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June 1%2"9: Inside the ‘red zone’

By Warren Lovely & Taylor Schleich

A major seasonal event looms for Canada’s domestic bond market. On
June 1%tand 2™ (both good business days in 2026), a tidal wave of cash
will wash over the market. Meanwhile, a not-so-tiny collection of bonds
(some of them quite chunky) will see their index status change in early
June, either rolling out or rolling over from one bucket to another.

Given broad(er) appreciation of June 152" effects, there’s an apparent
tendency (on the part of some at least) to position for seasonal
performance early. Indeed, as outlined in an earlier preview piece, it has
historically paid to position for tighter GoC-UST differentials and flatter
GoC yield curves well in advance. Aside: If you had gone long Canada
vs. the U.S. and/or entered a flattener when our earlier piece dropped (on
April 24M), you'd be sitting pretty. This being May 14", we are 12

Chart 1: Broader perspective on bond market re-pricing
Change in 30Y developed market benchmark bond yields: 2026YTD (to 14-May)
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weekdays removed from June 13t or inside the proverbial ‘red zone’ when
it comes to Canada’s super seasonals. Is there residual performance to
be had (either cross-market or on the curve)? We invite you to read on.

Acknowledgement: Let us be clear, the notional (pre)positioning for
Canadian coupon cash and anticipated duration adjustments are far from
the only influences on domestic bond market sentiment these days.
Geopolitical risks abound; the outlook is uncertain. The tolerance (or lack
thereof) of central banks to an oil-induced inflation flare is surely top of
mind, with associated fiscal impacts influencing market thinking too.
Incoming data could alter the prevailing narrative. With more to control for
than normal, historical tendencies must be interpreted with caution.

Chart 2: Seasonal outperformance of Canadian rates?
GoC-UST yield differentials: 2026YTD (to 14-May)
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As clearly acknowledged up front, bond investors have much to contend with these days, including how much (and for how long) to discount an oil-induced inflation surge. Across the curve, Canadian
yields are higher than pre-ME conflict levels. Still, the damage to Canada’s rates complex has been relatively contained vs. many other developed markets. More recently (i.e., in the past ten sessions
or s0), Canadas have roundly outperformed Treasuries. That coincides with a notional performance window that has tends to open up well in advance of June 1st. Coincidence? Perhaps not.

Chart 3: Could there be more to come as we approach Canada’s outsized June 152" cashflows and index adjustments?
Average change (net) in GoC yields, differentials, curves, boxes in 12 weekdays leading up to 1-Jun (or next good business day)
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From a purely empirical perspective, optimal entry for a long Canada, short U.S. bond trade has generally been May 6t to 14th. While that notional ‘window’ may have just closed, we've been queried
on residual performance potential, there still being 12 weekdays until the start of June. In the post-GFC world (i.e., 2010-25), the final dozen sessions leading into June have, on average, produced
tighter Canada-U.S. differentials and flatter curves. But what’s our standard caution? All else is not always equal, with geopolitical gyrations and much incoming data to be controlled for.
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Chart 4a-4b: Historical record hints at residual performance potential vs. U.S. & on curve (even if optimal window has passed)
Cumulative change in GoC-UST yield differentials prior to/after 1-Jun (or next good business day)
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Cumulative change in GoC yield curves prior to/after 1-Jun (or next good business day)
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Source: NBC, BBG | Note: Average path indexed to T-12 weekdays vs. 1-Jun; 16Y post-GFC sample (2010-25)

Conceding that optimal entry for long Canada, short U.S. positions and/or curve flatteners may be behind us, the historical record hints at some residual performance potential. At this stage of the
game (i.e., T-12 weekdays before June 1s!), cross-market performance has been most consistent in the long end. In the post-GFC period, GoC-UST 30Y yield differentials have snugged up 69% of
the time in the final dozen sessions of May, including 11 of the last 13 years. So if you're already in a long Canada, short U.S. position, the empirical record might encourage you to hang in there. A
residual flattening bias is likewise evident, with success rates of 56-63% in the latter stages of May. That includes a flatter 10s30s curve in each of the last five years (from T-12 into June 1%!).

Chart 5: Canada was even richer to U.S. this time last year, with curves largely in line with post-GFC average
Relative deviation of GoC yields, differentials, curves, boxes from historical average observed 12 weekdays prior to 1-Jun: Current vs. prior year/trend
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As we conceded in our earlier preview piece, Canadian rates remain in irregular territory in certain respects. Canada has not been fully immune to a global re-pricing of nominal yields. While Canada-
U.S. differentials appear ‘richer’ than what might have historically been considered ‘normal’, yield gaps are less extreme than this time last year. (Aside: From a fundamental perspective, Canada’s
superior fiscal outlook supports premium yields, all else equal.) Canada’s yield curves are more or less in line with the post-GFC average (with Z-scores of just +0.1 to -0.2 standard deviations).
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