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June bond market cash: On the count of 3, let it fly

By Warren Lovely & Taylor Schleich

Back by popular demand is a detailed preview of Canada’s outsized
June bond market coupon/roll/maturity effects.

As you may already be aware, there are a few wrinkles to this June's
cashflows. Not least of which is the day of the week when the
particularly large cashflows are scheduled to arrive.

As a reminder, the rather acute concentration of maturities/coupon
payments in Canada's domestic bond market have long made June
1t and June 2" extraordinary cashflow days. While somewhat
overshadowed by the 1%/2"9, a nice slug of cash typically lands on
June 15" too. This year is no different. In fact, Index-related cashflows
will be larger than ever this June.

But glancing at a Gregorian calendar for 2024 you will see this: June
st Saturday. June 2" Sunday. June 15%: Saturday. Clearly part of
what makes this year different is that all three of the largest cashflow

Chart 1: More cash flowing this June
Total Index cashflows: Jun-24 vs. prior years

Table 1: June 1%/2™ fall on weekend

May 2, 2024 - (Vol. VIII, No. 33)
Countdown to June 3rd
T-22 weekdays
days fall on a weekend. It means super-concentrated

cashflow/duration effects, which we've not yet had in the post-
COVID period. So get ready for some fireworks.

Other wrinkles? Well, just like last year, we have a less-than-certain
BoC policy rate decision coming just days after the biggest wave of
cash. Mind you, the surprise in June 2023 ended up being a Aike. This
year, we're debating whether conditions are sufficient to warrant a
cut. (We're not so sure.) Meanwhile, market location is unique, with
yields, curves and differentials in many cases far removed from where
things have traditionally stood in the lead up to June. And don't
forget that bond issuers are presumably ready to respond to investor
demand spurred by all that cash, this supply impulse another variable
to control for. There's a fair bit to unpack then. What follows could be
thought of as a first installment. We will have more to say as we move
ever closer to what will be an extraordinary bond market event.

Chart 2: June 3 a very big deal

Day of week: Key June cashflows over the years

Distribution of Index cash by business day: Jun-24
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As it stands, a record amount of FTSE Canada Universe Bond Index cash is set to flow this June (>$18 billion for the month as a whole). Index-related cashflows are 16%
higher than June 2023 and 30% north of June 2022. Note that all three of the largest cashflow days fall on a weekend this year, which concentrates the cash even more.

Chart 3: Theoretically, June ¢t impact similar to last year...
FTSE Canada Universe Bond Index: Simulated duration change on 1-Jun

Chart 4: ... but Jun 1%t/2" effect combined into June 3™
FTSE Canada Universe Bond Index: Simulated duration change on 3-Jun-24
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Theoretically isolating for the largest cashflow day—June 1¥—you can find that Index duration impacts are significant, but not massively different than last year. But
again, June 1t is not a good business day in 2024. Nor is June 2. So the cumulative/combined duration increase, to be captured on June 3, will be quite something.
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Chart 5: Dissecting prospective duration adjustments on June 3, with long end & GoC obvious focal points
Projected change in modified duration of FTSE Canada Universe Bond Index by term & sector/issuer: Friday 31-May-24 to Monday 3-Jun-24 (i.e., 3D impact)
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Source: NBF, FTSE Russell | Note: As with Charts 3-4, duration change based on NBF simulations using 1-May-24 closing values/constituents; assumes no change in yield curve

Given the nature of FTSE Canada Universe Bond Index rolls and coupons, the very biggest duration impacts are expected in the Long bucket. Without minimizing the
simulated increase in Long Provi sub-index, it's in the longl(er) end of the GoC market where things could get particularly spicy.

Chart 6: Optimal entry vs. UST 12-18 days prior (so get ready) Chart 7: Historically, paid to get curve flattener on early
Cumulative change in GoC-UST yield differentials prior to/after 1-Jun Cumulative change in GoC yield curves prior to/after 1-Jun
81 bps [T-20=0] 2s (-13D) 57 bps [T-20=0]
6 5s (-12D)
o = 10s (-12D) T T T T T T
——30s (-18D)

2s5s (-18D)
2s10s (-18D)

-10

2530s (-18D)

15 5s10s (-16D)

—5s30s (-17D)

A 20 10s30s (-20D*)
-OOOQOﬁ‘NOCOQOVNCNQ‘@fDONQ‘@wO -OQKO#NOOOCOVNCNV(OWONQ‘@CDO
N v~ v~ v - -« 1T 3 4 4+ 4+ 4+ v~ = v~ v~ — N v~ v« v v« « ¢ 7T 3 4 4+ 4+ 4+ — v - — —
oo ) + + + + + o+ oo e ) + + + + + o+
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The 'early June effect’, if you want to call it that, isn't new. We've tested/analyzed it for ages. Investor awareness has grown. In the most general of terms, the 'a priori’
assumption is for lower yields, flatter curves and outperformance vs. USTs (where bond maturities are less concentrated). As for entry, early May is usually a good bet.

