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Introduction

This is the second in a series of papers1 exploring the trends in borrowing activity observed among Canadian 
households and businesses leading up to and during the COVID-19 pandemic. The focus of this paper is on 
business borrowing in the form of loans and debt securities. It draws analysis from a wide array of sources, including 
Statistics Canada’s National Balance Sheet Accounts, Monthly Credit Aggregates, Debt Securities Program, as 
well as information from the Bank of Canada’s Report on New and Existing Lending (A4) and other regulatory data.

For the purpose of this analysis, business borrowing or business credit is defined as loans from non-affiliates2 and 
marketable debt security liabilities. These liabilities will be examined from, predominantly, the perspective of the 
private non-financial corporations sector, which may be referred to for brevity as simply businesses.

Business credit accelerates in more recent decades

Business credit prior to the financial crisis and economic downturn in 2008 and 2009 was growing at a more 
modest pace relative to gross domestic product (GDP). In nominal terms, businesses owed $600 billion at the 
end of 2007. From 2008 onwards, the trajectory of debt to GDP steepened as economic growth was impacted by 
a slow recovery and new crises such as the oil shock beginning in the latter half of 2014, and more recently the 
global COVID-19 pandemic. By the end of 2020, business credit had more than doubled, with the debt to GDP ratio 
accelerating sharply, even prior to the emergence of COVID-19. Overall, non-mortgage loans and debt securities 
such as bonds and short-term commercial paper have fueled this growth, while mortgage debt has represented 
a much smaller portion of debt. Although business credit has accelerated, so have currency and deposit assets. 
Offsetting business’ debt liabilities with holdings of currency and deposit assets to derive a numerator of debt 
less liquid assets leads to a much less dramatic acceleration. Businesses are able to use cash as a buffer against 
periods of weaker economic growth, or to nimbly seize upon growth opportunities.

1. Trends in the Canadian Mortgage Market: Before and During COVID-19.
2. Non-affiliates refer to third-party entities such as a loan from a bank to a manufacturer. Loans to affiliates are classified as inter-corporate borrowing in the Financial 

and Wealth Accounts and are excluded from this analysis.

https://www150.statcan.gc.ca/n1/pub/11-621-m/11-621-m2021001-eng.htm
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Source: Statistics Canada, Table 36-10-0580-01, National Balance Sheet Accounts.
 

Chart 1
Historical debt-to-GDP ratio of Canadian businesses
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Canada’s non-financial debt-to-GDP ratio has been accelerating faster than most of its selected peers over the 
period 1999 to 2018 (Chart 2). Only France has recorded a faster acceleration in this ratio, which has surpassed 
Canada over the last several years. This is compounded by the fact that Canada produced stronger nominal GDP 
growth relative to most of its peers, with an average annual rise of 4.8%, second only behind Australia (6.6%). 
One could conclude that Canadian businesses have been borrowing at a higher rate than those in comparable 
countries. In this comparison, the Organisation for Economic Co-operation and Development (OECD) defines debt 
as total liabilities3, and although this a somewhat broader measure than the definition of debt, the general trend 
relative to Canada’s peers still holds.

Source: Organisation for Economic Co-operation and Development (OECD).

Chart 2
International comparison of non-financial corporation debt as a percentage of GDP

50

70

90

110

130

150

170

190

210

percent

Australia Canada France Germany Japan United Kingdom United States

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

3. While this paper uses a narrower definition of business debt liabilities including loans from non-affiliates and marketable debt security liabilities, the total liabilities 
of non-financial corporations would include additional debt-related items such as inter-corporate loans, trade and other payables, and non-marketable securities.
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Corporate borrowing jolted by the onset of COVID-19

By late March of 2020, only businesses providing essential services were able to operate and stay-at-home 
orders severely curbed the ability of households to consume many goods and services. Household consumption 
fell sharply in March causing a decline in the first quarter (-1.7%) followed by a record decline in the second 
(-14.7%).4 The sharp decline in household spending had a direct impact on corporate income, with corresponding 
and sizeable decreases, while capital expenditures, also termed gross fixed capital formation, were scaled back 
considerably (Chart 3). For many businesses, this decline in revenue from diminishing sales was likely not offset 
by reduced expenses as many had fixed costs that were slower to adjust to the unfolding situation. The federal 
government responded with several programs including those aimed at assisting businesses to retain employees 
via the Canadian Employment Wage Subsidy (CEWS) or manage their other fixed costs either in a targeted way 
through programs such as Canada Emergency Commercial Rent Assistance (CECRA) and Canada Emergency 
Rent Subsidy (CERS) for commercial rent relief or, more generally, through funds provided directly via the Canadian 
Emergency Business Account (CEBA).5

Note: Sector coverage is private non-financial corporations with the exception of gross fixed capital formation, which covers all businesses including financial and unincorporated. Gross fixed 
capital formation above only includes investment in non-residential structures and machinery and equipment.
Source: Statistics Canada, Table 36-10-0580-01, National Balance Sheet Accounts; Table 36-10-0103-01, Gross domestic product, income-based, quarterly; Table 36-10-0104-01, Gross 
domestic product, expenditure-based, Canada, quarterly.

