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Op-ed: Financial system soundness, is this déjà vu all over again? 
By Warren Lovely & Stéfane Marion 

Note: This Market View comment, which may read to some like a public service announcement, evokes memories of the 2008 Global Financial Crisis (GFC). 
We do not position this as corporate credit analysis. Rather, we highlight a long-standing feature of Canada’s financial system—its relative strength and 
soundness—which is presumably a consideration for any number of investors, whether taking exposure to Canada in rates, credit, equity or currency markets. 

Let’s take a quick trip down memory lane if you’ll permit. Below are two sets of remarks from two different Canadian finance ministers from two 
different political parties at two different points of time (one from 2009 and another from yesterday). Nonetheless, both statements address 
the country’s banking sector health. If they look, feel and sound similar, that’s really no coincidence: 

“The Canadian financial system is better equipped to cope with the challenging global financial situation than financial systems in most 
other countries. Canada has a less-leveraged and better-capitalized banking sector compared with other countries. As a result, wholesale 
borrowing costs paid by Canadian banks have risen less than for banks in other countries.” – Finance Minister Jim Flaherty via Government of 
Canada Budget 2009 (budget presented 27-Jan-2009) 

“We have strong institutions, and we have a financial system that has proven its strength time and again. Our financial institutions have 
the capital they need to weather periods of turbulence. A hallmark of Canadian banks is prudent risk management—and this is also a core 
principle for those of us who regulate the financial system… Canadians can and should be confident that at a time of global uncertainty, 
there is no better place to be than Canada.” – Deputy Prime Minister & Finance Minister Chrystia Freeland via speech ahead of Government of Canada 
Budget 2023 (remarks delivered 20-Mar-2023) 

Freeland’s fresh comments were meant to soothe frayed nerves in the wake of U.S. bank failures and the rushed consolidation of a venerable 
Swiss financial institution with a long-time rival/peer. For some, this may spark feelings of déjà vu. Thinking back on the GFC, pronouncements 
regarding the soundness of Canada’s financial system were an almost daily occurrence. We joke, but only a little. Countless times, Canadian 
officials trumpeted the strength, stability and oversight that characterized banking in Canada. Back then, you’d see Canadians proudly waving 
an international ranking of banking soundness assembled by the World Economic Forum (as part of its annual competitiveness report). After 
all, there was Canada taking pride of place in the #1 spot, where we stayed for a number of turbulent and influential years. 

Around this time, other rankings focused on the strength of individual institutions. Rewind a dozen years or so and scan Bloomberg’s annual 
tally of the ‘world’s strongest banks’; you would have seen five of Canada’s big-six banks (including National Bank) in the top-20 list. That was 
a truly dominant showing given the country’s relative size and total number of eligible financial institutions. 

Ironically, as we gained some distance from the GFC and as attention shifted away from financial system health, Canada’s banking system 
scores become somewhat less impressive (relatively speaking). Canada lost its #1 ranking in the WEF’s listing of ‘soundness of banks’ back in 
2016, as Finland took over top spot. By 2019–the last time the WEF produced a full competitiveness ranking of 140-odd countries–Canada had 
slipped to 6th place in banking sector soundness. An abbreviated WEF competitiveness report from late 2020, although absent a fresh or full 
list of rankings, focused on the relative change in banking system soundness vs. 2008, giving the impression Canada was losing ground.  

Meanwhile, you won’t find as many Canadian banks clustered on Bloomberg’s ‘strongest banks’ list these days. Technically, there are now two 
in the top 20 compared with the rather impressive five Canadian institutions that once crowded this list. What was once Canadian dominance 
has seemingly shifted to Asia and the Middle East (at least according to Bloomberg). We caution about placing too much stock in these types 
of rankings. Case in point: Guess which institution ranked #20 on Bloomberg’s latest list of the world’s strongest banks? That’s right, Credit 
Suisse Group. As it happens, UBS is also on Bloomberg’s list, so the absorption of the former by the latter presumably creates space for another 
bank to join the list. Perhaps there’s a Canadian financial institution just waiting in the wings? We’ll have to wait and see. 

The point is Canada’s financial system (and more specifically the nation’s banking sector) doesn’t seem to have as complete a set of 
international bragging rights the way it did back in 2008-09. There are financial risks in Canada to be sure, not least of which is a heavily 
indebted consumer class now contending with a rather aggressive adjustment in borrowing rates. But as Deputy PM/Finance Minister Freeland 
was right to point out yesterday, Canadian banks continue to operate in a structurally sound financial ecosystem, highlighted by stringent 
regulation, forceful oversight, sophisticated risk management, relative deposit stability and adequate capitalization among other things. 

We may not have fresh WEF rankings to hold aloft in 2023, but Canada’s banking system continues to rank relatively favourably with credit 
rating agencies. Consider: S&P assigned Canada some of the best scores (in absolute and relative terms) in its latest banking industry country 
risk assessment (or BICRA for short). Again, one should always be careful about the pounding the table with such things, as Switzerland was 
also included with Canada (and nine other advanced nations) at the top of S&P’s BICRA rankings. 

It's presumably worth asking if this message of ‘relative financial system soundness’ is getting through to investors? Judging from the last couple 
of weeks—much of it characterized by acute turbulence—the answer appears to be ‘yes’. We have witnessed relatively less noise and damage 
to financial spreads in Canada’s corporate bond market vis-à-vis the U.S. or Europe. It’s a similar story in equity markets, where our well 
capitalized Canadian financials have suffered relatively less… and for good reason in our opinion. Canada’s apparent financial system 
superiority (at least in terms of soundness/stability) is no birthright and it must be guarded assiduously. The risk is that in calmer times, financial 
system soundness may appear an undervalued element on Canada’s list of strategic advantages/selling points. But if anyone needed 
reminding, all it takes is a banking system wobble to reinforce the inherent value and appropriateness of our nation’s approach to banking.
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may 
be subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update 
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis 
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this 
Report constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 
circumstances.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of 
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

US Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major US Institutional Investors only.   

This report is not subject to US independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume 
any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)).  If 
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 
for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) 
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 
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