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Fixed Income Markets Quarter in Review

The threat of US Tariffs dominated the news headlines globally during the second quarter of 2025. The chart 
below (Figure 1) sets the timeline of implementation from the announcement date, along with the estimated 
all-in blended tariff percentage at each stage. 

April was a tense month, beginning with the Liberation Day announcement by the US President Trump on April 
2. The proposed tariffs were broader, deeper, and higher than most analysts expected.

The Treasury Bond market reacted strongly (a recap stated it “went into convulsions”). The 10-Year Treasury 
Bond yield rose 64 basis points in two days, a major move for a market where high single-digit moves in a day are 
more common. Rising bond yields mean falling bond prices. Treasuries lost more than 5% in value in one week. 

FIXED INCOME 
Second Quarter 2025

Source: https://www.apolloacademy.com/us-tariff-timeline/

1. US Tariff timeline
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It was the most volatility experienced in the fixed income markets since the pandemic shock in March 2020. 
As a result, tariff proposals were quickly put on hold on April 9th by the US Administration. Over the ensuing 
weeks a seeming détente settled over the market as the rhetoric cooled somewhat (with the occasional notable 
hiccup) and investors grasped the impact of  a world with tariffs in place.

Domestically, there were concerns over the potential impact of the trade war to Canada’s economy. Much 
damage has already been incurred with delayed or canceled investment and hiring decisions, but with 
negotiations ongoing between Canada and the U.S., we are hopeful a somewhat positive (or the least negative) 
resolution can be reached.

Looking at Figure 2, below, the Canadian yield curve shifted higher over the course of the quarter. In addition, the 
curve steepened, as the longer term bonds experienced greater yield expansion. For example, the 30 year bond  
yield increased from 3.23% to 3.57% (+34bps), while the 2-year bond increased from 2.46% to 2.60% (a more 
modest +14bps). Not surprisingly, the lowest yields for most terms occurred on April 4th, two days after the US 
President’s Liberation Day tariff announcement, with Canada seemingly in the proverbial crosshairs of the US 
administration as a particular irritant. Amid heightened market uncertainty and volatility in the period following 
Liberation Day, investors sought the relative safety of bonds (bidding up their prices and thus decreasing their 
yield). 

As more details on the tariffs emerged, and following the string of announcements of various exemptions and 
delays (in particular the 90-day pause keeping tariffs at 10%), yields began to rise, perhaps counter-intuitively as 
risk seemingly had decreased somewhat. However, investors grew increasingly concerned over government 
finances, and the likelihood that Canada would need to borrow more money to fund its expanding deficit. In 
the face of increased risk (additional government borrowing, resulting in deteriorating / poorer risk metrics) 
investors naturally want to be compensated more, and thus yields rose. 

2.46

2.97

2.69 

3.37 

2.4

2.6

2.8

3.0

3.2

3.4

3.6

3.8

Yi
el

d 
%

Maturity

2025-03-31

2025-06-30

2. Canadian Yield Curve

Source: Bloomberg



Cumberland Private Wealth Management Inc. 99 Yorkville Avenue, Suite 300, Toronto, Ontario, Canada M5R 3K5
Dome Tower, TD Square Suite 1800, 333-7th Avenue SW Calgary, Alberta, Canada T2P2Z1

3

The Bank of Canada kept its Overnight Lending Rate unchanged over the course of the quarter, citing ongoing 
inflationary pressures above a level they were comfortable with, and due to the stronger than expected economic 
performance in Q1. The seven consecutive rate cuts experienced in 2024 and early 2025 were no longer an 
impetus for rates to move lower. We note however that the market currently anticipates one or two rate cuts 
before calendar year-end.

The curve is almost fully upward sloping, meaning the shorter terms bonds yield less than the longer term 
bonds, which is ‘normal’. Investors expect higher yields for longer-term investments. In addition, the shorter 
terms are influenced heavily by expectations for monetary policy (in this case, likely anticipating accommodative 
policy), while the longer-term issues are more subject to fiscal and macroeconomic factors (expectations of 
government borrowing needs, economic growth and inflation). 

Rising yields are a headwind for fixed income performance and this was the case during the quarter.

In corporate bonds, however, tighter bond spreads partially offset the wider yields during the quarter. Looking 
at Figure 3 below, high yield bond spreads (the grey line at the top) tightened from 328 bps at the end of Q1 
2025 to 314 bps as of this writing. This indicates that investors judged that the riskiness of non-investment grade 
bonds decreased over the quarter. Accordingly, spreads of investment-grade bonds also tightened, from 127 bps 
to 114 bps. As spreads narrow, bond prices increase, and this had a modest positive impact on corporate bond 
prices in the quarter. It bears noting that spreads of 314 bps and 114 bps for high yield and investment grade 
bonds respectively, are below historical averages and still not at levels indicating recession, much less credit 
quality concerns.
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Despite a challenging second quarter, fixed income securities maintain a positive performance on a year-to-date 
basis. This was driven primarily by the move lower in interest rates in Q1, offset to a degree by the higher rates 
seen at the end of Q2. Credit-sensitive issues such as corporate bonds performance have benefited further due 
to the higher coupons they typically offer versus government bonds (corporate bond spreads are relatively flat 
on a year-to-date basis).

