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MARKET OVERVIEW

The third quarter of 2016 started with markets attempting
to digest the impact of the U.K.’s vote to exit the European
Union (“Brexit”). Despite uncertainty around the vote’s
implications, it quickly became clear that the exit will
involve prolonged negotiations. Because the U.K. did not
immediately trigger Article 50 to begin the exit process—
coupled with low yields—expectations for further stimulus
and supportive economic data helped alleviate investor
concerns. This, in turn, paved the way for a rally in risk
assets, with most asset classes performing reasonably well.
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.
Most fixed income asset classes performed reasonable 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.
The Canadian economy got a boost from recovering oil
prices and a weaker Canadian dollar, which should support
exports. Continued price appreciation of the housing market
has become a significant concern, and the government has
taken steps to slow the market. So far, the move appears to
be working as prices in Vancouver have cooled slightly.
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The Front Street Tactical Bond Class performed reasonably
well on the back of tightening credit spreads, which led to
higher bond prices for most holdings. The Fund performed
particularly well in August and during the first half of
September, but struggled later in the month after we
shortened its overall duration following the Fed’s meeting.
As a result, the Fund did not receive the benefit of interest
rates moving 10 basis points lower over that period.
Exposure to U.S. chemical companies and pipelines boosted
the Fund’s performance. Our short duration bias
contributed to overall performance, but dragged on
performance in late September. Given the rally of risk assets,
the riskiest of those performed particularly well.
Unfortunately, we missed some of the upside potential by
limiting our risk. In this type of rally, the Fund’s riskier peers
should outperform, but our priority is to focus on capital
preservation.
We believe that interest rates will continue to trend slightly
higher, and credit spreads should continue to rally as
investor appetite for yield drives money into high-yield
assets. The market anticipates that the Fed will raise interest
rates at its December meeting. We continue to favour
higher-quality high-yield investments with a shorter
duration profile. We feel confident that the Fund will
achieve, and perhaps exceed, the total return target we set
at the beginning of the year (a 4% to 5% return).
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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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