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Bond Strategy

Highlights—April 2004

‘The Fed is in a very delicate position. The U.S. job market
sprang to life in March, as payrolls expanded by 308,000—
the best employment report in almost four years—and
consumer prices appear to have bottomed. As well, there is
other evidence that the pricing environment is firming, and
corporate pricing power is slowly returning. These trends
suggest that the fed funds rate cannot stay at 1% indefinitely. -
A series of Fed speakers have been clearly laying the
groundwork for the target rate to begin moving toward neutral
territory, but there is no sense of urgency until there are
consistent job gains. With U.S. consumer price inflation still
quite low, the Fed can remain patient a little while longer.

oIn Canada, the discussion revolves around the potential for
further rate cuts, with the Bank of Canada expected to trim
rates one more time this month, lowering the target for the
overnight rate to 2.0%. Inflation poses little barrier to the
"Bank, with headline inflation at 0.7%, and core inflation at
“1.1% in February, and even lower readings possible in March.
“As well, the drop in employment in February, and the 0.1%
decline in GDP reported for January give the Bank room to
manoeuvre. However, even in Canada the pricing environment
has started to firm, and year-on-year consumer inflation
readings will soon begin to turn upward.

eCorporate spreads, particularly for lower rated credit, have
tightened sharply over recent months. We recommend a shift
to underweight corporates in favour of provincials.

In the month ahead:

eThe Bank of Canada’s next rate setting date is April 13 and
a 25 basis point rate cut is widely anticipated.

eThe May 4 FOMC meeting will be of primary interest in
the period ahead after payrolls finally popped in March.
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Total Return—One Year Forecast
(percent) Capital Gain Total
Coupon +  (loss) Retum Duration
Cash 212+ 0.00 n.a.
Canada - Short 285 +  (2:26) 2.8
- Mid 399 +  (4.70) 5.8
- Llong 494 + (681) 12.1
- Universe  3.61 + (3.90) 5.6
provincial - Universe 435 +  (4.05) 7.4
Corporate - Universe 413 + (4.08) 5.2
Total - Universe 394 + (3.99) 6.0
Selection |
Benchmark Current Recomnfendation ‘
Weighting (%) *  Weight (%) hange (%)
Canadas - Total 47 48 0
- Short 24 29 0
- Mid 12 10 4]
- Long 10 9 0
Provincial 26 26 1
Corporates/MBS 27 26 -1
Modified Duration 6.0 0.0

* Only Canadian dollar domestic bonds with BBS credit rating or better.

Forecast Current / History
12-Month 3-Month 31-Mar-04 1-Month 3-Month 12-Month
| Inflation (%) 17 15 0.7 (Feb.) 12 1.6 4.6
] Overnight (%) 2.50 2.00 2.25 2.75 3.25
g 90-Day T-Bill (%) 2.60 2.05 2.00 2.68 3.15
S 10-Year Bond (%) 5.25 4.60 432 4.84 5.08
I us¢/cs 78.0 76.0 76.3 77.0 68.2
| inflation (%) 2.0 1.9 1.7 (Feb.) 2.1 3.0
v Fed Funds (%) 1.75 1.00 1.00 1.00 1.25
= 90-Day Euros (%) 2.20 1.20 1.11 1.18 1.28
‘ 10-Year Note (%) 5.00 4.25 3.84 4.33 3.80
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achats et/ou des ventes de ces valeurs de temps a autre sur le marché ou autrement.

Le{s renselgnements contenus aux présentes ont été obtenus de sources que nous croyons fiables mais ne sont pas garantis par nous et pourraient étre incomplets. Les opinions expri-|
mées. sont basées sur notre analyse et interprétation de ces renseignements et ne doivent pas étre interprétées comme une sollicitation d’offre d’achat ou de \'/ente des valeurspci—
me‘ntlonnéesA La Fime peut agir a titre de conseiller financier, d’agent fiscal ou de souscripteur pour certaines des compagnies mentionnées aux présentes et peut recevoir une rémuné-| aEm=
ation pour ses services. La Firme et/ou ses officiers, ses administrateurs, représentants, associés peuvent étre détenteurs des valeurs mentionnées aux présentes et peuvent exécuter des| ﬁﬂm
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