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Peter Urbanc, Chief Administrative Officer

Global Capital Markets Update

February 2018

• Formed in 1970 under the Municipal Finance Authority of British Columbia Act

• The MFA is independent of the Province of British Columbia

• The Municipal Finance Authority’s main responsibility is to provide infrastructure 

financing to local government in the Province of British Columbia

• Our Mission is to provide local government with a) access to stable and low cost 

funding; b) Competitive investment alternatives and c) High quality financial 

education

• The MFA is profitable from operations and does not rely on taxpayer funding

• Long term debt ratings of AAA/Aaa/AAA by S&P/Moody’s/Fitch

MFABC INTRODUCTION
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MFABC Introduction

MFA BC PUBLIC
10 YEAR BOND ISSUE

MFABC
30 YEAR PRIVATE 

PLACEMENT

P3 WITH PRIVATE 
SECTOR FINANCING

Size: $100,000,000 $100,000,000 $100,000,000 

Interest rate 2.80% 3.60% 5.50%

Underwriting fee 0.60% 0.40% 1.75%

UW Fee $600,000 $400,000 $1,750,000 

Legal fees $4,250 $8,500 $350,000 

Technical advisor - - $150,000

Rating agency fees $10,000 $10,000 $150,000

Model auditor - - $10,000

Marketing $1,000 $1,000 $15,000

Incremental annual interest - $700,000 $2,700,000

Upfront costs (ex. interest) $615,250 $419,500 $2,425,000 
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Financing Through MFABC Leads to Significant Financial Savings 
Relative to a Private Public Partnership Approach
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World: Economy continues to surprise on the upside
Citi Economic Surprise Index – World composite

Source: National Bank of Canada
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World: Trade volumes at a record
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World: Perspective on commodity prices
CRB metals vs. WTI

CRB metals
(left)
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Source: National Bank of Canada 7 Source: Bloomberg 8

World: Equity prices
S&P 500 vs. S&P/TSX vs. FTSE 100
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S&P 500: The longest rally since 1960
Rallies since 1960 without a 5%+ correction

Source: National Bank of Canada 9
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Canada: Economy has done very well in recent quarters
Nominal GDP growth
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Source: National Bank of Canada 11
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Canada: Job creation in the main cities
Job creation in greater Vancouver,  greater Toronto, greater Montreal and rest of Canada (RoC)
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Wages and salaries growth
Q3 2017 vs. Q3 2016
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Source: TD Securities 15

Minimum Wage Hikes
Earnings Boost or Job Killer?

 Both Ontario and Alberta are set to rise to $15 by 2019 or sooner, versus 
~$11 in most provinces

 Has drawn critical response from businesses and community

 Will be disruptive to low-wage sectors

 Ontario wage hike will affect large number of workers, nearly 3 in 10 
were making under $15/hr in 2015

 Less impact in Alberta which has a larger share of high paying jobs

 Results are likely to reflect trade off between higher wages and lower 
employment

 BoC estimates that minimum wage hikes (all provinces) will lead to 
60k lost jobs (range: 30k to 140k), though the net impact on labour
income would be positive

 BoC also argues that firms will pass along higher labour costs to 
customers

 Impact on GDP: -0.1pp (through consumer spending)

 Impact on CPI: +0.1pp

 TD estimates that Ontario minimum wage hikes will lead to 80-90k lost jobs 
over a decade and push prices higher by 0.3pp
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World: Home prices do not seem extreme in Canada
Price per square feet in USD for downtown living* (summer 2017)
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World: Perspective on household leverage
Household debt as a percentage of net disposable income (major OECD countries)
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Trade Relations
Bilateral Trade with Trump Off to a Rocky Start?

Any form of protectionism likely confined to specific sectors 
(softwood and dairy) and more a continuation of previous trade 
disputes

Lumbering Towards a Trade Dispute

 Trump Administration unveiled countervailing and anti-dumping 
duties on Canadian softwood lumber, averaging 27%

 Canadian lumber statistics: 3% of Canadian 
exports/manufacturing, 27% of the U.S. softwood lumber market

 Negative economic impact on exports and manufacturing 
concentrated in BC and Quebec and in US

 Duties to cost Canadian producers $1.7 billion a year and result in 
the reduction of 2,200 jobs (Conference Board Canada)

Don’t Have a Cow, Man

 Trump has been openly critical of the Canadian dairy industry and 
its supply management framework

 While the heightened rhetoric has caused alarm to some in 
Canada, both lumber and dairy make up a small portion of US-
bound exports
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Canada: Consumer Price Index inflation since 2007
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Canada economic forecast Q4 2017 Q1 2018 Q2 2018 Q3 2018 Q4 2018 2018

forecast forecast forecast forecast forecast forecast

Real GDP growth (q/q % chg. saar) 2.2 2.3 2.5 2.7 2.1 2.5

CPI (y/y % chg.) 1.8 1.7 2.3 2.6 2.3 2.3

CPI ex. food and energy (y/y % chg.) 1.6 1.5 1.9 2.1 2.3 2.0

Unemployment rate (%) 6.0 5.9 5.9 5.7 5.6 5.8

Boc`s overnight rate 1.25 1.50 1.75 2.00

 10-Year Gov. of Canada 2.21 2.51 2.65 2.70
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We expect 10-year GoCs, currently trading at 
2.15%, to be trading around 2.70% in Q4 2018 

Canada: More policy normalization in 2018
Balancing of risks to financial stability, economy and inflation calls for gradual policy normalization

Source: National Bank of Canada 20

• World, U.S.: Another year of above-potential growth

- Global growth near 3.7% in 2018

- China continues to grow at around 6.5% (good enough)

- Eurozone, still great at 1.9%

- Geopolitical risks to remain a major source of concern: U.S. Trade Policy? North Korea?

