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Introduction

The evolution of the Canadian debt markets reflects the country’s economic
development since Confederation in 1867, and the impact of major global
shocks, like the WW1 and WW2, on Canada. Government, provincial and
corporate debt has played a critical role in financing Canada’s development
since the new Dominion of Canada (comprised of Ontario, New Brunswick,
Nova Scotia and Quebec) began selling domestic debt in January 1868, calling
for tenders on C$1.5 million of 6% 10-year bonds. As a smaller, open
economy, the need to access pools of savings and capital has been a key
driver in the development and expansion of Canadian financial markets.
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The very early days...accessing UK
and US markets

Although the country raised finance on international markets between 1867 and 1900, it was mainly
through issuing Treasury bills (T-Bills) in sterling and US dollars in London and New York. But this source
of finance was effectively closed by the outbreak of WW1, in 1914, obliging Canada to issue Treasury
bills actively to domestic buyers in Canadian dollars during WW1, alongside War Bond issues. These
issues morphed into the first Canadian T-Bill auction in 1935, arranged by the newly established Central
Bank of Canada (BoC), which was founded partly to stabilise the banking system after the banking
failures during the Great Depression, and also to coordinate federal borrowing®. The BoC's key interest
rate was the Bank Rate, which pins down the yield curve at the front end.

FTSE Russell indices develop to
monitor performance of Canadian
debt markets

FTSE Russell’'s Canadian bond indices are designed to monitor the performance, characteristics and
development of Canadian debt markets, and began in 1935, with the Treasury Bill Index. Chart 1 shows
yields on 91 day T-Bills since they were first issued, capturing nearly 90 years of Canadian monetary
history. Intriguingly, it shows rates remained near zero from 1935 to 1951, long before the near zero rates
seen after the global financial crisis (GFC) and Covid from 2008.

! See The Evolution of the Government of Canada’s Debt Distribution Framework, Marc Pellerin, Bank of Canada Review, Spring 2006.
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Chart 1. Canadian Treasury bill yields since the inaugural launch in 1935
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Source: FTSE Russell to December 29, 2023, FTSE Canada 91 day Treasury Bill Index.

World wars drove first major
government debt expansion...

The Federal government’s borrowing needs grew sharply from 1914 — 1945, encompassing issuance for
the two World Wars and the Great Depression in the 1930s. Canadian government debt had grown
steadily from C$94 million outstanding in 1867, to the outbreak of WW1 in 1914, but accelerated with
WW!1 issuance, to reach C$2.4 billion, and doubled again to reach C$5 billion, during the Great
Depression, as Chart 2 shows.
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Chart 2: Canada gross debt since 1867

Canadian gross federal government debt (CAD, Log 10)
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Source: Statistics Canada — Federal government debt, for fiscal year ending March 31, 2024; Table: 10-10-0048-01 (formerly
CANSIM 385-0010).

... and early development of a
benchmark yield curve

The Canadian government issued two War Loans in 1940, and nine War Savings Certificates, or Victory
Loans, from 1941-45, raising about C$13 billion for the war effort?, and taking the stock of debt to C$18
billion by 1945. These bonds tapped the ample supply of domestic savings during the War and helped
form a benchmark yield curve for government borrowing. They were straight government bonds of
different maturities, with various fixed coupons, as Table 1 shows. There was a well-developed
secondary market in these bonds, which proved to be very popular with the public, but no active
secondary market in T-Bills.

2 See Statistics Canada Annual Yearbook 1947.
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Table 1: Selected “Dominion of Canada” T-Bill and bond issues

Type of issue Issue date Maturity date Tenor Coupon to public
T-Bills Sept 1945 March 1946 9 months 0.75%
T-Bills April 1945 April 1946 / 1year \ 1%
Bonds
8™ Victory Loan May 1945 Nov. 1949 4.5 years 1.75%
8" Victory Loan May 1945 Oct.1963 18.25 years 3%
9™ Victory Loan Nov. 1945 Nov.1950 \ 5 years / 1.75%
9™ Victory Loan Nov.1945 Sept 1966 \ 20.625 year}/ 3%
~—_—

Source: Statistics Canada, Annual Yearbook 1947.

