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International investors continued to get their risk on in July, dumping a whack of GoC 

bonds and loading up on corporates. In fact, foreign portfolio managers doubled up the 

bleeding on Canada bonds in July versus June, divesting of nearly $11 billion in GoC 

product as part of the general extension into risk that took place in the global markets 

during that month. We expect the reversal of fortune for risk appetite during August 

likely encouraged some international cash back into GoC bonds, but we will have to wait 

another month to see the final results. Year to date, the damage suffered in July sunk 

international purchases of Canadas into negative territory, with net divestitures of almost 

$8 billion through the first seven months of 2019. Nonetheless, that dreary result is still 

better than the net selling of nearly $28 billion which occurred over the same period in 

2018 due to the decent amount of buying from earlier in 2019.  

Global uncertainty has certainly ratcheted up a notch of late, driven by escalating 

geopolitical conflict in a number of unstable parts of the world. In addition, slowing 

economic conditions and an acceleration of accommodative monetary policy conditions 

are making positive yielding sovereigns something of a rarity in the capital markets 

these days, notionally putting GoC bonds in good stead. We believe any sustained 

improvement in global oil prices on the back of recent geopolitical events will bolster the 

Canadian dollar and hence international portfolio manager interest in bonds 

denominated in the loonie. At the same time, we recognize currently heightened 

uncertain times are making the direction of capital flows less predictable. 

Unlike GoC bonds, international interest in Provie bonds was relatively neutral in July, 

with a modest net divesture. Foreign investors have been disinterested in purchasing 

Provie bonds denominated in the loonie for quite some time now, leaving new issuance 

activity in currencies outside the Canadian dollar as the only real avenue pursued by 

global portfolio managers. And in that regard, the Provinces are in the driver’s seat of 

when that international funding will take place. A very strong current funding position 

leaves the regions with the good fortune of being opportunistic in their primary market 

activity outside Canada. Through the first seven months of 2019 we witnessed $4 billion 

in foreign net buying of Provie bonds, down a touch form the $6 billion that took place 

during the same period in 2018. We note that swap spreads indicate international 

issuance is readily available to the regions in aggregate, so it is more a matter of when 

they decide to undertake a transaction. 

International Investment in CDN. Debt Securities 

 
Statistics Canada data presented on a 2 months delayed basis | Source: Statistics Canada.  Table 36-
10-0032-01 - International transactions in securities, portfolio transactions in Canadian bonds, by 
currency of issue and type of transaction, monthly; BMO Capital Markets. 
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Exhibit 1: Canada’s International Transactions in Securities  

 

Source: Statistics Canada. Table 36-10-0028-01 - International transactions in securities, portfolio transactions in Canadian and foreign securities, by type of 
instrument and issuer, monthly; BMO Capital Markets. 

 
 

Exhibit 2:  CAD/USD Spot Rate 

 
Source: BMO Capital Markets, Bloomberg. 

 

We have maintained for some time that global portfolio managers are enamoured by the strong 

sovereign backdrop, punctuated by stable political and financial systems, in which the Provinces 

operate. Layer on a growing spate of negative yielding sovereigns and the investment appeal of 

Canada’s regions outside the country is that much more attractive. We expect foreign investors to 

continue scooping up Provie bonds in currencies other than the loonie for the foreseeable future and 

believe that activity will remain the source of ongoing demand-supply disequilibrium in the domestic 

market. As a result, we remain constructive on the Provinces. Recently augmented geopolitical risk in 

(C$ millions)
May 2019 June 2019 July 2019

January to 

July 2018

January to 

July 2019

Foreign Investment in Canadian Securities 10,319 (4,064) (1,171) 64,993 31,311

 Debt securities 14,898 (2,882) (3,120) 55,005 28,718

 Money market instruments 2,038 2,243 (4,633) 9,603 (5,575)

 Governments (1,005) (2,800) (693) (1,432) (6,397)

 Federal government (1,297) (4,195) (188) (3,011) (2,922)

 Other governments 292 1,395 (506) 1,581 (3,476)

 Corporations 3,043 5,044 (3,940) 11,033 823

 Government business enterprises (28) 386 (748) 2,411 (2,512)

