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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· Revenue is still forecast to grow for the Canadian Commercial Banking industry, despite the adverse economic
effects from the COVID-19 (coronavirus) pandemic. For more detail, please see the Current Performance chapter.

· The average industry profit margin has declined slightly due to low interest rates over most of the five years to
2021. For more detail, please see the Cost Structure Benchmarks chapter.

· Demand from the industry's major markets is forecast to fluctuate more than usual due to increase economic
uncertainty. For more detail, please see the Major Markets chapter.

Note: The content in this report is currently being updated to reflect the trends outlined above.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition Operators in the Commercial Banking industry in Canada provide financial services to retail and business clients in

the form of commercial, industrial and consumer loans. Banks also accept deposits from customers, which are used
as a source of funding for the loans. Banks in this industry include those that are regulated by the Office of the
Superintendent of Financial Institutions.

Major Players Toronto-Dominion Bank

Royal Bank of Canada

Scotiabank

Bank of Montreal

Canadian Imperial Bank of Commerce

Main Activities The primary activities of this industry are:

Providing home equity loans and lines of credit

Providing automobile loans

Providing real estate secured lending

Providing personal deposit products

Providing business banking services

The major products and services in this industry are:

Mortgage loans

Consumer loans

Business loans

Credit and debit card fees

Other
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Supply Chain

SIMILAR INDUSTRIES

Apartment & Condominium
Construction in Canada

Credit Unions in Canada Loan Administration, Cheque
Cashing & Other Services in
Canada

Insurance Brokers & Agencies in
Canada

       

       

RELATED INTERNATIONAL INDUSTRIES

Global Commercial Banks Commercial Banking in the US Private Banking Services National and Regional Commercial
Banks in Australia

Foreign Banks in Australia Commercial Banks in China Banks in the UK Financial Technology in the UK

Banking in New Zealand Banks in Ireland    
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Industry at a Glance
Key Statistics

$221.4bn
Revenue

Annual Growth

2016–2021

5.6%

Annual Growth

2021–2026

2.4%

Annual Growth

2016–2026

 

$77.9bn
Profit

Annual Growth

2016–2021

5.3%

  Annual Growth

2016–2021

 

35.2%
Profit Margin

Annual Growth

2016–2021

-0.5pp

  Annual Growth

2016–2021

 

83
Businesses

Annual Growth

2016–2021

-0.5%

Annual Growth

2021–2026

0.2%

Annual Growth

2016–2026

 

278k
Employment

Annual Growth

2016–2021

0.2%

Annual Growth

2021–2026

1.6%

Annual Growth

2016–2026

 

$35.7bn
Wages

Annual Growth

2016–2021

3.3%

Annual Growth

2021–2026

1.8%

Annual Growth

2016–2026

Key External Drivers % = 2016–21 Annual Growth

2.0%
Consumer confidence index

10.4%
Corporate profit

-0.3pp
Overnight rate

2.0%
Aggregate household debt

N/A
Regulation for the Commercial
Banking industry

 
Industry Structure

POSITIVE IMPACT

  Barriers to Entry
High / Steady   Industry Globalization

Low / Steady

MIXED IMPACT

  Life Cycle
Mature   Capital Intensity

Medium

  Technology Change
Medium

NEGATIVE IMPACT

  Revenue Volatility
High   Industry Assistance

Low / Steady

  Concentration
High   Regulation & Policy

Heavy / Steady

  Competition
High / Increasing

 

Key Trends

 Overall banking activity has increased across the six largest
banks

 Some of the major operators have cut costs by reducing the
number of branches

 The number of industry establishments is anticipated to
decline

 Aggregate household debt is expected to move toward more
sustainable levels

 Current investor uncertainty over global economic growth
may create some volatility in investment activity

 Technological innovation is likely to continue affecting
commercial banking operations

 Decreasing interest rates have caused operators to earn
less interest on loans
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High & Steady Barriers to Entry

  Low Imports

  High Profit vs. Sector Average

  Low Customer Class Concentration

  Low Product/Service Concentration

  High Revenue per Employee

   

WEAKNESSES

  Low & Steady Level of Assistance

  High Competition

  High Capital Requirements

   

OPPORTUNITIES

  High Revenue Growth (2016-2021)

  High Performance Drivers

  Regulation for the Commercial Banking industry

   

THREATS

  Low Revenue Growth (2005-2021)

  Low Outlier Growth

  Low Revenue Growth (2021-2026)

  Overnight rate
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Executive Summary Loaned out: Growing household debt and consumer spending will likely
increase interest income

Despite low interest rates and some hiccups in economic growth, the Commercial Banking industry in Canada has
expanded over the five years to 2021. Banks have done an exceptional job of diversifying revenue streams and
overcoming limits imposed by low interest rates and increasing regulations. The industry primarily generates
revenue through interest income sources, such as business loans and mortgages, but it also generates income
through noninterest sources, which include fees on a variety of services and commissions. Consequently, industry
revenue is expected to grow an annualized 5.5% to $221.4 billion over the five years to 2021, including an increase
of 4.1% in 2021 alone. The growth in 2021 can be mainly attributed to the steady economic recovery after the peak
of the COVID-19 (coronavirus) pandemic, as decreasing interest rates caused operators to earn less interest on
loans. Consequently, profit is anticipated to slightly contract over the five years to 2021 as a result of the increased
provisions for credit losses (PCL), caused by the uncertainty stemming from the pandemic.

Industry revenue generated by interest income sources depends on demand for loans by consumers and the
interest banks can charge on that capital it lends out. Therefore, low interest rates over the past five years have
limited the price banks can charge for loans. As a result of these lower interest rates, demand for business loans
and mortgages have thrived prior to 2020. This has supported the growth of interest income across the industry.
Moreover, technological innovations have disrupted traditional banking features. The growing trends of online and
mobile banking have increased customer engagement and loyalty, which has further aided the industry's expansion.

Over the five years to 2026, projected increases in interest rates and improvements in corporate profit are
anticipated to boost interest income from lending products. However, the remarkable debt levels of Canadian
households make it increasingly likely that a period of deleveraging will begin over the next five years. Quicker
growth rates in household debt and consumer spending are expected to increase interest income. Additionally,
improving macroeconomic conditions such as unemployment and private investment is expected to further boost
industry revenue. As a result, industry revenue is forecast to increase at an annualized rate of 2.4% to $249.0 billion
over the five years to 2026.
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Industry Performance

Key External
Drivers

Overnight rate

The overnight rate is the interest rate at which major financial institutions can borrow and lend short-term funds to
one another. Since commercial banks benefit from an increasing net interest margin, which is the difference
between interest paid on deposits and interest obtained from loans, increases in the overnight rate tend to widen this
margin, boosting revenue and industry profit. The overnight rate is expected to decrease in 2021.

 

Aggregate household debt

Aggregate household debt is reflective of demand for personal and consumer loans in an economy. When demand
for such loans is high, banks generate more revenue through interest on these loans and through origination fees.
Aggregate household debt is expected to increase in 2021, representing a potential opportunity for the industry.

 

Corporate profit

Changes in corporate profit tend to dictate demand for credit from the corporate market segment. When corporate
profit increases, commercial loan demand and transaction fees also rise. Corporate profit is expected to increase in
2021.

 

Consumer confidence index

The Consumer Confidence Index measures consumer optimism about the current macroeconomic environment and
is strongly correlated with aggregate household debt levels. When the Consumer Confidence Index increases,
aggregate household debt tends to rise as well since households are confident about their ability to handle more
debt, which benefits industry interest income. The Consumer Confidence Index is expected to rise in 2021.

 

Regulation for the Commercial Banking industry

The Office of the Superintendent of Financial Institutions has put forth an aggressive timeline for Canadian banks to
comply with Basel III requirements. While Basel III will increase capital requirements and potentially improve the
reputations of Canadian banks on a global scale, it will also temper lending and increase compliance costs, to the
detriment of industry profit. Regulation for the Canadian Commercial Banking industry is anticipated to rise in 2021,
posing a potential threat to the industry.

 



Commercial Banking in Canada November 2021

11 IBISWorld.com

Current
Performance

Despite the loose monetary policy that has kept interest rates low, the
Commercial Banking industry in Canada has grown over the five years to
2021.

