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Quarterly outlook and
model portfolio allocations
Asset allocation
The AGF Asset Allocation Committee continues to favour
equities over fixed income, albeit less than the previous
quarter. While early signs of softness are emerging,

FIGURE 1: Asset allocations
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sentiment while geopolitical risks and the war in Ukraine
remain. The impact of the rate hiking cycle may cause
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heightened volatility and slow growth as higher rates pass

Source: AGF Asset Allocation Committee, July 1 2022.

through the economy.
The AAC’s overweight to equities is reduced to 62% with
assets redirected to fixed income at 34% and cash at 4%.
The underweight position in fixed income is maintained,

Benchmark: 10% Bloomberg Canada Aggregate Bond Index / 25% Bloomberg Global Aggregate Bond Index /
2.5% Bank of America/Merrill Lynch U.S. High Yield Master II Total Return Index / 2.5% JPMorgan EMBI Global
Total Return Index / 16.5% S&P/TSX Capped Composite Total Return Index / 24.2% S&P 500 Total Return
Index / 9.3% MSCI Europe Index / 3.5% MSCI Japan Index / 1.7% MSCI Pacific ex-Japan Index / 4.8% MSCI
Emerging Markets Index
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Q3-2022 market outlook – portfolio applications
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• Developed Markets are preferred, although the relative
prospects for Emerging Markets are slightly improved

• Concerns over global central bank hawkishness and
elevated inflation will continue to impact the yield curve

• Canadian equities continue to be supported through
their direct exposure to the Energy and Materials
sectors however this support is beginning to weaken as
commodity prices soften on recessionary fears

• Longer duration investment-grade corporate bonds are
especially sensitive to rising yields

• U.S. markets are adjusting for policy measures, but
corporate earnings and a resilient consumer continue to
support the market
• Europe is starting to see a slowdown as the war in
Ukraine, geopolitical uncertainty, high inflation and
weak consumer confidence impacts the market
• Shipping bottlenecks will continue to impact Asia
Pacific Markets (ex-Japan) in the near term
• Japan tends to excel during rising rate environments
and valuations are attractive, nevertheless slowing
global economic growth may weight on the export
heavy nation

• Corporate credit spreads continue to widen as high
inflation, rising bond yields and central bank tightening
weigh on economic growth
• Emerging Market bonds offer higher yields but are
susceptible to a global growth slowdown and persistent
inflation

Cash
• Cash continues to provide a cushion and soften the
impact of volatility. Cash yields are also higher as policy
rates have moved up
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Equity allocation
The Committee’s overweight to equities was reduced

U.S. equity markets are adjusting for policy-restricted

from 64% to 62%. Similarly, global growth expectations

growth after several quarters of policy-supported growth.

are moderating as central banks attempt to curb inflation

Moreover, many companies are adjusting to higher

and consumers pull back. Nevertheless, a backdrop of

rates as well as higher input costs which are pressuring

easing supply chain issues in some countries and COVID-

margins. Nevertheless, the committee expects positive

related setbacks could be supportive of market growth.

earnings, adequate liquidity and company buybacks to

Policy error poses a key risk, however, as equity markets

partially balance actions from the Fed. Moreover, many

have begun to price in more restrictive measures. The U.S.

state and local governments, consumers and companies

Federal Reserve’s (Fed) projected pace of tightening has

are flush with cash which supports growth moving

increased in recent months and will impact economies

forward. As a result, the U.S. continues to be the most

with lagged effects.

favoured market with a moderate overweight.

The Ukraine conflict has placed considerable upward

Europe benefits from its value-tilted markets and a

pressure on commodity prices in turn leading to higher

central bank that has remained more accommodative

inflation. Energy prices have surged which is beginning

among developed economies. Nevertheless, the

to impact consumer spending and company profitability.

Committee maintains its underweight position as Europe

Moreover, food prices have also moved higher,

is heavily exposed to the conflict in Ukraine, the energy

disproportionately impacting lower income consumers

crisis, inflationary pressures, lower consumer confidence

and developing nations. Higher food prices in turn

and overall global macro economic pressures.

increase the risk of social unrest in many parts of
the world.

The Committee also maintained its underweight position
in Asia Pacific markets (ex-Japan). While earnings

Equity market strength also hinges on the fight against

continue to look reasonable the global economic backdrop

COVID-19. While many countries have managed to shrug

remains unsupportive for the time being.

off Omicron cases, strict containment measures in China
could delay supply chain resolution. Meanwhile, the U.S.
and others have witnessed a partial hand-off from goods
to services.

With concerns over the possibility of a recession,
Japanese equities declined this quarter and ended lower.
The Yen weakened considerably against the U.S. dollar
as the Bank of Japan (BoJ) maintained its policy rate.