 Private corporations 3,072 4,658 (3,191) 8,623 3,337

 Bonds 12,860 (5,126) 1,513 45,403 34,293

 Governments 8,172 (5,529) (10,802) (21,623) (3,500)

 Federal government 8,828 (5,425) (10,669) (27,719) (7,835)

 Other governments (656) (104) (134) 6,096 4,334

 Corporations 4,688 403 12,315 67,024 37,792

 Government business enterprises 3,856 (5,479) 2,015 6,648 3,920

 Private corporations 831 5,882 10,300 60,376 33,870

 Equity and investment fund shares (4,579) (1,181) 1,949 9,986 2,594

 Canadian investment in foreign securities 4,122 6,605 12,451 40,907 20,833

 Debt securities 5,975 3,046 6,572 39,720 26,429

 Money market instruments (1,448) (754) 1,208 1,401 (1,472)

 Bonds 7,423 3,800 5,364 38,320 27,900

 Equity and investment fund shares (1,854) 3,559 5,880 1,189 (5,596)
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the Middle East and its effect on the price of oil will certainly augment that demand, especially for 

Alberta bonds. We may even see more interest in Canadian dollar Provincial bonds should the loonie 

meaningfully benefit from the recent strength of oil prices. 

In stark contrast to the heavy net divestiture of Canadas in July, international investors scooped up over 

$10 billion of Canadian corporate bonds during the month, mostly through primary market transactions 

in currencies outside the loonie, as has been the case for the past few years. Similar to the Provie 

market, ongoing issuance by Canadian corporates (i.e., predominantly by the Big 6) in other jurisdictions 

is causing demand-supply at home and underpins our favourable view on corporates over the near to 

medium term. Through the first seven months of 2019 foreign buyers purchased almost $34 billion of 

Canadian corporates, putting downward pressure on the domestic primary market as well as spreads. 

Although considerably less than the $60 billion that was bought during the same period last year, the 

amount of foreign buying action this year is still having a pronounced impact relative to the overall size 

of the Canadian corporate bond market, part of which is the lowering of credit quality in the corporate 

part of the index. Also of note, international investors termed out some of their exposure to Canadian 

corporates by selling $3.2 billion in money market instruments. 

Finally, agency bonds similarly enjoyed net buying from international investors in July, although 

nowhere near to the same degree as corporates. At $2 billion, the activity in July doubled the year-to-

date amount to $4 billion, down a tad from $6.6 billion during the same period in 2018. We maintain 

our belief foreign (and domestic) buyers are looking to add yield anywhere they can find it and agency 

bonds provide an ideal opportunity for that incremental pickup. We expect foreign buyers to continue 

adding exposure to Canadian agency bonds over the near to medium term. 

Exhibit 3: Net Foreign Investment in Canadian Bonds (Quarterly)   

 

Source: Statistics Canada. Table 36-10-0029-01 - International transactions in securities, portfolio transactions in Canadian and foreign securities, by type of 
instrument and issuer, quarterly; BMO Capital Markets. 

 
 
 
 
 
 
 
 

-40

-30

-20

-10

0

10

20

30

40

50

60

C$
 B

ill
io

n
s

Corporate Debt - Fixed Income Strategy | Page 3 September 19, 2019



 

Exhibit 4: Net Foreign Investment in Canadian Bonds (Rolling 12-Month by Quarter) 

 

Source: Statistics Canada. Table 36-10-0029-01 - International transactions in securities, portfolio transactions in Canadian and foreign securities, by type of 
instrument and issuer, quarterly; BMO Capital Markets. 

 
 

Exhibit 5: Foreign Investment in Canadian Government and Corporate Bonds (Rolling 12-Month by Quarter) 

 

Source: Statistics Canada. Table 36-10-0029-01 - International transactions in securities, portfolio transactions in Canadian and foreign securities, by type of 
instrument and issuer, quarterly; BMO Capital Markets. 
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Exhibit 6: Foreign Investment in Canadian Debt Securities by Geography (Quarterly)  

 

Source: Statistics Canada. Table 36-10-0030-01 - International transactions in securities, portfolio transactions in Canadian and foreign securities, by geographic 
area, monthly; BMO Capital Markets. 
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IMPORTANT DISCLOSURES

Analyst's Certification

I, Jason Parker, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers. I
also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed
in this report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and
their affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in
generating new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service
to clients.