The provinces were active borrowers
from the Dominion

Alongside the growth in Canadian government or Dominion of Canada debt, the Canadian provinces
were active borrowers from the Dominion, particularly during the Great Depression. Indeed, the Dominion
wrote off some C$18 million of its loan to Saskatchewan in fiscal 1938, and in 1947 passed an act writing
off another C$55 million of the debt owed by four provinces. The remainder was re-scheduled over 30
years, to 1977. This was an early example of the Dominion/Federal Government effectively bailing out
the provinces.?

Longer dated indices introduced In
1947 in response to post-war
financial needs

It also became clear in the post-war era, that broader capital markets could both help the economy and
the Bank of Canada implement its monetary policy*. A secondary market in T-Bills and shorter-term debt
securities was part of this process, and with this in mind, market jobbers were designated in T-Bills from
1953 onwards. In response to the de facto arrival of a government yield curve, and an active secondary
market in government bonds, and Provincial debt issuance, chartered banks, such as the Bank of Nova
Scotia (as it was known then), published indices to measure the performance of the Canadian fixed
income market in 19475, Chart 3 shows long Provincial and Corporate bond yields since 1947, in these
indices, and movements in T-Bill yields.

3 Provincial Solvency and Federal Obligations — Marc Joffe — October 2012 MILI.
4 History of Bank of Canada book.
5 TSX Group Inc. acquires Scotia Capital Inc.’s fixed income indices, PC Bond, and related data assets | McCarthy Tétrault.
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Chart 3: Canadian long index yields since 1947

Canadian long govt and corp and short bond yields since 1947 (%)
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Source: FTSE Russell. Past performance is Past performance is no guarantee of future results. For professional
investors only.

It also shows that yields rose sharply as inflation increased in the oil shocks of the 1970s, before peaking
in 1980. Thereatfter, yields trended lower in the 1980s and 1990s, during the “Great Moderation” as the
Bank of Canada succeeded in reducing inflation from a peak of 12.7% y/y in 1981, to 2.7% yly 20 years
later as Chart 4 shows.
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Chart 4: The Great Moderation sees inflation drop to near zero
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Source: LSEG Workspace.

Performance data reflects the yield
eras since 1947

Performance data on the FTSE Canadian bond indices reflect these yield moves, and shows the
enormous boost to returns from the duration effect in longer dated indices from the 1980s onwards. Pre-
1980, as yields trended higher with inflation, returns were weak with the main positive contribution
coming from re-invested coupons, since there was very little capital appreciation. This changed from
1980 — 2020, as yields and Canadian inflation fell substantially, and the critical variable for investors
became duration, and convexity, to maximise the returns from falling yields. More recently, since 2020,
after the Covid inflation shock, yields have backed up, and duration became the investor’s enemy again
from 2020-23, as shown in Chart 5.
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Chart 5: Long Provincial and corporate performance returns since 1947

Canadian long provincial and corporate bond returns since 1947
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Source: FTSE Russell to December 29, 2023, total returns, Canadian dollars. Past performance is Past performance is no
guarantee of future results. For professional investors only.

Inception of the Canada Universe
Bond indices in 1979 as government
debt issuance surged

Debt issuance by both Canadian provinces and the Federal government accelerated from the mid-1970s
onwards, as spending commitments and fiscal deficits expanded. This was the second era of major
government debt expansion, after the inter-war years. To help investors capture this increase in
marketable Canadian debt and its range of characteristics, the Canada Universe Bond indices was
introduced in 1979. By increasing the granularity in the indices, investors also became able to assess the
impact of varying duration, convexity and credit quality on returns, as Chart 6 shows.
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Chart 6: Canadian long, mid and short government, and corporate bond returns
since 1979

Long, mid and short Canadian government and corporate bond yields since 1947 (%)
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Source: FTSE Russell to December 29, 2023, total returns, Canadian dollars. Past performance is Past performance is no
guarantee of future results. For professional investors only.

In the years following to the mid-1990s particularly, a substantial increase in the government debt/GDP
ratio occurred as Chart 6 shows. So much so, that the stock of outstanding Canadian bonds grew from
C$33 billion in 1980 to C$225 billion by 1995°. This culminated in a sovereign downgrade for Canada
from AAA in 1993, whereupon new Prime Minister Chretien committed to reduce the debt/GDP ratio, and
tightened fiscal policy accordingly. This led to the significant decrease in the outstanding stock of
government securities.