With less dependency on positive COVID progress

The BoJ is expected to provide more support versus other

and inflation sensitivity, Developed Markets (DM) are

central banks as inflation is less evident, but policy makers

preferred over Emerging Markets (EM) though the

have reinforced that they are keeping an eye on inflation

prospects for both are positive for the upcoming quarter.

developments. The Committee’s view is tempered by the

However, DMs face the economic impacts of a rate

state of Japan’s government, however, as it is unclear

hiking cycle, which is a journey many EMs embarked

how long Kishida will retain influence and the multiplier

on quarters ago.

effect of fiscal spending is expected to be low. In addition,

Canada’s Energy and Materials sectors benefit from

business confidence is questionable as supply chain

higher commodities prices, the global reopening trade
and concerns over supply should be supportive of
performance. The Committee maintained its Canadian

disruptions may remain and the Japanese economy is
geared to global trade. Consequently, the AAC moderated
the outlook for Japan to neutral.

equities position at neutral. Nevertheless, the view on
Canada is tempered given strong recent performance
relative to other markets, the size of the financial sector
and real estate concerns.
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FIGURE 2: Equity allocations
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■ Q2-2022 Model ■ Q3-2022 Model ■ Benchmark
Source: AGF Asset Allocation Committee, July 1, 2022.
Benchmark: 16.5% S&P/TSX Capped Composite Total Return Index / 24.2% S&P 500 Total Return Index / 9.3% MSCI Europe Index / 3.5% MSCI Japan Index / 1.7% MSCI Pacific ex-Japan Index / 4.8% MSCI Emerging Markets Index

Fixed income allocation

30%

The allocation to fixed income is slightly increased but
25%

the Committee’s underweight position remains in place.

20%
The asset class will likely be defined by central bank

activity and the fight to calm inflationary issues. A well15%
telegraphed path towards interest rate targets could

10%

soften damage to government bond markets. Moreover,

5%
higher yields in the short end have already been priced in
leading to a curve flattening. If company fundamentals
0%
Canada
United States
Europe
remain constructive and elevated volatility dissipates,
high yield bonds offer upside potential. Until then,
the high yield exposure was moved down to a neutral
position. Emerging markets offer more attractive yields
than developed markets, however a slower pace of
global economic growth combined with more aggressive
monetary tightening could pose a challenging backdrop in
the upcoming quarter.
The Committee has slightly added to Canadian and
global sovereign bonds as aggressive central bank

With projections from the Fed and others trailing market
expectations, risk of a policy misstep is heightened.
The allocation to U.S. high yield bonds was reduced
to neutral this quarter. With continued volatility and
inflationary pressures challenging the return outlook.
The committee continues to monitor the market for
opportunities and the return of rangebound credit
spreads
the associated
the ‘coupon
clipping’ market
Asia
Pacificand
(ex-Japan)
Japan
Emerging
markets
for high yield bonds. Investment grade corporate bonds
remain underweight as the category’s longer duration
makes them more sensitive to changes in interest rates.
The Committee’s view towards emerging market bonds
is neutral. These countries offer higher yields relative
to developed markets, however the category is more
sensitive to a slowdown in global growth. In addition,
a hawkish Fed and U.S. dollar strength present further
headwinds to EM debt.

measures have already been significantly priced into the
market and inflation projections may begin to soften.
However, rate-sensitive categories remain meaningfully
underweight relative to the benchmark index as persistent
inflation could result in further negative price action.
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FIGURE 3: Fixed Income allocations
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■ Q2-2022 Model ■ Q3-2022 Model ■ Benchmark
Source: AGF Asset Allocation Committee, July 1, 2022.
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Benchmark: 10% Bloomberg Canada Aggregate Bond Index / 25% Bloomberg Global Aggregate Bond Index / 2.5% Bank of America/Merrill Lynch U.S. High Yield Master II Total Return Index / 2.5% JPMorgan EMBI Global Total
Return Index
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Q2 2022 economic recap
Volatility prevailed in Q2 as the financial markets

0% continued to recoil from persistent inflationary pressures,
Canadian bonds
Global bonds

backdrop, stayed the course this quarter and maintained
their
hawkish
stance.
inflationdebt
reached
U.S. high
yield
bondsNotwithstanding,
Emerging market

the war in Ukraine and a global economic slowdown.

a four decade high as the underlying drivers of inflation

The war in Ukraine continued to mount pressure on

broadened. The U.S. Federal Reserve Board (Fed)

commodities over the quarter with energy, fertilizer
and food prices rising. The U.S. benchmark West Texas
Intermediate (WTI) moved up from $99 USD a barrel to
$111 at the end of June pushing gasoline prices higher and
leading to concerns over consumer demand destruction. In
Europe, the price of natural gas continued to climb higher,
creating headwinds for many countries. Over the quarter,
Germany moved to phase two of its emergency energy
plan, dubbed the ‘alert level’ signifying a significant

followed the March rate increase with another historic
50 basis points (bps) hike in May and then a 75bps hike
in June, the largest since 1994. Following Federal Reserve
Chair Jerome Powell’s commentary where he reinforced
his commitment to bring inflation back to its 2% target,
market participants expect a 50-75bps hike at the
next scheduled meeting in July. Inflationary pressures
felt around the world drove bond yields higher and the
greenback made gains off the Fed’s hawkishness as

disruption in the gas supply and made efforts to conserve

market participants looked for a safe haven.