Analysts employed by BMO Nesbitt Burns Inc. and/or BMO Capital Markets Limited are not registered as research analysts with FINRA. These
analysts may not be associated persons of BMO Capital Markets Corp. and therefore may not be subject to the FINRA Rule 2241 and 2242
restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.

Company Specific Disclosures

For Important Disclosures on the stocks discussed in this report, please go to https://research-cd0.bmocapitalmarkets.com/public-disclosure/.

Distribution of Debt Recommendations (September 18, 2019) †

Rating category BMO Debt
Recommendation

BMOCM
Universe^

BMOCM
IB Clients^^

BMOCM
IB Clients^^^

Buy top pick 14.3 % 100.0 % 20.0 %

Buy outperform 14.3 % 75.0 % 15.0 %

Hold sector perform 67.9 % 63.2 % 60.0 %

Sell NaN % NaN % NaN %

† Reflects recommendation distribution of all companies covered by BMO Capital Markets debt research analysts.
^ Reflects recommendation distribution of all companies covered by BMO Capital Markets debt research analysts.
^^ Reflects recommendation distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking
services as percentage within ratings category.
^^^ Reflects recommendation distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking
services as percentage of Investment Banking clients.

Issuer Credit and Sector Credit Recommendation Key (April 22, 2016)

We use the following credit recommendation system definitions:

Issuer Credit Recommendations – Total Return is calculated by reference to the FTSE TMX Canada Universe Bond Index (i.e. price change from
the beginning to end of period, including accrued interest).

top pick = Forecast as the analyst’s best idea, based on risk/reward, and is expected to significantly outperform the sector from a total return
perspective
outperform = Forecast to provide a superior risk/reward and/or total return is expected to be above the sector average
sector perform = Forecast to provide an appropriate risk/reward and/or total return is expected to be in line with the sector average
underperform = Forecast to provide an inferior risk/reward and/or total return is expected to be below the sector average

Sector Credit Recommendations – Total return is calculated by reference to the FTSE TMX Canada Universe Bond Index.

outperform = Forecast to provide a superior risk/reward and/or total return that is expected to be above the average of the index
market perform = Forecast to provide an appropriate risk/reward and/or total return is expected to be in line with the index
underperform = Forecast to provide an inferior risk/reward and/or total return is expected to be below the average of the index

Pricing

Pricing in BMO Capital Markets Corporate Debt Research is based on a combination of data sources that may include readily available delayed
pricing from BMO Capital Markets that are subsequently optimized to provide indicative pricing only, and should not be used as a basis or
representation of current market conditions.

ETF Related Disclosures
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As an authorized participant or otherwise, BMO Capital Markets acquires securities from the issuers for the purposes of resale. BMO Capital
Markets and its affiliates seek to provide brokerage services to, and do other business with, ETFs covered by this report. BMO Capital Markets
and its affiliates seek to enter into securities and other transactions on a principal basis with, and may borrow securities from, ETFs covered by
this report. BMO Capital Markets makes a market in this security.

The BMO ETFs issue, or will issue, Units directly to Designated Brokers and Underwriters. The initial issuance of Units of a BMO ETF will not occur
until it has received, in aggregate, subscriptions sufficient to satisfy the TSX’s original listing requirements. BMO Nesbitt Burns Inc., an affiliate
of the Manager, will act as a Designated Broker for the BMO ETFs. Units of each of the BMO ETFs are issued and sold on a continuous basis and
there is no maximum number of units that may be issued. BMO Asset Management is the trustee, manager, portfolio manager, promoter and
valuation agent of the BMO ETFs and is responsible for the administration of the BMO ETFs. Unitholders may redeem Units for cash, subject to a
redemption discount. Unitholders may also exchange a Prescribed Number of Units (or integral multiple thereof) for Baskets of Securities of the
Constituent Issuers held by each BMO ETF and cash, or, with respect to certain BMO ETFs, cash only.