The industry has been regarded as one of the safest in the world due to its sound regulatory laws, concentration and
overarching system. As a result, the effect of the global financial crisis of 2008 on the industry was much weaker
than it was in the US banking industry; refer to IBISWorld report 52211 for more information. The six largest
commercial banks in Canada, which collectively account for more than 90.0% of total industry revenue, include the
Royal Bank of Canada, Toronto-Dominion Bank, the Canadian Imperial Bank of Commerce, Scotiabank, Bank of
Montreal and the National Bank of Canada. While some major operators might outperform others, the overall
performance of these banks dictates industry growth.

The main source of revenue for banks is the interest it charges on lending products such as mortgages, car loans
and business loans. The products offered by banks are financed by using capital from client deposits, such as
savings accounts or certificates of deposit. Therefore, profit depends on the net interest margin, which is the spread
between interest paid by the bank on customer deposits and interest charged by the bank on its lending products.
The other major source of revenue is the noninterest segment. A given bank offers a manifold of products and
services, such as credit cards and advisory, from which it charges fees and commissions.

As a result, macroeconomic factors that affect demand for credit financing, including the net interest margin or
overall commercial banking activity, have a strong influence on the industry's performance. Such factors have led to
a lower net interest rate margin, which has affected the growth of the industry. Depressed economic conditions have
forced the Bank of Canada to begin its monetary easing program, to help stimulate a depressed economy after the
peak of the COVID-19 (coronavirus) pandemic. However, this has also driven high demand for loans and strong
banking activity across the economy for both personal and business clients. As a result, industry revenue is
expected to grow an annualized 5.5% to $221.4 billion over the five years to 2021, including an increase of 4.1% in
2021 alone. The growth in 2021 can be mainly attributed to a steady economic recovery after the peak of
coronavirus. As vaccines continue to roll out, country borders open up and consumer confidence increases, demand
for operators is expected improve and slowly return to the normal business cycle volatility.

PANDEMIC EFFECTS

Subsequently, industry revenue decreased 12.2% in 2020 alone, which is
mainly due to the coronavirus pandemic.

This macroeconomic shock has been similar to none other experienced over the past century and has resulted in
poor economic conditions such as decreased consumer spending, consumer confidence, rising unemployment and
falling interest rates. These drivers have been the main reasons for revenue contracting in 2020. The decrease in
consumer spending lowers the industry's noninterest revenue since consumers have less discretionary income and
thus spend less, which in turn lowers the amount banks earn from service fees, such as overdraft fees, ATM fees
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and other fees associated with standard commercial banking accounts. In addition, due to the decreased interest
rates, banks earn less from their lending products since lenders are forced to lower the amount of interest charged
on a loan to stay competitive.

FAVOURABLE ECONOMIC ATMOSPHERE FOR THE BIG SIX

The industry has benefited from the stable growth of the economy and
favourable macroeconomic factors during most of the period.

Although low interest rates have kept the bank's net interest margin small, it has made borrowing less expensive for
households and businesses. As a result, complemented with increasing disposable income and low unemployment
over most of the past five years, loan origination has flourished. Aggregate household debt has grown an annualized
2.0% over the five years to 2021, and has fuelled interest income across the six largest banks. This growing
consumption is exemplified by growth in total retail sales during the same period. Consequently, overall banking
activity has increased across the six largest banks, which has supported revenue growth from the noninterest
income sources. In an effort to counteract subdued interest income, rising competition and mounting regulation, the
six largest banks have continued to acquire smaller competitors. Acquisitions provide a means for industry operators
to achieve economies of scale and boost revenue and profit.

FLUCTUATING PROFITABILITY

Despite the historically low interest rates, industry profit increased to an
all-time high in 2018.

However, industry profit is expected to slightly decline over the five years to 2021, as the net interest margin remains
low and a higher percentage of revenue originates from business loans and noninterest revenue sources, which are
both less profitable than consumer loans. Industry profit, measured as earnings before interest and taxes, is
expected to account for 35.2% of revenue in 2021, down from 35.7% in 2016. Additionally, as more clients start
moving toward mobile and online banking, some of the major operators in the industry have been cutting costs by
reducing the number of branches.

SHIFTS IN INDUSTRY TRENDS

According to 2019 data from the Canadian Bankers Association (latest
data available), 53.0% of Canadians primarily used online banking in 2018,
up from 47.0% in 2012, while primary use of mobile banking increased
from 5.0% in 2012 to 23.0% in 2018.

Given the proliferation of online and mobile banking, this service has become less of a competitive advantage and
more of a required offering. In 2020, the Royal Bank of Canada launched a new artificial intelligence (AI)-based
electronic trading platform called Aiden. The launch of Aiden is expected to help acquire and retain mobile users as
this AI platform is programed to navigate the challenges of dynamic market conditions in real time, without the need
to continuously recode such as traditional algorithms.

This momentous shift in the industry has caused significant changes in strategy. Many of the major operators have
reduced the number of brick-and-mortar branches as the need for in-person banking is curtailed by the availability of
consumer-centric mobile and online platforms for everyday banking needs. As a result, the number of industry
establishments is anticipated to decline, falling an annualized 1.1% to 6,543 locations over the five years to 2021. As
branches close, most workers involved in everyday branch operations are expected to be laid off. However, industry
employment is still expected to rise, increasing an annualized 0.2% to 278,186 workers over the five years to 2021.
The average wage in the industry is also likely to increase as the workers being replaced for branch workers are
increasingly skilled.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Overnight
rate
(%)

2012 149,244 81,142 7,850 74.0 275,280 N/A N/A 24,730 N/A 1.00
2013 149,481 83,132 7,927 80.0 279,795 N/A N/A 25,849 N/A 1.00
2014 151,972 85,776 7,860 82.0 280,145 N/A N/A 27,469 N/A 1.00
2015 156,915 90,636 7,722 82.0 280,115 N/A N/A 29,554 N/A 0.60
2016 169,016 95,228 6,930 85.0 275,450 N/A N/A 30,409 N/A 0.50
2017 181,341 105,571 6,667 85.0 275,825 N/A N/A 31,435 N/A 0.70
2018 212,562 123,181 6,609 86.0 274,835 N/A N/A 32,037 N/A 1.40
2019 242,374 128,654 6,570 88.0 281,000 N/A N/A 33,892 N/A 1.80
2020 212,695 105,610 6,540 83.0 271,703 N/A N/A 34,754 N/A 0.50
2021 221,406 120,269 6,543 83.0 278,186 N/A N/A 35,702 N/A 0.30
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Industry Outlook
Outlook The Commercial Banking industry in Canada is expected to experience

moderate growth as the Canadian economy starts to normalize after the
COVID-19 (coronavirus) pandemic.

Consumers are reducing their spending and are anticipated to deleverage amid slower economic growth and rising
interest rates. Although low in comparison with past numbers, the overnight rate is expected to increase to 1.8% in
2026, which could translate to higher interest income, but lower volume over the five years to 2026. Consumer
spending and aggregate household debt are both expected to increase moving forward, with consumer spending
rising an annualized 2.9% over the five years to 2026, while aggregate household debt growing an annualized 2.3%
during the same period. These growth rates illustrate the normalization of an economy despite contracting greatly in
2020. This is expected to tame overall banking activity, which is not necessarily harmful to the industry since it
reflects an overall stabilization of the economy. Overall, industry revenue is expected to grow an annualized 2.4% to
$249.0 billion over the five years to 2026.

HOUSEHOLD DEBT AND MODERATE ECONOMIC ACTIVITY

Over the next five years, aggregate household debt is expected to move
toward more sustainable levels as higher interest rates make loans more
expensive and encourage higher saving rates.

The deleveraging process is expected to follow precautionary measures by households for this reason, which could
tame interest income growth. This is also a result of anticipated slower growth in consumer confidence, which may
be caused by uncertain economic conditions, illustrated by slower growth rates during the latter half of the outlook
period. In addition, as interest rates are forecast to increase and inflation becomes a growing concern, the industry's
net interest margin is forecast to increase while loan origination volumes will likely decline, causing revenue to grow
at a slower rate over the five years to 2026.

Despite some potential threats, the economy is expected to grow moderately. Corporate profit is anticipated to
increase alongside private investment and support consumer behaviour, which is a sign of healthy economic activity.
Potentially, banks will be able to maintain similarly high levels of loan origination in the business sector and charge
higher interest rates to counteract a potentially slower interest income from household loan origination. Noninterest
revenue from fees and commissions are also expected to remain strong. Overall, trade and geopolitical tensions
have the potential to harm industry revenue if businesses decide to mitigate risks, which could dull banking activity
in this segment. The current investor uncertainty over global economic growth may create some volatility in
investment activity.

