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Q1 2023 
REVIEW AND OUTLOOK  

Market Review   ______________________________________________________________ 

First quarter of 2023 witnessed a strong rebound for bonds as markets priced in a dovish central bank 

for the remainder of the year. The Bank of Canada (BoC) raised its key policy rate by 25bps in its first 

meeting of the year. The central bank opted for a pause there after as it evaluates the impact of its most 

aggressive hiking cycle on the Canadian economy. In the US, the Federal Reserve (Fed) raised its target 

range for the Fed Funds rate by 50 basis points cumulatively (25bps hike each in January and March 

meeting) to 5.00% (upper bound). While inflation remains high compared to central banks’ target range 

of 2%, we are seeing signs of central banks reaching an inflection point when it comes to their future rate 

trajectory.  

 

Chart: Reaching an inflection point 

 

 

Source: Guardian Capital LP based on data from Bloomberg as of March 31, 2023..  
FED: Federal Reserve Policy Rate (%), BOC: Bank of Canada Policy Rate (%), US CPI: US Consumer Price Index (%), CA CPI: Canada 
Consumer Price Index (%).  
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As the market priced in future rate cuts yields dropped, benefitting longer duration bonds the most during 

the first quarter. The difference between the long-term and short-term yields, as noted by 30-year and 5-

year spread, steepened by the end of first quarter. We have witnessed significant flattening and inversion 

in most of the yield curve relationships in 2022, as central banks opted for one of the most aggressive 

hiking cycles in decades. While still too early to conclude, we might witness a move towards mean 

reversal in some of these relationships.  

Credit spreads tightened significantly in the first quarter amid an overall risk-on sentiment. However, by 

the end of the first quarter spreads widened and ended the quarter unchanged as a banking crisis 

unfolded in the US and Europe. Canadian investment grade spreads are still wide relative to history 

suggesting that there already is a reasonable amount of risk premium priced in, even more so now with 

the widening seen during the US/EU liquidity crisis in March.  

Over the quarter, in Canada, long-term Provincial, Federal and corporate bonds outperformed their mid- 

and short-term counterparts. Overall, long-term Federal bonds outperformed the rest of the index. The 

Canadian yield curve (30-year versus 5-year) remained volatile during the first quarter of 2023. By the of 

February, the curve inverted as persistent economic data weighed heavily on the yield curve. However, 

the banking crisis in the US prompted market to quickly readjust its expectations resulting in a steeper 

yield curve along with repricing of future central bank policies.  

The Canadian dollar (CAD) slightly appreciated relative to the US dollar (USD) over the first quarter. 

Relative to the US dollar, the cross (exchange rate) began the quarter at 1.355 CAD per USD and ended 

the quarter at 1.351 CAD per USD. 

 

TREASURY YIELDS  

10-YEAR YIELDS    END OF Q1 2023 
QTD  

CHANGE (BPS) 
YTD  

CHANGE (BPS) 
1 YEAR  

CHANGE (BPS) 

Canada 2.90% -40 -40 49 

US 3.47% -41 -41 113 

Germany 2.29% -28 -28 174 

UK 3.49% -18 -18 188 

Japan 0.33% -9 -9 12 

Source: Guardian Capital based on data from Bloomberg as of March 31, 2023. 100 bps is equal to 1.0%.  

Performance Attribution and Positioning   ________________________________________ 

Shorter Canada yield curve relationships (10-year vs 2-year) continued the flattening trend in the first 
quarter. However, the difference between the long-term and short-term yields, as noted by 30-year and 
5-year spread, steepened by the end of first quarter. The steepening in the yield curve occurred in March 
as the banking crisis unfolded in the US and Europe.  
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The Fund’s portfolio has transitioned from a barbell structure to a bullet structure (concentrated on the 5-
, 7- and 10-year segment of the yield curve) in the past few quarters as different curve relationships 
flattened. Our current yield curve positioning contributed to performance as our overweight positioning in 
5- to 10-year nodes performed better, duration-adjusted, relative to shorter tenors. Mid-term yields fell 
the most during the quarter compared to longer-term yields, which benefitted portfolio’s bullet structure. 
An eventuality of re-steepening Canada yield curve relationships, represents another source of unlocked 
relative value and we expect it to contribute to the relative performance in the future. Compared to the 
benchmark, the portfolio has slightly longer duration, which contributed to performance as overall rates 
fell during the first quarter.  

Over the course of last 12 months, the Fund has added to its credit risk positioning by increasing the 
contribution to duration and duration times spread as credit spreads widened significantly. Within 
corporates, shorter-term financial spreads widened by a significantly greater extent relative to other 
comparable term sectors. The Fund increased its exposure to credit by moving down the capital structure 
of major Canadian financial institutions to take advantage of widening spread relationships within these 
corporate entities. The Fund’s overweight positioning in the corporate sector contributed positively to 
portfolio performance as higher beta issues outperformed lower beta issues in the last three months.  

