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ver the last five to ten years, the Cana-
dian corporate debt market has grown
rapidly. The outstanding stock of cor-
porate debt now represents about

30 per cent of the total outstanding stock of
debt, up from about 18 per cent in 1990 (Freed-
man and Engert 2003; Miville and Bernier
1999). This rise in the share of corporate debt is
partly the result of fiscal restraint by govern-
ments and the resultant decline in the ratio of
government debt to GDP over the last eight
years.

One striking feature of the debt of Canadian
corporations is the proportion issued in U.S.
capital markets. In an international context, Ca-
nadian non-financial corporations are relatively
large users of debt markets (Table 1). Canadian
non-financial corporations rank fourth in the
world in issuing debt in international markets,
primarily in the United States, and sixth for is-
suance in the domestic market. The relative ease
with which Canadian issuers can access the
deep, liquid U.S. market is also illustrated in Ta-
ble 1 by the comparatively low proportion of
domestic debt issuance relative to total debt
issuance. Indeed, of the major industrialized
countries, only France shows a greater reliance
on offshore markets by its non-financial corpo-
rations.

To better understand the reasons behind the rel-
atively greater reliance of Canadian borrowers
on U.S. markets, it is instructive to examine the
characteristics of the Canadian marketplace.1

For instance, the Canadian high-yield market
is small relative to that in the United States. In
Canada, higher-risk firms receive credit

1. For additional discussion on the use of the U.S. dol-
lar in Canada, see Murray, Powell, and Lafleur
(2003).

OTable 1

Outstanding Non-Financial Corporate Debt:
December 2002

Per cent

a. Figures in parentheses indicate Canada’s ranking in a sample of
20 industrialized countries.

Source: Bank for International Settlements International Banking
and Financial Market Developments, Quarterly Review, June 2003,
Tables 12C and 16B

Country Share of global corporate debt
placed

Share of total
global

corporate
debt market

Proportionof
debt placed
in domestic

marketInternationally Domestically

United
States 27.8 54.5 48.6 87.3

Australia 1.1 1.3 1.2 80.8

United
Kingdom 14.1 5.9 7.7 59.4

Sweden 1.5 0.5 0.7 53.8

Canada 6.7 (4)a 1.6 (6) 2.7 (5) 45.5 (15)

France 16.0 2.9 5.8 38.7
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primarily through bank loans, private place-
ments, and, in some cases, income trusts. These
sources of funding are generally supplemented
by tapping into the U.S. high-yield debt market,
which is accessed by many non-U.S.-resident
firms from all over the world and can be
thought of as a global rather than a U.S. market.

This use of the U.S. capital markets may well be
the result of purely market forces. To gain some
insight on this issue, we explore some of the
characteristics of U.S.-dollar borrowing by Ca-
nadian corporations, U.S.-dollar borrowing pat-
terns by industry, concentration across asset
managers and investment dealers, and the scale
of large Canadian corporations relative to the
size of Canadian banks.

We find that the absolute size of U.S.-dollar-de-
nominated pools of assets and the industrial
composition of issuance help to explain why
Canadian firms issue U.S.-dollar-denominated
debt. In our view, it is unlikely that concentra-
tion in the asset-management business or in-
vestment banking in Canada is a significant
factor, since concentration is similar to that in
other markets. The data also suggest that the
capitalization of the Canadian banking sector is
sufficient to meet the needs of the largest Cana-
dian corporations for Canadian-dollar funding.

Issuance of U.S.-Dollar Debt
by Canadian Corporations

A significant proportion of all debt issued by
Canadian corporations is denominated in U.S.
dollars and raised in U.S. debt markets. Indeed,
since 1993, an average of 48 per cent of all cor-
porate debt issuance has been denominated in
U.S. dollars. While this share fluctuates from
year to year, it has no clear trend (Table 2). The
data suggest that Canadian firms use U.S. mar-
kets partly because the pool of available funds is
simply larger. The majority of issuance in Cana-
dian-dollar debt markets in the early 1990s
was in the range of up to Can$250 million
(Chart 1). By contrast, U.S.-dollar-denominated
financing saw significantly more issues of up to
Can$500 million in size (Chart 2). In the sec-
ond half of the 1990s, the size grew in both
countries, but the bigger issues tended to be dis-
tributed in the U.S. market.