Chart 3
Growth in surplus and gross fixed capital formation vs. cumulative change in debt and deposits
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By March of 2020, the outstanding credit debt of private non-financial corporations was $1.7 trillion and represented 
just under 72% of GDP. During the month of March, businesses added a record $52.1 billion in credit debt to their 
balance sheets (Chart 4), an amount that surpassed, by a large margin, the previous record increase of $28.3 
billion in March 2015. This financing was mainly in the form of bank loans as businesses likely drew upon existing 
credit facilities with financial institutions to cover current and anticipated expenses in light of the high levels of 
uncertainty at the outset of the pandemic.

The spike in borrowing from chartered banks of $50.1 billion in March of 2020 shattered the previous record of 
$15.0 billion set the previous year. At the same time, currency and deposit assets rose $49.1 billion to reach $600.9 
billion at the end of the first quarter, indicating that much of this cash may not have been spent immediately and 
instead accumulated as a buffer in response to the emerging crisis (Chart 3). However, as other sources of financing 
became available, outstanding loan balances with banks began eight consecutive months of decline including 
May and June, which boasted record payback amounts of $15.5 and $20.2 billion.6 Government programs and 
other borrowing facilities filled the need for financing in the months following the initial stay-at-home orders and in 
many cases did so with attractive terms, including zero-interest rates and future loan forgiveness. On a cumulative 
basis, from the start of the pandemic up to December 2020, the loan liabilities of businesses with banks actually 
decreased $14.3 billion overall, despite the strong March borrowing, while total debt financing rose $89.3 billion 
over the same period. This was the result of increasing non-mortgage loan balances with government and the net 
issuance of debt securities.

4. Table 36-10-0107-01 - Household Final Consumption Expenditure, quarterly, Canada – Current Prices, Seasonally Adjusted.
5. Actions taken by the Bank of Canada to restore well-functioning markets also played important roles in helping businesses access funds – either directly from 

financial markets or lenders For further details see: Covid-19: Actions to Support the Economy and Financial System and Market stress relief: the role of the Bank 
of Canada’s balance sheet.

6. These paybacks represent net reductions in loan liabilities as additional borrowing likely occurred among some businesses simultaneously.

https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=3610010701
https://www.bankofcanada.ca/markets/market-operations-liquidity-provision/covid-19-actions-support-economy-financial-system/
https://www.bankofcanada.ca/2021/03/market-stress-relief-role-bank-canadas-balance-sheet/
https://www.bankofcanada.ca/2021/03/market-stress-relief-role-bank-canadas-balance-sheet/
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Note: Non-mortgage loans from others includes government lending.
The change in debt securities represents the net transactions over the month.
The change in loans represents the difference between the outstanding balances at the end of the month versus the prior month end.
Source: Statistics Canada, Table 36-10-0639-01, Credit liabilities of private non-financial corporations; Securities Statistics.

Chart 4
Change in outstanding debt financing through the COVID-19 pandemic
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Expansion of debt from chartered banks driven by foreign currency loans

A more in-depth look into the large increase in bank loans in March 2020 shows that these were primarily provided 
in foreign currencies and demand was pervasive across a broad range of industries. Data on chartered bank non-
mortgage lending by industry (Chart 5) shows that while loans in Canadian dollars increased by 6.6% ($17.5 billion), 
loans in foreign currencies increased by a much greater 46.1% ($42.8 billion). This expansion of debt was mainly 
concentrated in the manufacturing and transportation industries, although the demand for foreign currency loans 
was widespread in the first quarter of 2020. By the end of the year, these loans were paid back with the overall 
balance of foreign currency loans returning to levels lower than those recorded at the end of 2019.

Source: Statistics Canada, Table 10-10-0148-01, Chartered banks, classification of non-mortgage loans, Bank of Canada.

