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FIXED INCOME 101 

Getting to Know Canadian Real 
Return Bonds 
Among the many acronyms in the arena of fixed income securities resides 
real return bonds (RRBs).  RRBs, or “real bonds,” are fixed income 
securities issued by the Canadian government and some of its provinces.  
These types of bonds may also be referred to as “linkers” in other regions.  
They are issued with a fixed or zero coupon rate and can be “stripped” into 
principal and coupon components.  RRBs are unsecured, unconditional 
obligations of Her Majesty in right of Canada.  They may not be called for 
redemption prior to maturity, and they have a nominal principal amount of 
CAD 1,000.1  The bonds pay interest semiannually (in June and 
December), have set maturities, and are linked to the Consumer Price 
Index (CPI) for Canada. 

THE RRB MARKET 

According to Bank of Canada data, there were seven real bond issues 
outstanding with a par amount of CAD 41.8 billion as of May 31, 2016.2  
The maturities of these seven bonds range from 2021 to 2047.  In addition 
to the real bonds, the government of Canada has issued CAD 463 billion 
in notes and bonds along with CAD 147 billion in Treasury bills.  Although 
they are of average liquidity, Canadian government RRBs are slightly less 
liquid than Canadian government notes and bonds but more liquid than 
their provincial counterparts.  To the extent that the government of Canada 
issues additional RRBs of a series, such additional bonds and the larger 
amount outstanding may enhance the liquidity of the series. 

UNIQUE CHARACTERISTICS OF REAL OR INFLATION-
LINKED BONDS 

Real bonds are like any other bond, except for an additional structural 
enhancement.  The principal and coupon are indexed to changes in the 
CPI.  At the time of purchase, a conventional bond provides a number of 
known characteristics in regard to coupon and principal payment.  Over 
the life of a conventional bond, coupon payments will be subject to not 
only reinvestment risk due to changes in interest rates, but also inflation 
risk, as the purchasing power of the cash flow will depend on the 
prevailing level of inflation at the time of payment.   

 
1  “Canada Real Return Bonds,” Bank of Canada, Nov. 25, 1994.  Accessed Dec. 8, 2013. 
2  “Government of Canada Treasury Bills and Domestic Marketable Bonds Outstanding,” Bank of Canada, May 31, 2016. 
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However, due to the inflation factor, real bonds do not provide a known 
value of cash flow, but rather the real return is set at the time of purchase.  
A base value of the CPI is associated with each issued bond, and is 
known as the CPIbase.  Thereafter, both the principal and the coupon are 
indexed according to the CPIbase.  The effect is that both the principal and 
interest pay in constant dollars, thus providing protection from future 
inflation.  At issuance, an index ratio is 1.0 and is adjusted daily through 
the linear interpolation of the CPI data measured in the two preceding 
months, and this is known as the reference CPI.  The index ratio (index 
ratio = reference CPI ÷ CPIbase) will therefore increase along with inflation 
and decrease along with deflation.  Once the index ratio is known, it is 
multiplied by the real price of the bond (in constant dollars) to get the price 
in current dollars: corrected price = real price × index ratio. 

As the index ratio changes, the principal and coupon on the bond adjust 
on a percentage basis, either up (with inflation) or down (with deflation).  
An RRB quote consists of two numbers: the real price and real yield.  You 
can determine the approximate market value of an RRB by multiplying the 
real price by the index ratio. 

Canadian RRBs are different from U.S. Treasury inflation-protected 
securities (TIPS), for which the redemption value of the principal cannot go 
below 100%, even if the TIPS index goes below 1.00 (indicating deflation).  
Ergo deflation, or long periods of price declines, can be a risk to RRBs, as 
these periods could lead to the inflation-adjusted principal amount falling 
below the original amount and declining coupon payments, though it is 
considered unlikely. 

