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CANADIAN FIXED INCOME
With market concerns regarding China, other emerging markets, currencies, and equities, the flight to safety made
January 2014, one of the best performing months for Canadian investment grade fixed income. As measured by
the FTSE TMX Canada Universe Bond Index Overall (formerly DEX), the absolute return of the index for January
2014 was just over 2.60%.
Graphically illustrated, over a horizon
of 15 years, January 2014 ranks as the
5th best performing month over the
horizon. The monthly total returns are
categorized: less than 0%; between 0%
and 2.60%; and greater than 2.60%.

Source: FTSE TMX Global Debt Capital Markets

As a comparable, while January was a
good month for the U.S. fixed income
market, January 2014 ranks 27th when
compared against previous months
over the same time horizon (using a
broad US index).

Source: BofA Merrill Lynch
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As measured by 10 Year Canadas relative
to 10 Year U.S. Treasuries, Canada has
been a strong outperformer...

Source: Bloomberg

...also relative to UK

Source: Bloomberg

Although outperforming in
January 2014, Canada has been
underperforming relative to
Germany…

Source: Bloomberg
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The Bank of Canada has become more dovish. In fact, as measured through the OIS market, the market is pricing
in the probability of the Bank of Canada lowering the overnight target rate over the next year…

Source: Bloomberg

…which has led the 2 year Canada
bond to trade towards the lower end of
the trading range(since 2011)

Source: Bloomberg

However, the Bank of Canada has
unofficially given capital markets a goahead to depreciate the currency as an
alternative to lowering interest rates…
…not only against the U.S. dollar…

Source: Bloomberg
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… but also against most “Expanded
Majors” over the last year. Interestingly,
the currencies which the Canadian
dollar outperformed over the horizon,
with the exception of Australia (which
has experienced declining short-term
interest rates) and Japan (which has been
actively pursuing a policy to, in part,
depreciate the Yen), would be classified
as emerging markets. Most of the listed
currency underperformers relative to
Canada are dealing with significant
structural issues.
Source: Bloomberg

… Notwithstanding the significant
depreciation of the Canadian dollar,
inflation expectations as measured
by inflation break-evens, remain at
the lower end of the trading range …
over an approximate 8 year horizon
(measured in basis points)…

Source: Bloomberg

… and over an approximate 30 year
horizon (measured in percentage
points)…

Source: Bloomberg
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Despite the recent volatility in “risky”
assets, solid credit fundaments in
corporates, measured by “A” and “BBB”
rated corporate index spreads relative
to Canada, still leave corporates close
to post-credit crisis tights…

Source: PCBond

In the Provincial space, although
concerns regarding deficits and debt
market funding remain, specifically
for Ontario and Quebec, spreads are
trading at the tight end of the trading
range over the last couple of years…
execution of quantitative easing…

Source: PCBond

Guardian Capital LP – Market Commentary – p5

Market Commentary
FEBRUARY 5, 2014

… but still trade very wide when
compared over a longer horizon (same
time horizon as corporate graph):

Source: PCBond

This document 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. 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, transactions costs or expenses. This information is provided for educational purposes only. Certain information contained in this document has been obtained from sources which Guardian believes to be reliable, however we cannot
guarantee its accuracy. For further information on Guardian Capital LP, please visit www.guardiancapitallp.com
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