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Market View – GoC Issuance: Total lower, term higher
By Taylor Schleich

Yesterday afternoon, the Bank of Canada released its Quarterly Bond Schedule (QBS) for the fourth fiscal quarter of the year. This document
comes in the wake of the Government of Canada’s Fall Economic Statement (FES) which signalled a decline in bond issuance relative to earlier
guidance. It’s unsurprising then that the number of GoC bond auctions to come in the January-March period looks to be a touch lighter than
the outgoing quarter. Indeed, there will be two fewer auctions over the next three months (19 in total), with the decline coming at the expense
of the short-end of the curve (1 fewer 2-year and 1 fewer 3-year auction). Auction frequency 5-years and out will remain unchanged, consistent
with the government’s commitment to “term out” its bond stock—a trend we’ve been seeing play out over the past few quarters (Chart 1).
Unfortunately, the QBS does not provide auction sizes so pinning down the exact amount of gross issuance with 100% precision is impossible.
However, we can arrive at a decent estimate using recent auctions sizes as well as the earlier-mentioned FES. Applying the latest auction
amounts to the schedule released yesterday would imply gross nominal issuance of $78 billion (plus an expected $300 million RRB auction)—a
deceleration of nearly $20 billion from October-December. We’d note however, that the FES signalled total gross nominal issuance for the
fiscal year to be $374 billion and our estimated fiscal Q4 total would bring gross nominal issuance to just $364.5 billion—~$10 billion shy of the
target. And given that the FES lays out targeted issuance for each tenor, we can see that it’s the 2-year and 3-year sectors where the
discrepancy between our estimate and the end-of-fiscal-year target lies. This implies two potential paths from here: (1) 2-year and 3-year
auction sizes need to be lifted by $800 million and $2.25 billion, respectively to reach target; or (2) the $374 billion target won’t actually be
achieved. While the FES was only released a few weeks ago, it seems that second option is more likely, or we wouldn’t have seen the 2-year
and 3-year auctions cut from the coming quarter’s schedule.
In any event, the January-March quarter will mark a step down in total issuance (Chart 2). But don’t expect a further slowing as we move into
2021-22. As we wrote in the aftermath of the new FES, we expect issuance in 2021-22 to come in north of $300 billion again thanks to the
government’s underlying financial requirements, $100+ billion in maturing bonds to be refinanced and an expected (but not yet telegraphed)
paring of the treasury bill stock. So while the federal deficit may come crashing lower next year, an elevated bond program is likely here to stay.

Table 1: Visualizing next quarter’s QBS

Table 2: Issuance this year may fall short of target
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Chart 1: GoC’s effort to ‘term out’ clearly visible

Chart 2: Issuance stepping down, but still elevated
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