
 
 

 
 
ECONOMIC REVIEW AS AT JULY 31, 2013 

Global gross domestic product (GDP) should expand by about 2.2% this year 

according to the latest World Bank forecasts. The recession continues in Europe, 

with the first quarter of 2013 marking the sixth straight quarter of negative growth. 

Forecasters are expecting a weak recovery in the second half of the year. 

In the United States, GDP growth should be 2% in 2013. Job creation continues 

to be stable, with an average of 200,000 jobs a month created since the start of 

the year. The construction sector has seen a significant upturn in 2013. The low 

housing inventory and rising real estate prices have encouraged builders to 

increase their pace. 

Canada’s economic growth is more moderate. Even though the level of 

consumer debt has decreased slightly, it continues to be very high and to exert a 

drag on retail sales. The construction sector has slowed to its equilibrium level. 

Exports continue to be weak because commodity prices have fallen. Even so, 

employment saw a strong upturn in May with the creation of 95,000 jobs in a 

reversal of the negative trend at the start of the year. An average of 13,000 jobs 

has been created each month since the beginning of the year. 

More elements are falling into place for a sustained recovery in the United 

States. The Federal Reserve is closely monitoring the situation with a view to 

tapering the pace of its quantitative easing program. Growth could be higher in 

the second half of the year than it was in the first. In Canada, despite tight-fisted 

consumers and the weak external sector, job creation is still positive and growth 

continues. 

 

INTEREST RATES 

May 1 marked an inflection point for interest rates in both Canada and the United 

States as a result of the Federal Reserve’s change of tone. The quantitative 

easing program involving the Fed’s purchase of $85 billion of bonds a month has 

been called into question by some of the governors. With the prospect of tapering 

or the eventual end of the bond-purchase program, bond yields began to rise in 

anticipation of interest rate hikes. The shift was confirmed after the June 19 

meeting. 

 

 

 



 
 

 

The following chart shows the market’s response to the Federal Reserve’s two 

meetings. Yields on 10-year U.S. Treasury bonds rose by almost 1% in less than 

two months. Canadian interest rates were drawn upward by roughly the same 

amount. 
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STRATEGY: ASTRA TREASURY FUND AND ASTRA BOND FUND – OAM 

The economic environment in North America is conducive to rising interest rates. 

Even so, the sharp increase in rates in May and June indicates that the bond 

market is anticipating economic growth and, in particular, the eventual end of the 

quantitative easing program. We therefore increased the duration of the portfolios 

to take advantage of the higher yields that are now available. 

 

As at July 31 the duration of the Astra Treasury Fund was 3.3 years versus 2.7 

years for the DEX Short Term Index. This longer duration gives the portfolio a 

yield to maturity of 2.37% versus 1.76% for the benchmark index. We obtained 

this result by investing in provincial and municipal notes whose yield exceeds 

that of Government of Canada bonds. We also took advantage of the increased 

yields available with high-quality corporate bonds. For the first seven months of 

the year, the portfolio outperformed its benchmark by 0.25% (before fees), 

despite rising interest rates. 

 

The Astra Bond Fund – OAM also favoured provincial and municipal bonds 

over Government of Canada bonds. Moreover, the portfolio is invested mainly in 

medium-term notes (maturing in 5 to 10 years) to increase the portfolio’s yield to 

maturity. As at July 31, it was 3.37% versus 2.64% for the DEX Universe Index. 

The portfolio’s duration slightly exceeds that of the benchmark index. On a year-

to-date basis, the portfolio outperformed its benchmark by 1.30% (before fees). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


