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Current

Month QTD YTD

3 Month T-Bill Yield 0.17% 2 2 11

2 Year Bond Yield 0.45% -5 -5 26

5 Year Bond Yield 0.88% -10 -10 46

10 Year Bond Yield 1.25% -19 -19 54

30 Year Bond Yield 1.76% -8 -8 55

Current

Month QTD YTD

3 Month U.S. T-Bill Yield0.06% 1 1 -3

2 Year U.S. Bond Yield0.19% -6 -6 6

5 Year U.S. Bond Yield0.69% -18 -18 33

10 Year U.S. Bond Yield1.24% -21 -21 31

30 Year U.S. Bond Yield1.89% -17 -17 24

Current

Month QTD YTD

CAD/USD 1.25 0.8% 0.8% -2.0%

EURO/USD 0.84 0.0% 0.0% 3.2%

Trade Weighted USD 92.17 -0.3% -0.3% 2.5%

Equity Indices Current

(Price Index) Month QTD YTD

S&P 500 4395 2.4% 2.4% 18.0%

S&P/TSX 20288 0.8% 0.8% 18.2%

Credit Index OAS Current

Month QTD YTD

Investment Grade 103 5.0 5.0 -16.0

High Yield 294 26.0 26.0 -66.0

Commodities Current

Month QTD YTD

WTI Crude Oil (US$/bbl)$73.95 0.7% 0.7% 52.4%

WCS Crude Oil (US$/bbl)$59.37 -0.3% -0.3% 79.0%

Gold (US$/ounce) $1,814 2.5% 2.5% -4.4%

Source: Macrobond, Bloomberg (for Credit Index OAS) 
As of July 30, 2021
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In July, we saw signs of waning economic growth, at least on a rate-of-change level, 

which was enough to inject uncertainty into risk markets and continue a rally in global 

interest rates. The U.S. 10-year rate fell by 24 basis points (bps) over the month and 

the Canadian 10-year fell by 19 bps. In addition, the multi-month oil rally that saw the 

WTI (West Texas Intermediate) spot rate go from US$35.79 per barrel in October 2020 

to US$73.47 by the end of June, stalled in July as OPEC + Russia agreed to return to pre-

pandemic output levels. After falling sharply mid-month, by 9.6%, the price of WTI 

quickly recovered to finish the month 48 cents higher than the previous month-end. 

This shock, coupled with concerns over the fast-spreading Delta variant and a rollover 

in economic growth expectations when viewed on a rate-of-change basis, caused 

credit spreads to widen and risk assets to diverge.

While economic prints continued to come in strong throughout the month, they 

missed expectations, creating concerns that we have reached a peak in economic 

expansion. This has led to worry over a potential monetary policy error. U.S. GDP grew 

by 6.5% in Q2 (Seasonally Adjusted Annual Rate SAAR), a faster pace than the 6.3% 

(SAAR) in Q1. However, this number missed lofty economist expectations of 8.4 %. The 

LI{ aŀǊƪƛǘ CƭŀǎƘ ¦Φ{Φ {ŜǊǾƛŎŜǎ tǳǊŎƘŀǎƛƴƎ aŀƴŀƎŜǊǎΩ LƴŘŜȄϯ ŀƭǎƻ ƳƛǎǎŜŘ ǇǊŜƭƛƳƛƴŀǊȅ 

expectations of 64.5, coming in at 59.8 on July 231. The strong June CPI print of 0.9% 

month over month in the U.S. was not enough to stall the rally in long-term rates; 

instead, it led to concerns that the inflation data is transient and that it could lead to a 

U.S. Federal Reserve policy error, driving long-term rates even lower. With respect to 

labour markets, data was stronger in both Canada and the U.S. than the previous 

month, but has yet to reflect the strength of a reopening in either country. 