Chart 8: June's wall of cash has tended to leave mark on Canadian rates (although average moves to be treated with caution)
Average change (net) in GoC interest rates (yields, curves, butterflies, vs. UST) in 20D prior to 1-Jun (14Y sample, 2010-23)
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Source: NBF, BBG

We're mindful that simple averages—even when generated over a good number of years—don't necessarily paint a perfect picture. But tallying up actual performance
going into June 1%, the intuitive direction of trade seems to have held. On average, absolute and relative performance of Canada’s long end has been pretty solid.
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Chart 9: Searching for consistently profitable trades going into the June cash deluge
Past success rates vs. expected direction in GoC interest rates (yields, curves, butterflies, vs. UST) in 20D prior to 1-Jun (14Y sample, 2010-23)
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Source: NBF, BBG | Note: Success based on actual move vs. expected direction in lead up to 1-Jun for 14Y post-GFC sample; ‘Yes’ or ‘No' refers to last year's success (i.e., 2023)

Further to Chart 8 (pg. 2), we've observed some past success going into June cashflows. Mind you, past performance is no guarantee of future success. Nor will you find
100% success rates in any particular element. Moreover, as we'll explore below, 2023 offered a clear reminder than things don't always follow the traditional path.

Chart 10: Versus USTs, less-lasting impact than Dec 1+... Chart 11: ... although flatterer often has legs
Cumulative change in GoC-UST 30s prior to/after 1-Jun & 1-Dec Cumulative change in GoC 10s30s curve prior to/after 1-Jun & 1-Dec
2 = 1 _
(2= ——Jun 1st Dec 1st 2=y ——Jun 1st Dec 1st
11 oA F—T———T 7T 1
0 T 14
1
2
2
-3 -
3
4
4
-5 - 5
6 - -6 1
i -7
O ©® © F N O ©® © F N O N T © © O N T © © O O ©® © F N O ©® © F N O N T © © O N T © © O
N~ -« « = 7 V0¥ ¥ Ff v - - - -« N~ - -« « = 7 0oy ¥ Ff v - - - -«
T [ + 0+ + + o+ 0+ A [ + o+ + + o+ #
Source: NBF, BBG | Note: Weekdays relative to 1-Jun or 1-Dec (14Y sample) Source: NBF, BBG | Note: Weekdays relative to 1-Jun or 1-Dec (14Y sample)

Notwithstanding the apparent support for the long end, Canada’s performance vs. Treasuries can fade post June 1. Looking through daily oscillations, GoC-UST 30-
year differentials have, on average, been no tighter at the end of June than they were at the dawn of May. Curve flatteners, however, appear to be longer lasting.

Chart 12: Last year's less-than-fully-priced hike left mark Chart 13: Coming BoC rate decision a wild card (just like last year)
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Empirical analysis comes with a caveat: all else equal. But as we saw last year, events can transpire to throw the market off its traditional path. Last June it was a less-
than-fully-priced BoC rate hike. The BoC will once more be in the spotlight this June, where the prospect of a rate cut is being heavily debated. Some will be surprised.
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Chart 14: Cross-market levels tighter and curves flatter than where things have traditionally stood
Valuation snapshot: Relative deviation of current GoC interest rates from historical average observed 20D prior to 1-Jun (14Y sample, 2010-23)
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Chart 15: A shorter-term assessment of curves and relative yield differentials (again taking Z-score approach)
Valuation snapshot: Relative deviation of current GoC interest rates from recent averages (20D, 50D, 100D)
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Chart 16: Flatter and richer than average Chart 17: Further perspective on Canada-US longs
GoC 2s10s curve & GoC-UST 10s: Current vs. prior years (prior to 1-Jun) GoC-UST 30s vs. UST outright yield
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Spare a thought for current market valuation/location, which is anything but ‘normal’. As powerful/significant as June cashflow can be, Canadas already trade at a
material premium to USTs, while individual curves tend to the flatter side of average. That's true when lining things up vs. years' gone by or more recent levels. We offer
this as context, being mindful that economic, financial, policy rate and geopolitical outlooks remain fluid. Much could change before the bond market cash flows.
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Table 2: A closer examination of average historical performance in/around Jun 1st
Average move (net) & success rates in GoC interest rates (yields, curves, butterflies, vs. UST) & provincial credit in days before/after 1-Jun (14Y sample, 2010-23)
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of CIRO), 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 offiliate
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 aoffiliates 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 offiliates may also be
contrary to any opinions expressed in this Report.

NBF or its offiliates 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 aninvestmentis 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
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