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CMB consolidation: Contextualizing the notional interest savings 
By Warren Lovely & Ethan Currie

We’ve had no shortage of discussions with investors since the Government of Canada announced its intention to consult on the potential 
consolidation of the Canada Mortgage Bond (CMB) program. Here we tackle the stated rationale for consolidation: Reduced interest charges. 

“…despite carrying the same credit rating, CMBs are a more costly form of borrowing compared to regular Government of Canada bonds. In this context, 
consolidating CMBs into the regular Government of Canada borrowing program represents an opportunity to reduce debt charges and reinvest savings 
into important affordable housing programs.” – Government of Canada Budget 2023 

Yes, explicitly guaranteed CMBs trade at a spread to the GoC curve, and always have. So there are prospective savings to be had and a 
sizeable slug of bonds that could gradually be refinanced at cheaper levels. Based on the average spreads observed during the past five 
years (spanning the pre- and post-pandemic era), Ottawa might theoretically save $150 million in year 1 of consolidation (plus commission 
savings). Net savings would accumulate from there, ultimately topping $1 billion by year 10. Year 10 could be considered the ‘steady state’, 
after which time all existing CMBs would be re-couponed and the related bond stock would top out at $280 billion (based on the current 
issuance cap/mix). In constant 2023 dollars, steady state savings would range from $780-860 million/year assuming inflation averaged 2-3%. 

Critically, all this assumes that the CMB program could be fully absorbed into the regular GoC program with no net impact on the risk-free 
curve. We caution that net supply is a less-than-reliable indicator of where GoC debt trades. Still, our inner economist might argue that some 
marginal yield could be needed to clear the larger GoC flow and expanding debt stock that would characterize a consolidated world. Bank 
treasuries and other domestics might need some extra return to hold the lower yielding paper on their balance sheets. Nor is it clear that non-
residents would blindly steer all of their $100 billion of CMB holdings into Canadas. Were some foreign investors to balk at the yield give-up, 
taking their money elsewhere (or opting for higher yielding alternatives within the Canadian market), it would equate to a reduction in demand 
for the consolidated debt program. We estimate that it would take only a 4 bp back-up in GoC borrowing rates to undo consolidation savings 
in year 1. No more than 10 bps of back-up in the GoC curve might fully neutralize perceived savings in a steady state. The aim here is not to 
trivialize potential savings nor argue against affordable housing initiatives. Rather, in quantifying the notional interest savings available from 
consolidation, we’ve identified a relatively narrow margin for error when it comes to the potential fallout on the sovereign’s borrowing rates as 
more and more Canada bonds accumulate. Among a variety of other items, this is something to be considered carefully during consultations.

Chart 1: Despite GoC guarantee, CMBs trade at a spread 
CMB & Ontario 5Y constant maturity spread indications over time 

 
Source: NBF | Note: Based on constant maturity indications

Chart 2: How much extra yield for a CMB vs. GoC bond? 
CMB constant maturity spread indications vs. GoC by tenor 

 
Source: NBF | Note: Based on constant maturity indications; 5Y & 10Y sectors highlighted 
 

Chart 3: A non-trivial stock of bonds to be re-couponed 
CMB maturity profile by maturity year: As at Apr-2023 

 
Source: NBF, Bloomberg | Note: Current o/s totals C$260bln

Chart 4: Visualizing interest savings from consolidation 
One illustration of net interest savings from consolidation, all else equal 

 
Source: NBF, GoC, CMHC | Note: Based on avg spreads, current issuance cap/mix
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Box: Some high-level perspective on notional interest savings from consolidating CMB with regular GoC bond program 
NBF simplified illustration/simulation to help quantify the potential net interest savings from prospective CMB consolidation, all else equal 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: NBF, GoC, CMHC, Bloomberg | Note: NBF illustrative scenarios/simulations as at 4-Apr-2023; for the purposes of calculating interest savings from consolidation, we have used 
average CMB spreads for a 5-year period that spans 2018-23; to estimate savings, the related bond stock was fully simulated & re-couponed over a 10-year period, during which time 
the outstanding debt stock grows from $260 billion (current) to $280 billion (in year 10) under the existing $40 billion annual issuance cap & 5Y/10Y issuance split; in all cases, notional 
savings do not include the impact of dealer fees/commissions 

  

NBF illustration: 

Estimating steady state net interest savings from consolidating 
CMB program with regular GoC bond program 

(based on average CMB spread levels & current CMB issuance volume/mix) 

Detailed parameters & approach: 

 Bond issuance: $40 billion in annual CMB issuance (pursuant to legislated cap); assumed split of $24 billion in 5Y & $16 billion in 
10Y; assume this gross bond supply is replaced by GoC bonds of similar term/duration 

 Outstanding bond stock: $260 billion CMBs currently outstanding (as at 4-Apr); related debt stock would peak at $280 billion in 
year 10 based on current annual issuance volume & assumed 5Y/10Y mix 

 Weighted average term of bond stock: 3.78 years currently (as at 4-Apr), gradually rising to ~4.4 years in steady state (i.e., Year 
10) based on annual issuance volume & assumed 5Y/10Y mix 

 5Y CMB Spread: Average constant maturity indication of +31 bps vs. GoC curve based on past 5 years (current = +32 bps | 
budget day = +37 bps) 

 10Y CMB Spread: Average constant maturity indication of +43 bps vs. GoC curve based on past 5 years (current = +44 bps | 
budget day = +50 bps) 

 Estimated annual interest savings (in current dollars) from consolidation, assuming no impact on GoC borrowing rates: 

Year 1 = $143 mln   Year 6 = $785 mln 

Year 2 = $286 mln   Year 7 = $854 mln 

Year 3 = $430 mln  Year 8 = $922 mln 

Year 4 = $573 mln   Year 9 = $991 mln 

Year 5 = $716 mln   Year 10 = $1,060 mln (refer to steady state details below) 

 Estimated annual interest savings in steady state (i.e., Year 10): 

Current dollars = $1,060 mln (as outlined above) 

Constant 2023 dollars, assuming 2% average inflation = $870 mln (declining over time) 

Constant 2023 dollars, assuming 3% average inflation = $789 mln (declining over time) 

 

 Net fiscal cost of sustained 100 bp increase in all GoC borrowing rates (based on pre-consolidation GoC debt stock): 

Year 1 = $4.0 bln   Year 2 = $5.1 bln   Year 5 = $6.9 bln 

 Back-up in all GoC borrowing rates that could negate above-noted interest savings (controlling for larger GoC debt stock): 

Year 1 = ~4 bps   Steady state = ~10 bps 

 

Caution: The above represents summary findings from NBF simulation analysis. These calculations/findings are provided for illustrative 
purposes and embed a number of simplifying assumptions. Prospective interest savings are sensitive to the implied spread between GoC 
borrowing rates and where CMB would be assumed to issue under a status quo framework. The figures noted utilize historical spread 
relationships, although a variety of alternative scenarios were also tested. See additional notes below. 
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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. 

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. 

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. 

 