The Federal Open Market Committee (FOMC) kept policy unchanged during its July 

meeting while acknowledging the strength of the recovery. The July 28th statement 

ƴƻǘŜŘ ǘƘŜ ŜŎƻƴƻƳȅ ƛǎ ƎŜǘǘƛƴƎ ŎƭƻǎŜǊ ǘƻ ŀŎƘƛŜǾƛƴƎ ǘƘŜ ǎǘŀƴŘŀǊŘ ƻŦ άǎǳōǎǘŀƴǘƛŀƭ ŦǳǊǘƘŜǊ 

ǇǊƻƎǊŜǎǎέ ǘƻǿŀǊŘǎ ǘƘŜ Cha/Ωǎ Ǝƻŀƭǎ ƻŦ ǇǊƛŎŜ ǎǘŀōƛƭƛǘȅ ŀƴŘ ƳŀȄƛƳǳƳ ŜƳǇƭƻȅƳŜƴǘΦ ¢Ƙƛǎ 

standard is the threshold to begin tapering their balance sheet purchases, which for 

now continue at a pace of US$120 billion/month. In Canada, the Bank of Canada (BoC) 

held its policy rate steady at 0.25% and released its July Monetary Policy Report. The 

BoC continued to taper the weekly pace of its bond purchases by $1 billion to $2 billion 

per week. This reduction is driven by optimism towards the outlook, which remains 

strong, even though the BoC has revised its 2021 growth estimates down from 6.5%, to 

6% year over year, while raising its 2022 and 2023 growth forecasts to 4.6% and 3.3%, 

respectively.
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Footnotes

м άLI{ aŀǊƪƛǘ CƭŀǎƘ ¦Φ{Φ /ƻƳǇƻǎƛǘŜ taLϰέ ƘǘǘǇǎΥκκǿǿǿΦƳŀǊƪƛǘŜŎƻƴƻƳƛŎǎΦŎƻƳκtǳōƭƛŎκIƻƳŜκtǊŜǎǎwŜƭŜŀǎŜκрŎмоŀŀŀлŀŎōопсмŜōфŀŎŘтммоŎŘнōōпл

н ά/h±L5πмф ǾŀŎŎƛƴŀǘƛƻƴ ƛƴ /ŀƴŀŘŀέ ƘǘǘǇǎΥκκƘŜŀƭǘƘπƛƴŦƻōŀǎŜΦŎŀƴŀŘŀΦŎŀκŎƻǾƛŘπмфκǾŀŎŎƛƴŀǘƛƻƴπŎƻǾŜǊŀƎŜκŀǊŎƘƛǾŜκнлнмπлтπолκ

Provincial spreads widened by one basis point in July, with peripheral provinces underperforming. As we entered the summer months, 

domestic provincial bond supply slowed to $6.5 billion in July versus $8.8 billion issued in June. The Province of British Columbia revealed 

that the 2020-21 budget deficit was $2.7 billion lower, at $5.5 billion, than the $8.2 billion originally budgeted. The faster-than-expected 

economic recovery, including the job recovery, led to higher income taxes, and hence the upward revision. Alberta released its 2020-21 

annual report, which showed a deficit of $16.9 billion, a $3.2 billion improvement from the last projection in February 2021. The 

improvement was boosted by higher-than-expected natural resource revenue and lower spending. In Newfoundland and Labrador, the 

federal government announced a $5.2 billion agreement to complete the Muskrat Falls hydroelectric project. Under the terms of the 

agreement, Canada will give an estimated $3.2 billion in annual financial transfers to the province between now and the end of the 

project, an amount equal to the interest it earns in the Hibernia offshore oil project. In addition, the province will also receive $2 billion in 

federal financing, half of which comes in the form of a federal loan guarantee. The other half is billed as an investment in Newfoundland 

ŀƴŘ [ŀōǊŀŘƻǊΩǎ ǘǊŀƴǎƳƛǎǎƛƻƴ ǎȅǎǘŜƳ ǘƘŀǘ ŎŀǊǊƛŜǎ aǳǎƪǊŀǘ CŀƭƭǎΩ ǇƻǿŜǊ ŦǊƻƳ ŎŜƴǘǊŀƭ [ŀōǊŀŘƻǊ ŀƴŘ ŘƛǎǘǊƛōǳǘŜǎ ƛǘ ŀŎǊƻǎǎ ǘƘŜ ƛǎƭŀƴŘΦ

The FTSE Canada All Corporate Bond Index returned 0.92% for the month. Credit spreads traded in a tight range, ending July 1 bp wider. 

From a ratings perspective, the BBB and A segments underperformed the AA ratings bucket by 1 bp. From a sector perspective, banks and 

utilities outperformed while Telecoms and Oil & Gas underperformed. 