Securities legislation in certain Canadian provinces prohibits registrants from recommending, or cooperating with any other person in
recommending, in any circular, pamphlet or similar publication that is distributed with reasonable regularity in the ordinary course of its business,
that securities of the registrant or a related issuer, or in the case of a distribution, that securities of a connected issuer, be purchased, sold or
held unless such publication contains a statement of the relationship or connection between the registrant and the issuer. BMO Nesbitt Burns
Inc. is an indirect wholly-owned subsidiary of Bank of Montreal. Accordingly, Bank of Montreal is a related and connected issuer of BMO Nesbitt
Burns Inc. TO U.S. RESIDENTS: This publication, to the extent it refers to Bank of Montreal securities, has not been approved or distributed by BMO
Capital Markets Corp. or BMO Nesbitt Burns Securities Ltd. and affiliates of BMO Nesbitt Burns Inc. It is intended for distribution in the U.S. by BMO
Nesbitt Burns Inc. only to Major U.S. Institutional Investors (as defined in SEC Rule 15a-6 under the Securities Exchange Act of 1934, as amended).

Investors should consider the investment objectives, risks, and charges and expenses of the investment company carefully before investing. The
prospectus for the ETF contains this and other information about the investment company and should be read carefully before investing. Clients
may obtain prospectuses for the ETFs mentioned in this report from the ETF distributor or the exchange upon which it is listed. This report is not
a prospectus or an offer to buy or sell any security, or to participate in any trading strategy.

For a complete list of ETFs mentioned in this report, please contact the research analyst directly.

Investors in ETFs with international securities may assume currency and political risk.
Sector and commodity specific ETFs are not diversified and may focus their investments entirely in a single sector, commodity, or basket of
commodities. As a result, the ETFs will involve a greater degree of risk than an investment in other diversified fund types.
ETFs designed to track an index or asset may experience a discrepancy between the ETF’s performance and the performance of its target index
known as tracking error. A variety of factors can create a performance gap between ETF and its target index such as the impact of transaction
fees and expenses incurred by the ETF, changes in composition of the underlying index/assets, the ETF portfolio manager’s replication strategy
and sampling techniques, and the timing of purchases and redemptions of ETF’s shares. Inverse and Leveraged ETFs: Most leveraged ETFs seek
to provide a multiple of the investment returns of a given index or benchmark on a daily basis.
Inverse ETFs seek to provide the opposite of the investment returns, also daily, of a given index or benchmark, either in whole or by multiples.
Due to the effects of compounding and possible correlation errors, leveraged and inverse ETFs may experience greater losses than one would
ordinarily expect.

Other Important Disclosures

For Other Important Disclosures on the Debt Issuers discussed in this report, please go to https://research-cd0.bmocapitalmarkets.com/public-
disclosure/ or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital
Markets, 1 First Canadian Place, Toronto, Ontario, M5X 1H3.

Dissemination of Research

Dissemination of BMO Capital Markets Debt Research is available via our website https://research-cd0.bmocapitalmarkets.com/. Institutional
clients may also receive our research via Thomson Reuters, Bloomberg, FactSet, and Capital IQ. Research reports and other commentary are
required to be simultaneously disseminated internally and externally to our clients.

~ Research distribution and approval times are provided on the cover of each report. Times are approximations as system and distribution
processes are not exact and can vary based on the sender and recipients’ services. Unless otherwise noted, times are Eastern Standard and
when two times are provided, the approval time precedes the distribution time.

BMO Capital Markets may use proprietary models in the preparation of reports. Material information about such models may be obtained by
contacting the research analyst directly. There is no planned frequency of updates to this report.

For recommendations disseminated during the preceding 12-month period, please visit: https://research-cd0.bmocapitalmarkets.com/public-
disclosure/.