THE INDEX  

S&P Dow Jones Indices has developed an index that seeks to measure 
the performance of these bonds.  The S&P Canada Sovereign Inflation-
Linked Bond Index is a comprehensive, market-value-weighted index that 
is designed to track the performance of Canadian dollar-denominated, 
inflation-linked securities publicly issued by the Canadian government for 
the domestic market. 
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Exhibit 1: The S&P Canada Sovereign Inflation-Linked Bond Index 
Performance and Characteristics 

 
Source: S&P Dow Jones Indices LLC.  Data as of June 6, 2016.  Past performance is no guarantee of 
future results.  Chart and table are provided for illustrative purposes. 

THE BENEFITS OF RRBs 

Real bonds are relatively safe in regard to credit quality, as they are 
guaranteed by the government of Canada.  Since Canada’s local currency 
long-term debt credit rating has been ‘AAA’ since the early 1990s, RRBs 
provide the highest of ratings and purchasing power protection.  Inflation-
linked real bonds offer potential protection against higher inflation and 
higher rates, thus their returns are highly correlated to inflation.  The bonds 
provide a predefined real rate of return and historically have had a low 
correlation of return with other asset classes, thus making them a potential 
tool for diversifying. 

RRBs AS A MARKET INDICATOR  

As with other inflation-linked bonds, the level of expected inflation is 
forecast by the market yield of real bonds.  The break-even rate is the 
difference between the yield on a conventional Treasury bond and the real 
yield on an inflation-linked bond of similar maturity and credit quality.  The 
break-even rate reflects the market’s expectation for inflation and helps to 
determine which asset will outperform.  If the inflation rate averages more 
than the break-even rate, the inflation-linked bond will outperform the 
conventional Treasury bond.  Conversely, if inflation underperforms the 
break-even rate, the conventional Treasury bond will outperform the 
inflation-linked bond.  Theoretically, if the inflation rate remains at the 
break-even rate, neither security will outperform the other. 
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TAX CONSEQUENCES  

Coupon payments and increases in inflation compensations must be 
included annually as ordinary income, even though the inflation 
compensation will not be paid out until the maturity of the bond.  In times of 
high inflation, it is possible that the taxes owed in a given year may be 
greater than any coupons received for that year.  Because the inflation 
indexing of the capital results in deemed income from individual bonds, 
with no cash immediately received, it is widely recommended that RRBs 
be held in tax-sheltered accounts. 

RELATED S&P DOW JONES INDICES RESOURCES 

For more on inflation and indexing, please see “Where Inflation and 
Interest Rates Intersect” or, “Let’s Get Real About Indexing Real Assets: 
Introducing the S&P Real Assets Index.” 

Exhibit 2: Inflation-Linked Bond Indices 

Global Developed Sovereign Inflation-Linked Indices 

Index Name Ticker First Value 
Date 

Launch 
Date 

S&P Global Developed Sovereign Inflation-Linked 
Bond Index SPFIRLIT Jan. 30, 1998 Aug. 1, 2014 

S&P Global Developed Sovereign Inflation-Linked 
Bond Index (USD)  SPFILIUT Jan. 30, 1998 Aug. 1, 2014 

S&P/ASX Government Inflation-Linked Bond 0+ 
Index SPBDAI0T May 31, 2011 Aug. 1, 2014 

S&P Canada Sovereign Inflation-Linked Bond 
Index SPFICAIT Jan. 30, 1998 Aug. 1, 2014 

S&P Denmark Sovereign Inflation-Linked Bond 
Index  SPFIDKIT May 31, 2011 Aug. 1, 2014 

S&P Eurozone Sovereign Inflation-Linked Bond 
Index SPFID4IT Oct. 30, 1998 Aug. 1, 2014 

S&P Eurozone Sovereign Inflation-Linked Bond 
Index (USD)  SPFIDIUT Oct. 30, 1998 Aug. 1, 2014 

S&P France Sovereign Inflation-Linked Bond 
Index SPFIFRIT Oct. 30, 1998 Aug. 1, 2014 

