadian dollars unless otherwise stated. 

 

State Street Global Advisor acts solely as a portfolio advisor to the Fund. A portfolio advisor provides the Fund with investment research and 
recommendations. They do not make investment decisions on behalf of the Fund. 

 

Source: FTSE “All rights in the FTSE Canada 91 Day T-Bill 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. 

 

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, 2018 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. Investors are expected to obtain professional invesment advice. 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. 
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