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U.S.         
3-Month T-Bill 0.04% 0.05% 0.05% 0.04% 0.04% 0.04% 0.04% 0.08% 
2-Year Treasury 0.73% 0.57% 0.50% 0.28% 0.21% 0.19% 0.25% 0.12% 
10-Year Treasury 1.51% 1.45% 1.56% 1.49% 1.31% 1.22% 1.46% 0.92% 
         
Canada         
3-Month T-Bill 0.17% 0.06% 0.15% 0.13% 0.16% 0.17% 0.14% 0.06% 
2-Year Canada 0.95% 0.98% 1.09% 0.53% 0.42% 0.45% 0.45% 0.20% 
10-Year Canada 1.42% 1.57% 1.72% 1.51% 1.21% 1.20% 1.39% 0.68% 

 
Performance 

 
Comments: 
The year ended with bond yields on the rise, after they fell earlier in December, as the Omicron variant took hold and led to 
a flight-to-quality bid in the bond market. 
 
The beginning of 2022 brought a major surprise. Federal Reserve minutes indicated that, not only was the Fed ready to rapidly 
end its quantitative easing and raise the Federal Funds Rate, but they also revealed for the first time this cycle that the Fed 
was preparing to reduce its swollen balance sheet. This shocked the bond market; the bellwether ten-year note tacked on an 
immediate 25 basis points, touching 1.80% before plateauing. Corporate issuers stampeded to borrow money and a flurry of 
new bond issues appeared in the first week of the year. 
 
Inflation was the key statistic for December, with CPI reaching its highest level since 1983. A more recent reading saw CPI rise 
7% year-over-year, accompanied by signs that the worst was over. Wholesale inflation came close to a 10% yearly gain. 
 
At the same time, the labour market remained taut with the unemployment rate hitting 3.9% and wage pressures evident. 
There are 11 million job openings in America. 

 2021 2020 2019 2018 2017 2016 2015 

DEX Universe Bond Index -2.54% 8.68% 6.87% 1.41% 2.52% 3.52% 3.52% 
DEX Federal Bond Index -2.62% 7.28% 3.73% 2.39% 0.13% 3.66% 3.66% 
DEX Provincial Bond Index -3.28% 9.86% 9.07% 0.66% 4.33% 4.14% 4.14% 
DEX All Corporate Index -1.34% 8.74% 8.05% 1.10% 3.38% 2.71% 2.71% 
DEX “A” Corporate Index -2.30% 8.98% 9.65% 0.51% 4.42% 2.62% 2.62% 
DEX Real Return Bonds 1.84% 13.02% 8.02% -0.05% 0.72% 2.79% 2.79% 
DEX High Yield Bonds 6.18% 6.69% 8.48% 2.15% 5.20% 13.79% -5.58% 
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Canada has also enjoyed buoyant economic times with a record trade surplus and a blowout employment report. The Bank 
of Canada has taken note and has warned of imminent tightening. 
 

 

 

This benchmark’s yield soared in early 2022 after the Fed indicated it would begin to reduce its balance sheet once 

quantitative easing was finished. 
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Investment-grade corporate bond yields have risen along with the increase in government bond yields. 
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Demand for high yield bonds remains robust although spreads have widened modestly from record lows. 

2.5

3.5

4.5

5.5

6.5

7.5

8.5

9.5

10.5

11.5

Change % High Yield Bonds Option-Adjusted Spread

Source: Bloomberg, Odlum Brown



Odlum Brown Limited | Page 5 of 7 
 

  
 
 
Inflation expectations peaked in mid-November. They have slid more than 25 basis points, but remain at elevated levels. 
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This chart displays the trend in real yields for the past 60 years. There have been several periods of negative yields, but the 
current negative yields are at their most extreme. The average for this period is positive 2.2%. 
 
Outlook 
This year is shaping up to be the year of “the Hike.” Central banks have come to realize that they are behind the curve and 
are moving to rein in excessive monetary accommodation. At present, the Bank of Canada may move first. The first increase 
in the Fed Funds Rate could take place in March, when quantitative easing is slated to end. The markets anticipate three or 
four yield hikes, which would put the Fed Funds Rate over 1% by year end. 
 
