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Current

Month QTD YTD

3 Month T-Bill Yield 0.14% 2 2 8

2 Year Bond Yield 1.07% 45 45 88

5 Year Bond Yield 1.48% 35 35 106

10 Year Bond Yield 1.72% 20 20 101

30 Year Bond Yield 1.99% 0 0 78

Current

Month QTD YTD

3 Month U.S. T-Bill Yield 0.05% 1 1 -4

2 Year U.S. Bond Yield 0.48% 20 20 35

5 Year U.S. Bond Yield 1.18% 20 20 82

10 Year U.S. Bond Yield 1.55% 3 3 62

30 Year U.S. Bond Yield 1.93% -15 -15 28

Current

Month QTD YTD

CAD/USD 1.24 -2.2% -2.2% -2.7%

EURO/USD 0.86 0.1% 0.1% 5.8%

Trade Weighted USD 94.12 -0.1% -0.1% 4.6%

Equity Indices Current

(Price Index) Month QTD YTD

S&P 500 4605 7.0% 7.0% 24.0%

S&P/TSX 21037 5.0% 5.0% 23.4%

Credit Index OAS Current

Month QTD YTD

Investment Grade 101 4.0 4.0 -18.0

High Yield 287 -2.0 -2.0 -73.0

Commodities Current

Month QTD YTD

WTI Crude Oil (US$/bbl) $83.57 11.4% 11.4% 72.2%

WCS Crude Oil (US$/bbl) $67.86 7.0% 7.0% 104.6%

Gold (US$/ounce) $1,783 1.5% 1.5% -6.0%

Source: Macrobond, Bloomberg (for Credit Index OAS) 
As of October 31, 2021

Beutel, Goodman & Company Ltd.

20 Eglinton Avenue West, Suite 2000   |  P.O. Box 2005, Toronto, Ontario  M4R 1K8

Telephone: (416) 932-6403   |  Toll-free: 1-855-247-9954  |  Fax: (416) 485-8194

www.beutelgoodman.com

October 31, 2021

Change (%)

Market Snapshot

Change (%)

Change (Basis Points)

Change in TR (%)

Currencies

Canadian Rates

Change (Basis Points)

Change (Basis Points)

Interest rates in Canada rose sharply in October, especially in the short end of the curve, 
in reaction to a hawkish Bank of Canada monetary policy release on October 27. The 
Bank announced that it will end its asset purchase program, which was a bit earlier than 
market expectations. However, the Bank also moved up the schedule for when it sees 
the output gap closing, to the middle two quarters of 2022 versus the second half of 
2022. 

The main catalyst for the change was a reduction in the output potential of the 
economy due to supply chain disruptions and a weaker path for business projections. 
The earlier closing of the output gap pushed market expectations for the Bank’s first 
rate hike forward by a few months, with some economists floating the possibility of a 
January hike. 

Just a few days later, the release of Canadian GDP data put in doubt the Bank of 
Canada’s schedule. GDP in August was a meagre 0.4% and preliminary data for 
September suggests GDP will remain flat month over month, putting the annualized run 
rate at less than 2%, below the Bank of Canada’s assumptions. On the inflation front, 
the Bank acknowledged that the main drivers – higher energy prices and supply 
bottlenecks – appear to be stronger and more persistent than previously expected. The 
Bank now expects CPI inflation to remain elevated into next year, and ease back to 
around the 2% target by late 2022. 

The third-quarter earnings season kicked off in October with the majority of companies 
yet to report. We will be mining earnings reports and conference calls for evidence of 
margin deterioration, supply chain effects, wage pressure and inflationary impacts. 

The Bloomberg Canadian Investment Grade credit ended the month 4 basis points (bps) 
tighter, with the option-adjusted spread (OAS) finishing the month at 104. From a rating 
perspective, A-rated bonds tightened 1 bp while BBB tightened by 5 bps. There was also 
better performance in longer-dated bonds as 10+ year bonds tightened by 8 bps, 1-to-5-
year bonds by 4 bps, and 5-to-10-year bonds by 4 bps. From a sector perspective, 
Energy and REITs outperformed in the month while Banks and Autos were the 
underperformers. Both Oil & Gas and Pipelines outperformed as oil prices rose 10% in 
October. 