MOUNTING REGULATION AND TECHNOLOGY

Commercial banks in Canada could experience the potential burden of
increasing government regulation over the five years to 2026, despite their
strong financial positions.

On January 1, 2013, the Office of the Superintendent of Financial Institutions (OSFI) stated that all Canadian banks
must start to follow Basel III regulations, which focus on improving financial stability by making banks raise both the
quality and quantity of their capital base, while also limiting the types of financial instruments a bank can use. As a
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result, industry participants will likely find it necessary to comply with more complicated regulations, which could
increase labour, capital or other requirements. Other regulations that could limit industry expansion are anticipated
to come from the mortgage sector. Tighter regulation on mortgages due to high debt levels and fears of housing
bubbles could negatively affect revenue streams for one of the industry's largest markets.

More importantly, technological innovation in the entire financial industry is likely to continue affecting commercial
banking operations and consumer behaviour. The trend toward mobile and online banking is expected to keep
growing as younger consumers enter the market and these technologies continue becoming central to banking
activity. Banks will likely continue reinforcing their efforts to increase customer engagement through online and
mobile platforms, which is also expected to increase banking activity and aid volume growth of loans and deposits.
Moreover, this is expected to keep pushing industry operators to close branches as they become more redundant.
Conversely, the number of industry enterprises is expected to increase at an annualized rate of 0.2% to 84 banks
over the five years to 2026, while the number of establishments will likely grow an annualized 0.2% to 6,621
branches during the same period. In addition, employment is expected to grow at an annualized rate of 1.6% to
301,071 workers over the next five years as employment in other banking operations, such as technology and
systems, grow their staff.

Overall, industry profit is expected to gradually increase as banks continue to cut down on expenses and move
toward more efficient technologies. Higher interest rates are also expected to improve the net interest margin, which
would further aid an increase in profit.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)
Overnight

rate  (%)
2021 221,406 120,269 6,543 83.0 278,186 N/A N/A 35,702 N/A 0.30
2022 230,323 125,429 6,549 83.0 284,914 N/A N/A 36,681 N/A 0.30
2023 236,483 129,294 6,531 83.0 289,474 N/A N/A 37,347 N/A 0.30
2024 240,773 131,935 6,545 83.0 293,177 N/A N/A 37,864 N/A 1.20
2025 244,854 134,397 6,579 83.0 296,989 N/A N/A 38,387 N/A 1.80
2026 249,017 136,893 6,621 84.0 301,071 N/A N/A 38,939 N/A 1.80
2027 253,239 139,338 6,671 84.0 305,190 N/A N/A 39,497 N/A 1.80
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Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

The industry is highly concentrated

Product groups are well-established and clearly segmented

There is wholehearted market acceptance of commercial banking services

The Commercial Banking industry in Canada is in the mature stage of its economic life cycle. This stage is
characterized by the industry's high concentration, slowing product development and the wholehearted market
acceptance of the industry's services. Industry value added (IVA), which measures an industry's contribution to the
overall economy, is expected to increase at an annualized rate of 3.7% over the 10 years to 2026. In contrast,
Canadian GDP is projected to grow at an annualized rate of 1.9% during the same period.

In an effort to combat low interest rates and mounting regulation, industry operators have merged or acquired
competitors to expand their client bases. The high concentration of the market is a characteristic of a mature
industry that has merged together during a long period of time. The number of establishments is expected to decline
an annualized 0.5% over the 10 years to 2026, despite revenue growth during the same period.

In recent years, industry-specific product development has slowed. While new sources of industry revenue are
anticipated over the coming years, commercial and industrial mortgages, residential mortgages, home equity loans
and vehicle loans are expected to continue to dominate the industry's income. Similarly, the markets for these
principal products have remained constant in recent years, which is highly indicative of an industry in the mature
stage of its economic life cycle.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Consumers in Canada

Construction In Canada

Mining In Canada

Professional, Scientific and Technical Services In
Canada

Utilities In Canada

Manufacturing In Canada

Key Selling Industries
1st Tier

Commercial Leasing in Canada

Consumer Electronics Stores in Canada

Office Supply Stores in Canada

Internet Service Providers in Canada

Wired Telecommunications Carriers in Canada

2nd Tier

Communications Equipment Manufacturing in Canada

Computer Manufacturing in Canada

Telecommunications Networking Equipment
Manufacturing in Canada

Computer & Packaged Software Wholesaling in Canada

Office Stationery Wholesaling in Canada

Products & Services

  Due to the COVID-19 (coronavirus) pandemic, demand for the Canadian
Commercial Banking industry's products and services is expected to
fluctuate.

Although some products offered by industry operators may endure a slight decline over the five years to 2021, other
products may experience an increase in demand. In 2020, demand for loans endured a decrease in demand due to
consumers losing their jobs and having less disposable income. During periods of unemployment, people tend to
focus on more important things in life such as paying basic expenses for food and bills. However, in 2021 demand
for mortgage loans increased as the Canadian housing market endured a huge boon in demand. In addition, as
interest rates are expected to remain low in the near future consumers that have been able to accumulate enough
money may consider applying for a loan due to the low cost of interest payments they would have to incur.

MORTGAGE LOANS

In 2021, mortgage loans are expected to account for 19.3% of revenue.

Most of these loans are residential mortgages which are often taken out by families to secure homes, while a few of
these loans are taken out for nonresidential structures, such as office buildings and retail storefronts. Mortgage
products are made available to customers through a commercial bank's branch network, and through various
partnerships with mortgage brokers. Banks finance the purchasing of structures in exchange for repayment of the
principal amount during a specific period of time along with interest. Furthermore, the structures are often tied to the
loan as collateral. Typically, these loans are available in either 15- or 30-year instalments and have fixed or variable
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interest rates. Mortgage loans have endured an increase in demand over the five years to 2021, as interest rates
were low and the housing market expanded.

CONSUMER LOANS

Consumer lending is anticipated to account for 16.3% of industry revenue
in 2021.

Principal products in this segment include home equity loans, lines of credit and auto loans. Given the solid
performance of Canada's economy during and after the global financial crisis, consumers have been willing to
increase their debt as a proportion of disposable income during the five-year period, especially during the beginning
of the period. Consequently, this segment's share of revenue has decreased slightly over the five years to 2021, as
a direct result of the coronavirus pandemic. Due to increased levels of unemployment and unstable macroeconomic
conditions, consumers may be more reluctant to apply for a loan since they are earning less money and may not be
as willing to undertake more debt during periods of economic uncertainty. However, as economic conditions
improve, this segment's share of revenue could increase as consumers become more willing to take on debt.

BUSINESS LOANS

Business loans are anticipated to account for 15.7% of industry revenue
in 2021.

Businesses must often open lines of credit to finance projects and reduce the risk associated with getting involved in
business projects. The number of business loans has slightly decreased during the five-year period, constricting the
industry's growth over the five years to 2021. This segment's share of revenue is typically inversely correlated with
interest rates, so when interest rates are low, this drives higher volumes of business loans. However, during the
coronavirus pandemic, many businesses were not able to stay afloat due to the adverse economic effects, causing
downstream businesses to default and this segment's share of revenue to contract over the past five years.

OTHER

Other sources of revenue for industry operators include commissions and
fees on miscellaneous products such as the sale of mutual funds and
other security products, personal and commercial deposit account fees,
credit and debit card fees, a range of other branch services and other
noninterest revenue sources.

Credit card fees have become a larger source of revenue and are expected to account for 3.4% of revenue in 2021,
marginally increasing as a share of revenue during the period. Other products are anticipated to account for 45.3%
of industry revenue in 2021. This segment is forecast to increase as industry operators engage in a wide variety of
activities.

Demand
Determinants

Demand for services provided by the Canadian Commercial Banking
industry depends on several factors, which include the level of consumer
confidence, interest rates, corporate profit, regulatory changes and
external competition.

The level of consumer confidence is important because it measures how willing Canadians are to borrow large sums
of money from commercial banks. When consumer confidence is high, Canadians demand additional loans, to the
benefit of industry interest income. Interest rates also play a key role in demand for lending, since it represents the
price at which consumers can incur debt. Interest rates, as measured by the overnight rate, plummeted following the
global financial crisis and the COVID-19 (coronavirus) pandemic, which incentivized consumers to take out more
debt. High corporate profit tends to boost business lending since it increases their ability to afford expansion and
replacement of equipment.