On the corporate bond front, the pandemic story continues to improve in Canada, which is expected to enhance economic performance 

and continues to support the fundamentals of corporate spreads. Vaccine rollout improved in Canada, with 70.4% of the population 

receiving their first dose and 55.71% of the population fully vaccinated as of July 30, 20212. Full reopening requirements have been met in 

most provinces with others very close to meeting targets. During the month, results of the telecom spectrum licence auction came in 

much higher than analysts had been expecting and led to underperformance in the sector. Also in corporate news, the battle for Inter 

Pipeline between Brookfield Infrastructure and Pembina ended, with Brookfield Infrastructure winning on a higher bid. 

bŜǿ ƛǎǎǳŀƴŎŜ ŎƻƴǘƛƴǳŜǎ ǘƻ ōŜ ǉǳƛǘŜ ǎǘǊƻƴƎ ƛƴ /ŀƴŀŘŀΣ ŀǘ ϷмнΦом ōƛƭƭƛƻƴ ŘǳǊƛƴƎ ǘƘŜ ƳƻƴǘƘ ŎƻƳǇŀǊŜŘ ǘƻ WǳƭȅΩǎ рπȅŜŀǊ ŀǾŜǊŀƎŜ ƻŦ ϷтΦт ōƛƭƭƛƻƴΦ 

Of the corporate new issuance, $7 billion was issued by banks. The upgrade/downgrade ratio for the month of July was a healthy 1.67x, 

highlighting the improved credit fundamentals of companies. 

The FTSE Canada Universe Bond Index increased 1.03% in July. The Provincial and Municipal sectors outperformed, returning 1.24% and 

1.23%, respectively, as yields fell. The Federal and Corporate sectors underperformed, with returns of 0.85% and 0.92%, respectively.
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The Debt Hangover

Apart from inflation, the number one question that we get asked by clients is, what are we going to do about all that debt accumulated 

during the pandemic? ²Ŝ ŦƛǊǎǘ ǾƛǎƛǘŜŘ ǘƘƛǎ ǘƻǇƛŎ ƛƴ ƻǳǊ Wǳƭȅ нлнл ƳƻƴǘƘƭȅ ǇƛŜŎŜ ǘƛǘƭŜŘ ά5Ŝōǘ {ǳǇŜǊŎȅŎƭŜ tŀǊǘ LLέΦ bƻǿ ǘƘŀǘ ǘƘŜ ƛƴƪ Ƙŀǎ ŦƻǊ 

the most part dried on all the various stimulus plans, we can start to tally the impact. The accumulation of debt is well beyond the rise 

seen during the 2008 global financial crisis and is the largest since the major world wars in the 20th century (Figure 1). 

Figure 1. G7: Gross Government Debt to GDP

This line graph shows the gross government debt to GDP ratios of G7 nations; i.e., Japan, Italy, U.K., France, Germany, U.S. and 

Canada. Data for the U.K. and U.S. date back from 1900, and for the others, from the 1950s to 1970s. Data is current to August 5, 

2021, and includes estimated levels into 2026. The accumulation of debt is currently well beyond 2008 global financial crisis levels, 

ŀƴŘ Ǝƭƻōŀƭ ŘŜōǘ ƛǎ ǘƘŜ ƭŀǊƎŜǎǘ ǎƛƴŎŜ ǘƘŜ нлǘƘ ŎŜƴǘǳǊȅΩǎ ƳŀƧƻǊ ǿƻǊƭŘ ǿŀǊǎΦ  

According to the Institute of International Finance, the global response to the COVID-19 pandemic has added US$24 trillion to the global 

debt mountain in 2020, bringing it to a new high of US$281 trillion. Global total debt/GDP has surged by 35% to over 355% of GDP in 2020 

and government debt/GDP has increased to 105% of GDP in 2020, up from 88% in 2019
1
. Figure 2 provides a breakdown of debt to GDP 

ŦƻǊ ǎŜƭŜŎǘŜŘ ŎƻǳƴǘǊƛŜǎΦ ¢ƘŜǎŜ ŜƭŜǾŀǘŜŘ ƭŜǾŜƭǎ ƻŦ ŘŜōǘ ǇƭŀŎŜ Ƴŀƴȅ ŎƻǳƴǘǊƛŜǎ ƛƴ ǘƘŜ άŘŀƴƎŜǊ ȊƻƴŜέ ƛŘŜƴǘƛŦƛŜŘ ōȅ ŜŎƻƴƻƳƛŎ ǇǊƻŦŜǎǎƻǊǎ 