As economic growth recovered, and the Goldilocks period ensued, with stable growth and low inflation,
the government debt/GDP ratio fell from near 60% in 1993 to around 50% at the time of the Global
Financial Crisis (GFC) in 2008.

% The Government of Canada bond market since 1980, Bank of Canada Review, Autumn 1995.
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Chart 7. Canadian debt/GDP ratio

Canada gross debt per GDP ratio 1990-2024
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Source: LSEG Workspace.

Inflation a key variable in driving
yields, not issuance?

Despite the huge increase in Canadian dollar debt issuance, yields trended lower from the early-1980s to
2020, casting some doubts on the notion that high levels of debt issuance automatically drove higher
yields. Lower inflation was strongly correlated with the decline in yields throughout this period, as Chart 4
above shows, and note the BoC was the first G7 central bank to introduce a formal inflation target in
1991, of 2% yly. To broaden the appeal of Canadian government debt, and offer investors’ inflation
protection, the authorities also issued inflation linked, or real return, bonds from 1991 onwards. The
equivalent US Treasury Inflation Protected Securities, or TIPS, were not issued until 1998.
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Canadian debt markets steadily
globalise from the early-1980s

Another important structural development in Canadian dollar debt, designed to improve debt distribution,
was the globalisation of the market. This began with the re-introduction of auctions in marketable debt
from 1983, and the entry of foreign banks as primary dealers and distributors. Syndicated debt offerings
were phased out, in favour of auctions, with the deeper secondary market allowing successful distribution
of the debt, and foreign holdings of Canadian dollar debt have increased since then. Auctions offered a
more transparent, market-based, pricing mechanism for new bond issues, and the government adopted
an all-auction format in fiscal 1992-93, with the last syndicated issue in December 1991.

...Including Provincial issuers

Global issues, in which the same bond issue is simultaneously placed in Asia, Europe and North
America, became popular with some of the larger provincial borrowers. Ontario Hydro launched the first-
ever Canadian dollar global bond in 1990, followed by British Columbia, Ontario, Quebec and Hydro-
Québec in the early 1990s. Ontario was by far the largest provincial issuer in the early 1990s, having
raised over $21 billion through 11 global issues between 1992 and 1995, nearly 80% of which was raised
in US dollars”.

Conclusions

It is not possible to capture the full history of the Canadian bond market and FTSE Canada bond series in
a short paper. However, the evolution of the bond market and the ETSE Canada Bond Index Series
shows Canada’s transformation from a largely rural, localised economy in the 1860s, to a modern, hi-
tech, industrialised economy in the 2020s.

Access to global capital markets, formation of a full yield curve, and deep secondary markets in
government and provincial debt, have all been key developments in this process. The Bank of Canada
has also played a key role, with its inflation targeting regime since the early 1990s and the post-1945
reforms designed to improve the efficiency of the capital markets.

The FTSE Canada bond indices have been designed to capture key debt market developments, and to
help investors monitor the performance, and main characteristics of Canadian debt, across a wide range
of asset classes.

Their long history also enables investors to benchmark investment performance in fixed income over
different eras and regimes, from the high inflation of the 1970s to the lowflation after the GFC. The
indices embody much of Canada’s monetary and economic history since Confederation in 1867, and
provide important insight into the evolution of the capital markets and economy.

Finally, the indices remain as relevant now as ever, enabling investors to monitor and re-calibrate their
investment strategies. Indeed, recent innovation in fixed income investing, particularly rapid growth in
bond ETFs, has moved the indices centre stage in the Canadian fixed income investment universe.

7 Bank of Canada, Financing activities of provincial governments and their enterprises (bankofcanada.ca).

FTSE Russell

13



https://www.lseg.com/en/ftse-russell/indices/canada-fixed-income

ABOUT FTSE RUSSELL

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As a trusted
investment partner we help investors make better-informed investment decisions, manage risk, and seize opportunities.