Chart 5
Foreign currency bank loans to private Canadian businesses
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Short-term financing dominates new lending

Changes in the level of debt mask the separation of new borrowing from re-payments of existing amounts. 
However, the Bank of Canada’s Report on New and Existing Lending7 can help isolate the former as it records 
new funds advanced mostly by chartered banks each month, as well as the interest rates associated with these 
new funds and existing funds previously provided to borrowers. Beginning on March 4, 2020, the Bank of Canada 
cut the overnight rate from 1.75% to 1.25%, then to 0.75% on March 16, and once more to 0.25% on March 27. 
These extraordinary emergency rate cuts likely caused the spread between long-term and short-term interest rates 
to widen significantly as longer term rates were slower to adjust. Business loans from chartered banks are, by and 
large, short-term in nature and their rates can be reset relatively easily. As the historical data show, on average 
90% of new business lending is either variable or fixed rate with a term of less than one year. The huge spike of 
new business lending in March (an increase of 43%) was mainly driven by this short-term financing.

Government becomes significant creditor to businesses

With the launch of the Canadian Emergency Business Account (CEBA) program in April of 2020, the Federal 
Government began to offer relief for businesses in the form of a $40,000 loan with $10,000 being forgivable if 
the balance was paid in full before the specified deadline. This program was expanded to include an additional 
$20,000 and accepted applications until June 30, 2021. This was joined by smaller programs that offered co-
lending, direct loans, and other relief.8

By June of 2020, non-financial corporations had made extensive use of the program, pushing the Federal 
Government balance sheet for loan assets beyond $42 billion from less than $13 billion two months prior. 
Simultaneously, businesses reduced their outstanding non-mortgage loans with chartered banks. After May, the 
pace of new applications for CEBA slowed significantly until December of 2020 when the CEBA expansion was 
made available including an additional $20,000 for existing applicants or $60,000 for new ones. This led to a $7.5 
billion jump in government lending in that month alone.

While CEBA was open to all businesses meeting specific criteria,9 some sectors and industries reported greater 
uptake than others. For example, the construction industry received the largest amount as a share of overall CEBA 
funds provided (Table 1).

Table 1
Canadian Emergency Business Account (CEBA) distributions by sector and industry

Industry
Allocation of CEBA Loans Share of GDP (December 2020)

%
Agriculture, forestry, fishing and hunting 5.4 2.2
Mining, quarrying, and oil and gas extraction 0.5 7.9
Utilities 0.0 2.1
Construction 14.2 7.3
Manufacturing 4.3 9.7
Wholesale trade 4.0 5.2
Retail trade 10.3 5.1
Transportation and warehousing 8.0 4.4
Information and cultural industries 1.1 3.3
Finance and insurance 2.0 7.1
Real estate and rental and leasing 4.4 12.8
Professional, scientific and technical services 12.5 6.1
Management of companies and enterprises 0.2 0.3
Administrative and support, waste management and remediation services 4.5 2.6
Educational services 1.3 5.3
Health care and social assistance 9.1 7.1
Arts, entertainment and recreation 1.7 0.8
Accommodation and food services 8.5 2.2
Other services (except public administration) 8.0 2.0
Public administration 0.0 6.8

Note: CEBA proportions retrieved April 2021, first CEBA loans only, data preliminary.
Source: CEBA administrative data, Share of GDP from 36-10-0434-02.

7. This report applies to all banks and foreign bank branches, trust, and loan companies. Only loans booked in Canada and in Canadian dollar are included
8. For further information on COVID-19 support measures and their measurement within the national accounts please see “Recording COVID-19 measures in the 

national accounts” and “Recording new COVID-19 measures in the national accounts”. 
9. Generally, eligibility was determined based on two possible streams: (i) the Payroll Stream where applicants met certain thresholds for employment income paid; 

or, (ii) the Non-Deferrable Expense Stream where applicants had eligible non-deferrable expenses within a specified range. See ceba-cuec.ca for further details.

https://www150.statcan.gc.ca/n1/pub/13-605-x/2020001/article/00001-eng.htm
https://www150.statcan.gc.ca/n1/pub/13-605-x/2020001/article/00001-eng.htm
https://www150.statcan.gc.ca/n1/pub/13-605-x/2021001/article/00002-eng.htm
ceba-cuec.ca
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Marketable debt securities rise in the months following the start of the 
pandemic

As the pandemic drew on, some businesses switched to long-term borrowing. Net debt security issuance by non-
financial corporations was positive from April through September 2020 (Chart 6) with a record net issuance of $10.4 
billion in May. The May issuance was concentrated in manufacturing (NAICS 325), telecommunications (NAICS 
517), and oil and gas industries (NAICS 486). The cumulative 6-month issuance from April through September was 
also a record $33.3 billion. Although these were unprecedented amounts, they were not outsized when compared 
with previous historical peaks; previous 6-month records were $30.8, $29.5 and $28.8 billion in 2013, 2017, and 
2015 respectively.

