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PERSPECTIVES ON INVESTMENT STRATEGIES

To build the best hockey
team, suggests Maksim
Piskunov, you would scout
talent globally. Similarly,

to build the best portfolio,
the associate portfolio
manager on AGF’s Global
Team believes you need to
look for the best opportunities

wherever they may reside.

CIIN DATA SHOW A TREND
TOWARD GREATER ALLOCATIONS
TO GLOBAL EQUITIES IN
CANADIAN PENSION PLANS OVER
THE PAST FIVE YEARS. WHY

DO YOU THINK CANADIAN PLAN
SPONSORS ARE EMBRACING
GLOBAL EQUITIES?

Ininvestingit’s all about finding the
right balance between risk and return,
and a greater allocation to global
equities has the potential to provide an
enhanced return profile and reduced
volatility over time. Global allocations
are increasing worldwide particularly
in smaller countries where investors
face limited choices in concentrated
local equity markets. For example, to
access technology or healthcare in
Canada, investors are almost forced
to look abroad; the stories of failed
champions in those sectors, including
RIM and Valeant, are fresh.

EVEN WITH THESE GREATER
ALLOCATIONS, DO YOU FEEL
THERE'S STILL A HOME COUNTRY
BIAS IN CANADIAN PENSION
PLANS? IF SO, WHAT ARE THE
COSTS TO POTENTIAL LONG
TERM INVESTMENT RETURNS?

While the allocation to global equities has
improved, Canadian markets represent
only about 3% of global equity markets
so there is still along way to go. In

2001, home country bias in Norway —

aresource-dependent Nordic country
with a similar mindset - was comparable
to that in Canada. But today Norway
has practically eliminated home country
bias. And, most recently, its sovereign
wealth fund made headlines by
considering divestment from oil stocks.
Moving wealth outside a sector they
rely heavily on may help balance what
Norway can provide for its citizens
long term. I recommend investors
consider diversifying further outside
Canada, a stock market that is both
relatively small in global context and
heavily concentrated in the resource
and financial services sectors.
Looking at the impact over 10 years
ending October 31, 2017, a portfolio of
10% TSX stocks and 90% global stocks
would have had the same volatility as
a portfolio of 55% TSX stocks and 45%
global stocks — yet the first portfolio
would have returned nearly 200 basis
points more for investors. So, reducing
home country bias can improve returns
with the same level of risk.

HOW CAN A GLOBAL APPROACH
TO INVESTING CONTINUE TO
ADD VALUE IN AN ENVIRONMENT
OF RISING POPULISM AND
DEGLOBALIZATION?

We think a global approach is increasingly
relevant because investors can rely less
on multinational companies for global
exposure. Furthermore, regionalization
will create greater dispersion among
companies in terms of returns, and a
global approach can free investors from
the political luck or misfortune of their
postal code. Ultimately, a global,
systematic and disciplined approach

to investing can create an all-weather
portfolio no matter where the political
winds blow.

HOW DOES YOUR TEAM MANAGE
MARKET VOLATILITY RESULTING
FROM IMPROBABLE POLITICAL
EVENTS SUCH AS THE RESULTS
OF THE BREXIT REFERENDUM
AND THE U.S. ELECTION?

Politics are definitely becoming less
predictable, and so is the market reaction.
For example, Trump’s election was a
low probability event that was supposed
to send global markets into a downward
spiral, but the morning after, the markets
rallied quite significantly. Similarly, with
Brexit, the rout lasted only a few days.
We manage this unpredictability through
portfolio construction, where country
allocation provides a framework for
remaining disciplined and invested across
most attractive geographies and markets.
We focus on diversifying styles and
looking for companies that are strong
generators of economic value-add and
provide good downside capture. We also
look at monetary policy, which we believe
is more predictable than politics, and
build in natural hedges to account for the

fact that we may be wrong in our base case.

WHAT ARE THE ATTRIBUTES
OF A SUCCESSFUL COUNTRY
ALLOCATION FRAMEWORK?

The most important attribute of a country
allocation framework is to create a
collection of independent factors that
give you the greatest power to deliver
alpha. Ours is a multifactor model, with
various factors classified into valuation,
sentiment and risk categories - valuation
being the most important. We also work
hard to make sure these factors are not
correlated with each other. We focus
more on market signals — observed prices
and valuation multiples - than on
macroeconomic factors. Even if you had
perfect foresight of macro data, you’d
have very limited ability to deliver alpha
in global markets. Macroeconomic
variables, including GDP, explain very
little of equity market performance.

HOW DO YOU MITIGATE RISK
FOR PENSION PLANS WITH
GLOBAL EQUITY EXPOSURE?

The conversation around risk has
evolved. We used to talk about volatility
and tracking error, but the ultimate
liability of a pension fund is to meet its

obligations. That is an absolute hurdle,
not arelative hurdle, and it is tougher
in alow return environment. To us, risk
means absolute loss of capital and/or
sustained relative underperformance.
We manage risk in two ways. One,

we favour companies that generate
high returns internally because we
believe that will translate into high
returns for their equities. Two, we
construct portfolios of idiosyncratic
and uncorrelated alpha streams.
Idiosyncratic means things that are
specific to that security and unrelated
to broader market movements, and

from things that move other securities.
For example, a Brazilian iron ore
company and a Singaporean real estate
development company may be in
different geographies and sectors, but
both are driven by China’s housing
development. Making sure we don’t have
these correlated exposures in our
portfolio is extremely important, unless
we are rewarded handsomely to take
these risks. Ultimately, through security
selection and portfolio construction, we
aim to deliver to our clients a collection
of equities that helps pension funds meet
their absolute return obligations.

“In investing it’s all about finding
the right balance between risk and
return, and a greater allocation to
global equities has the potential to
provide an enhanced return profile
and reduced volatility over time.”

MAKSIM PISKUNOV
ASSOCIATE PORTFOLIO MANAGER, AGF
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uncorrelated means things that move
that particular security are different —

Equity Allocation Outside of Canada Gained, Yet Home Country Bias Remains
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Percentages do not add up to 100% due to rounding.

Source: The datain this article are based on the top 1,000 pension plans, collected from March 1, 2017 to September 30, 2017 (and the
previous five years), with an accounting year-end date of December 31, 2016, through the Canadian Institutional Investment
Network (CIIN) database.

IMPORTANT INFORMATION:

The commentaries contained herein are provided as a general source of information based on information available as of November 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. Market conditions may change
and the manager and AGF Investments Inc. accept no responsibility for investment decisions arising

from the use of or reliance on the information contained herein.

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), Highstreet Asset Management Inc.
(Highstreet), AGF Asset Management (Asia) Limited (AGF AM Asia) and AGF International Advisors Company Limited (AGFIA).

AGFA is aregistered advisor in the U.S. AGFI and Highstreet are registered as portfolio managers across Canadian securities
commissions. AGFIA is regulated by the Central Bank of Ireland and registered with the Australian Securities & Investments Commission.
AGF AM Asiais registered as a portfolio manager in Singapore. The subsidiaries that form AGF Investments manage
avariety of mandates comprised of equity, fixed income and balanced assets.
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