The smaller size of issues placed in Canada is
largely a function of the smaller number of asset
managers, together with the smaller average size

Table 2

Size and Distribution of Debt Denominated in
U.S. Dollars and Canadian Dollars by Corporations
Resident in Canada

Gross flows

Source: Financial Post New Issues Database

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Average Size - Can$ millions

US$ 210 190 160 180 270 260 380 360 450 350

Can$ 90 80 60 98 120 140 130 150 140 140

Distribution - Percentage

US$ 52 51 62 52 48 51 43 23 54 43

Can$ 48 49 38 48 52 49 57 77 46 57

Chart 1 Canadian-Dollar Gross Issuance of
Canadian Corporations

By size of issue

Source: Financial Post New Issues Database

Can$ billions

1993

0

5

10

15

0

5

10

15

0- 251M- 501M- 751M- > 1B
250M 500M 750M 1B

2002



37

Financial System Review

of funds under their management. These de-
mand-side factors constrain the size of Canadi-
an-dollar issues because Canadian asset
managers must avoid excessive risk concentra-
tion in single issues. There are many more asset
managers in the United States, with portfolios
of much larger size relative to those in Canada.
These U.S. asset managers require participation
of between US$50 million and US$100 mil-
lion, which would be a significant share of any
Canadian-dollar issue. Because the absolute size
of the U.S. portfolios is greater, new additions
to these portfolios must be larger to have any
measurable effect on their overall performance.

Large Canadian firms also benefit from issuing
in the U.S. market. Significant cost savings can
flow to firms that make single large issues. Dis-
tribution costs are also significantly lower if an
issue can be distributed across a few asset man-
agers in large amounts. The issue must be large
enough, however, to avoid the distortion in
price that could result from placing the issue
with too few asset managers.

In summary, the differing sizes and require-
ments of asset managers in Canada and the
United States, as well as cost considerations for
large issuers, are consistent with differences in
both the average issue size and distribution.

Issuance of U.S.-Dollar Debt
by Industry

By far the largest, and most consistent, issuers of
U.S.-dollar-denominated debt are financial in-
stitutions, all of which are assigned very high
credit ratings (Table 3). They have accounted for
about 22 per cent of the total U.S.-dollar issu-
ance since 1993 and an impressive 41 per cent
of issuance in 1999. This likely reflects their
multinational status and transborder expansion
through the 1990s. Many Canadian banks fol-
lowed a North American continental expansion
strategy, and a good deal of expansion in the
trading aspects of their businesses through the
1990s was pursued in London and New York,
rather than in Toronto. As well, most Canadian
banks have significant U.S.-dollar-denominated
loan books, and there are strong incentives for
the banks to match these assets with U.S.-dollar
liabilities.

Canadian resource companies tend to be fairly
regular issuers of U.S.-dollar debt, and this re-
flects their revenues, given that resource

Chart 2 U.S.-Dollar Gross Issuance of
Canadian Corporations

By size of issue

Source: Financial Post New Issues Database
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Table 3

Distribution of US$ Fixed-Income Funding by Industrial
Sector: Major Concentrations

Per cent of total US$ issuance by Canadian firms

a. -- indicates that the industry was not among the top 8 industries by
issuance for a given year.

Source: Financial Post New Issues Database; Gross flows

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Oil and gas
explora-
tion and
production 7 10 7 9 7 5 --a 7 11 15

Paper and
forestry 8 17 15 8 2 6 9 18 4 4

Metals and
minerals 3 6 5 6 -- -- -- -- -- 9

Banks 15 14 7 22 24 22 41 33 11 27

Other
financial
services 3 -- 4 7 8 2 6 12 21 12

Movies and
entertain-
ment 7 5 -- -- 23 20 -- 1 -- --

Telecom
services -- -- 21 8 12 7 17 13 19 6

Railroads 6 5 -- -- -- 5 -- -- 5 --

Total 49 57 59 60 76 67 73 84 71 73
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commodities are priced in U.S. dollars. Pulp
and paper, forestry, and oil and gas extraction
industries have a fairly steady demand for U.S.-
dollar debt, although there are cycles around
trends in response to swings in commodity pric-
es. These companies may also shift their debt
issuance activity between U.S. and Canadian
dollars to arbitrage cyclical differences in inter-
est rates between Canada and the United States
to secure the lowest-cost financing.

There appears to be one exception to this pat-
tern, and that is the telecommunications indus-
try, which began issuing large amounts of U.S.-
dollar debt in 1995. It appears that most of
these companies, which were primarily lower-
rated, could secure the necessary financing only
in the U.S. high-yield market. This market was
deep enough to avoid the single-name exposure
limits that simply could not be absorbed in the
much smaller Canadian institutional sector.

