
Asset Allocation

The AGF Asset Allocation Committee (AAC) continues 

to favour equities over fixed income even as inflationary 

pressures moderate and the global economic outlook 

softens. 

Economic growth was subdued over the period under 

review as markets continue to unpack the effects of 

higher than target inflation levels. However, economic 

activity over the quarter was resilient enough to support 

further central bank rate hikes, albeit at a more  

moderate pace, and equities and bonds rallied.  

In our opinion, near-term volatility and slower growth are 

likely to continue as the effects of tightening monetary 

policy work their way through economies. 

The AAC mix of equities, bonds and cash has not changed 

from the previous quarter. Equities are set to 60%, 

which is in line with the benchmark. The AAC maintains 

an underweight to fixed income due to its sensitivity to 

interest rates and global monetary tightening, driven in 

part by sticky inflation. The Committee continues to hold 

its allocation to cash at 4% for future opportunities and 

to help dampen volatility. 

 

FIGURE 1: Asset Allocations
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■ Q1-2023 Model   ■ Q2-2023 Model   ■ Benchmark

Source: AGF Asset Allocation Committee, March 31, 2023. 

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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Equity
• Developed and Emerging markets are neutral

• U.S. markets remain resilient and are supported by a 
strong, albeit weakening, consumer

• Canada is vulnerable to lower energy prices, 
moderating housing prices and an indebted consumer

• Europe continues to be impacted by geopolitical 
tensions with the war in Ukraine and threats to the 
energy sector

• Slowing global growth may continue to impact 
Asia Pacific Markets (ex-Japan), partially offset by 
accelerating growth in China as the economy reopens

• The Bank of Japan’s commitment to policy 
accommodation boosts market prospects along with 
relative valuations

Fixed Income
• Persistent albeit moderating inflation continues to 

temper the outlook for sovereign bonds despite the 
recent rise in yields, partially offset by decelerating 
economic growth which makes bond prospects more 
attractive than a year ago

• Wider corporate credit spreads continue to provide 
opportunities; nevertheless, credit is vulnerable to the 
economic cycle

• Emerging markets offer higher yields but remain 
susceptible to slowing global growth and sticky 
inflation

Cash
• Cash remains slightly over the benchmark and 

continues to provide a cushion to soften the impact of 
volatility. Cash yields are higher as policy rates have 
moved higher

Q2-2023 Market Outlook – Portfolio Applications 
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– – – Neutral + + +
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Equity Allocation
The Committee maintains its neutral allocation to 

equities as economic data, the U.S. banking crisis 

and inflation continued to drive market volatility 

throughout the reporting period. Inflation levels broadly 

moderated but remained elevated versus target levels, 

and resilient economic activity also supported further 

central bank rate hikes, albeit at a more moderate pace. 

Notwithstanding, developed markets and emerging 

markets are favoured over fixed income.

The Federal Reserve (Fed) and European Central Bank’s 

(ECB) tightening cycles continued at a slower pace in 

an effort to contain elevated inflation while striving to 

avoid significant weakening of economic activity. The 

U.S. dollar declined during the period in anticipation that 

the Fed rate hike cycle was nearing an end, although Fed 

Chairman Jerome Powell cautioned that taming inflation 

might take longer than previously anticipated.

U.S. equities remain overweight but at a slightly 

reduced level versus the previous period due to economic 

weakening in some areas. Despite inflationary pressures, 

many state and local governments, consumers and 

companies are flush with cash which will continue to 

support growth moving forward. A still strong labor 

market continues to support consumer spending, a 

key component of the U.S. economy. This in turn has 

supported some measures of confidence, helping them 

improve off low levels, assisting prospects of earnings and 

equities in many sectors. At the same time, expectations 

for future earnings have softened due to the impact of 

the rate hike cycle on economic growth, and the prospects 

of job losses have increased, diminishing the outlook.

The Committee maintains a slight underweight to Canada 

as concerns over the banking sector, a significantly 

dejected housing market, highly indebted consumers and 

depressed oil prices impact the economy. Concerns about 

the possibility of a recession have not gone away but have 

been deferred for the time being as the labour market 

remains strong and the Bank of Canada has stopped 

hiking rates. 

The Eurozone witnessed a softening in headline inflation 

during the reporting period, owing to a decline in energy 

prices. Nevertheless, the European Central Bank (ECB) 

continued to tighten monetary policy and is behind other 

central banks in this regard. Europe as a region is heavily 

exposed to the ongoing conflict in Ukraine, the energy 

crisis and overall global macro economic pressures. 

