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Uncertainty about the effects of COVID-19 on financial

markets led to a dash for cash

COVID-19 was first detected in December 2019. By late February 2020, new cases began to rise around the
world, and global financial markets began to price in the risk of a significant reduction in economic activity.
Between February 21 and February 28, the S&P 500 declined by around 12%. During this period, the TSX 60
declined by nearly 10%, and liquidity in Canadian fixed-income markets began showing signs of
deterioration.

Due to a weakened outlook for the Canadian economy, the Bank eased financial conditions by lowering the
policy interest rate from 1.75% to 1.25% on March 4 (Bank of Canada 2020a). Markets were still functioning
relatively well, and the Bank was monitoring conditions to ensure that liquidity in the financial system
remained sufficient.

On March 11, 2020, the World Health Organization (WHO) declared COVID-19 a global pandemic
(WHO 2020). To contain the spread of the virus, Canadian governments imposed physical distancing
requirements, declared states of emergency and closed schools and businesses.

Nearly one-third of Canadian businesses reported decreases in revenue of 40% or more in the first three
months of 2020, compared with 2019. In March 2020, more than one million jobs were lost, and more than
two million people reported working fewer hours compared with February 2020. This reduced household
disposable income and, consequently, spending. At the same time, household wealth was declining further
because household investment portfolios also lost value due to the uncertainty about the evolving
pandemic.

Households and businesses were facing a widening gap between their expenses and incomes as the
pandemic intensified. Bridging this gap required drawing down savings, selling assets or borrowing funds.
For example, Fontaine et al. (2021) show that bond mutual funds faced their highest redemptions on record
in March 2020. Pension funds and insurance companies faced similar pressure to sell assets. These
institutional investors often rely on financing arrangements to acquire assets. The acquired assets serve as
collateral, and lenders will issue margin calls as asset values deteriorate, essentially requiring more cash to
be pledged as collateral to protect lenders from potential losses. If cash balances are insufficient, the investor
may be required to sell assets, which can further reduce the asset’s value. This self-sustaining spiral of margin
calls forcing further sell-offs can destabilize the orderly functioning of financial markets even if the

underlying fundamentals remain sound.

Canadian banks and securities dealers normally act as the intermediary for investors who are buying and
selling securities. They also provide financing to households and businesses. However, during a crisis, banks
and securities dealers face limits to their capacity or willingness to intermediate. When few buyers are in the
market, securities need to be held for an extended time. This exposes the balance sheets of banks and
dealers to further changes in the value of the securities. Between January and April 2020, banks and dealers
increased their intermediation, and their balance sheets expanded through new loans and asset purchases.
However, the general level of uncertainty around the economic outlook and one-way direction of trade
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The 2015 Paris Agreement identified the need to limit global warming. This call for climate action is echoed
in the United Nations’ Sustainable Development Goal 13. The goal requires a complex level of
coordination, both between and within nations. Historically, governments have played the central role in
regulating and promoting climate-related action as well as negotiating multilateral agreements.

Central banks have not historically been directly involved in climate action. Krogstrup and Oman (2019)
identify that traditionally there has been a lack of alignment to associate long-term mitigation of climate
change and monetary policy implementation. Rather, fiscal authorities have been best suited to address
structural and redistributive considerations that can span generations. In theory, the same argument
could be made for other kinds of long-run structural changes (e.g., labour productivity or aging
populations) that tend to be associated with fiscal policy. However, events driven by climate change,
known as physical risks, are beginning to occur, and are expected to escalate (Ens and Johnston 2020). As
well, transition risks—the risk of an abrupt repricing of carbon-intensive activities in markets or more
broadly in economies in response to changes in sentiment or policy interventions for these activities—are
recognized as emerging. Such risks can further turn these climate concerns into financial ones. They can
feed through the economy and financial system and create adverse feedback loops of potentially systemic
consequences (Network for Greening the Financial System 2021b). Physical risks and transition risks are
relevant for economic well-being and financial stability, and this is increasingly being recognized by central
banks.

In 2017, a small consortium of central banks and financial supervisors formed the Network for Greening
the Financial System (NGFS) to encourage examination of climate change risks to the financial sector. The
NGFS has grown to more than 127 members and additional groups of observers, including transnational
organizations such as the International Organization of Securities Commissions and the Bank for
International Settlements (BIS) (NGFS 2023). The NGFS mission is to enhance management of the financial
systems’ climate risk, mobilize green and low-carbon investments, and strengthen the global response for
meeting the goals of the Paris Agreement (NGFS 2019).

This paper explores the evolving role of central banks in addressing climate change as part of global,
collective action on the goals of the Paris Agreement. It examines climate risk considerations and explains
the trade-offs some central banks may be grappling with in the context of adjustments to their
frameworks for market operations and collateral policies. The paper explores three key elements:

e central bank mandates and broader directives—to gauge alignment with and potential obstacles
to climate actions

e neutrality—a common thread in central bank market activities—as well as the climate
considerations associated with central bank neutrality

e policy adjustments—potential options for central banks and their expected influence and
outcomes.
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Introduction

FP Bonds — Corporate 2024, the ninth edition to be published by Grey House
Publishing Canada, lists outstanding publicly and privately held debt securities —
together with their features and provisions — issued by Canadian incorporated
companies, as well as brand new introductory material related to the corporate bond
market. Separate tables list convertible, exchangeable, retractable and extendible
debt issues. An additional table lists outstanding asset-backed securities.