gas in preparation for the winter. Decades of Russian

While the U.S. economy looks robust, cracks are starting

energy dependence has come under scrutiny as Europe

to emerge. The S&P Global U.S. Manufacturing PMI was

begins to unwind their relationship at extreme costs and

52.7 in June, down from 57 the month prior, representing

begins to forge a path to energy independence.

the slowest growth since July 2020. New orders fell on

Global Central Banks, pushed by a deteriorating macro

the quarter and business confidence came in at a meagre
53, down from 56.1 in May, reflecting weak customer
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confidence and supply chain disruptions. Meanwhile in

While other advanced economies struggled with price

May, the annual inflation rate in the U.S. rose to 8.6%,

pressures and hawkish central banks, the Bank of Japan

the highest on record since December 1981, yet the

left its policy rate unchanged at its June meeting. Political

jobless rate fell from 4% last December to 3.6% in May.

uncertainty remained, however, with concerns over how

The second quarter saw the Bank of Canada increase

Prime Minister Kishida’s populist-leaning policies may

rates for the second time in April with 50 basis points and
a third time in June with another 50 basis points. While

impact financial markets. Over the quarter the yen
weakened sharply against the USD and markets finished

the general market consensus is that the Bank of Canada

at a lower level.

will mirror the Fed at the next meeting with a 75 bps hike

The USD strength created a headwind for EM equities

on July 13th, the BOC may not match the U.S. in lockstep

throughout the quarter. Plagued with Covid 19 concerns,

and will focus on domestic data. Here data shows that

inflation, the war in Ukraine and domestic policy

Canada’s unemployment rate dropped to an all-time low

uncertainty Colombia and Peru were among the weakest

of 5.2% over the quarter. Furthermore, inflation increased

markets this quarter. Hungary and Poland continued to

to 7.7% in May, up from 6.8% in April, providing further

significantly underperform as the war impacted their

support for the BoC’s decision to raise policy rates.

economies. Oil-exporting countries in the Middle East and

Europe is still facing challenges, not only with the Russia/

countries leveraged to rising commodity prices continued

Ukraine conflict but beyond that. The European Central

their relative outperformance with rising energy prices.

Bank (ECB) held an ad hoc meeting in June to discuss

The Asian region continued to decline in the second

market conditions and resurgent fragmentation risks.

quarter, plagued with concerns over China’s zero-

Periphery spreads started to widen out in June and once

covid policy and overall sentiment weakening on global

the meeting was announced, this sparked some relief

geopolitics. The surge in Omicron cases led to further

that the ECB would be able to contain fragmentation

lockdowns in China, weighing on near-term economic

risk. To curtail inflation, the European Central Bank is also

activity. However, near the end of the quarter some

expected to raise policy rates in July. Adding to growth

restrictions abated, and small economic gains were made.

concerns, the EU consumer confidence indicator dropped

Official China GDP growth targets were released with

to -24 in June, down 1.9 points from the previous month.

a growth target in 2022 of 5.5%, the lowest in decades.

Another major central bank that made inflation headlines

While state policy support exists, it remains modest in

in June was the Swiss National Bank as they surprised

light of the global macro headwinds.

markets by raising interest rates for the first time in 15
years, by 50 basis points. Meanwhile, The Bank of England
was dovish in raising interest rates in June by 25 basis
points, a move that was broadly expected.
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AGF Asset Allocation Committee
The AGF Asset Allocation Committee is comprised of experienced investment professionals, specializing in various areas
of the global bond and equity markets. Members provide insight into risks and opportunities, shaping the outlook of their
respective asset class, which leads to an optimized asset allocation view. This top-down view guides the allocations for all
funds managed by the Committee.

® The “AGF” logo is a registered trademark of AGF Management Limited and used under licence.
The commentaries contained herein are provided as a general source of information based on information available as of July 1, 2022 and are not intended to be
comprehensive investment advice applicable to the circumstances of the individual. 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 accepts no responsibility for individual
investment decisions arising from the use or reliance on the information contained here. This document is intended for advisors to support the assessment of
investment suitability for investors. Investors are expected to consult their advisor to determine suitability for their investment objectives and portfolio.
Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before
investing. Mutual funds are not guaranteed; their values change frequently and past performance may not be repeated.
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a
component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to
make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication
or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information
assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or
creating any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality,
accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any
of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation,
lost profits) or any other damages. (www.msci.com).
“Bloomberg®” and the Bloomberg Canada Aggregate Bond Index & Global Aggregate Bond Index are service marks of Bloomberg Finance L.P. and its affiliates,
including Bloomberg Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have 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 Group of Funds & Portfolios. Bloomberg does not guarantee the timeliness, accurateness, or completeness, of any data or
information relating to AGF Group of Funds & Portfolios.
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 a 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.
Publication date: August 5, 2022
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For more information on the AGF Asset Allocation Committee visit AGF.com.
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