Following the 2008 recession, the Canadian government passed new regulations that require commercial banks to
have higher capital reserve levels, limiting lending capacity. Furthermore, these regulations require more internal
and external oversight, which increases costs for banks and constrains profit margin. The level of external
competition from regional banks, credit unions and online companies offering depository solutions also affects
demand for commercial banks. As these companies develop its products and services, it puts more pressure on
commercial banks to innovate to retain clients.

In addition, due to the coronavirus pandemic, demand for industry products and services is expected to fluctuate
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along with current economic trends. In 2020, demand decreased as many people got furloughed and social
distancing orders were preventing people from spending money. However, demand has begun to increase in 2021,
mainly due to a steady economic recovery after the adverse coronavirus effects. Subsequently, as the Bank of
Canada is expected to raise interest rates over the five years to 2026, operators will likely endure more deposits as
consumers keep more cash in the bank to capitalize on higher interest rates.

Major Markets

  Due to the ongoing COVID-19 (coronavirus) pandemic, the Canadian
Commercial Banking industry's major markets are not expected to
change.

  However, demand from certain markets will likely fluctuate in response to the pandemic. As people are staying home
more often, online and mobile banking is expected to experience an increase in demand from consumers. This will
likely force banks to invest more in technology and enable their customers easy access to any of their banking
needs from the comfort of their own homes.

ONLINE BANKING CONSUMERS

In 2021, personal clients are anticipated to account for 85.1% of revenue
for the Canadian Commercial Banking industry.

This market relies on a range of products offered by commercial banks, including home equity loans and lines of
credit, auto loans, money market savings accounts, certificates of deposit, mortgage products and more. Online
banking consumers are expected to account for 42.5% of industry revenue in 2021. Canadians primarily use online
banking for bill payment and other banking needs. This segment is anticipated to increase as a share of revenue
over the five years to 2021 as banks invest in more technology for easier online banking access.

MOBILE BANKING CONSUMERS

In 2021, mobile banking consumers are anticipated to account for 26.0%
of industry revenue, while branch banking consumers are expected to
account for 7.0% of revenue.

Furthermore, ABM banking users are estimated to account for 7.9% of revenue in 2021, with the remaining personal
client revenue generated from miscellaneous banking services. In aggregate, mobile banking consumers have
grown significantly as a share of industry revenue over the five years to 2021, as the coronavirus pandemic
encouraged people to stay home and take care of their banking needs online.

CORPORATE CLIENTS

Corporate clients are expected to account for 14.9% of industry revenue in
2021.

This market primarily relies on commercial and industrial mortgages, as well as other deposit and loan products and
lines of credit. Corporate clients have decreased as a share of revenue over the past five years, largely as many
businesses have endured tough operating conditions from the coronavirus pandemic.
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OTHER PERSONAL CLIENTS

Other clients hold a small share of industry revenue and generally involve
one-time, niche type transactional services.

Such customers can be involved in student loan services, retirement services and other commercial real estate
services. This segment is expected to account for 1.7% of industry revenue in 2021 and has decreased slightly over
the past five years.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

Given the service-based nature of the Commercial Banking industry in Canada, exports and imports are not
applicable. However, many industry operators, including the Big Six banks, offer commercial banking products and
services on an international basis. For more information on international trends, refer to the Industry Globalization
section of this report.

Business
Locations

  Ontario

The distribution of establishments in the Commercial Banking industry in Canada closely follows the distribution of the domestic
population and economic activity. For example, Ontario is anticipated to account for 42.5% of industry establishments and 38.8%
of the Canadian population in 2021. To take advantage of this large population base, some of the industry's largest players focus
on Ontario for revenue. As a result, the Royal Bank of Canada, Toronto-Dominion Bank, the Canadian Imperial Bank of
Commerce and Scotiabank, are all headquartered in Toronto.

Quebec

Similarly, Quebec is home to a significant share of establishments due to its substantial population. In 2021, Quebec is expected
to account for 17.6% of industry establishments and 22.5% of the domestic population. The remaining two members of the Big Six
are headquartered in Montreal to be geographically close to potential clients.
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In 2021, British Columbia and Alberta are expected to account for 13.6% and 11.7% of industry establishments, respectively,
which closely follows their share of the population. This is because most of the branches in the remaining provinces are branches
of the top six banks in Canada, which tend to focus on consumer and mortgage loans in the rest of Canada.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    High

The Commercial Banking industry in Canada operates with a high level of market share concentration where the top
four companies account for an estimated 77.2% of industry revenue in 2021. Industry trends are heavily influenced
by the performance of the Big Six banks, which is a term used to describe the six largest banks that dominate the
Canadian banking industry. The Big Six includes the Royal Bank of Canada, Toronto-Dominion Bank, the Canadian
Imperial Bank of Commerce, Scotiabank, Bank of Montreal and the National Bank of Canada. In 2021, these six
banks are anticipated to hold an estimated 91.7% of industry revenue. Additionally, merger and acquisition activity
has continued to intensify in the industry, as large Canadian banks acquire their smaller competitors in an effort to
compete with the other major operators and counteract the current low interest rate environment.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Having a good reputation:
A positive reputation surrounding a commercial bank's financial stability is crucial to attract new customers and
retain existing clients.

Superior financial management and debt management:
Commercial banks need solid processes for managing interest rate, foreign exchange and operational risk.
Commercial banks must maintain a rigorous and conservative risk management approach.

Ability to raise revenue from additional sources:
In a low interest rate environment, commercial banks may need to offset slowing interest income by introducing new
services. These products may include new insurance products, warranty protection services, digital wallets and
mobile payment systems.

Easy access for clients:
Having a strong branch presence across Canada makes it more appealing for customers to conduct business with a
particular bank and creates more opportunities for banks to cross-sell their products.

Ability to quickly adopt new technology:
In an environment where technology is changing consumer trends and behaviour in all financial industries, it is
crucial for banks to adopt and implement new technologies that are aimed to make services more customer-centric.

Ability to establish remote work arrangements for employees:
Banks heavily rely on employees for successful operations. The ability to establish efficient remote work is crucial for
operators during the COVID-19 (coronavirus) pandemic to ensure their employees stay safe and are able to work.
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Cost Structure
Benchmarks

  Profit

Industry profit, measured as earnings before interest and taxes, is
expected to account for 35.2% of revenue in 2021, down from 35.7% in
2016. This decline is primarily the result of the COVID-19 (coronavirus)
pandemic, which caused an increase in expenses from operators'
negative outlook of an increasing number of defaults on loans. In
addition, the decrease in profit over the past five years can be attributed
to a decrease in investment, which directly results in decreased profit
for commercial banks. Since people typically take out loans for large
investments, banks are losing out on the potential interest earned from
loans. In addition, since people are spending less, consumers are
accumulating less credit card debt and thus paying less interest to their
credit card companies.

The solid performance of the Canadian economy after the global
financial crisis has kept the loan default rate relatively low. However,
with the coronavirus pandemic, operators have increased their
provisions for credit loss expenses to account for an expected increase
in loan defaults. In addition, the Bank of Canada has recently
announced the end of its quantitative easing program and is expected
to begin raising interest rates in mid-2022. As a result, profit is expected
to increase as interest rates are forecast to rise over the five years to
2026.

 

  Wages

In 2021, wages are anticipated to account for 16.1% of industry
revenue. Commercial banks require a myriad of skilled employees,
including credit analysts and customer service representatives. Labour
costs include salaries, variable compensation, benefits and retention
compensation and share-based compensation. Wages have declined
from 18.0% of revenue in 2016, largely the outcome of consumers
moving toward online and mobile banking, which has incentivized
industry operators to remove local branches. While wages are still one
of the largest expenses in the industry, wages as a share of revenue
are expected to continue to decrease over the five years to 2026 as
industry operators continue to cut down on employment and increase
investment in technology.
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  Purchases

Purchases are expected to account for 20.4% of industry revenue in
2021. Purchases include all materials needed for the physical branch,
along with software and other technological investments. The increased
investment in technology is crucial for commercial banks to stay
competitive and offer clients the most convenient way for online
banking. However, purchases have slightly decreased over the five
years to 2021, as demand for physical branches contracts due to the
coronavirus pandemic.