YŜƴƴŜǘƘ wƻƎƻŦŦ ŀƴŘ /ŀǊƳŜƴ wŜƛƴƘŀǊǘ ƛƴ ǘƘŜƛǊ нлмл ǇŀǇŜǊ ǘƛǘƭŜŘ άDǊƻǿǘƘ ƛƴ ŀ ¢ƛƳŜ ƻŦ 5Ŝōǘέ2. In the report, the authors argue that using 

data across all advanced countries, when debt/GDP is greater than 90%, GDP growth is typically lower than countries with lower 

debt/GDP ratios. In addition to sluggish growth, historically, huge debt buildups have also usually been followed by an uptick in inflation, 

and/or a financial crisis. 
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CƛƎǳǊŜ нΥ 5ŜōǘκD5t ό҈ύ ς {ŜƭŜŎǘ wŜƎƛƻƴǎ όнлнлύ

This bar graph shows the debt to GDP ratio for 2020 in the following regions, in descending order: Japan, Italy, advanced G20, the 

¦Φ{ΦΣ {ǇŀƛƴΣ /ŀƴŀŘŀΣ CǊŀƴŎŜΣ ǘƘŜ ¦ΦYΦΣ .ǊŀȊƛƭΣ ǘƘŜ ǿƻǊƭŘΣ ǘƘŜ ŜǳǊƻ ŀǊŜŀΣ LƴŘƛŀΣ DŜǊƳŀƴȅΣ /Ƙƛƴŀ ŀƴŘ !ǳǎǘǊŀƭƛŀΦ Lƴ нлнлΣ WŀǇŀƴΩǎ ŘŜōǘ ǘƻ 

D5t Ǌŀǘƛƻ ǿŀǎ нрпΦс҈Σ ǘƘŜ ¦Φ{Φ Ǌŀǘƛƻ ǎǘƻƻŘ ŀǘ мооΦс҈ ŀƴŘ /ŀƴŀŘŀ ǿŀǎ ммтΦу҈Φ ¢Ƙƛǎ ŎƻƳǇŀǊŜǎ ǘƻ ǘƘŜ ŀŘǾŀƴŎŜŘ Dнл ŎƻǳƴǘǊƛŜǎΩ Ǌŀǘƛƻ 

ƻŦ мооΦф҈ ŀƴŘ ǘƘŜ ǿƻǊƭŘΩǎ фуΦт҈Φ

όмύ !ǳǎǘŜǊƛǘȅ ς ƛƴŎƭǳŘƛƴƎ ƳŜŀǎǳǊŜǎ ǎǳŎƘ ŀǎ ǎǇŜƴŘƛƴƎ Ŏǳǘǎ ŀƴŘκƻǊ ǊŀƛǎƛƴƎ ǘŀȄŜǎΦ ¢Ƙƛǎ ǇŀǘƘ ƭŜŀŘǎ ǘƻ ǇǊƻƭƻƴƎŜŘ ǎƭƻǿŜǊ ƎǊƻǿǘƘ ŀƴŘ ƛƴ ǎƻƳŜ 

cases increases the chances of running into a period of stagflation. It also may be a difficult path to take due to demographics, as an 

ageing population likely requires an increase in spending on health care. Global commitments to climate change initiatives will also 

likely require a significant increase in infrastructure spending.

όнύ DǊƻǿǘƘ ς ƛŦ ŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘ ŜȄŎŜŜŘǎ ǘƘŜ Ŏƻǎǘ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ōƻǊǊƻǿƛƴƎΣ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ Ŏŀƴ Ǌƻƭƭ ƻǾŜǊ ƛǘǎ ŘŜōǘΣ ŀƴŘ ǘƘŜ 5ŜōǘκD5t 

ratio will decline without the need to impose austerity measures. 

όоύ LƴŦƭŀǘƛƻƴ ς ǊŜŘǳŎƛƴƎ ǘƘŜ ǊŜŀƭ ǾŀƭǳŜ ƻŦ ǘƘŜ ŘŜōǘ ǘƘǊƻǳƎƘ ƛƴŦƭŀǘƛƻƴΦ ²ƘƛƭŜ ŎŜƴǘǊŀƭ ōŀƴƪǎ ŀǇǇŜŀǊ ǘƻ ƘŀǾŜ ŀ ǘƻƭŜǊŀƴŎŜ ŦƻǊ ƛƴŦƭŀǘƛƻƴ ǘƻ Ǌǳƴ 

over 2% in the near term, in the long term they are likely to push back against persistent higher inflation levels.