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, asset
managers, ETF providers and investment banks choose FTSE Russell solutions to benchmark their investment performance and create investment
funds, ETFs, structured products, and index-based derivatives. Our clients use our solutions for asset allocation, investment strategy analysis and
risk management, and value us for our robust governance process and operational integrity.

For over 35 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of benchmarks
and investment solutions that open up new opportunities for the global investment community.

CONTACT US
To learn more, visit Iseg.com/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office:
EMEA +44 (0) 20 7866 1810 Asia-Pacific
North America +1 877 503 6437 Hong Kong +852 2164 3333
Tokyo +81 3 6441 1430
Sydney +61 (0) 2 7228 5659
Disclaimer

© 2024 London Stock Exchange Group plc and its applicable group undertakings (‘LSEG”). LSEG includes (1) FTSE International Limited (‘FTSE”), (2) Frank Russell Company
(“Russell”), (3) FTSE Global Debt Capital Markets Inc. and FTSE Global Debt Capital Markets Limited (together, “FTSE Canada”), (4) FTSE Fixed Income Europe Limited (“FTSE FI
Europe”), (5) FTSE Fixed Income LLC (“FTSE FI"), (6) FTSE (Beijing) Consulting Limited (“WOFE”) (7) Refinitiv Benchmark Services (UK) Limited (“RBSL”), (8) Refinitiv Limited (“RL")
and (9) Beyond Ratings S.A.S. (“BR”). All rights reserved.

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL, and BR. “FTSE®, “Russell®”, “FTSE Russell®”, “FTSE4Good®”,
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marks owned or licensed by the applicable member of LSEG or their respective licensors and are owned, or used under licence, by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI
Europe, WOFE, RBSL, RL or BR. FTSE International Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator. Refinitiv Benchmark
Services (UK) Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator.

All information is provided for information purposes only. All information and data contained in this publication is obtained by LSEG, from sources believed by it to be accurate and
reliable. Because of the possibility of human and mechanical inaccuracy as well as other factors, however, such information and data is provided “as is" without warranty of any kind.
No member of LSEG nor their respective directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly,
either as to the accuracy, timeliness, completeness, merchantability of any information or LSEG Products, or of results to be obtained from the use of LSEG products, including but not
limited to indices, rates, data and analytics, or the fitness or suitability of the LSEG products for any particular purpose to which they might be put. The user of the information assumes
the entire risk of any use it may make or permit to be made of the information.

No responsibility or liability can be accepted by any member of LSEG nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in whole or in
part caused by, resulting from, or relating to any inaccuracy (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing,
transcribing, transmitting, communicating or delivering any such information or data or from use of this document or links to this document or (b) any direct, indirect, special,
consequential or incidental damages whatsoever, even if any member of LSEG is advised in advance of the possibility of such damages, resulting from the use of, or inability to use,
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No member of LSEG nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be taken as constituting
financial or investment advice. No member of LSEG nor their respective directors, officers, employees, partners or licensors make any representation regarding the advisability of
investing in any asset or whether such investment creates any legal or compliance risks for the investor. A decision to invest in any such asset should not be made in reliance on any
information herein. Indices and rates cannot be invested in directly. Inclusion of an asset in an index or rate is not a recommendation to buy, sell or hold that asset nor confirmation that
any particular investor may lawfully buy, sell or hold the asset or an index or rate containing the asset. The general information contained in this publication should not be acted upon
without obtaining specific legal, tax, and investment advice from a licensed professional.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index and/or rate returns shown may not represent the results of the
actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance presented prior to the index or rate inception date is back-tested
performance. Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology that was in effect when the index
or rate was officially launched. However, back-tested data may reflect the application of the index or rate methodology with the benefit of hindsight, and the historic calculations of an
index or rate may change from month to month based on revisions to the underlying economic data used in the calculation of the index or rate.

This document may contain forward-looking assessments. These are based upon a number of assumptions concerning future conditions that ultimately may prove to be inaccurate.
Such forward-looking assessments are subject to risks and uncertainties and may be affected by various factors that may cause actual results to differ materially. No member of LSEG
nor their licensors assume any duty to and do not undertake to update forward-looking assessments.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise,
without prior written permission of the applicable member of LSEG. Use and distribution of LSEG data requires a licence from LSEG and/or its licensors.
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