 

  Marketing

Marketing expenses are expected to account for 6.3% of revenue in
2021. Marketing expenses have increased over the five years to 2021
as operators have attempted to differentiate themselves from all the
competition and win over consumers' trust.

 

  Depreciation

Depreciation is expected to account for 3.0% of revenue in 2021.
Depreciation is primarily generated from brick-and-mortar branches and
technology systems. Depreciation costs have slightly increased over
the five years to 2021 as operators begin to invest more in
technological systems aimed to improve their online banking platforms.

 

  Rent

Rent expenses are expected to account for 3.4% of revenue in 2021.
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  Utilities

Utilities are expected to account for 0.4% of revenue in 2021.

 

  Other Costs

Interest expenses are anticipated to account for most miscellaneous
costs. Other costs are estimated to account for 15.2% of industry
revenue in 2021. Interest paid on deposits represent a crucial cost
category for commercial banks, as industry operators rely on customer
deposits to supply their lending and fuel interest income. Deposits
made by investors, trading liabilities and subordinated notes also incur
interest costs. Low default rates among Canadian mortgages have kept
this cost item's share of revenue low in recent years since Canadian
commercial banks fared relatively well during and after the global
financial crisis in comparison with their international counterparts.

 

Basis of
Competition

Competition in this industry is    High and the trend is Increasing

  INTERNAL COMPETITION

The Commercial Banking industry in Canada is highly competitive,
despite the dominance of the Big Six, which describes the six largest
banks that dominate the industry.

The most important components of internal competition are price, range of service offerings and reputation. Price, as
a basis of competition, refers to both the interest paid on deposits and interest garnered from lending products.
Higher deposit interest rates and lower mortgage rates tend to provide a bank with a competitive advantage, yet this
strategy also reduces a bank's profit margin.

In addition, providing a diverse range of product and service offerings tends to increase a bank's competitiveness.
Mobile payment systems and other new offerings permit industry operators to raise revenue from additional sources.
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This flexibility provides commercial banks with the opportunity to offset low interest income. Moreover, the provision
of a range of services tends to increase a bank's retention rate.

Reputation is important to attract new clients that have a variety of different options and needs. This forces
operators to constantly evolve amid changing trends. As financial technology companies flourish and consumer
trends evolve, industry operators have been increasingly competing through technology. New methods to provide
basic financial services, such as mobile and online banking, and keeping clients engaged in industry products have
become crucial focal points in growth strategies for industry operators.

EXTERNAL COMPETITION

Insurance companies, asset management organizations and other
financial institutions represent key external competitors for industry
operators.

Additionally, given the increasing accessibility of online and mobile banking, the potential for international
commercial banks that have not traditionally operated in Canada to enter the industry has increased in recent years.
Moreover, technology companies have the potential to enter the industry's space by tying together a range of
diverse services.

Barriers to
Entry

Barriers to Entry in this industry are    High and the trend is Steady

  Technological innovation in the Canadian Commercial
Banking industry has weakened some barriers to entry.
Developments, such as online banking, for example, have
enabled foreign banks to penetrate the Canadian market.
However, the industry has high barriers to entry. An
organization must receive prior approval from the Office of
the Superintendent of Financial Institutions (OSFI) to
initiate operations. The organization is then subject to
ongoing supervision and regular inspections by the OSFI
and provincial governments. Depending on what
designation a bank receives from the OSFI, it may be
restricted in its range of activities and acquisitions of
competing banks.

Perhaps the largest barrier to entry for potential operators
is obtaining and maintaining sufficient capital levels for
operations. During the COVID-19 (coronavirus) pandemic,
Canadian banks have raised their common equity Tier 1
ratios (CET1) on average 1.4% in the second quarter of
2021 versus the second quarter of 2020. Currently,
domestic big banks have a CET1 ratio of 10.5%, up 0.3%
from prepandemic levels. In addition to these regulatory
requirements, new entrants must invest heavily in their
distribution networks in an effort to compete with the
industry's Big Six, resulting in additional barriers to entry.

Barriers to Entry Checklist

Competition High  

Concentration High  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Heavy  

Industry Assistance Low  

Industry
Globalization

Globalization in this industry is    Low and the trend is Steady

  The level of globalization in the Commercial Banking industry in Canada is low. Given the service-based nature of
the industry, exports and imports are not applicable. Moreover, the Big Six banks in Canada are all domestically
owned and are expected to hold most of the industry's total assets and revenue in 2021. While the largest banks in
the industry each have an international presence, most revenue is still generated in Canada. Foreign banks operate
in the industry, but their presence is weak in comparison with the major operators.



Commercial Banking in Canada November 2021

27 IBISWorld.com

Major Companies

Major Players Toronto-Dominion Bank

Market Share: 24.7%

  Headquartered in Toronto and founded in 1852, Toronto-Dominion Bank (TD Bank) is the second-largest bank in
Canada by assets. TD Bank provides a diverse range of financial services to more than 26.5 million customers. The
company employs an international network of more than 90,000 employees and generates an estimated 55.4% of its
total revenue in Canada. In fiscal 2020 (year-end October), total revenue for the company amounted to $51.9 billion,
according to the Office of the Superintendent of Financial Institutions (latest data available).

TD Bank currently operates through three business segments, which include Canadian retail, US retail and
wholesale banking and corporate. The company's Canadian retail segment is relevant to this industry and accounted
for 57.0% of the company's total earnings in fiscal 2020. TD Bank has made several significant acquisitions in recent
years. On September 18, 2017, TD Bank acquired Scottrade Bank, a federal savings bank. In addition, on
November 1, 2018, TD Bank acquired Greystone Capital Management Inc., which will be recorded in the Canadian
retail segment. Most recently, in fiscal 2020, the Charles Schwab Corporation (Schwab) completed its acquisition of
TD Ameritrade Holding Corporation (TD Ameritrade). This acquisition effectively makes Schwab the parent company
of TD Ameritrade and will likely help expand the company's reach.

Financial performance

TD Bank's industry-relevant revenue is expected to increase at an annualized rate of 9.4% to $54.6 billion over the
five years to fiscal 2021. This relatively strong growth in personal and commercial banking revenue is a result of
deposit volume growth in recent years, despite the COVID-19 (coronavirus) pandemic, which caused revenue to
contract 11.5% in fiscal 2020 alone. The company cites low interest rates as a threat to its profit, yet TD Bank's
industry-relevant operating profit, measured as earnings before interest and taxes, is anticipated to grow at an
annualized rate of 15.3% to $18.9 billion over the five years to fiscal 2021. Moreover, the company has continued to
expand its distribution network as a means to acquire customer accounts. For example, TD Bank has continued to
invest heavily in mobile and online banking, which is expected to grow in popularity over the coming years.
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Toronto-Dominion Bank (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 34,768.3 N/C 9,254.1 N/C
2016-17 38,868.6 11.8 10,516.9 13.6
2017-18 46,646.4 20.0 12,326.7 17.2
2018-19 52,647.1 12.9 12,559.1 1.9
2019-20 46,568.2 -11.5 14,928.1 18.9
2020-21 54,608.7 17.3 18,862.4 26.4

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end October

Royal Bank of Canada

Market Share: 20.6%

  The Royal Bank of Canada (RBC) is Canada's largest bank by the measure of total revenue. Headquartered in
Toronto and founded in 1901, RBC provides individuals and corporations with a diverse range of financial services,
including commercial banking and wealth management services. The company maintains operations in 36 countries,
with Canada representing more than 60.0% of the company's total revenue in fiscal 2020 (year-end October), and
serves its 17.0 million clients through a network of more than 86,000 employees. According to the Office of the
Superintendent of Financial Institutions (OSFI), the company generated $57.6 billion in total revenue in fiscal 2020
(latest data available).

RBC currently operates through six business segments, which include personal and commercial banking, wealth
management, insurance, investor and treasury services, capital markets and corporate support. The company's
personal and commercial banking services are relevant to this industry, and this segment accounted for 45.0% of
total earnings in fiscal 2020 (latest data available). RBC's personal and commercial banking segment provides
personal banking, business banking, auto financing and retail investment to 14.0 million individuals, businesses and
institutional clients across Canada, the Caribbean and the United States.