General Disclaimer

"BMO Capital Markets" is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal
and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets Limited in the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital
Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets Corp are
affiliates. Bank of Montreal or its subsidiaries ("BMO Financial Group") has lending arrangements with, or provide other remunerated services
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to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete.
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any
errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report
is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed
as advice designed to meet the particular investment needs of any investor. Nothing herein constitutes any investment, legal, tax or other
advice nor is it to be relied on in any investment or decision. If you are in doubt about any of the contents of this document, the reader should
obtain independent professional advice. This material is for information purposes only and is not an offer to sell or the solicitation of an offer
to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on
a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities
discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or
sell securities of issuers discussed herein.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local
laws or regulations. Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report
may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory requirements in
other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the
Corporations Act and is regulated by the UK Financial Conduct Authority under UK laws, which differ from Australian laws. This document is
only intended for wholesale clients (as defined in the Corporations Act 2001) and Eligible Counterparties or Professional Clients (as defined in
Annex II to MiFID II).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should
do so through BMO Nesbitt Burns Inc.

To E.U. Residents: In an E.U. Member State this document is issued and distributed by (1) Bank of Montreal Europe Plc which is authorised and
regulated in Ireland and operates in the E.U. on a passported basis or (2) Bank of Montreal, London Branch which is authorised and regulated
in the UK, as applicable. This document is only intended for Eligible Counterparties or Professional Clients, as defined in Annex II to “Markets
in Financial Instruments Directive” 2014/65/EU (“MiFID II”).

Singapore: This disclaimer applies to research reports distributed by the Private Banking unit of Bank of Montreal, Singapore Branch ("BMO SG"),
an exempt financial adviser under the Financial Advisers Act (Cap. 110) of Singapore ("FAA") only. This research report is prepared by BMO Capital
Markets and distributed by BMO SG pursuant to an arrangement under regulation 32C of the Financial Advisers Regulations of Singapore. This
research report is distributed by BMO SG solely to persons who qualify as accredited investors as defined in the FAA only, and is not intended
for and may not be circulated to the general public. This report and any information contained in this report shall not be disclosed to any other
person. If you are not an accredited investor, please disregard this report. BMO SG does not accept legal responsibility for the contents of the
report. Recipients should contact BMO SG at 65-6535 2323 for matters arising from, or in connection with the report.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of the Order (all such persons together referred to as
“relevant persons”). The contents hereof are not intended for the use of and may not be issued or passed on to retail clients.

To Israeli residents: BMO Capital Markets is not licensed under the Israeli Law for the Regulation of Investment Advice, Investment Marketing
and Portfolio Management of 1995 (the "Advice Law") nor does it carry insurance as required thereunder. This document is to be distributed
solely to persons that are qualified clients (as defined under the Advice Law) and qualified investors under the Israeli Securities Law of 1968.
This document represents the analysis of the analyst but there is no assurance that any assumption or estimation will materialize.

These documents are provided to you on the express understanding that they must be held in complete confidence and not republished,
retransmitted, distributed, disclosed, or otherwise made available, in whole or in part, directly or indirectly, in hard or soft copy, through any
means, to any person, except with the prior written consent of BMO Capital Markets.
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ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
BMO Financial Group (NYSE, TSX: BMO) is an integrated financial services provider offering a range of retail banking, wealth management, and investment and corporate

banking products. BMO serves Canadian retail clients through BMO Bank of Montreal and BMO Nesbitt Burns. In the United States, personal and commercial banking
clients are served by BMO Harris Bank N.A., (Member FDIC). Investment and corporate banking services are provided in Canada and the US through BMO Capital Markets.

BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank
N.A, (Member FDIC), Bank of Montreal Europe Plc, and Bank of Montreal (China) Co. Ltd. and the institutional broker dealer businesses of BMO

Capital Markets Corp. (Member FINRA and SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Canadian Investor Protection Fund) in Canada, Europe
and Asia, Bank of Montreal Europe Plc in Europe, BMO Capital Markets Limited in the U.K. and Australia and BMO Advisors Private Limited in India.

“Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Corporation Limited, used under license. “BMO Capital Markets” is a trademark
of Bank of Montreal, used under license. "BMO (M-Bar roundel symbol)" is a registered trademark of Bank of Montreal, used under license.
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