Covid-19 appeared to be well contained in Canada in the month, with 73% of the 
population fully vaccinated as at October 29 according to the Public Health Agency of 
Canada and the reopening of economies across Canada continuing with fewer 
restrictions. During the month, S&P downgraded Rogers Communications Inc.’s 
governance assessment due to the oversized influence of the Rogers Control Trust on 
the Rogers board and potential change of key executives if Edward Rogers wins his 
court case against the board of directors. H&R Real Estate Investment Trust continued a 
theme we’ve been seeing in the REIT industry recently, announcing a strategic plan to 
shift away from office and retail properties to focus more on industrial and multi-
residential properties. 
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New issuance in Canada in October totalled $9.15 billion, which was more than the five-year average for October of $6.5 billion. There 
was only one rating change in the month by the four major rating agencies: Inter Pipeline Ltd. downgraded by DBRS.

Provincial spreads tightened by 4 bps in the long end while staying relatively flat in the belly, with energy-producing provinces 
outperforming in October. Domestic provincial bond supply continued steadily, seeing $4.3 billion issued in October versus $4.45 billion 
issued in September. British Columbia’s first-quarter update showed an increase, from the budget, of $172 million in natural gas royalties 
due to higher prices. So far this fiscal year, the price of natural gas has averaged $3.27 (CAD/Gigajoule), and for every 25-cent increase in 
the price, there is a gain of $40-60 million in revenues for the province. Alberta has been one of the largest beneficiaries of the recent rise 
in energy prices. As a result of higher prices, the province reduced its deficit forecast by $10.5 billion. Much of that improvement was due 
to $5.6 billion more in bitumen royalties. Although Saskatchewan relies much less on oil and natural gas production than Alberta and B.C., 
energy rallies still benefit the bottom line. The province forecast that oil and natural gas revenue is expected to be nearly $205 million 
higher than budgeted, partially due to an increase to its WTI forecast for 21/22 to $64.04 per barrel from $54.33 per barrel. 

The FTSE Canada Universe Bond Index decreased by 1.05% in October. The Federal and Municipal sectors underperformed, returning -
1.29% and -1.23%, respectively, as yields increased. The Provincial and Corporate sectors outperformed, with returns of -0.95% and -
0.89%, respectively.
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China’s Slowdown: An Aging Dragon Can Still Breathe Fire

The growth and direction of China is one of the most important evolving narratives for investors. In fact, it has been a story since the 
1990s, when the country began to rapidly modernize. With the latest news coming out of China though, many investors are 
understandably following developments with great interest. The country’s annual GDP growth rate declined to 4.9% in the third quarter, 
according to the Bureau of Statistics of China, well below the 18.3% growth rate in the first quarter (powered by the rebound from 2020 
lockdowns). Perhaps more importantly, Chinese growth has been slowly trending lower since the late 2000s.

Several other recent developments outside of the official economic numbers have drawn more attention to the nation. Crackdowns on 
technology, slumping real estate sales and the potential for contagion through land developers, and an energy crisis have some observers 
wondering if China’s slowdown may lead to something even worse, like a global recession. 

On the surface, this is a valid concern. However, we believe that it is a worry exacerbated by looking at the situation through a Western 
mindset. As Westerners, we can often find ourselves taken aback by headlines out of the dominant eastern nation, struggling to 
understand these stories. If, instead, we examine these issues through a more Sinocentric lens, we can see that China, “the Red Dragon”, 
has not lost its wings, nor its fire. 

Evergrande and the Real Estate Crisis

As a communist nation, China’s leaders have different goals than those of Western democracies. Although economic prosperity is 
important, the country is more concerned about minimizing and controlling civil unrest. As a result, perhaps the most prominent issue 
facing the nation at this juncture is the potential collapse of real estate developer Evergrande Group and the reverberations throughout 
the sector. Evergrande is one of China’s largest property developers. It has been involved in hundreds of projects, including prominent 
ones like the grandiose Flower City Stadium being built in Guangzhou and the recently completed artificial archipelago, Ocean Flower 
Island, as well as numerous residences and even entire townships in the country. 

Evergrande’s rapid growth over the last decade was financed primarily through large debt issuances – the company holds more than 
US$300 billion in liabilities. That debt pile, however, morphed into a liquidity crunch after it failed to make payments on a U.S.-dollar-
denominated bond issuance in late September. The episode sent shockwaves through the Chinese real estate market as international 
bond sales by developers effectively evaporated immediately afterwards1 . Multiple other smaller developers have subsequently 
defaulted on their obligations, and borrowing costs in the region have soared2. 

It’s not just Evergrande’s size that is a factor to this story. Property represents a significant portion of China’s GDP, at more than a quarter 
of its entire economic output3. This is one of the reasons why the Chinese government has been pressuring developers to reduce their 
leverage. It is also one of the reasons why global investors are paying attention to the story. 