RBC's growth strategy will likely focus on technological innovation over the five years to fiscal 2026 as more
consumers turn to mobile banking and as competing banks invest in the implementation of new technology. In fiscal
2020, RBC had more than 7.0 million active digital users and launched a new artificial intelligence (AI)-based
electronic trading platform called Aiden. The launch of Aiden is expected to help acquire and retain mobile users as
this AI platform is programed to navigate the challenges of dynamic market conditions in real time, without the need
to continuously recode such as traditional algorithms.

Financial performance

Over the five years to fiscal 2021, the company is expected to experience slightly slower growth in the domestic
market compared with other geographic segments, such as the United States. However, increased consolidation
and control of the industry's assets by the Big Six have resulted in growth in Canada as well. Moreover, higher
deposit and loan volumes have driven revenue during most of the reporting period. Therefore, the bank's industry-
relevant revenue is expected to increase at an annualized rate of 7.1% to $45.7 billion over the five years to fiscal
2021. In addition, the company's industry-relevant operating profit, measured as earnings before interest and taxes,
is expected to increase an annualized 12.9% to $8.1 billion over the five years to fiscal 2021, according to OSFI
data. However, the company experienced revenue significantly fall in fiscal 2020, which is mainly due to the adverse
economic effects of the COVID-19 (coronavirus) pandemic. The coronavirus pandemic has caused the company's
expenses to increase substantially, specifically its provision for credit losses (PCL), due to the expected increases in
default rates caused by the pandemic.
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Royal Bank of Canada (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 32,470.1 N/C 4,413.4 N/C
2016-17 35,728.0 10.0 4,170.1 -5.5
2017-18 42,377.2 18.6 4,714.4 13.1
2018-19 51,004.3 20.4 5,282.4 12.0
2019-20 43,974.9 -13.8 5,169.2 -2.1
2020-21 45,650.9 3.8 8,106.0 56.8

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end October

Scotiabank

Market Share: 18.5%

  Founded in 1832 and headquartered in Toronto, Scotiabank is a leading financial services provider that also offers
personal banking, commercial banking, wealth management and investment banking services to more than 11.0
million customers. The company provides these services in more than 30 countries, relying on a team of an
estimated 92,000 employees. In fiscal 2020 (year-end October), Scotiabank generated $43.7 billion in total revenue,
according to the Office of the Superintendent of Financial Institutions (latest data available).

Scotiabank currently operates through four business segments, which include Canadian banking, international
banking, global banking and markets and other. The company's Canadian banking segment is relevant to this
industry and accounted for 37.0% of the company's total earnings in fiscal 2020. Scotiabank's Canadian banking
segment provides financial advisory and banking services to personal and corporate customers located
domestically.

In fiscal 2019, Scotiabank acquired a majority share of the Banco Dominicano del Progreso in the Dominican
Republic and the Banco Cencosud in Peru. The company acquired these assets for $440.0 million and $133.0
million, respectively. These international expansions are some of the factors that contributed to the company's
growth over the five years to fiscal 2021. Scotiabank has also emphasized its commitment to the development of
innovative technological banking solutions, having invested more than $3.7 billion in fiscal 2020. The bank has
partnered with investors and start-up accelerators in Latin America to expand its operations and access the region's
most successful financial technology companies.

Financial performance

Scotiabank's industry-relevant revenue is expected to increase at an annualized rate of 6.3% to $41.0 billion over
the five years to fiscal 2021. The company's industry-relevant revenue grew sharply over most of the past five years,
despite decreasing 7.1% in fiscal 2020 due to the COVID-19 (coronavirus) pandemic. Overall, Scotiabank's growth
during the period has been the result of the underlying growth of deposits and loan volumes, which is an industry
trend overall. Scotiabank has increasingly focused on consumer engagement and experience to drive volume
growth. Similar to the other Big Six banks, Scotiabank's industry-relevant operating profit, measured as earnings
before interest and taxes, is expected to rise an annualized 16.5% to $16.8 billion over the five years to fiscal 2021.
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Scotiabank (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 30,306.1 N/C 7,849.7 N/C
2016-17 32,053.2 5.8 8,530.6 8.7
2017-18 36,761.2 14.7 9,827.0 15.2
2018-19 42,331.5 15.2 9,987.8 1.6
2019-20 39,346.2 -7.1 10,097.0 1.1
2020-21 41,045.6 4.3 16,812.6 66.5

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end October

Bank of Montreal

Market Share: 13.4%

  Founded in 1817 and headquartered in Montreal, the Bank of Montreal (BMO) is a leading and diversified financial
services provider. The company provides retail banking, wealth management and investment banking services to
more than 12.0 million customers, relying on a network of more than 43,000 employees. In fiscal 2020 (year-end
October), the company's total revenue reached $32.8 billion, according to the Office of the Superintendent of
Financial Institutions (latest data available).

BMO currently operates through three business segments, which include personal and commercial banking, BMO
wealth management and BMO capital markets. The company's Canadian personal and commercial banking
operations are relevant to this industry and accounted for 37.0% of the company's total operating income in fiscal
2020 (latest data available). The company's personal banking operations provide banking, financing and investing
services to domestic consumers. The commercial banking operations provide commercial and capital market
products and advisory services to corporate customers. BMO has been expanding its operations to the United
States and is the most important focal point for its growth strategy over the coming years. Most recently, on April 6,
2020, the company acquired Clearpool Group Inc. (Clearpool), which is a New York based provider that offers top of
line electronic trading solutions. Clearpool was acquired for $196.0 million and operates in both the United States
and Canada. This acquisition is expected to expand the company's capital markets segment.

Financial performance

BMO's industry-relevant revenue is expected to increase an annualized 8.8% to $29.7 billion over the five years to
fiscal 2021. The company's industry-relevant operating profit, measured as earnings before interest and taxes, is
also anticipated to grow, increasing at an annualized rate of 28.8% to $6.7 billion during the same period. BMO's
commercial lending operations have outperformed its personal banking performance in recent years, and
consequently, its market share in commercial lending is considerably higher than its market share in personal
banking. However, despite the company's growth, revenue has been constrained during the period due to the
COVID-19 (coronavirus) pandemic in 2020. This pandemic caused revenue to decrease 10.9% in fiscal 2020 alone.

 
Bank of Montreal (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 19,511.7 N/C 1,883.0 N/C
2016-17 21,510.1 10.2 2,382.6 26.5
2017-18 25,643.9 19.2 2,892.4 21.4
2018-19 30,863.9 20.4 2,969.3 2.7
2019-20 27,491.9 -10.9 3,970.4 33.7
2020-21 29,680.7 8.0 6,673.5 68.1

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end October
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Canadian Imperial Bank of Commerce

Market Share: 9.9%

  Founded in 1867 and headquartered in Toronto, the Canadian Imperial Bank of Commerce (CIBC) is one of the
largest banks in Canada by assets. Through a network of an estimated 44,000 full-time employees, the CIBC
provides a range of financial services to 10.0 million individual, corporate and institutional clients. In fiscal 2020
(year-end October), the company generated $25.2 billion in total revenue, according to the Office of the
Superintendent of Financial Institutions (latest data available).

CIBC currently operates through four business segments, which include Canadian personal and small business
banking, Canadian commercial banking and wealth management, US Commercial banking and wealth management
and capital markets. On June 23, 2017, CIBC acquired PrivateBancorp Inc. for $6.6 billion, which is anticipated to
expand the company's presence in the US wealth management market, and is a direct component of the company's
growth strategy. More recently, CIBC acquired Cleary Gull Inc. (Cleary Gull) on September 9, 2019. Cleary Gull is a
Milwaukee-based boutique investment banking company that specializes in middle-market mergers and
acquisitions. This acquisition increases CIBC's position in North America and grants it to increase its capital markets
business unit. In addition, on November 19, 2019, the company sold a majority stake of its FirstCaribbean
International Bank Limited subsidiary to GNB Financial Group Limited for an estimated $1.1 billion.

Financial performance

CIBC's industry-relevant revenue is expected to increase at an annualized rate of 7.0% to $22.0 billion over the five
years to fiscal 2021. Similar to the rest of the industry, CIBC's revenue growth has been constrained by the
COVID-19 (coronavirus) pandemic in 2020, as interest rates approached the zero lower bound and consumer
confidence plummeted. These adverse effects drove revenue to contract 14.6% in fiscal 2020 alone. The bank is
expected to continue focusing on personal banking applications and customer engagement to compete with the rest
of the industry. In addition, CIBC's industry-relevant operating profit, measured as earnings before interest and
taxes, is projected to increase an annualized 13.4% to $5.5 billion over the five years to fiscal 2021, including a
decline of 11.9% in fiscal 2020 due to the pandemic.

