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The 2024-25 Debt Management Strategy in 10 charts

By Taylor Schleich

There was plenty to digest in Tuesday's federal budget including,  warrant more bill supply. Accounting for the BoC's ongoing QT effort,
capital gains tax changes, a plethora of housing initiatives, revisions  investors will be asked to absorb a record amount of GoC bonds.

to the fiscal trajectory and countless other new measures. There's no
shortage of analysis on these issues but it's a smaller, less-discussed
section of the budget that draws the focus of this note. We're talking
about the Debt Management Strategy, a ten-page Annex to the
budget that's vitally important for investors in Canadian debt.

The distribution of marginal issuance (in 5s and 10s) is consistent with
government's CMB purchases and also reflects investor demand for
more duration. Increasingly, it appears that the bond program will not
go back to the short-term focus that characterized the pre-COVID
years. Instead, the new steady state looks to be a middle ground
One of the key takeaways from the updated planis that there's going  between this strategy and the 'term-out’ years early in the pandemic.
to be no shortage of debt to be absorbed in 2024-25, or in the years
ahead. This year, it will be bonds that do the heavy lifting despite the
introduction of a new T-bill tenor that we would've expected to

Below, we try to spotlight these issues and other key takeaways and
implications from the DMS, in ten charts:

Chart 1: Over $100 bin in financial requirements in 2024-25... Chart 2: ...with more of the same in future years
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A steady (and material) budgetary shortfall and significant non-budgetary transactions mean lots of borrowing will be conducted in 2024-25. The bill program was
leaned on more in 2023-24 so now it's the bond program'’s turn to do the heavy lifting. The feds can fund some spending and/or bond maturities out of their existing
cash balances after these ended the year higher than planned. That will keep borrowing lower than it would otherwise be in 2024-25. Looking beyond this year, net
supply is unlikely to relent. Based on current estimates, there may be an additional $20 billion of net borrowing that will be conducted in 2025-26.

Chart 3: The T-bill share of debt will moderate in 2024-25 Chart 4: Short-term funding more attractive in future years
Treasury bill share of domestic debt stock Annual average interest rate assumptions in Budget 2024
40 - % 5.0 - %
e=@==3-month
35 A 45
e=@==10-year
30 1
4.0 1
25 -
3.5 1
20 1
3.0 1
15 4
10 | 2.5 1
M I IO O~V O A NMST WO OMN~NWOWMOOO A NMST W
LYY H g dddaqaaqaqad
N OO T WONONDHIOANMNMTLLONDODNO JdNMT 2.0 I I I I I I
s88c88888coc0o0c000000088888
QSRIAICSAIACIRAIIRIIRIRISIRS]E 2023 2024 2025 2026 2027 2028 2029
Source: NBF, BoC, GoC Source: NBF, GoC | Note: Assumptions reflect private sector average.

After stepping up in 2023-24, the share of bills in the debt stock will moderate a touch this year, this ratio remaining at the low end of the historical range. The DMS noted
that more long-term debt is being offered in response to investor demand. Presumably, more bonds came partially at the expense of marginal bill supply but cost
considerations support going longer too. The budget assumes 10-year yields are already near their 'steady state’, while bill yields will remain elevated in 2024. The feds
aren't going to try to time the market but in 2025, shorter-term financing will be more cost-effective assuming the curve returns to an upward slope as is expected.
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Chart 5: Bond issuance jumps for second straight year... Chart 6: ...with increases skewed to 5- and 10-year sector...
Gross nominal bond issuance by fiscal year 2023-24 gross issuance plus 2024-25 increases, by sector
400 1
Csbin 100 - Csbin -
350 | B 90 - +$2 bin m2024-25 increase
Green m2023-24
300 - #Longs 80 -

+$13 bin +$13 bin

200 A sy T . 60 -
3Y -

250 - 10Y I B - 70
|

1907 oy = 7
100 - e 1 N | gl 40 1
50 4 = - ] || [ m ] - 30 1
. R 20 A +$2 bin
I O© I~ 0 O O N M T I © N~ 000 O N M I W 10 A
O O O O O I +d +d A A A A o 4 4 N N N N N N
T OO N DD HAMTE ) ONDDO AN M S 0 A
SS888s5c585:58¢8¢88¢:8:8888¢8°¢
N N AN AN AN AN AN NN NN NN NN N 2Y 5Y 1oy 30Y
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Chart 7: ...although this shift had already started in 2023-24 Chart 8: A new steady state for the GoC's term of issuance?
Sector share of nominal bond issuance by fiscal year Weighted average term of nominal bond issuance by quarter
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Bond issuance will grow again in 2024-25, registering a second straight double-digit increase (in billions or percent terms). Gross supply of $228 billion is nearly double
the pre-pandemic run rate. Compared to last year, increases are concentrated in 5s and 10s but a full-year comparison masks a shift that had already been underway.
The FES announced the government would be purchasing CMBs in primary which meant marginal supply was distributed towards 5s and 10s in the last quarter of 2023-
24. This new DMS advances that shift a bit further. Despite some slight moderation, the 2-year sector still makes up nearly 40% of the borrowing program. It is also noted
that a larger share of long-term debt (10s and 30s) will be issued. Again, that's true on a full-year basis but this was already playing out as the weighted average term
(WAT) of issuance this year will be roughly the same as Q4:2023-24. Zooming out, the WAT has more or less settled between the pre-pandemic norm and the peak term-
out year of 2021-22. It appears less and less likely that we'll be going back to the ‘old days' where 85% of issuance was in 5-years-and-under.

Chart 9: QT to bring over $50 billion to end investors... Chart 10: ...helping set a record effective net supply
Size. of BoC runoff/QT (past years), maturing bonds held by BoC (future years) ~ Change in GoC bonds by held by end investors (i.e., excl. BoC) by major driver
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QT may end in early 2025 according to the BoC, but they've said they won't be back to buying bonds right after (instead they'll lean on term repos and T-bills to stabilize
settlement balances). Thus, there's more than $50 billion that will shift from the BoC's balance sheet to that of the private sector this year. Add in regular net bond supply
and end investors will be tasked with absorbing a record amount of GoC bonds. QE shielded investors during the pandemic, but that supply is hitting the street now.
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General

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), 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
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact
their NBCFI registered representative.

This report is not a research report and is intended for Major US Institutional Investors only.
This report is not subject to US independence and disclosure standards applicable to research reports.
HK Residents

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited ("“NBCFMA")which is licensed by the Securities and Futures
Commission (“SFC") to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers,
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume
any loss suffered by you in reliance of such information.

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)). If
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus
for full details.

There may be conflicts of interest relating to NBCFMA or its aoffiliates' businesses. These activities and interests include potential multiple advisory, transactional
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which
are managed by NBCFMA or its offiliates that may purchase or sell such securities and instruments.

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii)
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public.

Copyright

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information,
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF.