  1. Financial Times, “Evergrande crisis leaves Chinese developers shut out of global debt markets”; October 13, 2021 (https://www.ft.com/content/b8effeb7-e553-4bb1-
8ece-a610fcbcdbb2). 
  2. Financial Times, “Chinese developer Sinic defaults as Evergrande deadline looms”; October 19, 2021 (https://www.ft.com/content/1e79c466-c813-41de-a0b3-
cbd27a983aaa). 
  3. Kenneth Rogoff, Vox EU: “Can China’s outsized real estate sector amplify a Delta-induced slowdown?”; September 21, 2021 (https://voxeu.org/article/can-china-s-
outsized-real-estate-sector-amplify-delta-induced-slowdown). 
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There is a belief among some investors that Evergrande may be China’s “Lehman moment”, in which a default sends a shockwave 
throughout the entire global economy. However, we do not believe that will be the case, as Evergrande’s bondholders are much more 
numerous, and its obligations extend to those who have made down payments for new homes, the subcontractors involved in its many 
projects, and myriad others. 

Evergrande has since paid the interest on that U.S.-dollar-denominated debt, at least postponing any default in the near term. Chinese 
authorities are blaming the developer for its issues, but also say any spillover to the broader financial system is “controllable” 4. Part of 
those comments likely stem from Evergrande’s larger portion of foreign-controlled debt, relative to its peers. Reports suggest foreign 
bondholders are being left out of discussions regarding asset sales or restructuring plans5. 

One of the unfortunate realities of investing in emerging markets as a foreign bondholder is that you may not be treated the same as 
domestic bondholders; we’ve seen this happen in other emerging markets in the past, such as Argentina, Brazil and Russia. First and 
foremost, China wants to avoid social unrest. Hurting foreign bondholders may impact foreign investment flows in the near term – as 
we’ve seen in the wake of Evergrande’s initial missed payment – but ultimately, it does little to stoke domestic social tensions. 
 
Failing to build homes for which down payments have already been made, however, is a much greater threat to China’s social cohesion. 
Chinese authorities may be unlikely to simply bail out Evergrande with cash injections, but they have an interest in ensuring there is a 
resolution for the Chinese citizens who have already handed over their money. Thus, even if foreign bondholders are victims of whatever 
that resolution may be, we believe the chance of a global spillover effect from a widespread meltdown in the Chinese property sector is 
low.

The “Crackdown” on Technology

China’s relationship with modern technology might be best described as love/hate. On one hand, technology has been a driving force in 
the nation’s development and its ability to lift scores of people out of destitute poverty. On the other hand, technology can be a 
democratizing force with the potential to foment civil unrest. This dichotomy is key, as what many have called a “crackdown” might be 
more aptly seen as a social restructuring.

Banning children from playing too many hours of video games, prohibiting cryptocurrency mining and transactions, and heavily censoring 
any form of internet-based communication (social media, in particular) all sound like anti-technology actions. But what’s often missed are 
the incentives and praise placed in other areas of China’s technology sector. Earlier this year, President Xi Jinping gave an address to 
senior scientists in which he applauded China’s scientific and technological progress6. Among the areas he specifically called out were 
space exploration and high-tech manufacturing. The area he didn’t mention was the internet.

While the West has largely embraced the internet as a focal point for technological advancement, China has chosen to focus on advanced 
manufacturing. The country’s output of integrated semiconductor circuits has nearly doubled in the last two years alone – hardly a 
statistic you’d expect to find amid a crackdown. However, the restrictions that have been put in place – particularly those that limit 
communications and transactions – align neatly with the idea of minimizing civil unrest. 

  4. Financial Times: “China’s central bank says spillover from Evergrande crisis ‘controllable’”; October 15, 2021 (https://www.ft.com/content/3d797dac-85f4-409d-
b1e9-6e8ffb9fcc78). 
  5. The Wall Street Journal: “Evergrande Is Leaving Foreign Bondholders in the Dark, Advisers Say”; October 10, 2021 (https://www.wsj.com/articles/evergrande-is-
leaving-foreign-bondholders-in-the-dark-advisers-say-11633707966).
  6. Xinhua: “Xi Focus: Xi stresses sci-tech self-strengthening at higher levels”, May 29, 2021.  (http://www.xinhuanet.com/english/2021-05/29/c_139976311.htm). 
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Green Promises and an Energy Crisis 

Energy is one of, if not the most, important ingredients in the growth of a developing nation. China’s leaders have been aware of this for 
some time. In the last two decades, Chinese power production and consumption have both grown about three-fold7, with the vast 
majority of the growth driven by coal.