όпύ 5ŜŦŀǳƭǘ ς ŀƴ ŜȄǘǊŜƳŜ ƳŜŀǎǳǊŜ ǘƘŀǘ Ƙŀǎ ōŜŜƴ ǳǎŜŘ ƘƛǎǘƻǊƛŎŀƭƭȅ ōȅ Ƴŀƴȅ ŜƳŜǊƎƛƴƎ ƳŀǊƪŜǘ ŎƻǳƴǘǊƛŜǎ ōǳǘ ƛǎ ƴƻǘ ŀƴ ƻǇǘƛƻƴ ŦƻǊ 

developed nations.

The unprecedented fiscal and monetary policy stimulus was provided to bridge economies over the deep economic effects of lockdowns. 

These measures in part led to one of the shortest recessions on record. However, with vaccination rates rising and economies 

strengthening, the focus now turns to how governments are going to address the elevated debt levels.  Traditionally, the ways to decrease 

bloated debt levels include: 
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Lower for Longer

Low interest rates make the debt burden manageable. This is a theory espoused by scholars and former Democratic policy advisors Larry 

Summers and Jason Furman as well as the former chief economist of the International Monetary Fund (IMF), Olivier Blanchard. Summers 

and Furman argue that a cyclically balanced budget likely leads to inadequate growth and excessive financial instability. As a new 

guidepost, they propose that fiscal policy focus on supporting economic growth while preventing real debt service from being projected to 

rise quickly or to rise above 2% of GDP.3 They submit that governments should stop paying attention to debt/GDP as a vulnerability and 

instead focus on the size of interest payments. The focus on debt-servicing costs highlights the reliance of debt sustainability on the path 

of real rates relative to real growth ('r-g'). As long as low servicing costs persist, the level of debt matters less. 

Blanchard has argued that debt is sustainable when nominal interest rates are lower than nominal GDP growth: the cost of debt service is 

lower, if not negative.4 For this theory to be effective, interest rates would have to stay low for a long time. If increased spending sparked 

runaway inflation, central banks could be forced to raise interest rates beyond growth rates to tame inflation and the sustainability of debt 

model could collapse. 

What About MMT?

No argument about debt sustainability is complete without a discussion of Modern Monetary Theory (MMT). MMT advocates believe 

governments that issue in their own currency can essentially borrow without limit. No matter how large the federal debt grows, the 

federal government can always print more money to pay for it. Breaking with conventional economic theories, MMT advocates argue that 

doing so imposes almost no serious costs or risks. MMT blurs the lines of central bank independence, and government in essence sets both 

fiscal and monetary policy. The standard case against MMT is that it puts way too much power in the hands of a government whose 

primary goal is to be re-elected, which will likely result in too much money being spent sparking runaway inflation. U.S. Federal Reserve 

Chair Jerome Powell is not an MMT proponent, as he stated in his Senate testimony in February 2019 that "the idea that deficits don't 

matter for countries that can borrow in their own currency I think is just wrong."5

No Such Thing as a Free Lunch

¢ƘƻǎŜ ŀǊƎǳƛƴƎ ǘƘŀǘ ŘŜōǘ ƭŜǾŜƭǎ ŀǊŜ ǳƴǎǳǎǘŀƛƴŀōƭŜ ŀǘ ǘƘŜƛǊ ŎƻǊŜ ōŜƭƛŜǾŜ ǿƘŀǘ ǿŜ ǿŜǊŜ ǘŀǳƎƘǘ ƛƴ ŜŎƻƴƻƳƛŎǎ Ŏƭŀǎǎ ς ǘƘŀǘ ǘƘŜǊŜ ƛǎ ƴƻ ǎǳŎƘ ǘƘƛƴƎ 

as a free lunch and that money borrowed has to be paid back. For advanced economies, the problem of carrying very high public debt may 

not be sustainability, but loss of flexibility in responding to unforeseen shocks. The reason that most countries have to watch their deficit 

and debt numbers is because, in the event of a shock, demand for their debt may fall sharply.6 A loss of investor confidence in a safe haven 

like the U.S. could lead to a sell-off of U.S. Treasury debt by international investors, which could push up interest rates and inflation and 

crowd out private investment. A working paper undertaken by the IMF studied 188 financial crises since the 1980s and concluded that 

public debt in its various forms is the most important predictor of fiscal crises.7 

Keeping interest rates low to manage debt payments can lead to financial instability by fueling asset and credit bubbles. Some warning 

signs are already starting to percolate, as seen in P/E ratios, housing prices, crypto currency, high yield corporate debt, meme stocks and 

special purpose acquisition companies (SPACs). Leaving rates at the lower bound is also a form of financial repression. Negative real 

ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ Ƴŀȅ ǊŜŘǳŎŜ ƻǊ ƭƛǉǳƛŘŀǘŜ ŜȄƛǎǘƛƴƎ ŘŜōǘǎ ōǳǘ ŀƭǎƻ ōŜŎƻƳŜ ǘƘŜ ŜǉǳƛǾŀƭŜƴǘ ƻŦ ŀ ǘŀȄτŀ ǘǊŀƴǎŦŜǊ ŦǊƻƳ ŎǊŜŘƛǘƻǊǎ όǎŀǾŜǊǎύ ǘƻ 

borrowers.
8

Where the Rubber Meets the Road

For bond markets, with elevated debt levels and deficits, there is concern that governments do not have enough capacity to spend during 

the next recession. With the economy already well into its expansion phase, will there be enough time for governments to address their 

deficits before the next economic downturn occurs? 

This is likely the sticking point for credit rating agencies and there are some emerging signs of credit rating concern. The U.S. remains AAA 

ǊŀǘŜŘ ōȅ 5.w{Σ aƻƻŘȅΩǎ ŀƴŘ CƛǘŎƘΣ ōǳǘ CƛǘŎƘ ŀǎǎƛƎƴŜŘ ŀ bŜƎŀǘƛǾŜ ƻǳǘƭƻƻƪ ƛƴ Wǳƭȅ нлнм ŎƛǘƛƴƎ Ǌƛǎƪǎ ǘƻ ǇǳōƭƛŎ ŦƛƴŀƴŎŜǎ ŀƴŘ ŘŜōǘ ǘǊŀƧŜŎǘƻǊȅΦ ²Ŝ 

note that S&P has maintained the U.S. credit rating at AA+ since the debt ceiling crisis of 2011. 
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Canada lost one of its prized AAA ratings when Fitch downgraded the sovereign by one notch in June 2020, but remains AAA rated by S&P, 

aƻƻŘȅΩǎ ŀƴŘ 5.w{Φ ¢ƘŜ CƛǘŎƘ ŘƻǿƴƎǊŀŘŜ ǿŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ŘŜǘŜǊƛƻǊŀǘƛƻƴ ƻŦ /ŀƴŀŘŀϥǎ ǇǳōƭƛŎ ŦƛƴŀƴŎŜǎ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ǘƘŜ ŎƻǊƻƴŀǾƛǊǳǎ 

pandemic. The rating agency is concerned that Canada emerges from the crisis with much higher debt levels. CD Howe produced a recent 

ǎǘǳŘȅ ƻƴ /ŀƴŀŘŀΩǎ ŘŜōǘ ŀƴŘ ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ ǳƴŘŜǊ ǘƘŜƛǊ ōŀǎŜƭƛƴŜ ǎŎŜƴŀǊƛƻΣ ǘƘŜ ŦŜŘŜǊŀƭ ŘŜōǘ ōǳǊŘŜƴ ƛǎ ƻƴ ŀƴ ǳǇǿŀǊŘ ƭƻƴƎπǊǳƴ ŘǊƛŦǘΣ ǿƛǘƘ ǘƘŜ 

debt ratio reaching 60% by 2055. Nationally, taking provincial governments into consideration, the combined federal/provincial net debt 

ratio could reach over 140% under the baseline scenario, and almost 100% even under the more favourable budget scenario (the budget 

scenario is based on projections in the federal budget and assumes strong economic growth, a modest increase in interest rates and no 

ŦǳǊǘƘŜǊ ŎƘŀƴƎŜǎ ǘƻ ǎǇŜƴŘƛƴƎ ǇǊƻƎǊŀƳǎ ƻǊ ǘŀȄ ŎǳǘǎύΦ ¢ƘŜ ƻƴƭȅ ƻǘƘŜǊ ǘƛƳŜ /ŀƴŀŘŀΩǎ ŘŜōǘ ōǳǊŘŜƴ ǿŀǎ ƻǾŜǊ млл҈ ǿŀǎ ƛƴ ǘƘŜ ŀŦǘŜǊƳŀǘƘ ƻŦ 

World War II.9 

On the provincial side, deficits have soared and debt/GDP ratios have also increased significantly (Table 1). The pandemic has forced the 

provinces off the fiscal consolidation path and has significantly pushed back the timing for balanced budgets, leaving them vulnerable to 

the next downturn. Alberta was downgraded by one notch by three rating agencies over the past year. British Columbia lost one of its AAA 

ratings. Saskatchewan was downgraded by one notch by two rating agencies also losing one of its AAA Ratings. Also of note, DBRS has 

