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Op-ed: The bonds must go through! 
By Warren Lovely 

“Neither vol nor strain nor gloom nor widening of spread stays this issuer 
from the timely (and successful) completion of the appointed bond program.” 

– NBF’s take on the apparent creed of the Canada Mortgage Bond program administrators, 
modeled on the ‘neither snow nor rain nor heat nor gloom of night’ motto often associated (unofficially) with the U.S. Postal Service 

As with the U.S. Postal Service, it’s not clear that the Canada Mortgage and Housing Corporation (CMHC) has an official motto. But at least in 
one corner of the organization, specifically those responsible for the Canada Mortgage Bond program (Bloomberg ticker “CANHOU”), the 
tongue-in-cheek creed we’ve offered at top might just ring true. 

After all, the overseers of the CMB program recently braved turbulent market conditions to successfully place a C$5 billion 5-year fixed offering 
(CANHOU 3.1% 6/15/2028) into a diverse investor base at reasonably tight spreads (all things considered). It came as the SVB headlines were 
sparking off and marked the second offering of calendar 2023, en route to another year of C$40 billion in gross supply for this sovereign-
guaranteed (and thus gold-plated) program. Annual CMB issuance, like overall mortgage insurance-in-force is capped by federal legislation. 

For those less familiar with the program, CMHC (as administrator of the Canada Housing Trust No. 1, which is the vehicle that technically sells 
all Canada Mortgage Bonds) has long favoured an uber-predictable approach for its high profile (and highly liquid) CMB deals. Currently, that 
means accessing the domestic bond market eight times a year: quarterly 5-year fixed-rate offerings (in March, June, September, December), 
offset at regular/steady intervals by quarterly 10-year fixed-rate + 5-year FRN offerings (in February, May, August, November). Compared to 
more opportunistic issuers, where taking advantage of favourable market conditions might be a chief (in some cases sole) motivation, investors 
can essentially adjust their watches (or more appropriately their calendars) to the CMB program. 

Theoretically, committing to issuing at a given/consistent time of year, no matter underlying market tone, can leave this issuer vulnerable to 
bouts of market turbulence that less creditworthy, less established and/or less liquid names might blanch at. But CMHC has demonstrated 
time and again that top-rated CMBs regularly attract a dedicated/hard-core following irrespective of market volatility. Indeed, March 2023 
was hardly the first time a CMB offering had to contend with underlying market turbulence and elevated vol. We’d invite you to reflect on some 
of the more tumultuous periods in recent memory: 

 March 2023: U.S. bank failure(s) followed by government-led consolidation of Swiss banking giants with banking system noise lingering; 

 2022: Global central bank rate hike frenzy, which kicked off in March in North America and which by September had many braced for 
the proverbial ‘hard landing’; 

 2020-21: The initial COVID-19 outbreak, large-scale shut down and resulting market panic in March 2020, followed by successive 
waves of variants, renewed yet temporary restrictions and bouts of economic/financial stress; 

 2018: Another FOMC rate hike cycle complete with a liquidity draining QT programme, which culminated in a serious growth scare in 
December; 

 Further back there was a sovereign debt crisis that raged widely and intermittently during the early 2010s and even an equity market 
flash crash in May 2010; 

 Truly, the granddaddy of all semi-recent stress events was the Global Financial Crisis, which torched financial markets most savagely 
in the fall of 2008. Put a big, fat ‘X’ on September 15, 2008, when Lehman Brothers went down. And yet within days of this historic 
collapse there was CMHC securing vital and cost-effective term financing for participating Canadian mortgage underwriters (the real 
end users of the CMB program) via a scheduled CMB deal. Not two months removed from the Lehman letdown, when the days were 
still pretty dark based on our memory of the time, CMHC successfully branched out its CMB program, bringing an inaugural 10-year 
fixed-rate offering. Not too many issuers would have the ability to broaden and diversify a debt program (establishing a tranche 
characterized by extra duration/risk) in the midst of a financial crisis, but again, that’s what makes CMBs unique/special. 

We could go on but the point is perhaps clear. There have been bouts of financial stress aplenty but in no instance did it deter, dissuade or 
derail a scheduled CMB offering. 

Just to be clear, we are not arguing that CMB spreads are impervious to the business cycle, shifting investor attitudes and/or overall risk 
sentiment. Notwithstanding the iron-clad timely payment guarantee of Canada’s sovereign government (rated: S&P AAA, Moody’s Aaa, Fitch 
AA+, DBRS AAA) CMBs have always traded at a spread to the risk-free GoC curve. Moreover, these securities tend to widen as stress levels are 
ratcheted up, the credit curve typically steepening in destabilized environments. But if you’re looking for a bond to file under the ‘low beta’ 
section of your debt securities handbook, you might consider inserting a Canada Mortgage Bond. And as we’ve seen in recent sessions, low(er) 
beta bonds certainly have utility when financial markets are getting turned upside down. 

As those working for the postal service might say, the mail must go through. Well, in this case the Canada Mortgage Bonds must be issued, 
ensuring a predictable (some might say vital) and wholly cost-effective means of pooling and securitizing insured mortgages in this country. Is 
there a financial condition this program can’t handle? We haven’t seen it yet. 

Note: We offered a complementary Op-ed focused on the soundness of Canada’s banking sector. You can check it out here.
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Chart 1: CMB program provides financial sector vital financing/liquidity during all types of weather… be it calm or extreme 
CMB issuance timing vs. common proxy for market volatility (VIX) 

 
Source: NBF, Bloomberg, CMHC | Note: Monthly data; final data point refers to Mar-23, with VIX avg based on month-to-date 
 
 
 

Chart 2: CMB program hardly shrinks away from market vol 
CMB deal size (all tranches) vs. common proxy for market volatility (VIX) 

 
Source: NBF, Bloomberg, CMHC | Note: Monthly data from 2010; CMB issuance 8X/year; 
months with no CMB issuance not shown

Chart 3: CMB the very definition of ‘low beta’ 
Beta coefficient & average spread: 5Y tenor (1000 days to 22-Mar-23) 

 
Source: NBF, Bloomberg | Note: OLS testing of daily data; constant maturity spreads vs. 
GoC curve for CMB/provinces, CDX indices for US/EUR IG corporates 
 
 
 

Table: A finer look at relative spread noise in CMB vs. provincial/corporate credit 
Credit spread characteristics: 5Y tenor (based on 1000 trading days up to & including 22-Mar-23) 

 
Source: NBF, Bloomberg | Note: Data refers to 5Y tenor only; latest spread as at 9:30ET 22-Mar-23 & includes NBF indications; constant maturity spreads vs. GoC curve for 
CMB/provinces, CDX indices for US/EUR IG corporates; beta coefficients are relative to Ontario (Ont=1) & are estimated via OLS regression analysis; 1000 day sample is meant to 
capture longer-term trend, as 1000 trading days currently covers Jan-19 to Mar-23 & thus spans pre-, peak- & post-pandemic period 
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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 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

US 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 US Institutional Investors only.   

This report is not subject to US 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. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 
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