The price of coal rose significantly this year, although electricity rates in China are state-regulated and therefore have not risen along with 
input cost. Power plants held smaller coal inventories as a result of the price disconnect, which led to regional rationing and power 
shortages early in the year. Coal prices have remained elevated since then, further spiking to record highs in October on expectations of 
colder-than-normal winter temperatures in China. As a result, the shortages have become a national issue, trickling through industry to 
residential areas.

Chinese leaders responded by allowing utilities to charge electricity prices more in line with the market and by pushing for increased 
mining production8. As a result, the strain on power companies has eased while coal prices have fallen sharply. China is “managing” its 
energy crisis in a bid to avoid increasing civil unrest, and thus far, it seems to be working.

This comes at a time when China is publicly sharing its wishes to be more environmentally friendly. The country recently pledged to stop 
building coal-power plants abroad and focus on supporting clean-energy projects instead9. However, it has made no such promises 
domestically. In the end, global emissions are secondary to the communist leadership’s objectives. 

Caution is Warranted; Fear, Perhaps, Is Not

China is slowing down and some investors are worried. However, while these fears are not unreasonable, we do believe they may be 
misplaced to some degree. China is a very unique place; it is not a “set it and forget it” investment market. The reality is that China is 
evolving and changing, and these changes flow directly through to its growth potential. The days of consistent double-digit GDP expansion 
are over.

This all seems quite natural to us. Any developing nation will ultimately see its growth rates slow as part of its evolution. China’s shift 
towards urbanization has peaked and it likely won’t be attempting to build entire new cities overnight anymore. That’s not to say that 
there won’t be further migration out of rural areas, but we do not expect to see this happen at the rate it did a decade ago. The same 
could be said about China’s more recent shift towards a services-focused economy, as simpler manufacturing processes get offshored to 
other Asian countries that are further back on their development timelines. 

At the same time, investors should consider this in the context of Western central bank actions. The U.S. Federal Reserve announced its 
plan to taper its stimulus programs in November, while the Bank of Canada ended its quantitative easing in late October10. This handoff 
from the central banks back to their economies will likely be a bit shaky given the number of moving parts. This may in turn lead to 
increased volatility in markets as investors navigate higher gas prices, inflation, supply-chain issues and pent-up consumer demand. 

 7. International Energy Agency (https://www.iea.org/data-and-statistics/data-product/world-energy-statistics-and-balances). 
 8. Reuters: “China coal prices notch worst week since May on govt intervention”; October 22, 2021 (https://www.reuters.com/world/china/china-coal-prices-dive-11-
beijing-plans-intervene-ease-power-crunch-2021-10-22/). 
 9. Statement by H.E. Xi Jinping, President of the People’s Republic of China at the General Debate of the 76th Session of the United Nations General Assembly, 
September 21, 2021 
 10. https://www.bankofcanada.ca/2021/10/fad-press-release-2021-10-27/
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Figure 1 shows China’s current slowdown is driven primarily by declining property sales while other segments, particularly export trade, remain fairly robust.

All of this will undoubtedly have an impact on global growth rates. The heart of this debate is whether China’s unique concerns will drive 
below-potential growth rates and lead to further negative impact on the rest of the world. We do not believe this is the case, but as with 
all macro-economic issues that could impact our portfolios, we will continue to monitor it closely. 
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Macro Economic Charts (As at October 31, 2021)
Canada CPI, YoY US CPI, YoY

Real GDP, SA, YoY Unemployment Rate, SA

Rates Charts (As at October 31, 2021)
Benchmark Canada Yields Canada Yield Curves

Bank of Canada Overnight Rate Sovereign Yields

Country Overnight Rate 2 Year 10 Year

Canada 0.25% 1.07% 1.72%

United States
0.25% 0.48% 1.55%

United Kingdom 0.10% 0.71% 1.05%
Germany -0.50% -0.62% -0.10%
Italy -0.50% -0.10% 1.20%
Spain -0.50% -0.48% 0.62%
Japan -0.10% -0.10% 0.10%

Source: Macrobond
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Credit Charts (As at October 31, 2021)
Provincial Spreads, 10 Year Corporate Credit Spreads

Corporate Spreads by Rating FTSE Corporate Sectors Total Return (MoM)

Source: FTSE Global Debt Capital Markets Inc.