Note: Short-term is less than a year.
Source: Statistics Canada, Securities Statistics.

Chart 6
Debt security issuances net of redemptions by non-financial corporations
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Spread experienced short-lived widening

Switching from issuance to yields, when the pandemic first arrived in North America, corporate bonds experienced 
a sell-off and the average yield jumped from 2.3% to 3.4% from February to March 2020, a move often associated 
with crises. In contrast, the average yield for risk-free government bonds edged down, reflecting the Bank of 
Canada’s rate cuts and dimmed economic prospects.10 As a result, from February to March the spread between 
these two yields (Chart 7) widened by 1%, the largest divergence since May of 2017.

Given the rapid and significant support provided by policy makers, both in terms of fiscal and monetary interventions, 
corporate bond yields plummeted in April and the following months, outpacing the continued drop in the average 
government bond yield. Consequently, the corporate-government yield spread narrowed rapidly and returned to 
its pre-pandemic level by the end of 2020.

The speed and magnitude of the return to the pre-pandemic spread was unprecedented. In times of economic 
uncertainty, it is expected that this spread will stay elevated for some time; this retreat is even more impressive 
given it coincided with record bond issuances by businesses in May. Companies may have been taking advantage 
of low interest rates to lock in longer term borrowing rates and pay back the bank loans made in March (Chart 4). 
Resting at around 2% by the end of 2020, the average corporate yield touched the lowest level on record since the 
inception of the debt securities data series.11

10. Average yield is calculated using bond issues (weighted by market value) from Statistics Canada’s Securities Statistics.
11. During the same two-year period, the average remaining term to maturity (RTTM) for corporate bonds dropped slightly from 8 years to 7.5 years, which may have 

also contributed to bringing down the average yield.
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Source: Statistics Canada, Securities Statistics.

Chart 7
Corporate-government yield spread
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Differing requirements across industries for structure of debt

The majority of net bond issuances took place in the second quarter of 2020. The composition of these debt 
issuances in terms of currency of issuance, industry, and term to maturity is shown in chart 8. These issuances 
were concentrated in the transportation and warehousing and manufacturing industries. Given the nature of 
the pandemic, many businesses operating in these industries were forced to operate at reduced capacities for 
prolonged periods of time, likely impacting their financing needs. While businesses in the transportation industry 
issued bonds across all terms to maturities and in both domestic and foreign currencies, manufacturers issued 
medium-term foreign currency bonds with maturities between 5 and 10 years.

The debt issuance by these industries is consistent with the increase in foreign currency bank loans one quarter 
prior; both manufacturing and transportation industries showed significant increases in foreign currency banks 
loans in the first quarter and then subsequent increases in foreign currency bonds issued in the second quarter.

Source: Statistics Canada, Securities Statistics.

Chart 8
Debt financing by currency, industry, and term to maturity, second quarter 2020
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Non-residents remained important creditor during the pandemic

Throughout 2020, the non-resident sector remained an important creditor for private non-financial corporations. 
By book value12 terms, foreign creditors consistently held about half of the outstanding debt securities of private 
non-financial corporations throughout 2020, falling in a narrow band from a high of 50.4% in March ($301.7 billion) 
to a low of 47.6% ($289.7 billion) in December. The share of foreign holdings in 2020 hovered around the average 
of the past five years (49.5%).

Furthermore, the non-resident sector supplied liquidity in both primary and secondary markets and this likely helped 
support the price stability of debt securities of private non-financial corporations during the pandemic. In May 
2020, non-resident creditors acquired a net $4.2 billion of bonds in the primary market, out of the unprecedented 
$12.1 billion of business borrowing from all creditors. In addition, over the second and third quarters of 2020 when 
businesses posted a record $30.1 billion total net issuance of bonds, $12.3 billion was raised directly from non-
resident creditors. At the same time, non-resident investors were net purchasers of bonds issued by Canadian 
private non-financial corporations in the secondary market, buying for nine out of the twelve months in 2020 for a 
total of $2.9 billion over the year.