S&P Germany Sovereign Inflation-Linked 
Bond Index SPFIDEIT March, 31, 

2006 Aug. 1, 2014 

S&P Italy Sovereign Inflation-Linked Bond 
Index SPFIITIT Feb. 28, 2005 Aug. 1, 2014 

S&P Spain Sovereign Inflation-Linked Bond 
Index SPFIESIT May 30, 2014 Aug. 1, 2014 

S&P Israel Sovereign Inflation-Linked Bond 
Index  SPFIILIT Sept. 29, 2006 Aug. 1, 2014 

S&P Japan Sovereign Inflation-Linked Bond 
Index SPFIJPIT March 31, 

2004 Aug. 1, 2014 

S&P New Zealand Sovereign Inflation-Linked 
Bond Index SPFINZIT Dec. 1, 1998 Aug. 1, 2014 

S&P South Korea Sovereign Inflation-Linked 
Bond Index SPFIIKRT Feb. 27, 2009 Aug. 1, 2014 

S&P Sweden Sovereign Inflation-Linked Bond 
Index SPFISEIT Nov. 28, 2003 Aug. 1, 2014 

S&P U.K. Gilt Inflation-Linked Bond Index SPFIGBIT Jan. 30, 1998 Aug. 1, 2014 
S&P U.S. Treasury Inflation Protected Security 
Index SPBDUSPT Dec. 31, 2001 March 31, 

2011 
Source: S&P Dow Jones Indices LLC.  Data as of May 31, 2016.  Table is provided for illustrative 
purposes. 
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http://spindices.com/documents/education/practice-essentials-where-inflation-and-interest-rates-intersect.pdf?force_download=true
http://spindices.com/documents/education/practice-essentials-where-inflation-and-interest-rates-intersect.pdf?force_download=true
http://spindices.com/documents/education/lets-get-real-about-indexing-real-assets.pdf?force_download=true
http://spindices.com/documents/education/lets-get-real-about-indexing-real-assets.pdf?force_download=true
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Exhibit 2: Inflation-Linked Bond Indices (cont.) 

Global Emerging Sovereign Inflation-Linked Indices 

Index Name Ticker First Value 
Date 

Launch 
Date 

S&P Global Emerging Sovereign Inflation-Linked 
Bond Index SPFIEMIT Nov. 2, 2001 March 18, 

2015 
S&P Global Emerging Sovereign Inflation-Linked 
Bond Index (USD)  SPFIEIUT Nov. 2, 2001 March 18, 

2015 
S&P/BM&F Brazil Sovereign Inflation-Linked 
Bond Index SPFIBRIT Nov. 30, 2005 March 18, 

2015 
S&P/BM&F Brazil Sovereign Inflation-Linked 
Series B Bond Index SPBMBRIT March 31, 

2006 Sept. 17, 2015 

S&P Chile Sovereign Inflation-Linked Bond 
Index SPFICLIT Nov. 30, 2005 March 18, 

2015 
S&P Colombia Sovereign Inflation-Linked 
Bond Index SPFICOIT Feb. 27, 2004 March 18, 

2015 
S&P India Sovereign Inflation-Linked Bond 
Index SPFIINIT June 28, 2013 March 18, 

2015 
S&P/Valmer Mexico Government Inflation-
Linked 1+ Month UDIBONOS Index SPVIF0UT Dec. 31, 2003 March 18, 

2015 
S&P Peru Sovereign Inflation-Linked Bond 
Index SPFIPEIT May 30, 2008 March 18, 

2015 
S&P Poland Sovereign Inflation-Linked Bond 
Index SPFIPLIT May 31, 2010 Aug. 20, 2014 

S&P South Africa Sovereign Inflation-Linked 
Bond Index SPFIIZAT Nov. 1, 2001 Aug. 20, 2014 

S&P Thailand Sovereign Inflation-Linked Bond 
Index SPFITHIT July 29, 2011 March 18, 

2015 
S&P Turkey Sovereign Inflation-Linked Bond 
Index SPFITRIT Feb. 28, 2007 Aug. 20, 2014 

Source: S&P Dow Jones Indices LLC.  Data as of May 31, 2016.  Table is provided for illustrative 
purposes. 