Outlook
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Asset Class Returns Q2 2025 Q1 2025 Q4 2024 Q3 2024 Q2 2024 2024 2023
FTSE Canada Universe Bond Index -0.57% 2.02% -0.04% 4.66% 1.01% 4.23% 6.69%

FTSE Canada Corporate Bond Index 0.45% 1.81% 1.03% 4.67% 1.18% 6.97% 8.37%

FTSE Canada HY Bond Index 1.91% 1.24% 2.52% 4.02% 1.51% 11.48% 10.00%

4. Returns for Fixed Income Asset Classes

Source: Bloomberg
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The chart above (Figure 5) illustrates the relationship between inflation, the Bank of Canada’s overnight rate, 
and the yield on the Government of Canada’s 2-year bond. While the inflation rate and the overnight rate tend 
to move in a similar direction, they are not perfectly aligned, and periods of divergence and fluctuation are 
common. The 2-year bond yield serves as a useful indicator of market expectations regarding the future path of 
the overnight interest rate.

As shown above, inflation as measured by Consumer Prices (CPI) remain below the Bank of Canada’s 2.0% target 
(CPI in April and May measured 1.7% in both months). If (or more accurately, when) tariffs are enacted, they 
would add a one-time shock to inflation, but likely little to no longer-term effects. The 2-year bond yield increased 
moderately over the second quarter, increasing from 2.46% to 2.67%. The Bank of Canada meanwhile, kept its 
overnight rate unchanged at 2.75% over this period.

The 2-year bond yield and the Bank of Canada overnight rate are within 10 bps of one another, suggesting limited 
scope for further interest rate cuts. However, Inflation (CPI) is approximately a full percentage point below 
them, hinting there may be room for the Bank of Canada to cut. Indeed, we do believe that the Bank of Canada 
will cut rates before year-end, but likely a single cut. This is because certain measures of inflation (e.g. Inflation 
excluding Food and Energy) remain elevated / above target, and a high degree of uncertainty remains while trade 
negotiations are ongoing. 

As we wrote in the Q1 commentary, we anticipate that the predominant factor influencing financial markets in 
the near term will be the evolving dynamics and trajectory of global trade tensions. We believe the trend or tone 
in trade talks has been slightly positive on balance of late and we expect that to continue (with twists and turns 
of course) and for the eventual implementation of trade agreements with moderate tariffs put into effect. While 
tariffs in our view, impact the markets in a negative way, they are impediments to trade and increase prices 
over time, having them settled and implemented would be a positive factor for economic stability and growth 
vs continued debate.

Another driver, more long-term in nature, is the level of the Canadian government’s deficit (and necessary bond 
issuance should it continue to grow). We believe these will increase gradually, due to the government’s recent 
announcements such as an accelerating pace of military spending. We think this will put pressure on mid and 
longer-term yields over time, and therefore is likely to continue causing the yield curve to steepen. 

Looking at the investment portfolio of the Cumberland Income Fund, we do not anticipate extending the fund’s 
duration (its sensitivity to changes in interest rates) given our view on mid to longer term yields, balanced by 
our expectation for near-term interest rates to move lower. We were positively surprised by the move tighter in 
corporate spreads but do not have a strong conviction that these are likely to continue to do so given the soft 
environment domestically. This makes us unlikely to increase our exposures to more corporate credit at this 
time. 

Our inclination is to maintain the portfolio’s current positioning which includes a balance of defensive / short to 
mid duration holdings and hold some select higher beta bonds to buttress returns. We remain constructive for 
fixed income.

Warm regards,
Owen Morgan
Portfolio Manager, Cumberland Income Fund
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*Cumberland Private Wealth refers to Cumberland Private Wealth Management Inc. (CPWM) and Cumberland Investment Counsel Inc. 
(CIC). Owen Morgan (a Portfolio Manager at CIC) is the lead portfolio manager for the Cumberland Income Fund. NCM Asset Manage-
ment Ltd. (NCM) is the Investment Fund Manager to the Kipling Strategic Income Fund. CPWM, CIC and NCM are under the common 
ownership of Cumberland Partners Ltd.

This communication is for informational purposes only and is not intended to provide legal, accounting, tax, investment, financial or other 
advice and such information should not be relied upon for providing such advice.   Reasonable efforts have been made to ensure that the 
information contained herein is accurate, complete and up to date, however, the information is subject to change without notice. 

The communication may contain forward-looking statements which are not guarantees of future performance. Forward-looking statements 
involved inherent risk and uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will 
not be achieved. All opinions in forward-looking statements are subject to change without notice and are provided in good faith but without 
legal responsibility. CPWM and CIC may engage in trading strategies or hold long or short positions in any of the securities discussed in this 
communication and may alter such trading strategies or unwind such positions at any time without notice or liability.