 
Canadian Imperial Bank of Commerce (industry-relevant operations) - financial performance*

Year**
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 15,630.6 N/C 2,934.1 N/C
2016-17 17,488.2 11.9 3,301.3 12.5
2017-18 21,629.6 23.7 3,932.3 19.1
2018-19 25,069.0 15.9 4,066.5 3.4
2019-20 21,420.7 -14.6 3,580.8 -11.9
2020-21 21,960.8 2.5 5,493.2 53.4

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end October

Other Companies National Bank of Canada

  Market Share: 4.6%
  Founded in 1852 and headquartered in Montreal, the National Bank of Canada (National Bank) is the sixth-largest

bank in Canada by assets and revenue. The company is a leading provider of financial services to personal,
corporate and institutional clients. National Bank offers banking and investment solutions, brokerage, insurance and
wealth management services to its estimated 2.7 million customers through a network of more than 26,000
employees. In fiscal 2020 (year-end October), the company generated $11.3 billion in total revenue, according to the
Office of the Superintendent of Financial Institutions Canada (latest data available).

The company currently operates through four business segments, which include personal and commercial, wealth
management and financial markets and US specialty finance and international. National Bank's personal and
commercial segment is relevant to this industry since it primarily provides banking, credit and financing services. The
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bank will likely continue focusing on penetrating new markets in Canada by expanding its digital presence.

The bank's revenue is anticipated to increase over the five years to fiscal 2021, generating $10.1 billion in industry-
relevant revenue in fiscal 2021. In addition, National Bank's industry-relevant operating profit, measured as earnings
before interest and taxes, is expected to also increase during the same period, generating $2.9 billion in fiscal 2021.
Despite revenue decreasing 9.1% in 2020 alone, the company's revenue is expected to recover after the COVID-19
(coronavirus) pandemic and improve over the five years to 2026.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Medium

  The Commercial Banking industry in Canada operates with
a moderate level of capital intensity. The industry is
expected to allocate an estimated $0.19 on capital for
every $1.00 spent on labour in 2021. The industry's level of
capital intensity has increased over the five years to 2021,
rising from an estimated $0.15 in 2016. Industry operators
invest in their distribution networks, which typically include
brick-and-mortar branches, ABMs and an online presence.
Moreover, the industry's largest banks continue to invest in
mobile transaction platforms, as commercial banks
compete extensively based on banking convenience. The
increased competition for online banking has become the
main driver for the increasing capital intensity, as operators
are investing more than ever into technological
improvements for online banking.

Commercial banks require several skilled employees,
including credit analysts and customer service
representatives. Moreover, there are a limited number of
individuals with these skills, so industry operators compete
with a range of similar industries for their services. This
increases the average wage for the industry, which puts
upward pressure on the industry's total wages. However,
more banks are expanding their online and mobile banking
services and cutting down on branch locations. These
opposite forces are expected to keep capital intensity
relatively stable over the five years to 2026.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Very Low Rate of
Innovation

Very
Unlikely

A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

High Innovation
Concentration

Likely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Medium Ease of Entry Potential A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Very Low Rate of Entry Very
Unlikely

Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

High Market
Concentration

Likely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  The rate of new patent technologies entering the industry is low, which limits the potential for innovations. A low rate does
not mean that innovations cannot occur, just that the likelihood of some innovation materializing as a threat is lower.
However, the concentration of technologies is high in this industry. This suggests that industry operators have exposure to
potentially unforeseen areas of innovation.

Industry operators are exposed to a low rate of new entrants and a moderate level of entry barriers. This combination of
factors creates an environment where entry trends are not a key threat of disruption.

The major markets for this industry are highly concentrated, which implies that the market has a focus on key customer
segments. This presents an opportunity for strategic entrance into lower-end markets or unserved markets for innovations
to take on a disruptive trajectory.

The Commercial Banking industry in Canada is critical to the health of the
Canadian economy, but there are technological developments that have and
will continue to drive away clients from traditional banking.

The primary sources of technological disruptions that affect the industry have come from financial technology companies
intending to empower consumers with financial tools that circumvent traditional forms of banking. New applications and
tech companies have blossomed over the five years to 2021, offering consumers new ways to invest their money and
handle their finances, which has driven away deposits and clients from traditional commercial banks. Moreover, there are
applications that offer innovative ways to finance projects or ventures, essentially circumventing forms of traditional loan
origination that fuel the interest revenue generated by traditional commercial banks. As a result, commercial banks have
increased their investment in technology to attract consumers and younger clients.

The level of technology change is    Medium

  Over the five years to 2021, the Commercial Banking industry in Canada has
experienced increasing pressure to adapt to technological innovation and
changing consumer behaviours.
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Since this trend is anticipated to continue moving forward, industry operators are expected to introduce new value-added
services and focus on mobile payment distribution methods to improve the banking experience for their customers. Some
examples include new warranty provisions, digital wallets, further development of mobile payment systems and other
technologies focused on capturing the growing shift toward mobile banking. As a result, domestic banks are anticipated to
focus on interacting with prospective mortgage customers outside of the traditional broker and branch network settings by
using decentralized hubs, such as mobile applications.

The convenience of online and mobile banking for monitoring account balances, making deposits and transferring funds is
expected to keep increasing over the five years to 2026. The rise of financial technology start-ups has reshaped business
models and customer engagement in personal finance. It has shifted focus toward client experience and has forced
commercial banks to develop customer-centric systems and applications. As a result, commercial banks will likely find it
necessary to simplify their user interfaces and introduce cloud-based systems. With RBC Secure Cloud, the Royal Bank of
Canada introduced the first cloud-based mobile payments solution in Canada, and other members of the Big Six are
anticipated to follow in the years ahead. Engagement in banking has increased in the industry as the industry's large banks
have heavily focused on customer experience and technology. The number of online and mobile bankers has increased
every year and operators are expected to keep investing in applications to attract new clients and further facilitate banking
operations.

Another important focus by industry operators is on artificial intelligence. This technological innovation can enable operators
to implement continually evolving and solid cybersecurity systems that can identify risks, another point of importance for the
future of the banking industry. It can also make the banking experience more interactive for clients.

Revenue
Volatility

The level of volatility is    High

  The Commercial Banking industry in Canada is characterized by a moderate to
high level of revenue volatility.

Any kind of volatility primarily stems from aggregate changes in the origination of personal and business loans and the
spread between the interest rate paid on deposits and interest garnered from loan products. However, major industry
operators have a diversified revenue streams since they offer a variety of products. This mitigates revenue volatility since
banks can adjust when certain operational segments underperform. Moreover, the industry's high market concentration has
enabled the industry to anticipate industry trends and dictate the expansion of the industry.

Despite this, due to the COVID-19 (coronavirus) pandemic, volatility has increased as macroeconomic shocks bring interest
rates near the zero lower bound and strains the loan activity from the average consumer. This volatility is expected to
persist as the pandemic weighs on the domestic economy. Revenue fluctuations have been high in recent years by
historically low interest rates remaining in place over most of the five years to 2021. Moreover, while the Canadian
economy was not exempt from the effect of the financial crisis, it was relatively well-off compared with the rest of the world.
Consequently, personal and business lending did not fall dramatically in response to the global financial crisis and ensuing
recovery, therefore tempering revenue volatility for industry operators significantly. Yet, over the five years to 2026, the
timing of interest rate increases and potential consumer deleveraging have the potential to increase revenue volatility.
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Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

Canada's federal government has jurisdiction over operators in the Canadian
Commercial Banking industry, regulating them through the Office of the
Superintendent of Financial Institutions (OSFI).

The primary legislation relevant to commercial banks is the Bank Act, which designates those banks that are legally able to
operate in Canada by categorizing them as either a schedule I, II or III bank. Schedule I banks are permitted to accept
deposits and are not subsidiaries of foreign banks, which makes them eligible to receive, hold and enforce a special
security interest. Schedule II banks are also permitted to accept deposits and are subsidiaries of foreign banks, but they are
excluded from the Bank Act security. Finally, schedule III banks are permitted to operate in Canada but are not
incorporated under the Bank Act, which limits their range of banking activities. In addition to the Bank Act, provincial
governments have the power to enforce some regulations on banks if they are deemed necessary to provide stability.