Canadian Real Return Bonds June 2016 

EDUCATION 6 

GENERAL DISCLAIMER 
© 2016 S&P Dow Jones Indices LLC, a division of S&P Global. All rights reserved.  S&P, SPDR and S&P 500 are registered trademarks of 
Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”). DOW JONES is a registered trademark of Dow Jones 
Trademark Holdings LLC (“Dow Jones”). These trademarks together with others have been licensed to S&P Dow Jones Indices LLC. 
Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission. This document does not 
constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively 
“S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not 
tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing 
its indices to third parties. Past performance of an index is not a guarantee of future results. 

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments 
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment 
vehicle that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow 
Jones Indices makes no assurance that investment products based on the index will accurately track index performance or provide positive 
investment returns. S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation 
regarding the advisability of investing in any such investment fund or other investment vehicle. A decision to invest in any such investment 
fund or other investment vehicle should not be made in reliance on any of the statements set forth in this document. Prospective investors 
are advised to make an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in 
such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the investment fund 
or other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate the 
impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a 
security within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be 
investment advice. Closing prices for S&P Dow Jones Indices’ US benchmark indices are calculated by S&P Dow Jones Indices based on 
the closing price of the individual constituents of the index as set by their primary exchange. Closing prices are received by S&P Dow Jones 
Indices from one of its third party vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the 
closing price from the primary exchanges. Real-time intraday prices are calculated similarly without a second verification. 

These materials have been prepared solely for informational purposes based upon information generally available to the public and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-
engineered, reproduced or distributed in any form or by any means, or stored in a database or retrieval system, without the prior written 
permission of S&P Dow Jones Indices. The Content shall not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices 
and its third-party data providers and licensors (collectively “S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, 
timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the 
cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES 
INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY 
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM ERRORS OR 
DEFECTS. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, 
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or 
lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages. 

Credit-related information and other analyses, including ratings, research and valuations are generally provided by licensors and/or affiliates 
of S&P Dow Jones Indices, including but not limited to S&P Global’s other divisions such as Standard & Poor’s Financial Services LLC and 
S&P Capital IQ LLC. Any credit-related information and other related analyses and statements in the Content are statements of opinion as of 
the date they are expressed and not statements of fact. Any opinion, analyses and rating acknowledgement decisions are not 
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any 
security. S&P Dow Jones Indices does not assume any obligation to update the Content following publication in any form or format. The 
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, 
advisors and/or clients when making investment and other business decisions. S&P Dow Jones Indices LLC does not act as a fiduciary or an 
investment advisor. While S&P Dow Jones Indices has obtained information from sources they believe to be reliable, S&P Dow Jones 
Indices does not perform an audit or undertake any duty of due diligence or independent verification of any information it receives. 

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for 
certain regulatory purposes, S&P Global Ratings Services reserves the right to assign, withdraw or suspend such acknowledgement at any 
time and in its sole discretion. S&P Dow Jones Indices, including S&P Global Ratings Services, disclaim any duty whatsoever arising out of 
the assignment, withdrawal or suspension of an acknowledgement as well as any liability for any damage alleged to have been suffered on 
account thereof. 

Affiliates of S&P Dow Jones Indices LLC, including S&P Global Ratings Services, may receive compensation for its ratings and certain credit-
related analyses, normally from issuers or underwriters of securities or from obligors. Such affiliates of S&P Dow Jones Indices LLC, 
including S&P Global Ratings Services, reserve the right to disseminate its opinions and analyses. Public ratings and analyses from S&P 
Global Ratings Services are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and 
www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P Global Rating Services 
publications and third-party redistributors. Additional information about our ratings fees is available at 
www.standardandpoors.com/usratingsfees. 

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the 
independence and objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have 
information that is not available to other business units. S&P Global has established policies and procedures to maintain the confidentiality of 
certain non-public information received in connection with each analytical process. 
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