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Interest Rate Summary May-31-19 Dec-31-18 29-Dec-17 30-Dec-16 31-Dec-15 31-Dec-14 31-Dec-13

U.S. 
3-Month T-Bill 2.34% 2.36% 1.38% 0.50% 0.16% 0.04% 0.07% 
2-Year Treasury 1.92% 2.49% 1.89% 1.19% 1.31% 0.47% 0.38% 
10-Year Treasury 2.07% 2.69% 2.41% 2.44% 2.27% 2.17% 3.03% 

Canada 

3-Month T-Bill       1.68% 1.64% 1.05% 0.45% 0.51% 0.90% 0.92% 
2-Year Canada 1.43% 1.86% 1.69% 0.74% 0.48% 0.99% 1.14% 
10-Year Canada 1.49% 1.97% 2.04% 1.72% 1.39% 1.86% 2.76% 

Performance 

All sectors produced positive returns with provincial bonds leading the way. Of interest is that high yield bonds were laggards. On 

balance, two-year yields fell by forty-seven basis points and the ten-year yields by forty-nine basis points. Thus, the yield curve flattened 

slightly for this period but steepened in the most recent weeks. 

Comments 

Bond yields fell in May and have fallen further thus far in June. May was dominated by two themes: firstly, trade turmoil as the U.S. 

slapped more tariffs on China and, towards the end of the month, threatened Mexico with tariffs; and secondly, further evidence of 

slowing economic growth, globally and domestically. 

In the U.S., there are some positive signs, including consumer spending and confidence, employment and housing starts. The U.S. 

reported one strong employment report at the beginning of May and a so-so report at the beginning of June. However, there are weak 

spots, such as industrial production and the important housing sector, even with the improvement in housing starts. With this backdrop, 

yields at all maturities fell sharply. The yield curve steepened modestly with the Federal Reserve acknowledging that it may have to 

ease. 

 2019 YTD 2018 2017 2016 2015 2014 2013 

DEX Universe Bond Index 5.56% 1.41% 2.52% 3.52% 3.52% 8.79% -1.19%
DEX Federal Bond Index 3.69% 2.39% 0.13% 3.66% 3.66% 6.91% -1.52%
DEX Provincial Bond Index 7.31% 0.66% 4.33% 4.14% 4.14% 12.18% -2.70%
DEX All Corporate Index 5.70% 1.10% 3.38% 2.71% 2.71% 7.58% 0.84%
DEX “A” Corporate Index 6.69% 0.51% 4. 42% 2.62% 2.62% 9.10% -0.16%
DEX Real Return Bonds 7.33% -0.05% 0.72% 2.79% 2.79% 13.18% -13.1%
DEX High Yield Bonds 4.18% 2.15% 5.20% 13.79% -5.58% 2.64% 6.87%
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Canada continued to confound skeptics with an array of upside reports: two exceptionally strong employment reports (producing the 

lowest unemployment rate since 1976!), improved trade results, a pickup in housing starts, and positive retail and wholesale trade. This 

augurs well for GDP growth. 

The loonie advanced steadily as a result and the negative yield gap versus U.S. treasuries narrowed significantly. 

With growth weakening further in the Euro area, the ECB is promising further stimulation. A full US$12 TRILLION of global bonds now 

carry negative yields. 

The price of this long-term Canada bond touched a significant resistance point and has eased back. 
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This global bellwether bond plunged in yield to two-year lows and is well below its moving averages. 
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This chart displays the spread between high yield bonds and U.S. Treasury bonds. It is a volatile relationship. At present, credit 

conditions have improved after the latest tariff threat ended and markett fundamentals reasserted themselves. 
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Canadian bond yields have become less negative to their U.S. counterparts as a result of encouraging Canadian economic prospects.
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Outlook 

The stage is set for monetary easing. Fed Chair Powell signalled as much and the market has priced in one cut in July and two more for 

the rest of the year. This has resulted in a modest steepening in the yield curve, as measured by the two-year-ten-year spread, mostly as 

a result of the plunge in the two-year yield. Presently at 1.93%, the two-year is approximately 50bps below the Fed Funds Rate. 

While bond yields may ebb and flow, we are in for a sustained period of low interest rates and bond yields. 

The Bank of Canada finds itself in an interesting position. With the Fed poised to ease, the bank is being pressured to follow but, given 

the recent strength across the Canadian economy, it may hold off for now. The loonie moved up steadily given the relatively attractive 

fundamental differences between the U.S. and Canadian economies. As a strong Canadian dollar represents de facto tightening, the 

Bank of Canada may have little option but to follow the Fed. 

Credit conditions improved following the relaxation in trade tensions, witnessed in the narrowing yield spreads between corporate 

bonds, investment-grade, high-yield and government bonds. 

Strategy 

Fixed Income investors continue to benefit from this move to lower yields and returns are positive in all sectors. 

We stress the need to maintain quality in fixed income portfolios as this economic cycle is already long in the tooth. A steeper yield 

curve may provide opportunities to add income and yield without a significant extension in duration. 

For further discussion, please speak to your investment advisor. 

Please read our Odlum Brown Limited Disclaimer and Disclosure - It is important!  
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