On an industry basis, foreign creditors played a more important role for certain industries. In 2020, foreign markets 
became an important source of funds among the administrative and support, waste management and remediation 
services industries. Net issuance abroad amounted to $3.3 billion, compared to an average of $654 million in 
the previous five years. By the end of 2020, foreign creditors held 79.5% of the outstanding debt securities in 
these industries. In addition, the manufacturing industry and the transportation and warehousing industry, which 
were negatively impacted by the global pandemic, saw strong foreign investment continue in 2020. Non-resident 
investors added $3.1 billion of debt securities from each of these two industries over the year. Foreign investment 
was led by secondary market activities, which likely helped stabilize the prices of these debt securities. By the end 
of 2020, non-resident creditors held 83.6% of the debt securities issued by the manufacturing industry and 42.2% 
of the debt securities issued by the transportation and warehousing industry.

Source: Statistics Canada, Securities Statistics.

Chart 9
Issuances and retirements with non-resident creditors on foreign currency denominated Canadian debt securities, by industry
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On a currency basis, foreign markets were particularly important for private non-financial corporations raising funds 
in foreign currencies. Around 92% of their foreign currency debt securities were held by the non-resident sector in 
2020 and in the previous five years. Private non-financial corporations raised $40.2 billion of funds from abroad in 
2020 in the form of foreign currency denominated debt securities, compared to an average of $33.7 billion in the 
previous five years. These funds were mainly used for the purpose of debt refinancing.

12. Book value of debt is equal to nominal value of debt in the Canadian System of National Accounts.
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Debt securities repayment and servicing pressure remains moderate

The debt securities to be repaid or refinanced in 2021, including money market instruments and bonds, totaled 
$43.2 billion for private non-financial corporations at the end of 2020. This amount accounted for around 7.1% of 
all outstanding debt securities for the sector. This proportion was down slightly from an average of 7.9% over the 
past five years. In comparison, the government sector faced relatively higher pressure to repay or refinance their 
debt securities by the end of 2020, as 23.3% of their debt securities are due in 2021.13

Meanwhile, the obligations related to the servicing of debt securities in the form of interest payables to creditors 
were up by 3.0%, from $6.5 billion in 2019 to $6.7 billion in 2020. This growth rate was outpaced by a 4.3% 
increase in the value of debt securities outstanding, from $583.5 billion in 2019 to $608.8 billion in 2020. During 
the year, private non-financial corporations benefited from lower interest rates from refinancing activities. At the 
same time, as half of their debt securities were denominated in foreign currencies, a strengthening Canadian dollar 
in 2020 effectively reduced the interest payables for these securities in Canadian dollar terms.

Note: Debt refers to non-mortgage loans and debt securities.
Source: Statistics Canada, Table 36-10-0580-01, National Balance Sheet Accounts; Table 36-10-0116-01 Current and capital accounts - Corporations, Canada, quarterly; Statistics Canada 
calculations.
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Overall, businesses paid $81.2 billion in interest14 in 2020, a decline of 7.1% from the previous year despite a 6.7% 
rise in the level of business credit. The implied yield on business debt as measured by the interest as a proportion 
of loans from non-affiliates and debt securities at nominal value hovered around an average of 1.7% in the two 
years leading up to 2020. On the heels of record cuts to the policy rate by the Bank of Canada and significant 
refinancing activity, this rate fell to 1.5% in the first quarter of 2020 and has since remained below the recent 
historical average.

13. This is due to the abnormally large issuances of short-term debt (T-Bills) at the onset of thee pandemic.
14. This is before any adjustments for financial intermediation services indirectly measured.
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Looking ahead

As the initial shock of the pandemic wears off, Canadian businesses possess high levels of debt. The potential 
of persistent low interest rates could allow businesses to navigate elevated debt levels and continue to remain 
profitable; however, the expectation of persistent low interest rates may present a risk to business as it encourages 
borrowing in the near term that may not be affordable in the long term. The shock of the pandemic was felt in 
all aspects of our lives, and corporate financing was no different. Government programs helped cushion the 
shock. The Canadian Emergency Business Account (CEBA) was widely used by small businesses, and hopefully 
economic conditions will have changed when these loans become due in December of 2022.

The costs of borrowing in the post-pandemic era will depend upon multiple factors, for example, inflation expectations, 
the performance of government yields, as well as the willingness of creditors to fund debt, which is reflected in the 
size of the bid-ask spread of corporate yields and their spread against the government yields. As a significant 
amount of business debt securities are at the lowest tier in the investment grade, they are sensitive to potential 
credit downgrades, which add significant costs to borrowing. Other factors include exchange rate movements, 
fiscal and monetary support to businesses and the economy, as well as the speed of the global recovery.
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