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Financial news 
The Canadian economy continues to create jobs. According to 
Statistics Canada figures issued last Friday, there were 24,700 
positions created in May, after a sizeable increase of 108,700 jobs in 
April, i.e. a fifth monthly increase in a row. Unemployment remained 
unchanged at 8.1%, however, due to the greater number of people on 
the job market. These figures once again confirm that the economic 
recovery is in full swing. In Quebec, employment remained level in 
May. The jobless rate rose a tenth of a point to 8.0% from April to 
May. According to most economists, the employment market’s 
strong performance and the exceptional economic growth are likely 
to prompt Bank of Canada directors to raise the key interest rate by 
0.25% every time they convene from now until the end of the year, 
which is to say July, September, October and December. 

 

Our neighbours to the south created 431,000 new jobs in May, after 
an increase of 290,000 in April, according to the U.S. Department of 
Labor. This news item actually disappointed most economists, who 
had forecast a much larger increase (+ 500,000 jobs). If fact, setting 
aside the strong contribution of the U.S. census, which carries on until 
late 2010, this boils down to only 41,000 private jobs created in May, 
much fewer than the 218,000 positions developed in April, which 
casts some doubt on the sustainability of America’s economic 
recovery. However, the unemployment rate dipped two tenths, and 
now stands at 9.7%. Salaries climbed a little as well in April—by 0.3% 
actually. These improving conditions should be viewed cautiously, 
though, as the economy is not yet generating the kind of income 
required to ensure the recovery’s sustainability. 

 

On Friday, the Fitch rating agency lowered its score for Spain’s 
sovereign debt in response to its poor economic outlook. The 
immediate effect of this decision was to that the euro was pushed 
down below the US$1.19 mark for the first time in over four years. 
Fitch announced that it had downgraded Spain’s long-term issuer 
default ratings from AAA to AA+, which will undoubtedly raise that 
country’s cost for obtaining new financing or refinancing its loans on 
the bond markets. 
 

The bond market 
The fears associated with the indebtedness of certain countries in the 
euro zone make North American debt look attractive by comparison. 
Not only did these concerns push investors into hedge securities, they 
also helped maintain the downward trend of long-term bond rates. 
The ten-year bond rate in Canada posted a slight drop of 3 basis 
points to settle at 3.32%, while its U.S. counterpart dropped 7 to end 
the week at 3.24%. 

 



 

 

 

The debt market 

According to the latest report from Fitch, the 60-day+ delinquency 
among the securities universe it rates climbed 7.97%, mostly due to 
the billion U.S. dollars’ worth of new delinquent loans in the office 
sector. Fitch manager Mary McNeill said that: “As expected, office 
loan delinquencies have begun to increase and will continue to rise 
well into next year. [. . .] Landlords are facing tenant downsizing and 
in many cases must offer significant concessions and reduced rent to 
maintain their existing tenant bases.” Note that loans for office 
buildings represent US$213.6 B, or 30.1% of the American CMBS 
universe of US$709.4 B. At present, the delinquency in the office 
category is hovering around the 4.59% mark only, which makes it the 
least affected asset class for the time being. This situation may well 
change, however, in light of the growing delinquency among the 
larger loans backed by office buildings. 
 

 
 
The volume of loans in special servicing has crossed a new threshold: 
Trepp reports that in current balance terms, 11.7% of American CMBS 
loans were in special servicing in late May. At the same time, Fitch is 
expecting an increase in the magnitude of losses for all types of 
properties this year. In 2009, the average magnitude of losses was 
57%, as opposed to 43% in 2008. The average time for resolution 
remained stable at 19 months as special modifications have 
apparently been helping to shorten the length of special servicing. 
According to Fitch, “Assets will take longer to resolve as special 
servicers continue to see high volumes of underperforming loans.” 
 

 
 
JP Morgan is marketing a US$716.3-M CMBS issue backed by 36 loans 
all underwritten by JP Morgan (average LTV of 62%; NCF DSCR of 
1.64x) and secured by 94 properties (71% of which are in retail, in 

percentage of loan balances). The pricing of the issue is planned for 
June 11th and the anticipated closing of the issue is June 24th.  
 
It is interesting to note that in the Canadian market, the liquidation of 
two loans figuring in the Merrill Lynch Financial Assets Series 2001 
Canada 5 CMBS issue led to a $9.2-M loss, or 3.7% of the issue. This 
prompted a total write-off of classes K to H and a partial write-off of 
class G. Both loams had been extended to the same borrower and 
were secured by mortgages on two Ramada hotels in Niagara Falls, 
Ontario. The magnitude of the losses was particularly high, 
representing fully 106% of the amount of the two loans. Class F of this 
particular issue was downgraded from CCC to C by DBRS, but the 
other classes held on to their current ratings, with a stable outlook. 
These liquidations have pushed up the accumulated historical losses 
of this Canadian CMBS to $11.5 M, or 0.05% of the original balance. 
 
The latest Otéra survey demonstrates that mortgage credit spreads 
continued to shrink in May, although at a lesser rate. The five-year 
spread dropped from 193 to 185 basis points above GoC rates on 
average, while ten-year rates went from 213 to 200 basis points above 
GoC. Because government bonds also dropped—15 basis points in 
this case—mortgage rates settled lower than levels seen before the 
crisis.  

 
 
On the CMBS side of things, credit spreads had started dropping last 
week, but the weaker-than-expected employment report put a 
damper on things. Super Senior AAA bonds ended the week about 5 
basis points lower than last week, while the AM and AJ tranches were 
transacting about 25 basis points lower. 
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