Corporate debt issues outstanding as at May 9, 2024 have been included.

An important part of investing in the debt market is determining the quality of a debt
issue. Credit ratings are forward looking measures which assess an entity’s ability to
make timely payments of interest and principal. As such, a credit rating combines
both quantitative and qualitative analysis.

FP Bonds — Corporate 2024 includes ratings supplied by Dominion Bond Rating
Service(DBRS). The DBRS ratings, dated May 9, 2024, are presented in two tables,
in addition to being shown with each issue. The first table lists issues by rating, from
lowest to highest. Generally, a DBRS rating of BBB is considered to be investment
grade and anything below that could be considered as non-investment grade or
high-yield debt. As well, unrated securities are also considered to be high-yield if its
spread to a comparable Government of Canada issue is substantially higher than the
spread between investment-grade corporate bonds and Government of Canada
issues. A second table lists all rated issues by company.

Abbreviations

A e annually  NZS$.......ccccevvveennne. New Zealand dollars
AS. e Australian dollars — Nt....oooeeviiieiiiie e, note
B bi-monthly  0/S....coiciiiiiiice outstanding
DA, bond P private placement
CCAA......ccoiee. Companies' Creditors ~ Q....ooveviieeiiiniiereeeee e quarterly

Arrangement Act  redeem. ........cccooiiiiiiieniie redeemable
Ch¥.....cccoeee. Chinese yuan (offshore)  reset. .....ccccoovieviiieiiiiienennenn, resettable
Cn¥..oii Chinese yuan (onshore)  retract. .......cccceciiviieiiiieenns retractable
Cla e class S semi-annually
COM. eoeieitee e common  S$......oiiiiiiie. Singapore dollar
CONVEIt. i convertible  S.F ..o sinking fund
deb. oo debentures  SKr......ccooccviiiiieiiennnn, Swedish Krona
AiVA(S). wevreeiieei e dividend(s)  SFr..ccccciiieiieiieeee e, Swiss francs
exchange. ........cccceeeeenenn. exchangeable  Ser. ..., series
FR. floating rate  Sh(S). .covvvveiiieeee e share(s)
HKS..ooeeeeee Hong Kong dollars  T.....ccoceeeiieennnes Toronto Stock Exchange
N loan  TSX...ocooooeenn Toronto Stock Exchange
JP¥ e Japanese yen  TSX-VEN.......... TSX Venture Exchange
M monthly — USS$.......ccceevriiieeiiecee. U.S. dollars
MR multiple rate V... TSX Venture Exchange
MAX. eeeeeeieeeeeee e maximum  V.R. .. variable rate
00110 TR minimum  Z.R. .o zero coupon rate
MEG(). weverereeereeniee et MOrtgage  €..ooveeriiieieee e Euros
NKTcnns Norwegian krone o British pound
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DBRS Rating Scale: Corporate Bonds

The following tables itemize the latest ratings as provided by Dominion Bond Rating
Service Limited.

The Corporate Bond Rating Scale is as follows:

AAA Highest
Bonds rated AAAare of the highest credit quality. The degree of
protection afforded principal and interest is of the highest order.
Earnings are considered stable, the structure of the industry in which
the Company operates is very strong, and the outlook for future
profitability is extremely favourable. There are few qualifying factors
present which would detract from the performance of the Company,
and the strength of liquidity ratios is unquestioned.

o
o
7
g
=
%

AA Superior
Bonds rated AA are of superior credit quality, and protection of interest
and principal is considered high. In many cases, they differ from bonds
rated AAA only to a small degree.

A Satisfactory
Bonds rated A are of satisfactory credit quality. Protection of interest
and principal is still substantial, but the degree of strength is less than
with AA rated companies. Companies in this category may be more
susceptible to adverse economic conditions.

BBB Adequate
Bonds rated BBB are of adequate credit quality. Protection of interest
and principal is considered acceptable, but the Company is fairly
susceptible to economic cycles, or there may be other adversities
present which reduce the strength of these bonds.

BB Speculative
Bonds rated BB are defined to be speculative. The degree of protection
afforded interest and principal is uncertain, particularly during periods
of economic recession. Companies typically have limited access to
capital markets.

B Highly Speculative
Bonds rated B are highly speculative. There is a reasonably high level
of uncertainty as to the ability of the Company to pay interest and
principal on a continuing basis in the future, especially in periods of
economic recession.

CCC,CC,C \Very Highly Speculative
Bonds rated in any of these categories are very highly speculative and
are in danger of default of interest and principal. The degree of adverse
elements present is more severe than with bonds rated B. In practice,
there is little difference between these three categories, with, with CC
and Cnormally used for lower ranking debt of companies for which the
senior debt is rated in the CCC to B range.

D Default
Bonds rated D are in default of either interest or principal.

High or Low In addition to the above, the ratings may be modified by the quotation
"high" or "low" to indicate the relative standing within a rating
classification.
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