ǇƭŀŎŜŘ bŜǿŦƻǳƴŘƭŀƴŘ ŀƴŘ [ŀōǊŀŘƻǊΩǎ ! ό[ƻǿύ ǊŀǘƛƴƎ ƻƴ bŜƎŀǘƛǾŜ ƻǳǘƭƻƻƪΦ Lǘ ƛǎ ǾŜǊȅ ǊŀǊŜ ŦƻǊ ŀ /ŀƴŀŘƛŀƴ ǇǊƻǾƛƴŎŜ ǘƻ ōŜ ǊŀǘŜŘ ƛƴ ǘƘŜ ... 

space. In fact, it has only occurred twice. S&P rated Saskatchewan in the BBB space from June 1992 to May 1996, and Newfoundland and 

Labrador BBB+ from July 1994 to August 1999. 

Table 1. Provincial Deficits and Debt/GDP

The Bottom Line 

For now, bond markets are shrugging off debt concerns as interest payments remain low (Figure 3), the central bank tightening cycle is 

perceived as a long way off, and inflation, while elevated, appears transitory. In the long run, though, the bloated government balance 

sheets will likely have to be dealt with. Governments and central banks will need to manage interest rate and inflation expectations so that 

debt does not become an unsustainable problem. The debt debate is becoming even more topical as the debt ceiling wars have reared 

their ugly head in the U.S. Congress. 

Province Budget Balance ($mm) Debt/GDP 

BC (8,144) 20.3%

Alberta (20,192) 20.3%

Saskatchewan (1,865) 19.0%

Manitoba (2,080) 38.8%

Ontario (38,500) 47.1%

Quebec (15,000) 45.0%

New Brunswick (13) 37.3%

Nova Scotia (705) 37.4%

PEI (120) 34.5%

Newfoundland and Labrador (1,644) 51.8%

FY 2020-21
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Figure 3: Net General Government Interest Payments, As a Percentage of GDP

This line graph shows the net general government interest payments of the euro area 17, the U.S., Canada, Italy, France, the U.K., Japan, 

OECD countries and Germany, as a percentage of GDP, since 1960. Currently, interest payments remain low, ranging from -0.349% of GDP in 

Canada to 2.943% in Italy.

Footnotes
1 ά/h±L5 5ǊƛǾŜǎ 5Ŝōǘ {ǳǊƎŜτ{ǘŀōƛƭƛȊŀǘƛƻƴ !ƘŜŀŘΚέΣ Dƭƻōŀƭ 5Ŝōǘ aƻƴƛǘƻǊΣ LƴǎǘƛǘǳǘŜ ƻŦ LƴǘŜǊƴŀǘƛƻƴŀƭ CƛƴŀƴŎŜΣ CŜōǊǳŀǊȅ мтΣ нлнмΦ
2wƻƎƻŦŦΣ YŜƴƴŜǘƘ ŀƴŘ wŜƛƴƘŀǊǘΣ /ŀǊƳŜƴΣ άDǊƻǿǘƘ ƛƴ ŀ ¢ƛƳŜ ƻŦ 5ŜōǘέΣ ²ƻǊƪƛƴƎ tŀǇŜǊ мрсофΣ bŀǘƛƻƴŀƭ .ǳǊŜŀǳ ƻŦ 9ŎƻƴƻƳƛŎ wŜǎŜŀǊŎƘΣ WŀƴǳŀǊȅ нлмлΦ
3CǳǊƳŀƴΣ Wŀǎƻƴ ŀƴŘ {ǳƳƳŜǊǎΣ [ŀǿǊŜƴŎŜΣ ά! wŜŎƻƴǎƛŘŜǊŀǘƛƻƴ ƻŦ CƛǎŎŀƭ tƻƭƛŎȅ ƛƴ ǘƘŜ 9Ǌŀ ƻŦ [ƻǿ LƴǘŜǊŜǎǘ wŀǘŜǎέΣ IŀǊǾŀǊŘ YŜƴƴŜŘȅ {ŎƘƻƻƭΣ bƻǾŜƳōŜǊ олΣ 

