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Global Markets Outlook 
Increasing global liquidity should favor stocks and pressure bonds 
 
• Europe has a major case of austerity fatigue. The combination of fiscal cutbacks, structural reforms, and in 

Spain’s case, ongoing private and banking sector deleveraging, is exacting a devastating economic, 
political and social toll. 

• As fiscal authorities around the world sort out the austerity debate, the implications seem clear for 
monetary policy: more liquidity is on the way globally. 

• The haphazard US approach towards greater austerity seems to have achieved better results, with US 
growth exceeding that in other G7 countries and the US federal deficit falling substantially. However, we 
may be approaching the point where tighter fiscal policy is affecting the economy. 

• Investors have been increasingly asking whether the equity rally will persist, where they can find yield and 
whether they should buy Japanese stocks. 

• In the short term, technical indicators, investor sentiment and increasing volatility all urge caution. Longer 
term, an improved economic backdrop, supportive valuations and continued loose monetary policy should 
support markets. 

• For equities to move another leg higher, we need to see a significant improvement in earnings. We have 
not seen such an improvement in the earnings of most markets, other than those of Japan. 

• We believe there is more scope for rates to rise than to fall, and it remains our core expectation that yields 
will gradually move higher. Thus our bias is to be neutral to slightly short duration, with a modest 
preference for the front end of the curve in anticipation of steepening. 

• We have maintained our positive view on high-grade corporate bonds. We believe the sector still offers 
attractive risk/reward potential relative to other fixed-income sectors. We continue to favour more defensive 
BBB-rated names and see good value in the crossover space. We remain cautious, however, on the 
valuation of high-yield corporates.  

• Recent macro softness, along with expanded QE, should benefit investment-grade dollar sovereign EMD. 
In the muni space, worries about tax policy and interest rates have kept us broadly neutral. 

 
ASTRA MFS McLean Budden U.S. Equity Commentary 
Performance commentary and analysis 
 
The portfolio performed in line with the Index for the first quarter of 2013. Stock selection contributed to relative 
performance, led by strong results in health care (Celgene, Thermo Fisher Scientific, Covidien, Valeant, Gilead 
Sciences) and financials (Blackrock, Goldman Sachs, Franklin Resources). Weak stock selection in consumer 
discretionary (LVMH, BMW), information technology (EMC, Oracle, Check Point Software) and energy held 
back relative results for the quarter. 
 
During the month of April 2013 the portfolio slightly underperformed the S&P 500 Index.  Underperformance 
was driven by weak stock selection in information technology and health care sectors.  Conversely, stock 
selection in consumer discretionary benefited relative performance.   
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Fund strategy 
 
The portfolio is focused on large-cap, higher-quality companies with sound, above average earnings growth 
trading at reasonable valuations.  More specifically, key attributes that we look for in an investment include 
sustainable, durable franchises with real barriers to entry, rising ROIC in excess of the cost of capital, balance 
sheets that can withstand adverse market conditions, and solid management teams that aim to create long 
term value.   
 
Current fund positioning and rationale 
 
Looking at current positioning, the portfolio's largest industry overweight is in capital markets, where several 
companies have attractive valuations and improving capital return stories.  We are overweight the aerospace & 
defense industry, although this consists of compelling multi-industry names which offer compelling valuations, 
fundamental momentum derived from high levels of execution and the potential for margin expansion. 
Additionally, we are overweight health care equipment and supplies, where we have found a mix of medical 
equipment and supplies companies that offer a combination of growth (driven by favourable long-term 
demographic trends, new product launches and a focus on innovation and penetration in faster growing 
markets), high or improving relative market share, prudent capital deployment and stock prices trading at 
attractive valuations.   
 
Within the consumer staples sector, the portfolio is overweight household products and food products, at the 
expense of food & drug retailing, with a focus on companies with strong brands and diverse geographical 
footprints that should enable them to grow at above-average rates, as well as strong balance sheets, good 
cash flow generation and reasonable valuations. 
 
Conversely, we are underweight insurance and have no exposure to life insurance as the environment remains 
challenging given the likelihood interest rates will remain low for an extended period of time. In addition, we are 
underweight diversified telecommunication services on concerns around declining margins, the likelihood that 
capital intensity will remain relatively high as they continue to build out their networks, and valuations that are 
not compelling.  Finally, we are underweight machinery, where we have an unfavourable view on construction 
equipment due to over-capacity/new capacity limiting profitability in a recovery, and the agriculture equipment 
companies due to concerns that we are at or near a peak in North American agricultural equipment units as a 
significant amount of equipment has been purchased in the recent past driven by strong farmer balance 
sheets. 