Finally, for the years 1997 and 1998, the movie
and entertainment industry accounted for just
over one-fifth of issuance. This resulted from
Seagrams radically changing its business lines
and embracing businesses in the entertainment
industry. The one-off debt-financing activities
of Seagrams accounted almost exclusively for
the activity in this industry segment. Thus, these
transactions have no longer-run implications
for either the current structure of Canadian
financial markets, or their future viability.

Concentration of Asset
Management

The concentration of assets managed by Cana-
dian institutional managers does not appear to
differ greatly from that of other major countries.
It is thus unlikely to contribute to any signifi-
cant divergence in the development of capital
markets in Canada relative to other countries.

As Table 4 shows, there is considerable concen-
tration across Canadian asset managers, with
ten firms controlling 50 per cent of all assets
and the top two holding about 25 per cent.
Nonetheless, concentration in Canada is similar
to concentration in both the United States and
Europe. Gini coefficients—the difference be-
tween the actual distribution and an equal
distribution—do not vary greatly between
countries. However, a somewhat lower
coefficient for the United States suggests a mar-
ginally more equal distribution.

Table 4

Concentration among Asset Managers

a. Data for Canada are for pension funds only.
b. The Gini coefficient is calculated for the top 100 asset managers in each

case. The closer the Gini coefficient is to 100, the more unequal the
distribution.

Source: United States and Europe: Institutional Investor, various issues;
Canada: Benefits Canada April 2002

Canadaa (2001) United States (2001) Europe (2000)

Per cent
of assets

Number
of asset

managers

Funds
under

manage-
ment
(Can$

billions)

Number
of asset

managers

Funds
under

manage-
ment
(US$

billions)

Number
of asset

managers

Funds
under

manage-
ment

(€
billions)

10 1 68 2 1,639 1 1,602

25 2 119 6 4,139 4 4,277

50 10 245 16 8,227 11 7,793

Gini
coefficientb 29.5 25.9 29.6
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It is hard to argue that concentration of asset
management has impeded the level of develop-
ment of Canadian fixed-income markets, since
concentration is similar across countries. How-
ever, the assets managed by the top manager in
Canada are small, at Can$68 billion, compared
with those in the United States, at US$854 bil-
lion, and Europe, at €1,602 billion. This may
have, through limits on single-name exposures,
a strong effect on the size of corporate issues
that can successfully come to the Canadian-dol-
lar market at any one time.

Concentration among
Dealers

Canadian-resident securities dealers are over-
whelmingly dominant in the provision of Cana-
dian-dollar fixed-income services in Canada.
Through the 1990s and into the early years of
the current decade, Canadian dealers had an av-
erage market share of 90 per cent of lead deals,
ranging from a low of 82 per cent in 1994 to a
high of 97 per cent in 2001. Charts 3 and 4
show market shares for the beginning and end
of the period under review. The top dealer tends
to win about 25 per cent of all leads, and the
same major dealer usually dominates the top
spot. Foreign penetration has remained mini-
mal, but Merrill Lynch has emerged as the dom-
inant foreign-based dealer.2

The market share of domestic dealers in local
currency deals in the United Kingdom and Aus-
tralia is considerably smaller, with the United
Kingdom at roughly 40 per cent and Australia at
54 per cent. However, domestic concentrations
in the United States and Sweden are both rela-
tively high in the range of 80 to 90 per cent.3

For countries with a limited presence of foreign
dealers in their domestic fixed-income markets,
fixed-income market share is likely a function of
credit granted by the banks/dealers and the
depth of product lines offered to local-currency-

2. Merrill Lynch first came to Canada in the early 1950s.
3. U.S. data include the fixed-income activities of

Deutsche Bank and CSFB. Even though both are
European-based banks, both acquired significant
former U.S. investment banks that had well-estab-
lished domestic businesses. Excluding these two insti-
tutions reduces the domestic market share to 60 to
70 per cent. U.K. data are based on an informal sur-
vey of U.K. authorities and investment dealers. They
are subject to a wide margin of error.