Real yields (bond yields minus inflation) are at extremely negative levels. As inflation ameliorates and nominal bond yields 
rise, real yields will improve (i.e. become less negative). 
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Wage pressures are escalating and may prevent the inflation rate from falling back to the 2% level. Commodity prices have 
soared of late too. Long-term deflationary pressures, such as demographics and technology, will re-emerge and help ease 
inflation. Overall, inflation will be slow to subside, with most forecasts estimating it to land between 3-4%. 
 
The runoff in the Fed’s balance sheet plus the massive increase in corporate borrowing should add to upward pressure on 
bond yields. The ten-year U.S. note should grind higher to 2% or more. The key question is whether the economy reacts poorly 
to this tightening. The Fed must act gingerly and could act more slowly than consensus. 
 
Strategy  
This continues to be a time to defend principal in the bond market as investing in long-term bonds, which, while offering 
higher nominal yields than shorter-term bonds, carry significant potential for capital loss if interest rates rise. Thus, we counsel 
investors not to reach for yield, but instead to invest in short-term, high-quality corporate bonds. This approach will defend 
principal while producing modest returns. Floating rate bonds offer the promise of higher returns with minimal risk to 
principal. 
 
Specifically, we recommend a laddered approach using the Odlum Brown Corporate Bond Ladder. GICs could be used in the 
ladder as well. In addition, we adopted the use of outside bond investment managers to augment returns. We continue to do 
so. Our top recommended funds are: 
 

• Picton Mahoney Liquid Alt Fund. This is a well-managed long/short fund and is available as an ETF. 
• Canso Short-term and Floating-Rate Fund. This fund protects principal and takes advantage of opportunities in the 

floating-rate market. 
• Canso Corporate Value Fund. This is a well-managed, long-only corporate bond fund. 

 
Please consult your Investment Advisor or Portfolio Manager for more details and to discuss this strategy. 

 

Please read our Odlum Brown Limited Disclaimer and Disclosure - It is important!  
 
Odlum Brown Limited is an independent, full-service investment firm focused on providing professional investment advice and objective research. We respect your right to be informed of relationships with the 
issuers or strategies referred to in this report which might reasonably be expected to indicate potential conflicts of interest with respect to the securities or any investment strategies discussed or recommended 
in this report. We do not act as a market maker in any securities and do not provide investment banking or advisory services to, or hold positions in, the issuers covered by our research. Analysts and their associates 
may, from time to time, hold securities of issuers discussed or recommended in this report because they personally have the conviction to follow their own research, but we have implemented internal policies 
that impose restrictions on when and how an Analyst may buy or sell securities they cover and any such interest will be disclosed in our report in accordance with regulatory policy. Our Analysts receive no direct 
compensation based on revenue from investment banking services. We describe our research policies in greater detail, including a description of our rating system and how we disseminate our research, on the 
Odlum Brown Limited website. 
 
This report has been prepared by Odlum Brown Limited and is intended only for persons resident and located in all the provinces and territories of Canada, where Odlum Brown Limited's services and products 
may lawfully be offered for sale, and therein only to clients of Odlum Brown Limited. This report is not intended for distribution to, or use by, any person or entity in any jurisdiction or country including the United 
States, where such distribution or use would be contrary to law or regulation or which would subject Odlum Brown Limited to any registration requirement within such jurisdiction or country. As no regard has 
been made as to the specific investment objectives, financial situation, and other particular circumstances of any person who may receive this report, clients should seek the advice of a registered investment 
advisor and other professional advisors, as applicable, regarding the appropriateness of investing in any securities or any investment strategies discussed or recommended in this report. 
 
This report is for information purposes only and is neither a solicitation for the purchase of securities nor an offer of securities. The information contained in this report has been compiled from sources we believe 
to be reliable, however, we make no guarantee, representation or warranty, expressed or implied, as to such information’s accuracy or completeness. All opinions and estimates contained in this report, whether 
or not our own, are based on assumptions we believe to be reasonable as of the date of the report and are subject to change without notice.  
 
Please note that, as at the date of this report, the Research Analyst responsible for the recommendations herein, associates of such Analyst and/or other individuals directly involved in the preparation of this 
report hold securities of some of the issuer(s) referred to directly or through derivatives.  
 
No part of this publication may be reproduced without the express written consent of Odlum Brown Limited. Odlum Brown Limited is a Member of the Canadian Investor Protection Fund. 
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