Corporate Event Risk Monitor New Corporate Issues in the Canadian Market

As of October 31, 2021 Source: Beutel Goodman

Canadian Mergers & Acquisitions Credit Rating Upgrade/Downgrade Ratio*

As of October 31, 2021 Source: Bloomberg As of October 31, 2021 Source: Bloomberg
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Index Returns

FTSE Canada Universe Bond Index
MoM Return YTD Return

FTSE Canada Short Term Bond Index
MoM Return YTD Return

FTSE Canada Long Term Bond Index
MoM Return YTD Return

Source: FTSE Global Debt Capital Markets Inc.
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This document has been prepared by Beutel, Goodman & Company Ltd. for the general information of our clients and does not constitute an offer or solicitation to buy or sell any securities, 
products or services. This document is not intended, and should not be relied upon, to provide legal, financial, accounting, tax, investment or other advice.  The statistics and references 
contained in this document have been obtained from sources believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. Bloomberg 
Data is sourced from Bloomberg Finance L.P.  All Canadian economic data is sourced from Statistics Canada, unless otherwise Indicated.  All United States economic data is sourced from the U.S. 
Bureau of Economic Analysis, unless otherwise indicated.   Unless otherwise stated, the as of date for all data is the date indicated in the report.  All opinions and estimates expressed in this 
document are as of the time of its publication and are subject to change. 

FTSE Global Debt Capital Markets Inc. (“FDCM”), FTSE International Limited (“FTSE”), the London Stock Exchange Group companies (the “Exchange”) (together FTDCM, FTSE and the Exchange 
are the “Licensor Parties”) make no warranty or representation whatsoever, expressly or impliedly, either as to the results to be obtained from the use of the relevant Index and/or figure at 
which the Index stands at any particular point in time on any particular day or otherwise. The Index is compiled and calculated by FDCM and all copyright in the Index values and constituent lists 
vests in FDCM. The Licensor Parties shall not be liable (whether in negligence or otherwise) to any person for any error in the Index and the Licensor Parties shall not be under any obligation to 
advise any person of any error therein. “FTSE” is a trademark of FTSE and is used by FDCM under licence.

The S&P 500 data (“Index”) is a product of S&P Dow Jones Indices LLC and has been licensed for use by Beutel, Goodman & Company Ltd.  All rights reserved.  S&P 500® is a registered 
trademark of Standard & Poor’s Financial Services LLC (“S&P”).  Neither S&P Dow Jones Indices LLC or S&P, their affiliates nor their third party licensors make any representation or warranty, 
express or implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to represent and none such entities shall have any liability for any errors, 
omissions, or interruptions of any index or any data related thereto.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 
licensors, own all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material, or guarantee the accuracy or completeness of any information herein, or 
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, shall not have any liability or responsibility for injury or damages 
arising in connection therewith.

Investment returns are expressed in Canadian dollars unless otherwise noted, gross of investment management fees, net of fund expenses, and include reinvestment of dividends and income. 
Returns are time weighted and annualized for periods greater than one year. Values change frequently and past investment performance may not be repeated. Client returns may vary due to 
cash flow timing and client-specific constraints. Securities noted herein are not to be construed as recommendations to buy or sell and are not representative of Beutel Goodman & Company Ltd. 
accounts/portfolios as a whole. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. The indicated rates of 
return are the historical annual compounded total returns including changes in unit value and reinvestment of all distributions and do not take into account sales, redemptions, distributions 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.

Portions of this report may contain forward-looking statements. Forward-looking statements include statements that are predictive in nature, that depend upon or refer to future events or 
conditions, or that include words such as “expects”, “anticipates”, “intends”, “plans”, “believes”, “estimates” and other similar forward-looking expressions. In addition, any statement that may 
be made concerning future performance, strategies or prospects, and possible future action, is also forward-looking statement. Forward-looking statements are based on current expectations 
and forecasts about future events and are inherently subject to, among other things, risks, uncertainties and assumptions which could cause actual events, results, performance or prospects to 
be incorrect or to differ materially from those expressed in, or implied by, these forward-looking statements.These risks, uncertainties and assumptions include, but are not limited to, general 
economic, political and market factors, domestic and international, interest and foreign exchange rates, equity and capital markets, business competition, technological change, changes in 
government regulations, unexpected judicial or regulatory proceedings, and catastrophic events. This list of important factors is not exhaustive. Please consider these and other factors carefully 
before making any investment decisions and avoid placing undue reliance on forward-looking statements. We have no specific intention of updating any forward-looking statements whether as 
a result of new information, future events or otherwise, prior to the release of the next Monthly Fixed Income Report.