Chart 3 Market Shares of the Top 10 Dealers

(First lead; Canadian-dollar deals) - 1993

Source: Financial Post New Issues Database
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Chart 4 Market Shares of the Top 10 Dealers

(First lead; Canadian-dollar deals) - 2002
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based customers (Chart 5). In Canada, for ex-
ample, very few non-Canadian financial-service
providers have fully integrated businesses, and
very few have large outstanding credit commit-
ments from which fixed-income business can
be levered. An examination of bank balance
sheets from the countries mentioned above
finds similar degrees of concentration in do-
mestic bank assets. Canadian banks account for
94 per cent of all domestic bank assets, Swedish
banks hold about 93 per cent, and domestic
banks in the United States provide 90 per cent
of all assets to their banking system.

In the countries where foreign participation in
the provision of fixed-income services in the lo-
cal currency is greater, the picture is less clear. In
the United Kingdom, the distribution of bank
assets is more balanced between domestic and
foreign banks, where domestic U.K. banks ac-
count for 47 per cent of all bank assets booked,
compared with 53 per cent booked at non-Brit-
ish banks. In contrast, Australian banks hold
about 85 per cent of the banking system’s assets.
The apparent inconsistency between fixed-
income and credit market shares in Australia may
be partly due to the fact that Australia is an En-
glish-speaking country close to Asian financial
centres, rather than a function of institutional
structure. This makes the relationship with the
distribution of bank assets more difficult to
judge and reflects the difficulties in dividing
what are essentially global capital markets
according to sovereign legal entities.

The apparent correlation between the granting
of credit by domestic banks/dealers and the
concentration among domestic dealers suggests
that the former may have an important influ-
ence on dealer presence in fixed-income
markets.

Canada’s Corporations: Not
Too Big for Canadian Banks
to Handle

One hypothesis examined is that corporate
borrowers have shifted into foreign capital
markets because of the size of the capitalization
of Canadian banks relative to the corporations
they serve (Chart 6). Specifically, are the
balance sheets of the banks large enough to
accommodate large, capital-intensive trans-
actions? Furthermore, would they soon run into
single-name exposure limits across financial

Chart 5 Fixed-Income and Credit Market
Shares of Domestic Intermediaries

Source: Various
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Chart 6 Market Cap of the Ten Largest
Corporations Relative to the
Big-Five Banks

Corporations ranked by size

Source: Report on Business, Toronto Stock Exchange Review
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products that would constrain the depth of
development in Canadian financial markets?

The data suggest that this is not a problem. We
examined the relationship between the market
capitalization of the big-five Canadian banks
relative to the market capitalization of the 50
largest firms listed on the TSX. The data suggest
that since 1991, the capitalization of Canadian
banks has improved relative to the largest cor-
porations. For example, in 1991 the capitaliza-
tion of the telecommunications company BCE
alone was 50 per cent of the combined capitali-
zation of the big-five banks. By 2001, BCE’s cap-
italization amounted to approximately 20 per
cent of the combined big-five capitalization, a
significant decrease. Moreover, there is less con-
centration among the top five corporate bor-
rowers. During 1991, the capitalization of the
top five borrowers amounted to 190 per cent of
the capitalization of the big-five banks, but by
2001 this had fallen to 90 per cent. In short,
it would appear that the big-five banks are
adequately capitalized to accommodate the
Canadian-dollar funding needs of the largest
Canadian corporations, and given the relatively
stronger growth in the banks’ capitalization,
they are less likely to run into constraints on sin-
gle-name exposure now than they would have
at the start of the 1990s.

Conclusion

Canadian fixed-income markets are generally
well developed and encompass a broad range of
activities and products. In the future, corporate
demand for the services provided by Canadian
fixed-income markets is likely to remain robust
so long as household income and consumption
flows are denominated in Canadian dollars,
and borrowing by governments remains at low-
er levels than in the 1980s and early 1990s.

The factors examined in this report suggest that
the sheer size of the pools of funds available in
the United States, the importance of the re-
source sector in Canada, and expansion into the
United States by the Canadian financial sector
could explain why a significant proportion of
the debt issued by Canadian firms is denomi-
nated in U.S. dollars. Firms with and without
offsetting U.S.-dollar cash flows are able to
borrow in the U.S. market without exposure to
currency risk. Our informal survey of Canadian
investment dealers indicates that, aside from

firms with net cash flow exposures to the U.S.
dollar, a very high proportion of Canadian issu-
ers hedge their U.S.-dollar-denominated liabili-
ties in the swap market. This underscores the
fact that financial intermediation between bor-
rowers and savers can take place through vari-
ous channels and that ready access to the large,
liquid U.S. debt market serves as a valuable sup-
plement to the domestic market.
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