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The non-resident investor factor (in Canada’s bond market)
By Warren Lovely

Individually, non-resident investors don’t always walk a common, consistent or predictable route, but collectively they’re leaving notable
footprints in Canada’s fixed income market. Here in Canada, it’s not uncommon to start the day with tales of foreign investor bond flows,
delivered by traders robbed of deep REMs by middle-of-the-night bid- and/or offer-wanted inquiries from various corners of the globe. These
non-res flows are seemingly increasing in frequency and importance. As it happens, IIROC’s MTRS 2.0 secondary trading volume data allow us
to retroactively test the relevance of non-residents investors across sectors and/or tenors. Having perused the January 2021 stats (out
Monday), we offer a few quick remarks (and a couple of charts) focused specifically on non-res flows…
All told, non-residents traded roughly C$270 billion of Canadian bonds in January 2021, one-third more volume than January 2020 and leaving
the 12-month running total not far from C$3 trillion. Just as the lion’s share of total trading is focused on Government of Canada bonds, the
bulk of non-res flows are in Canadas too (~85% last month). Here, in the GoC bond market, international investors accounted for 23% of total
trading, up 5%-pts vs. a year ago. It will pay to watch foreign attitudes towards the sovereign closely, particularly as the BoC tapers its stillsizeable bond purchase program (the next tweak likely coming in two months’ time). Non-res trading shares may not be as significant in most
other sectors, but activity is generally on the rise. There’s been long-standing international interest in CMB—which we’ll test once more via an
imminent dual-tranche trade—alongside a growing non-resident following for Canada’s other public sector entities. The non-res share of
provincial bond trading, at 11%, isn’t exactly off the charts. Still, a recent tilt to net foreign buying has contributed to today’s spread tension in
our view. (And don’t lose sight of the large-scale foreign currency trades provis continue to place south of the border or in Europe, deals that
have vaulted borrowing programs forward.) Interestingly, non-residents appear to increasingly active in domestic corporates, hinting at
another source of liquidity for a sector that generally turns over at a slower rate. Finally, we’d note that non-residents have become less critical
in the so-called “other domestic” category, which includes maple bonds. As we argued recently, domestic banks and institutional investors
have developed a stronger taste for maples (SSAs in particular), a welcome development for this admittedly peripheral/less-active sector.

Chart 1: Non-res volumes up 33% Y/Y in Jan-2021

Chart 2: What share of trading being done with non-res?

200

50%

150

40%

100

30%

50

20%

0

10%
Oct-20

Jan-21

Evolution of non-resident share of domestic bond trading by major sector
80%
Jan-18
Jan-19
70%
Jan-20
Jan-21
60%

Jul-20

Apr-20

Jan-20

Oct-19

Jul-19

Apr-19

Jan-19

Oct-18

Jul-18

Apr-18

Jan-18

Canada domestic trading volumes with non-resident investors
350
C$bln
Other bonds
GoC bonds
300
GoC T-bills
250

28%
23%
17%
13%

11%
4%

0%
GoC

Source: NBF, IIROC

Crown

Provi

Muni

Corp

Other*

Source: NBF, IIROC | Note: Other refers to other domestic, excluding strips, ABS, MBS

Chart 3: A closer look at non-res trading share vs. other major counterparty types

Share of Canadian domestic bond market trading by major counterparty type, sector & tenor (all dealers): Jan-2021
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General
This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.
The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may
be subject to change without notice. The information is current as of the date of this document. Neither the author nor NBF assumes any obligation to update
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual
circumstances. In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any
due diligence or analytical work required by you in making an investment decision.
This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.
National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.
Canadian Residents
NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be
contrary to any opinions expressed in this Report.
NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services. As well
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases
and/or sales of these securities from time to time in the open market or otherwise. NBF and its affiliates may make a market in securities mentioned in this
Report. This Report may not be independent of the proprietary interests of NBF and its affiliates.
This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.
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UK Residents
This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice. NBF and/or its
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount
invested. Past performance is not a guide to future performance. If an investment is denominated in a foreign currency, rates of exchange may have an adverse
effect on the value of the investment. Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about
their value or the extent of the risks to which they are exposed. Certain transactions, including those involving futures, swaps, and other derivatives, give rise to
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority). Persons who are retail clients should not act or rely upon the
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.
This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 71 Fenchurch Street, London, EC3M 4HD.
NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom.
U.S. Residents
With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.
This report is not a research report and is intended for Major U.S. Institutional Investors only.
This report is not subject to U.S. independence and disclosure standards applicable to research reports.
HK Residents
With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.
The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.
There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.
No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.
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