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Market Overview 

North American bond yields were much higher over the last three months especially longer-term bonds as the curve steepened on 
the theme of higher-for-longer interest rates. 

Positive economic surprises at the start of the quarter and signs of an easing of inflationary pressures gave investors hope that the 
U.S. Federal Reserve (Fed) may achieve price stability without tipping the economy into a recession. Meanwhile, the Bank of Canada 
(BoC) increased rates by 25 basis points (bps) in July to 5% as economic growth had been stronger than expected led by consumer 
spending. Housing was improving, the labour market remained resilient, and immigration was helping to stimulate the economy. 
Inflation had fallen but remained more persistent than expected.  In August, Canadian data was mixed with headline inflation 
higher but with growth and employment low. Participants priced in a 60% probability of another rate hike by December. 

In September, rates moved materially higher as both headline and core inflation came in much hotter than expected. Markets 
moved immediately to price in a full 25 bps increase by the BoC by year-end and removed rate cuts built in for 2024.  The economy 
slowed down in Q3 but not fast enough to bring inflation to the 2% target. Population growth, employment and pent-up demand 
have prevented the economy from going into a recession. The job market had been showing signs of cooling after a blistering start 
to the year, however, the latest report surprised the upside. The unemployment rate remains low at 5.5% and hourly wages are high 
at 5.2%. Key measures of core inflation are elevated at 4%. In the U.S. the economy is not slowing very quickly driven by consumer 
savings, pent-up demand, and a powerful fiscal stimulus. The Fed has hinted they may still need to increase rates again in this cycle 
but then it will be necessary to hold rates high for a long period to bring inflation down to 2%. The repricing of rate cuts drove 
bond yields higher and steepened the curve.

In this environment, short-term Provincial spreads decreased by 2 bps to 35 bps and corporate spreads narrowed by 9 bps to 137 bps. 
 
 
Quarter in Review

The very low total duration kept generally between 0 and 1 year in the quarter limited rate impact on the quarter. Corporates, 
yielding on average 6.22% did provide stable carry once again in the quarter while also benefiting from spread compression in the 
quarter. 

We took profits from several expensive corporates that had performed well. We were also very selective in the primary market to 
take advantage of new issue concessions. These names included Morgan Stanley, Rogers Communication, Coast Capital, and West 
Edmonton Mall. In the quarter, our selection in Pipelines, Infrastructure, and Communications issuers provided value added. 
 
 

Outlook and Positioning 
 
We were surprised by the uptick in the core measures of inflation in September after trending lower for most of the year. If this is 
repeated with the next reading, the BoC will likely increase rates. This outcome is already reflected in the market. The Fed is also 
getting close to finishing its tightening campaign. 

We believe monetary policy is restrictive and over time the economy will slow and lower inflation. Our base case is for an economic 
slowdown in 2024 that will eventually lead to interest rate cuts, but this is getting pushed further and further out as inflation 
remains sticky. Investors are now looking for the first interest rate cut from the Bank at the end of the first quarter of 2025.
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Commissions, management fees and expenses all may be associated with an investment in the Horizons Active Ultra-Short Term US Investment Grade Bond ETF (“HUF” or the “ETF”) 
managed by Horizons ETFs Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently and past performance may not be repeated. The prospectus contains 
important detailed information about the ETF. Please read the relevant prospectus before investing. 

Certain statements may constitute a forward-looking statement, including those identified by the expression “expect” and similar expressions (including grammatical variations thereof). 
The forward-looking statements are not historical facts but reflect the author’s current expectations regarding future results or events. These forward-looking statements are subject to a 
number of risks and uncertainties that could cause actual results or events to differ materially from current expectations. These and other factors should be considered carefully and readers 
should not place undue reliance on such forward-looking statements. These forward-looking statements are made as of the date hereof and the authors do not undertake to update any 
forward-looking statement that is contained herein, whether as a result of new information, future events or otherwise, unless required by applicable law.  

This communication is intended for informational purposes only and does not constitute an offer to sell or the solicitation of an offer to purchase exchange traded products (the “Horizons 
Exchange Traded Products”) managed by Horizons ETFs Management (Canada) Inc. and is not, and should not be construed as, investment, tax, legal or accounting advice, and should not 
be relied upon in that regard. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors 
prior to implementing any changes to their investment strategies. These investments may not be suitable to the circumstances of an investor. 

All comments, opinions, and views expressed are generally based on information available as of the date of publication and should not be considered as advice to purchase or to sell 
mentioned securities. Before making any investment decision, please consult your investment advisor or advisors.

Portfolio duration ended Q3 around 1.00 years. Although corporate spreads generally reflect our base case, we did take profits 
in the quarter as some names got very expensive on the back of strong investor appetite. If corporate spreads tighten more, we 
could look to take further profits or if they widen to reflect a significant slowdown, we could increase our exposure. We continue 
to closely monitor issuers that are more sensitive to higher interest rates factoring in the higher-for-longer backdrop. The yield at 
quarter end is approximately 6.06%, which makes it quite attractive as we approach the peak of the hiking cycle.


