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MARKET OVERVIEW
EQUITIES

For the quarter ending September 30, 2016, the S&P/TSX
Composite Index was up +4.7%, led by the consumer staples,
consumer discretionary, industrials and energy sectors (IT
strong as well, but it is a small group). It was perhaps a
surprising result given the U.K.’s vote to exit the European
Union, weak global economic data and uncertainty from the
U.S. Federal Reserve. A long-awaited interest rate hike was
previously proposed in September and now appears to be
pushed out to December.
The telecommunications, utilities, real estate and materials
sectors all underperformed. With higher interest rates
forecasted, “bond proxy” sectors seem to have given up
leadership. We also continue to see energy providing a boost
to the Canadian market. With OPEC attempting to put a
freeze on production, oil prices have started to rebound.
However, it remains to be seen if Saudi Arabia is able to
“herd its cats” of Iran and Iraq, not to mention Russia.
With a likely rate increase in December and perhaps a freeze
on oil production, we have increased our cyclicals weighting
in the portfolio. We have also added to our oils and golds.
While we believe the impending U.S. presidential election
will create some volatility, historically it only disrupts the
markets for a short period and then it gets back to the
economy.
Generally, we believe that while the U.S. economy is steadily
improving, we also are witnessing a general improvement in
the second largest economy of the world. Chinese fiscal
stimulus, in addition to monetary stimulus, has resulted in
an uptick in industrial production, retail sales and housing.
These improvements have resulted in a number of
commodity rebounds, which should continue to provide

underlying support for Canadian markets. Moreover, a
steepening yield curve would also provide support to the
Canadian financials sector.
Finally, if this market has taught us one thing, it is to expect
the unexpected. We remain vigilant in this belief and will
continue to maintain a higher degree of liquidity.
FIXED INCOME

Most fixed income asset classes performed reasonably well
during the quarter, but high-yield and investment-grade
corporates led the way as credit spreads tightened.
Treasuries lagged as investors sold these assets to take on
more risk. The improved market sentiment helped to drive
performance and money flows, which helped to deliver a
decent quarter for the market.
Later in the quarter, the focus shifted to the timing of
interest rate increases by the Fed and the rate of future
interest rate moves. U.S. 10-year yields started the quarter at
+ 1.47%, and ended at +1.595%, but fluctuated significantly,
with a low of +1.359% on July 8 to a high of +1.728% on
September 13.
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Formerly the Front Street Diversified Income Class
The Front Street Balanced Monthly Income Class
outperformed its benchmark during the third quarter of
2016. Stocks connected to the energy sector performed well
given rebounding oil prices. The financials sector also
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contributed to performance. Gold equities detracted from performance after gold
prices dipped somewhat.
We expect the coming period to bring heightened volatility, and we have
positioned the Fund accordingly, with a higher than usual cash weighting.
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The Front Street Growth & Income Class outperformed its benchmark during the
third quarter of 2016. Stocks connected to the energy sector performed well given
rebounding oil prices. The financials sector also contributed to performance. Gold
equities detracted from performance after gold prices dipped somewhat.
We expect the coming period to bring heightened volatility, and we have
positioned the Fund accordingly, with a higher than usual cash weighting.
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Privately held and independent,
Toronto-based Front Street Capital
oﬀers Canadians a diverse range of
investments, including growth,
income and tax-minded portfolios
oﬀered as mutual funds, hedge funds,
and flow-through limited
partnerships. Our independentthinking and experienced portfolio
managers have demonstrated longterm success in assessing global
macroeconomic and structural
themes driving the markets.

Visit FrontStreetCapital.com
For more information, and to find out more
about our family of funds.

Forward-looking Statements: The information contained in this transcript may include estimates, projections and other
"forward‐looking statements", which are generally expressed in the future tense, or using words such as "expect", "anticipate",
"believe" or "may", whether or not they are expressly identified as forward looking statements. Any such statements pertaining
to our investment products were based on assumptions that we believed to be reasonable at the time, but which may prove to
be incorrect. As a result, any forward‐looking statements may prove to be incorrect and actual performance may diﬀer
materially from that predicted in any forward-looking statements. The opinions expressed herein reflect those of the
individual portfolio manager. These opinions are subject to change at any time based on market or other conditions, and Front
Street Capital disclaims any responsibility to update such views. These opinions may diﬀer from those of other portfolio
managers or of Front Street Capital as a whole. The information and material presented herein are for information purposes
only and not to be used or construed as a public oﬀering, an oﬀer to sell or the solicitation of an oﬀer to buy any securities,
which may only be made pursuant to a prospectus. Commissions, trailing commissions, management fees and expenses all
may be associated with mutual fund investments. Please read the prospectus before investing.
1The

indicated rates of return are the historical annual compounded total returns including changes in share value and
reinvestment of all dividends 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. Comparisons to indices and other benchmarks are inherently
unreliable indicators of future performance. “NOT THE INDEX” is a registered trademark of Front Street Capital 2004.
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