Despite shares ratcheting up in the first quarter, the 

region remains plagued with growth pressures and 

geopolitical uncertainty.

The Committee also maintains its underweight view on 

Asia Pacific markets (ex-Japan) as slowing global growth 

and sticky inflation continue to impact its economies. 

Nevertheless, China’s consumption was better than 

expected and China’s shift away from its zero-COVID 

policy, along with a reversal of the U.S. dollar’s rally, acted 

as tailwinds for emerging markets. With China reopening, 

the Committee is optimistic that their economy will bounce 

back later this year with faster than normal growth. The 

timeline however remains uncertain and supports the 

Committee’s current underweight view on the Asia Pacific 

region as it works through many structural challenges and 

frictions with the western world.

The Committee maintained its overweight exposure 

to Japan as investor confidence and foreign 

investment interest improved. The Bank of Japan 

remains accommodative with ultra low interest rates. 

Furthermore, the county’s shares are reasonably valued, 

especially when compared to global peers.

The AAC reduced its 
underweight position to 
Europe and acknowledges 
that sentiment has slightly 
improved at the margin. 
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FIGURE 2: Equity Allocations
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■ Q1-2023 Model   ■ Q2-2023 Model   ■ Benchmark

Source: AGF Asset Allocation Committee, March 31 2023.

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
The Committee maintains its underweight position on 

fixed income even as global economic growth softens, 

the pace of central bank tightening slows, and inflation 

related data begins to moderate. While the risk of a 

recession in 2023 has not gone away, the committee 

believes that the risk has been deferred for the time 

being. In addition, still elevated inflation and an ongoing 

central bank tightening focus informed the Committee’s 

underweight fixed income stance.

Global bond markets experienced a choppy environment 

in the first quarter. The prospect of less hawkish central 

banks initially fuelled investor excitement, but this 

optimism was scaled back as central banks maintained 

their stance amid elevated inflation and stronger than 

anticipated economic growth. However, the U.S banking 

issues precipitated a decline in yields toward the end  

of the quarter amid tempering expectations for further 

rate hikes.

The AAC’s allocation to U.S. high yield bonds has  

been reduced to neutral as the Committee anticipates 

that the scope for high yield and emerging market 

spreads to tighten further in the coming reporting  

period is diminished.

The Committee has slightly decreased their outlook for 

credit and the outlook for EM bonds remains neutral 

with no preference between U.S. dollar-denominated 

and local currency bonds. Emerging markets continue to 

be challenged by geopolitical and inflationary tensions 

further supporting the Committee’s neutral outlook.

The Committee has an underweight to Canadian 

and global sovereign bonds due to unfavourable risk-

return characteristics that are amplified by market 

sentiment, high and persistent inflation and central 

bank hawkishness. Rate-sensitive categories including 

sovereign and investment grade bonds remain 

underweight relative to the benchmark index as persistent 

inflation could result in further negative price action.

The Committee maintains a slight overweight to cash 

verses the benchmark. Cash continues to provide a 

cushion in the portfolio and helps shield it from the  

impact of volatility. Cash rates are particularly attractive 

right now, especially with the prospect of more central 

bank tightening to come. The Committee also remains 

open to the use of alternatives in the portfolios. 

Alternatives are included to enhance diversification  

and improve the risk-return profile.
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FIGURE 3: Fixed Income Allocations
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Source: AGF Asset Allocation Committee, March 31, 2023. 
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

Q1 2023 Economic Recap 
The global economic outlook remains somewhat resilient 

despite the significant amount of monetary tightening 

that has occurred.  Optimism early in the quarter was 

fueled by the notion that the Fed was approaching an 

end to tightening but as the quarter progressed hawkish 

comments from the Fed and strong economic data 

unwound this sentiment. The Federal Reserve raised 

rates twice in the quarter, 25 bps in February and 25 

bps in March. Towards the end of the quarter equities 

and bonds rallied as the market once again assumed the 

Fed would soon pause due to the unfolding U.S. regional 

banking crisis. The failure of Silicon Valley Bank was the 

second largest U.S. bank failure in history and temporarily 

shook markets, leading to a sell-off in U.S. and European 

financial sectors. These fears have been somewhat 

contained as we wound up the quarter. Lower energy and 

oil prices coupled with the reopening of China also played 

an important role in improved investor sentiment and 

developed market equities held up well over the quarter.  

