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Canada
MARKET REVIEW
While the machinery and equipment market continues to struggle in the wake of low commodity prices and a sluggish economy,
the fleet vehicle markets remain red hot leading to an increase in
new assets financed of 3.6% in 2015 to C$35.4bn and a total of
C$109bn in assets financed.
The CFLA’s membership includes companies that finance
machinery and equipment including commercial vehicles as well
as vehicles for the consumer market. This article has excluded
information on the retail vehicle market.
The CFLA’s definition of the asset-based finance market is
broader than that used previously but the core principle remains
consistent: the financing is used to purchase machinery, equipment and vehicles where the finance company retains ownership
of the asset for the life of the contract. Asset-based finance remains
significantly different from traditional lending in the structure of
the finance contract, the pricing of risk and the assessment of
value of the asset during and after the contract ends.
While there is no change in the type of assets included in the
statistics, lines of credit have been added to the list of credit products (that is, to leases, secured loans and conditional sales
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contracts). Lines of credit using
equipment as the main collateral
Table 2: Public and private spending on new
have long been common for key segmachinery and equipment
ments of the industry, particularly in
Spending (C$m)
% Growth
the farm sector, and are now growing
in importance for mid-ticket busi2016 F
2015
2016 F
2015
ness where all of a customer’s equipment financing needs can be met by
Canada
83,752
87,137
–3.9%
4.9%
providing them with a line of credit
Atlantic Provinces
4,791
5,536
–13.5%
18.6%
Quebec
12,938
11,779
9.8%
4.1%
secured against the equipment
Ontario
29,934
29,319
2.1%
16.3%
acquired with that credit.
Manitoba
2,903
3,039
–4.5%
–0.8%
Finally, the list of credit
Saskatchewan
4,961
5,909
–16.0%
6.3%
Alberta
18,325
21,963
–16.6%
–10.4%
providers is now an economy-wide,
British Columbia
9,348
9,064
3.1%
9.4%
comprehensive list that includes
banks, credit unions, insurance comSource: Statistics Canada, Catalogue No. 11-001-X (2016)
panies, government agencies, the
finance affiliates of manufacturers
(the so-called “captive finance companies”), independent finance companies and vendors, many of ward, the Canadian economy is expected to grow by 1.3% in
2016 and by 2.0% in 2017. Government investment spending
whom were not included in CFLA member surveys in the past.
Prepared for CFLA by The Centre for Spatial Economics, this leads growth in 2016 while in 2017 exports and household
article provides a review of recent trends along with the outlook spending lead growth.
Economists anticipate modest economic growth in most
for and highlights of major directions in the asset-based finance
major markets around the world in 2016 and 2017. The US will
sector.
Economic and capital investment outlook. Canadian ecoslow to around 1.7% in 2016 while Europe and Japan will grow
nomic growth slowed sharply in 2015, pulled down by the col- about 1.4% and 0.8% respectively. China’s growth will continue
lapse in oil prices in 2014. Real GDP grew 1.2% in 2015, down to slow from its torrid pace of the last decade but many analysts
from 2.5% in 2014 and public and private investment spending are concerned that their economy could slow much more rapidly;
on machinery and equipment slowed to 4.9% in 2015 after grow- having a significant impact on the global economy. Risks to the
ing 6.5% in 2014.
outlook are predominantly negative with various geo-political
The decline in oil prices had a significant impact on eco- events likely to have an impact on the global economy.
nomic growth in this country but now the decline in the
British Columbia led the country in terms of economic
Canada-US exchange rate is exerting its influence. Looking for- growth in 2015 at 3.0% followed by Ontario at 2.6% while lower
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oil prices pushed the economies of Alberta, Saskatchewan and
Newfoundland and Labrador into reverse. Economic growth is
expected to be equally tepid in 2016 at 1.3% with a similar pattern of growth – or lack thereof – across the country.
Table 1 shows the determinants of asset-based finance
market growth along with their outlook for 2016 and 2017. The
machinery and equipment investment data is from Statistics
Canada’s public and private investment survey and includes its
outlook for 2016. The 2017 forecast is derived from the C4SE’s
Summer 2016 forecast. Low interest rates since the Great
Recession have helped promote investment spending and new
vehicle purchases and lowered the cost of funds for asset-based
lenders.
The Statistics Canada survey of public and private investment intentions for 2016 anticipates a 3.9% or C$3.4bn fall in
public and private machinery and equipment capital spending in
2016 following a 4.9% increase in 2015.
Growth in spending on new equipment varied across the
country in 2015 with strong gains in Ontario, British Columbia
and the Atlantic Provinces while Alberta’s economy struggled
with the collapse in oil prices. Spending patterns are expected to
shift in 2016 with Alberta’s ongoing pain spreading across the
country. Declines in machinery and equipment spending are
also expected in the Atlantic Provinces, Manitoba and
Saskatchewan.
On an industry basis, the weakest sectors for public and private machinery and equipment spending in 2015 were, unsurpris-