The Fund’s portfolio has an overweight exposure to Provincial bonds in market value and contribution to 
duration basis. Overall, positioning in selected Provincial issues contributed to relative performance as 
longer-term Provincial issues outperformed longer-term corporates, while underperforming longer-term 
federal bonds in the first quarter of 2023. Within long-term Provincials, the overweight position in Province 
of British Columbia and Ontario issues contributed to performance. The portfolio does not own any 
Province of Quebec issues, which detracted from relative performance. Over the quarter, the Fudn sold 
some of its high beta corporate bonds and moved to a combination of Canada Housing Trust issues and 
a lower beta corporate issue. Later in the quarter, the Fund sold the lower beta corporate to purchase 
back the higher beta issue, due to this spread relationship widening.  

The Fund is higher quality, liquid, and provides a higher yield carry relative to the benchmark. The 
Manager continues to actively seek attractive opportunities to enhance portfolio structure and relative 
total returns. 

Outlook   ___________________________________________________________________ 

Central banks across the globe, particularly in North America, have been aggressive with their interest 

rate policies, driving interest rates higher. This resulted in yield curve inversions in shorter tenors not 

seen in decades. With global monetary policy tightening throughout the last calendar year, the material 

adjustment to higher yields, wider credit spreads, and extremes in many yield curve relationships provide 

relative value opportunities going forward.   

As rates rose aggressively in the past twelve months, inflation remained persistent. We are starting to 

see the impact of one of the most aggressive hiking cycles in decades on the latest inflation data. While 

pricing pressures are broadly easing, core prices remain stick and it remains critical to determine how 

much of this is driven via demand vs supply. We expect BoC to remain on hold through the end of the 

year as its focus shifts to a potential for economic contraction in the second half of the year.  
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This macroeconomic backdrop of continued decline in inflation and growth slowdown supports curve 

steepener, which is best expressed in our portfolio as a bullet structure (higher concentration in the middle 

end of the yield curve relative short- and long-end). We also believe a modest overweight duration 

exposure may benefit the portfolio from the lagged effects of monetary tightening. We are currently 

maintaining an overweight position in the credit risk as credit spreads remain near historical highs. 

However, we are cognizant of the downside risk in the credit market and actively monitoring current 

macroeconomic and business cycle. 

 
 
 
 
 
 
 

 
 
This commentary is for general informational purposes only and does not constitute investment, financial, legal, accounting or tax 

advice or a recommendation to buy, sell or hold a security or be considered an offer or solicitation to deal in any product or security 

mentioned herein. It is only intended for the audience to whom it has been distributed and may not be reproduced or redistributed 

without the consent of Guardian Capital LP. This information is not intended for distribution into any jurisdiction where such 

distribution is restricted by law or regulation. 

 
There can be no assurance that the portfolio will continue to hold the same position in companies referenced here, and the portfolio may 

change any position at any time. The securities discussed do not represent an account’s entire portfolio and in the aggregate may represent 

only a small percentage of an account’s portfolio holdings. It should not be assumed that any of the securities discussed were or will prove to 

be profitable, or that the investment recommendations or decisions we make in the future will be profitable, or will equal the investment 

performance of the securities discussed.  

 
The opinions expressed are as of the published date and are subject to change without notice. Assumptions, opinions and estimates are 

provided for illustrative purposes only and are subject to significant limitations. Reliance upon this information is at the sole discretion of the 

reader. This commentary includes information concerning financial markets that was developed at a particular point in time. This information is 

subject to change at any time, without notice, and without update. This commentary may also include forward-looking statements concerning 

anticipated results, circumstances, and expectations regarding future events. Forward-looking statements require assumptions to be made 

and are, therefore, subject to inherent risks and uncertainties. There is significant risk that predictions and other forward-looking statements 

will not prove to be accurate. Investing involves risk. Equity markets are volatile and will increase and decrease in response to economic, 

political, regulatory and other developments. Investments in foreign securities involve certain risks that differ from the risks of investing in 

domestic securities. Adverse political, economic, social or other conditions in a foreign country may make the stocks of that country difficult or 

impossible to sell. It is more difficult to obtain reliable information about some foreign securities. The costs of investing in some foreign 

markets may be higher than investing in domestic markets. Investments in foreign securities also are subject to currency fluctuations. The 

risks and potential rewards are usually greater for small companies and companies located in emerging markets. Bond markets and fixed-

income securities are sensitive to interest rate movements. Inflation, credit and default risks are all associated with fixed income securities. 

Diversification may not protect against market risk and loss of principal may result. Index returns are for information purposes only and do not 

represent actual strategy or fund performance. Index performance returns do not reflect the impact of management fees, transaction costs or 

expenses. Certain information contained in this document has been obtained from external sources, which we believe to be reliable, however, 

we cannot guarantee its accuracy.  

 
Guardian Capital LP is the Manager of the Guardian Capital mutual funds. Guardian Capital LP manages portfolios for defined benefit and 

defined contribution pension plans, insurance companies, foundations, and endowments, as well as proprietary and third-party mutual funds 

and ETFs. Guardian Capital LP is a wholly owned subsidiary of Guardian Capital Group Limited, which is a publicly traded firm listed on the 

Toronto Stock Exchange. For further information on Guardian Capital LP and its affiliates, please visit www.guardiancapital.com. All 

trademarks, registered and unregistered, are owned by Guardian Capital Group Limited and are used under license. 
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