BASEL III

Developed by the Basel Committee on Banking Supervision, Basel III raises
both the quality and quantity of required regulatory capital bases and
enhances the risk coverage of the Basel II capital framework to capture on-
and off-balance sheet risks.

The accord also strengthens the consistency and transparency of the capital base for commercial banks by defining and
limiting the types of capital instruments they use. Globally, Basel III is expected to be phased in between 2013 and 2022.
Yet, the OSFI mandated the early adoption of some aspects of the rules. For commercial banks in Canada, the OSFI
expected industry operators to have exceeded a common equity Tier 1 ratio of 7.0% by the first quarter of 2013. Moreover,
by the first quarter of 2019, Canadian commercial banks were expected to meet a total Tier 1 capital ratio of 8.5% and a
total capital ratio of 10.5%. Additionally, the requirements are tougher for the Big Six banks, given that they have each been
designated domestic systemically important financial institutions (D-SIFIs). As D-SIFIs, a 1.0% increase in their common
equity Tier 1 ratios was required beginning in 2016.

In addition, due to the COVID-19 (coronavirus) pandemic, the OSFI announced increased banking measures to support
Canada's federally regulated financial institutions in 2020. For example, in April 2020, the OSFI lowered the capital floor for
Canada's large banks that use the internal ratings-based (IRB) approach to calculate credit risk from 75.0% to 70.0%. This
lowered capital floor enables banks to use less capital to calculate credit risk, thus enabling banks to provide more loans.

Industry
Assistance

The level of industry assistance is    Low and the trend is Steady

The Commercial Banking industry in Canada receives a low level of
government assistance, but does receive ongoing assistance from industry
associations.

When the United States fell into recession prior to the five years to 2021, Canadian commercial banks were not unaffected.
While Canada's banks were in more sound positions relative to their US counterparts, government officials in Ottawa
agreed to insure the capital that they routinely borrow from other banks to keep their credit operations liquid. In the end,
commercial banks did not need the assistance because their Tier 1 capital to risk-adjusted assets ratio remained much
higher than the 7.0% that is required by Canada's federal bank regulator. However, assistance was given in this situation
and is available for commercial banks moving forward should they need it.

In addition, due to the spread of COVID-19 (coronavirus), the Canadian government instituted a variety of assistance
programs that some industry operators may have qualified for in 2020. For example, the Canada Emergency Wage
Subsidy covered a portion of an employee's wages for eligible employers that were negatively affected by the coronavirus
pandemic, this program is still available until October 23, 2021. Additionally, operators were able to take advantage of tax
deferrals and improved access to credit and loans to remain liquid. The Canada Emergency Business Account also
provided interest-free loans to small businesses of up to $60,000, where $20,000 would be forgiven if the loan is repaid
before December 31, 2022. Large operators were also able to apply for bridge financing through the Large Employer
Emergency Financing Facility.

Aside from direct government assistance, commercial banks receive assistance from several associations such as the
Canadian Bankers Association (CBA). The CBA promotes a healthy environment between commercial banks and
consumers, while also working for the industry in regard to regulation and competition.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)
Overnight

rate (%)
2012 149,244 81,142 7,850 74.0 275,280 N/A N/A 24,730 N/A 1.00
2013 149,481 83,132 7,927 80.0 279,795 N/A N/A 25,849 N/A 1.00
2014 151,972 85,776 7,860 82.0 280,145 N/A N/A 27,469 N/A 1.00
2015 156,915 90,636 7,722 82.0 280,115 N/A N/A 29,554 N/A 0.60
2016 169,016 95,228 6,930 85.0 275,450 N/A N/A 30,409 N/A 0.50
2017 181,341 105,571 6,667 85.0 275,825 N/A N/A 31,435 N/A 0.70
2018 212,562 123,181 6,609 86.0 274,835 N/A N/A 32,037 N/A 1.40
2019 242,374 128,654 6,570 88.0 281,000 N/A N/A 33,892 N/A 1.80
2020 212,695 105,610 6,540 83.0 271,703 N/A N/A 34,754 N/A 0.50
2021 221,406 120,269 6,543 83.0 278,186 N/A N/A 35,702 N/A 0.30
2022 230,323 125,429 6,549 83.0 284,914 N/A N/A 36,681 N/A 0.30
2023 236,483 129,294 6,531 83.0 289,474 N/A N/A 37,347 N/A 0.30
2024 240,773 131,935 6,545 83.0 293,177 N/A N/A 37,864 N/A 1.20
2025 244,854 134,397 6,579 83.0 296,989 N/A N/A 38,387 N/A 1.80
2026 249,017 136,893 6,621 84.0 301,071 N/A N/A 38,939 N/A 1.80

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)
Overnight

rate (%)
2012 5.59 7.19 2.26 2.77 0.42 N/A N/A 3.88 N/A 0.00
2013 0.15 2.45 0.98 8.10 1.64 N/A N/A 4.52 N/A 0.00
2014 1.66 3.18 -0.85 2.50 0.12 N/A N/A 6.26 N/A 0.00
2015 3.25 5.66 -1.76 0.00 -0.02 N/A N/A 7.58 N/A -40.0
2016 7.71 5.06 -10.3 3.65 -1.67 N/A N/A 2.89 N/A -16.7
2017 7.29 10.9 -3.80 0.00 0.13 N/A N/A 3.37 N/A 40.0
2018 17.2 16.7 -0.87 1.17 -0.36 N/A N/A 1.91 N/A 100.0
2019 14.0 4.44 -0.60 2.32 2.24 N/A N/A 5.78 N/A 28.6
2020 -12.3 -17.9 -0.46 -5.69 -3.31 N/A N/A 2.54 N/A -72.2
2021 4.09 13.9 0.04 0.00 2.38 N/A N/A 2.72 N/A -40.0
2022 4.02 4.29 0.09 0.00 2.41 N/A N/A 2.74 N/A 0.00
2023 2.67 3.08 -0.28 0.00 1.60 N/A N/A 1.81 N/A 0.00
2024 1.81 2.04 0.21 0.00 1.27 N/A N/A 1.38 N/A 300
2025 1.69 1.86 0.51 0.00 1.30 N/A N/A 1.37 N/A 50.0
2026 1.69 1.85 0.63 1.20 1.37 N/A N/A 1.43 N/A 0.00

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2012 54.4 N/A N/A 542 16.6 35.1 89,836
2013 55.6 N/A N/A 534 17.3 35.3 92,386
2014 56.4 N/A N/A 542 18.1 35.6 98,054
2015 57.8 N/A N/A 560 18.8 36.3 105,505
2016 56.3 N/A N/A 614 18.0 39.7 110,396
2017 58.2 N/A N/A 657 17.3 41.4 113,966
2018 58.0 N/A N/A 773 15.1 41.6 116,568
2019 53.1 N/A N/A 863 14.0 42.8 120,610
2020 49.7 N/A N/A 783 16.3 41.5 127,913
2021 54.3 N/A N/A 796 16.1 42.5 128,340
2022 54.5 N/A N/A 808 15.9 43.5 128,743
2023 54.7 N/A N/A 817 15.8 44.3 129,015
2024 54.8 N/A N/A 821 15.7 44.8 129,152
2025 54.9 N/A N/A 824 15.7 45.1 129,252
2026 55.0 N/A N/A 827 15.6 45.5 129,335

Figures are inflation adjusted to 2021
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Additional Resources
Additional
Resources

Bank of Canada
http://www.bankofcanada.ca

Canadian Bankers Association
http://www.cba.ca

The Globe and Mail
http://www.theglobeandmail.com

Office of the Superintendent of Financial Institutions
http://www.osfi-bsif.gc.ca

Statistics Canada
http://www.statcan.gc.ca

Industry Jargon ALLOWANCES FOR LOAN LOSSES
Funds set aside as allowances for bad debts, which are debts where the customer defaults or where the terms of
the loan need to be renegotiated.

BIG SIX
The six largest commercial banks in Canada, which include Royal Bank of Canada, Toronto-Dominion Bank,
Canadian Imperial Bank of Commerce, Scotiabank, Bank of Montreal and the National Bank of Canada.

LOAN DEFAULT
When a customer fails to pay back money received through a loan to the bank.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.
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INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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