
BOND RATES

March 31, 2017
Monthly 
Change

Change 
2017

Monthly 
Change

Change 
2017

Key Interest Rate 0,50 % 0,00 % 0,00 % 1,00 % 0,25 % 0,25 %
3 months 0,55 % 0,05 % 0,10 % 0,75 % 0,15 % 0,25 %
2 years 0,75 % -0,01 % 0,00 % 1,25 % -0,01 % 0,07 %
5 years 1,12 % 0,00 % 0,00 % 1,92 % -0,01 % -0,01 %
10 years 1,63 % -0,01 % -0,10 % 2,39 % -0,00 % -0,06 %
30 years 2,30 % -0,04 % -0,01 % 3,01 % 0,01 % -0,06 %
RRB 30 years 0,67 % 0,06 % 0,18 %

ECONOMIC EVENTS

RATE TRENDS

The Federal Government should maintain a fiscal stimulus 
for two reasons. First, the Bank of Canada can not reduce its 
policy rate without deteriorating housing market 
imbalances while fuelling the debt burden of Canadians. 
Moreover, the uncertainty surrounding tax policy and a 
possible NAFTA renegotiation forced the federal 
government to maintain its fiscal support. Instead of 
coming up with plan to return to equilibrium, the federal 
government seems to be targeting a debt to GDP ratio.

Although South Korean exports are often used as a gauge of 
global trading health, it may not be a good idea to compare it 
to February 2016. At this time, global economy was going 
through a difficult period, with China worrying investors and 
falling oil prices. 

The Fed reinforced their message that 2% inflation is a 
long-term symmetrical target, not a ceiling. Because the  
inflation rate has often been below the 2% threshold in 
recent years, they would therefore accept higher price 
increase in the future in order to achieve an average of 
2% in the long run. This justifies the moderate approach 
in interest rate hike, but also means that inflation could 
erode the purchasing power of long term interest 
payments. 

CANADIAN RATE TRENDS

Source: Bloomberg

MARCH 2017

Given the conflict within the Republican Party, will they 
manage to agree on the tax overhaul? We should not forget 
that several members of Congress will be running for election 
next year, and Republicans will want to show an impressive 
economic scorecard to their fellow citizens. 

MONTHLY BOND LETTER
The federal Liberal government filed its second budget which forecasts a                   
$ 28.5 billion deficit for the year of 2017-18, an increase of $ 5.5 billion 
compared to the current fiscal year ending March 31st. In order to reduce the 
energy sector's influence on the Canadian economy, the Government seeks to 
stimulate innovation and enhance training programs by assigning $ 4 billion 
over 5 years to this commitment. The Finance Minister does not plan to return 
to a balanced budget in the near future with a $ 19 billion deficit still 
anticipated in 2021-22. However, the Government has planned a $ 3 billion 
annual buffer in case of emergencies.

After failing twice at his anti-immigration order, President Trump suffered a 
setback with its health care reform that would have replaced Obamacare. The 
President wasn’t able to rally the Freedom Caucus, the ultra-conservative  
Republicans, who believe that government's role in this reform is too 
important. With this defeat, investors are questioning the President’s ability to 
implement his economic plan, including tax reform and infrastructure spending 
that fuel inflationary concerns recently.

Exports to South Korea increased by 20.2 % annually in February, following 
the increase of 11.2 % in January. It’s the fourth consecutive monthly growth in 
exports which accounts for 54 % of the country’s GDP.  During the past two 
years, South Korean exports declined by 5.9 % and 8.0 % due to lower global 
demand. These recent increases reflect a rebound in the global activity.

The Federal Reserve announced a 25 bps increase in the Fed Funds to 1.00 % 
in March. The Committee believes that strong labour market coupled with 
higher corporate spending justifies a tighter monetary policy that the 
Committee continues to describe as expansionary. Minneapolis Federal 
Reserve President Neel Kashkari opposed this decision, stating that inflation 
remains below target and that the recent high job data means that the 
economy has not yet reached full employment.  Rather than raising rates, he 
would prefer setting up an action plan to reduce the size of the Fed's balance 
sheet. Since the Fed’s announcement and M. Trump’s health reform failure, 
10 year Canadian and U.S. rates declined by 26 and 21 bps respectively.
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Canadian corporate bond new issuance totalled $ 9.6 billion in March, a $ 2.9 billion  
increase compared to the previous month and $ 2.3 billion more than in March 2016. 
Since the beginning of the year, corporate issuance reached $ 23.5 billion, 21 % more 
than in the same period last year. Now that the Q1 financial results are a thing of the 
past, the black-out period to issue was lifted and four of the six major Canadian banks 
have been issuing for a total of $ 5 billion. Even Bank of America was able to borrow   
$ 1 billion for a 5-year term. This is a second Canadian issuance by this institution, 
which had previously disappointed investors during the financial crisis by not buying 
back its debt as the Canadian banks did.

