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Falling Rates, Diverging
Paths: US Treasuries vs
Canadian Govies.

Falling interest rates have led to a decline in Canadian government
bond borrowing while U.S. Treasury borrowing continues to surge
amid economic resilience.

Value on loan: US Treasuries vs Canadian Govies
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Despite the backdrop of falling interest rates in both Canada and the U.S., the dynamics in the
securities lending market are telling a divergent story: the value on loan of Canadian government
bonds has decreased, while the value on loan of U.S. Treasuries has surged. The reasons for this
divergence lie in the contrasting economic outlooks and monetary policy expectations between the
two countries, as well as the borrowing strategies that investors are employing.

Canada’s Softer Economy and Aggressive Rate Cuts

In Canada, weaker economic data and an increasing likelihood of a soft landing have caused a
decline in the value of Canadian government bonds on loan. The Bank of Canada has responded to
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slowing growth and moderate inflation by cutting rates aggressively, signalling a dovish stance. The
more rapid and decisive rate cuts have contributed to lower volatility in Canadian bond markets,
reducing short-selling and hedging demand, two key drivers of bond borrowing.

Investors see fewer opportunities for arbitrage or yield curve trades, as the outlook for future rate
cutsis clear and largely priced into the market. Additionally, the softer economic backdrop in
Canada suggests limited upside for taking speculative positions against government bonds, further
reducing borrowing demand. With less uncertainty surrounding the pace of future rate changes,
borrowers are scaling back, leading to a decrease in the value on loan for Canadian bonds.

U.S. Economic Resilience and Uncertainty

In contrast, U.S. Treasuries have seen an increase in the value on loan, driven by the relative
resilience of the U.S. economy and the uncertain pace of future rate cuts by the Federal Reserve.
The U.S. economy has defied predictions of a deep slowdown, showing stronger-than-expected
growth and more robust labour market data. This has left investors and borrowers uncertain about
how aggressively the Fed will continue cutting rates, creating more volatility in U.S. bond markets.

This uncertainty encourages borrowing of U.S. Treasuries, particularly for short-selling or hedging
strategies. Borrowers may be positioning themselves to take advantage of potential rate changes,
as markets fluctuate in response to shifting expectations. Additionally, the yield curve in the U.S.
remains steeper compared to Canada, providing opportunities for arbitrage trades, which further
increases demand for borrowing U.S. Treasuries.

Borrowing Strategies and Market Impact

Borrowers in the Canadian market are scaling back bond borrowing due to limited arbitrage and
speculative opportunities, while U.S. Treasuries are being used in a variety of strategies, from short-
selling to repo transactions, driven by a more dynamic market environment. The contrast highlights
the impact of different macroeconomic conditions and central bank approaches on the securities
lending market.

In summary, while interest rates are falling in both countries, the clear path to rate cuts and soft
landing in Canada has dampened demand for borrowing Canadian bonds, while economic resilience
and uncertainty in the U.S. continues to bolster demand for Treasuries.

For more information on how to access this data set, please contact the sales team at:
h-ihsm-global-equitysalesspecialists@spglobal.com
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