Interest rates, currency:

- The Fed and BoC probably hike rates three times in 2018

- Canadian dollar in the 1.20-1.30 range (stronger in short-term); Oil in the $55-$62 range

- Large correction in housing unlikely unless labour markets deteriorate markedly 

or mortgage rates surge.

Inflation comeback in 2018?

Source: National Bank of Canada 21

Conclusion

Government bond  issuance slightly lower in 2017

 Overall issuance on the year reached C$105.3 billion, 
6% lower than 2016

– Lower domestic issuance on account of elevated 
offshore funding from Provinces

– Continued momentum for Long issuance which 
accounted for 44% of total supply, notably higher 
than 2015 and 2016

 Provincial Issuance is expected to increase in 2018 
due to larger borrowing needs from a number of 
Provinces, notably Ontario, Quebec, Alberta, and 
British Columbia

Public Sector Issuance

Historical Domestic Public Sector Issuance
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Government Debt Market Update

Anticipate Uptick In Provincial Programs for 2017/18

 Most provinces took advantage of attractive all-in yields at the beginning of the year and the ability to pre-fund in 
2016/17

– Ontario has completed its GY17/18 borrowing program and has begun pre-funding for GY18/19

– Quebec has completed 140% of their borrowing program YTD, owing to pre-funding, sizable offshore transactions 
and lower borrowing needs

 Forward looking borrowing requirements suggest materially higher borrowing needs in 2018/19

Provincial Borrowing Program Update

* % change 
reflects 
differential vs. 
revised 
borrowing 
estimates

Issuer  GY16/17  GY17/18
GY17/18 

Completed

 2018/19 

Projection
∆ Next 

Fiscal Year

Ontario 25.8 25.8 26.8 32.2 ↑ +24.8%

Québec 20.7 10.3 15.8 20.6 ↑ +98.8%

Alberta 14.8 14.9 10.5 18.6 ↑ +24.8%

British Columbia 3.5 3.1 2.1 7.6 ↑ +145.2%

Manitoba 6.5 6.6 4.0 6.0 --

New Brunswick 2.0 2.4 1.9 2.5 ↑ +3.6%

Saskatchewan 2.5 2.1 1.9 2.5 ↑ +19.9%

Newfoundland 2.9 1.3 1.1 2.0 ↑ +53.8%

Nova Scotia 0.8 0.7 0.4 1.3 ↑ +93.3%

Prince Edward Island 0.04 - - - -

Total (C$bn) 79.5 67.2 64.5 93.3
Source: RBC Capital Markets 23

Government Finance Market Update

Annual C$ Municipal IssuanceMunicipal 10-year Spreads (vs. ONT)

 2017 municipal issuance totaled C$5.2 billion which is ~7% 
higher than issuance completed in 2016

The top 3 issuers in the municipal space (MFABC, Toronto, 
Montreal), accounted for slightly over half of issuance this 
year

Although bulk of supply was in the 10-year part of the curve 
which represented 70% of volumes, there was notable 
uptick in 30-year supply last year

Municipal spreads continued to tighten through 2017 to 
reach lows not seen since 2015
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Government Finance Market Update
Municipal Market Update
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RBC’s Interest Rate Forecasts(1)

RBC
Forecasts

GoC and US Treasury  curves both 
exhibited a flattening bias in 2017

Source: RBC Capital Markets 25

Government Finance Market Update
Interest Rates Outlook

Government of Canada Rates Forecast

Current Q1/18 Q2/18 Q3/18 Q4/18

Overnight 1.00% 1.00% 1.25% 1.50% 1.75%

5-Year GoC 1.87% 1.85% 2.05% 2.30% 2.55%

10-Year GoC 2.05% 2.15% 2.35% 2.60% 2.80%

30-Year GoC 2.30% 2.50% 2.75% 2.95% 3.10%

GoC Interest Rates & RBC Forecasts(1) Shape of North American Yield Curves

Peter Urbanc, Chief Administrative Officer peter@mfa.bc.ca
Graham Egan, Director of Finance graham@mfa.bc.ca
Shelley Hahn, Director of Business Services shelley@mfa.bc.ca
Renata Hale, Manager of Strategic  Initiatives renata@mfa.bc.ca
________________________________________________________________

217-3680 Uptown Boulevard 
Victoria, British Columbia   V8Z 0B9 Canada

www.mfa.bc.ca     |    P: 250-383-1181 
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