Alberta Oil Sands were the subject of two major transactions during the month of 
March. Canadian Natural Resources announced that it will pay $ 12.7 billion in cash 
and shares in order to acquire 70 % of the Athabasca oil sands project owned by Shell 
(60 %) and Marathon Oil (10 %). Alberta company Cenovus Energy also mentioned 
that it would buy 50 % of ConocoPhillips stake in their oïl sands joint venture FCCL 
Partnership, as well as the majority of Deep Bassin’s assets for a total of $ 17.7 billion. 
Shell, Marathon and ConocoPhillips are expanding the list of foreign companies that 
are leaving Canadian oil assets because of high extraction costs and carbon footprint.

The Quebec Government offered a third balanced budget for the fiscal year 2017-18. 
Building on a 3.3 % GDP nominal growth for the next three years, the Government 
expects a 3.7 % increase in revenue despite a slight tax reduction on individuals. This 
comes as an increase in the zero-tax threshold and the abolition of the health tax. 
Spending will also increase by 3.6 % in 2017-18 and 2.5 % the following year.  A little 
more than 45 % of these new expenditures will be assigned to health care                 
($ 1 667 million) and 26 % to education and culture ($ 955 million). As of March 31st, 
2017, the government gross debt amounted to 52.7 % of GDP, or 2 % less than 
expected at the beginning of fiscal year. The Government plans to reduce the debt 
ratio to 45 % in 2025-26.

CREDIT BOND RISK PREMIUMS Change

Credit rating Spread 5 yrs 10 yrs 30 yrs
ISSUER DBRS S&P 5 yrs 10 yrs 30 yrs month 2017 month 2017 month 2017

Royal Bank, deposit notes RY CD's, BNSAA AA- 80 105 145 0 -15 5 -5 5 -10
Manulife, Senior debt Manulife Bank Canada CD'sA high A+ 100 130 180 0 -15 5 -5 5 -5
Fortis Inc. Fortis Inc BBB high BBB+ 105 145 190 0 -15 0 -20 -5 -35
Hydro One Hydro-OneA high A 75 95 140 5 -5 0 -10 0 -10
Enbridge Inc Enbridge Inc.BBB high BBB+ 125 170 230 5 -5 5 -10 5 -10
Encana Corp Encana CorpBBB low BBB 185 250 315 5 -30 5 -35 5 -30
GTAA Greater Toronto Airport--- A+ 65 85 120 0 -5 0 -10 -5 -15
Bell Canada Bell CanadaBBB high BBB+ 115 155 210 5 0 5 -10 5 -15
Rogers Communications Rogers CommunicationsBBB BBB+ 110 150 215 0 -5 0 -15 5 -20
Loblaw LoblawBBB BBB 110 150 205 0 -10 0 -20 0 -20
Canadian Tire Canadian TireBBB high BBB+ 115 155 215 0 -10 0 -20 0 -15
Province of Quebec QuébecA high A+ 53 74 88 1 -2 2 -4 2 -4
Province of Ontario OntarioAA low A+ 55 76 87 2 -1 3 -3 3 -2
CMHC Crown CorporationsAAA AAA 39 48 --- -1 1 1 0
Source: National Bank Financial

Investor’s optimism towards president Trump's economic stimulus program is fading. They seem to acknowledge the difficulty of the 
task despite Congress control and are therefore reevaluating asset values accordingly. If Obamacare, which Republicans were seeking to 
destroy for seven years, could not be repealed, how can they agree on tax reform? And without fiscal support, will the Fed be less 
aggressive? However, Republicans still have a common goal that drives them, running for mid-term elections with a shiny economic 
scorecard. Therefore, it is quite possible to get a tax plan soon that can boost investor’s optimism, but its economic impact will remain 
uncertain. Different geopolitical elements could also disrupt markets direction. France’s election will create confusion, but Marine Le 
Pen will have hard time closing the 20 % gap that separates her from Macron in the second round. Nevertheless, a structural change is 
taking place.  As long as income inequality persists, populism will haunt politicians. In addition, weakness in productivity combined with 
an ageing population means that developed economies will meet production constraints and therefore inflation. Doubt may be 
warranted in the short term, however the longer term trend remains inflationary.

Since 2014, there were 14 transactions 
involving foreign sellers and Canadian buyers. 
Foreigner’s withdrawal decisions could be 
based on the new carbon tax in force since 
2017 or higher fee structure for operators. This 
is an opportunity for  Canadians to take over 
our assets at a discount.

From a creditor’s point of view, we 
welcome the balanced budget and the 
debt ratio reduction. From an economic 
point of view, investment in education 
is essential if we wish to enhance 
Quebec workers’  productivity in this 
ageing population era. 

FTSE TMX INDEX PERFORMANCE
Sector Weight March 2017 2017
Universe 100 % 0,41 % 1,24 %
Short Term 45,4 % 0,13 % 0,67 %
Mid Term 22,5 % 0,20 % 1,47 %
Long Term 32,1 % 0,95 % 1,88 %
Federal 36,8 % 0,20 % 0,64 %
Provincial 34,0 % 0,61 % 1,38 %
Corporates 27,3 % 0,42 % 1,83 %
RRB -0,19 % -1,28 %
Source: ftse.com
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