Growth in the Canadian asset-based finance market rose in 2015 to 3.6%.
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ingly, mining and oil and gas extraction along with utilities and
construction. Areas of strength include: the public sector, healthcare, manufacturing and transportation and warehousing. In 2016,
the mining and oil and gas extraction sector will remain weak but
this weakness will now extend to several service sector industries:
real estate, rental and leasing, administrative and support services,
health care and social assistance and other private services.
The public sector remains one of the few sources of strength.
It is joined by the utilities sector which bounces back from the
previous year’s declines and information and cultural industries.
Financial market developments. After the financial market
turmoil that led to the Great Recession, interest rates have been,
and will continue to be, almost boring. Forecasters and policy
makers alike continue to warn that interest rates will rise ... one
day. And will be proven right; but just when rates in Canada will
rise remains a very open question.
Short-term rates, as measured by the three-month treasury
bill rate, were cut in 2015 in response to lower commodity prices
and a worsening economic outlook to 0.5% in 2015 and will
remain weak throughout 2016 but could start to rise to in 2017.
The yield on 10-year Government of Canada bonds is expected
to average 2.0% in 2016 and rise to 2.3% in 2017.
The Canada-US exchange rate has affirmed its petro-currency status; depreciating sharply in 2015 to US$0.78. It is
expected to appreciate marginally to US$0.79 in 2016 and to
US$0.80 in 2017. Another shift in commodity prices will, however, change everything.
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The federal government continues to support the securitisation of
equipment and vehicle lease and loan
portfolios through the Funding
Platform for Independent Lenders
(F-PIL) programme.1 The programme is a public-private partnership between the BDC and TAO
Asset Management that provides
funding on commercial terms and on
a match fund basis to independent
small and medium-sized finance or
leasing companies that extend
financing for vehicles and/or commercial equipment.
Asset-based finance market in
Canada. The Canadian asset-based

Table 4: Asset-based finance market: Equipment and
commercial vehicles

New business (C$m)
% change
Finance assets (C$m)
% change
Finance penetration rate

2016F

2015

2014

32,184
–9.0%

35,367
3.6%
109,270
6.1%
41%

34,124
–0.4%
102,947
2.4%
41%

38%

Source: Canadian Finance and Leasing Association

Table 5: New business finance by credit instrument
and source in 2015

finance market consists of public and
Value (C$m)
Share
private-sector finance of new
machinery and equipment, and the
Equipment and commercial vehicle finance by credit instrument
Lease
11,903
34%
financing of fleet and retail vehicles.
Secured loan
6,622
19%
The retail vehicle market segment
Line of credit
10,201
29%
has been removed from the statistics
Credit card
6,641
19%
Equipment and commercial vehicle finance by source
for the purposes of this article.
Banks
15,725
44%
Asset-based finance new busiIndependent finance companies
6,553
19%
ness volumes are heavily influenced
Manufacturers’ captive finance companies
6,791
19%
Other finance companies
6,298
18%
by trends in the economy. The recession of the 1990s led to a decline in
Source: Canadian Finance and Leasing Association
new business volumes as did the
financial crisis starting in 2008 and
the subsequent recession. Total new
business volumes have risen by an average 3.8% a year from an estimates based on extensive research conducted on the behalf of
estimated C$14bn in 1990 to C$35bn in 2015. The finance pen- the CFLA. While every attempt has been made to ensure that
etration rate has varied over that period from a low of 26% in they are representative of activity in the market, it is possible –
perhaps even likely – that additional research will allow further
2009 to a high of 44% in 2013.
Growth in the asset-based finance market rose in 2015 to refinement and improvements to these estimates in the future.
3.6% from a decline of 0.4% the previous year for new business.
The fleet vehicle market was the strongest segment: growing Notes:
22.6% in 2015 while machinery and equipment fell 3.9%. The 1 This programme was formerly known as the Vehicle and Equipment
Finance Partnership (VEFP) and was introduced as part of the federal
total value of assets financed by the industry is estimated to have
government’s response to the 2009 financial crisis.
grown 6.1% in 2015 to C$109bn up from a 2% increase in 2014. 2 This statistic is often referred to as the penetration rate. Comparisons of
this rate with previous estimates of the leasing penetration rate are not
The asset-based finance sector was estimated to finance 41%2
possible because of changes in both the types of financing and the types
of all spending on equipment and commercial vehicles in 2015:
of organisations included in the estimate of new business.
unchanged from 2014. The outlook for new business in 2016 is
based in part on Paynet’s CBLI for the first half of the year which
Author:
has shrivelled 13% compared to the same period in 2015 and
Robin Somerville
declines by more than the slowdown anticipated by Statistics
Director
Canada’s survey of public and private investment spending.
The Centre for Spatial Economics
336 Bronte Street South, Unit 221
Leasing is estimated to account for 34% (up from 31% in
Milton, Ontario L9T 7W6
2013) of the C$35.4bn of equipment and commercial vehicles
Canada
financed in 2015 while lines of credit account for over 29% of
Tel: +1 905 337 3855
Email:
new business finance and secured loans and credit cards account
rsomerville@c4se.com
for 19% each. Banks supply 44% of all financing while manufacWebsite:
turers’ captive finance companies, independent and other finance
www.c4se.com
companies split the balance of the market equally.
The reader is cautioned that the statistics presented here are
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