The U.S. economy grew 2.6% in the last quarter of 

2022, fueled by an increase in inventory investment 

and consumer spending, partly offset by a decline in 

housing investment. In January, the unemployment rate 

hit a 50-year low of 3.4% before moving up to 3.6% in 

February. Inflation fell to 6% year on year in February, the 

lowest since September 2021. The Fed raised the federal 

funds rate by 25 bps to 4.75%-5% in its March meeting, 

pushing borrowing costs to the highest since 2007. The 

University of Michigan Consumer Sentiment Index fell 

for the first time in four months to 62 in March from 67 

in February, which was the highest since January 2022. 

The composite PMI also moved up in February and March, 

putting an end to seven months of contraction. In March, 

the central bank noted that the U.S. banking sector was 

resilient despite recent developments surrounding SVB 

Financial Group and other regional banks. In our opinion, 

these developments are likely to result in tighter credit 

conditions and could weigh on economic activity.
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In recognition of the decelerating pace of inflation and 

growth, as well as the fact that monetary policy acts 

with a long and variable lag, the Bank of Canada (BOC) 

elected to pause its rate hike campaign after raising 

rates by 25bps in October, December and January. The 

BOC indicated a pause in its hiking cycle to allow the 

effects of prior tightening to work their way through the 

economy. The Canadian dollar ended the quarter roughly 

flat against the U.S. dollar despite Fed hawkishness and 

concerns over the U.S. banking sector.

The Bank of Japan (BoJ) slightly modified its yield 

curve control program in December to “improve market 

functioning and encourage a smoother formation of 

the entire yield curve while maintaining accommodative 

financial conditions”. The inflation rate in Japan moved up 

to 4.3% in January, which was the highest reading since 

December 1981, amid an increase in prices of imported 

raw commodities and a weak yen. Despite this, the BoJ 

kept its short-term interest rate unchanged at -0.1% and 

left its 10-year bond yield target at around 0% during its 

March meeting.

Broadly speaking, inflation has remained sticky, and 

although we believe it should continue to decelerate in 

the coming months, central banks remain vigilant about 

the risk of a resurgence later in 2023. In addition, policy 

makers project that inflation will remain above target for 

the next few years. As a result, the bar remains quite high 

for central banks to cut interest rates in 2023 unless the 

growth profile deteriorates significantly. Many developed 

market futures curves have been substantially inverted 

for some time, another leading indicator of slowing 

economic growth. 

In the U.S. and Eurozone, investment-grade (IG) and high-

yield (HY) credit bonds outperformed government bonds 

on the back of improved investor sentiment. Emerging 

market (EM) debt also rebounded amid a perceived 

favourable macroeconomic backdrop heading into 

2023 with particularly strong returns in November and 

December. EM investor sentiment was further bolstered 

in January, with strong inflows for EM hard currency 

debt and positive EM bond returns on the back of strong 

economic data. Much of this optimism was dialed back 

in February as hawkish comments from the Fed pushed 

back easier policy and reinforced a tighter for longer 

policy ahead.
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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.

For more information on the AGF Asset Allocation Committee visit AGF.com.

All data sourced from Bloomberg or AGF Investments as of March 31, 2023, unless otherwise stated.
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 commentaries contained herein are provided as a general source of information based on information available as of March 31, 2023, 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. 
Holdings are subject to change 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. 
This document may contain forward-looking information that reflects our current expectations or forecasts of future events. Forward-looking information is 
inherently subject to, among other things, risks, uncertainties and assumptions that could cause actual results to differ materially from those expressed herein. 
This material is for informational and educational purposes only. It is not a recommendation of any specific investment product, strategy, or decision, and is not 
intended to suggest taking or refraining from any course of action. It is not intended to address the needs, circumstances, and objectives of any specific investor. 
This information is not meant as tax or legal advice. Investors should consult a financial advisor and/or tax professional before making investment, financial and/
or tax-related decisions. 
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. 
® ™ The “AGF” logo and all associated trademarks are registered trademarks or trademarks of AGF Management Limited and used under licence. 
This report may not be reproduced (in whole or in part), transmitted or made available to any other person without the prior written permission of  
AGF Investments.
Publication date: May 5, 2023 F

U
N

D
9

8
6

 0
4-

23
-E

20230505-2872381