2020.
4.ƭŀƴŎƘŀǊŘΣ hƭƛǾƛŜǊΣ άtǳōƭƛŎ 5Ŝōǘ ŀƴŘ [ƻǿ LƴǘŜǊŜǎǘ wŀǘŜǎΦέ !ƳŜǊƛŎŀƴ 9ŎƻƴƻƳƛŎ wŜǾƛŜǿΣ нлмфΦ
5aŎ/ƻǊƳƛŎƪΣ [ƛȊΣ άWŜǊƻƳŜ tƻǿŜƭƭ {ŀȅǎ ǘƘŜ /ƻƴŎŜǇǘ ƻŦ aa¢ Lǎ ΨWǳǎǘ ²ǊƻƴƎΩέΣ .ƭƻƻƳōŜǊƎ bŜǿǎΣ CŜōǊǳŀǊȅ нсΣ нлмфΦ
6wƻƎƻŦŦΣ YŜƴƴŜǘƘΣ άLǎ IƛƎƘŜǊ 5Ŝōǘ ŀƴ ό!ƭƳƻǎǘύ CǊŜŜ [ǳƴŎƘΚέ IŀǊǾŀǊŘ ¦ƴƛǾŜǊǎƛǘȅΣ CŜōǊǳŀǊȅ нсΣ нлнмΦ 
7.ŀŘƛŀΣ aŀǊƛŀƭǳȊ aƻǊŜƴƻΣ aŜŘŀǎΣ tŀǳƭƻΣ DǳǇǘŀΣ tǊŀƴŀǾΣ ŀƴŘ ·ƛŀƴƎΣ ¸ǳŀƴΣ ά5Ŝōǘ ƛǎ ƴƻǘ CǊŜŜέ LƴǘŜǊƴŀǘƛƻƴŀƭ aƻƴŜǘŀǊȅ CǳƴŘ ²ƻǊƪƛƴƎ tŀǇŜǊ bƻΦнлκмΣ 

January 2020.
8wŜƛƴƘŀǊǘΣ /ŀǊƳŜƴ aΦΣ YƛǊƪŜƎŀŀǊŘΣ WŀŎƻō CΦΣ ŀƴŘ {ōǊŀƴŎƛŀΣ aΦ .ŜƭŜƴΣ άCƛƴŀƴŎƛŀƭ wŜǇǊŜǎǎƛƻƴ wŜŘǳȄέΣ LƴǘŜǊƴŀǘƛƻƴŀƭ aƻƴŜǘŀǊȅ CǳƴŘ ²ƻǊƪƛƴƎ tŀǇŜǊ ±ƻƭΦпу 

No.1, June 2011.
9[ŀǳǊƛƴΣ !ƭŜȄŀƴŘǊŜ ŀƴŘ 5ǊǳƳƳƻƴŘΣ 5ƻƴΣ άwƻƭƭƛƴƎ ǘƘŜ 5ƛŎŜ ƻƴ /ŀƴŀŘŀΩǎ CƛǎŎŀƭ CǳǘǳǊŜέ /Φ5Φ IƻǿŜ LƴǎǘƛǘǳǘŜΣ Wǳƭȅ нфΣ нлнмΦ

Portfolio Positioning

We do expect that interest rates will rise and our portfolios are therefore shorter in duration versus the index. In addition, we do not 

expect that the magnitude of the increase in rates from current levels is very large, as we believe central banks are mindful of the damage 

that can be incurred by increasing rates too quickly and/or too high. We have considered how careful the U.S. Federal Reserve is being in 

its language around tapering and inflation expectations. 

On the credit side, we continue to have dialogues with credit rating agencies to understand their tolerance for higher budget deficits and 

debt burdens at the provincial and federal level. We have zero weightings in the province of Newfoundland and Labrador and some of the 

other less liquid peripheral provinces. 
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Macro Economic Charts (As at July 30, 2021)
Canada CPI, YoY US CPI, YoY

Real GDP, SA, YoY Unemployment Rate, SA

Rates Charts (As at July 30, 2021)
Benchmark Canada Yields Canada Yield Curves

Bank of Canada Overnight Rate Sovereign Yields

Country Overnight Rate 2 Year 10 Year

Canada 0.25% 0.45% 1.25%

United States
0.25% 0.19% 1.24%

United Kingdom 0.10% 0.05% 0.67%

Germany -0.50% -0.76% -0.45%

Italy -0.50% -0.45% 0.67%

Spain -0.50% -0.58% 0.27%

Japan -0.10% -0.12% 0.02%

Source: Macrobond
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