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Purpose and Contents of Report

The Debt Management Report provides a review of federal debt operations for
fiscal year 1997-98, as well as an update on federal debt management strategy
and on federal debt programs up to October 30, 1998.
The report is divided into the following sections:

an outline of the federal debt management environment;

an overview of current federal debt management strategy! and the federal
debt managers;

details on the government’s domestic and foreign-currency debt operations
in 1997-98, including an update of activities up to October 30, 1998;

the distribution of holdings of Government of Canada market debt; and
a statistical summary of 1997-98 federal and agency debt operations.

1In March, the federal government publishes the Debt Management Strategy which provides detailed
information on the federal government’s debt management strategy for the upcoming fiscal year.
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In 1997-98,
the federal
government
achieved a
budget surplus
for the first
time in almost
30 years.

As a result, the
government has
been able to
begin paying
down its debt.

A prudent
debt structure
is in place.

To maintain
liquidity

and market
integrity in a
declining debt
environment,
the government
has recently
taken a number
of actions.

Highlights

At the end of March 1998, the federal government’s net public debt totalled
$579.7 billion and the budgetary surplus stood at $3.5 billion. This is the first
budgetary surplus since 1969-70.

As of March 31, 1998, the federal government’s market debt? was $463.8 billion.
During 1997-98, the federal government retired $9.6 billion of its market debt.

— Domestic debt declined by $13.7 billion in 1997-98, largely through a decline
in Treasury bill stock.

— Foreign debt increased by $4.2 billion. The increase in foreign borrowing is
consistent with the plan announced in recent budgets to bring the level of
Canada’s international reserves more in line with other sovereigns.

During the first seven months of the current fiscal year, the government retired
an additional $19.3 billion? of market debt. In total, up to October 30, 19983,
$28.9 billion of market debt had been retired.

Reduced exposure to changes in interest rates has been achieved by increasing
the share of the government’s gross debt in fixed-rate form to two-thirds at
October 30, 1998. The adjustment in debt structure has significantly reduced
the government’s short-term borrowing needs.

Canada’s capital market remains one of the most efficient capital markets in the
world with a high turnover of Government of Canada securities and low bid-
offer spreads. The federal government implemented a number of changes in
1997-98 to enhance market integrity and ensure a well-functioning market,
including:

— changing the Treasury bill issuance from a weekly to a two-week cycle;

— eliminating the issuance of 3-year bonds and reducing the frequency of
30-year bonds;

— revising the auction rules for Government of Canada securities; and

— contributing to the development of the Investment Dealers Association
(IDA) Code of Conduct governing the trading of debt securities in the
secondary market.

Fiscal 1997-98 Debt Program (billions of C$):

March 31, 1997 Net new issuance March 31, 1998

Domestic debt 450.4 -13.7 436.7
Foreign debt 23.0 4.2 27.2
Total market debt2 473.4 -9.6 463.8

Note: May not add due to rounding.

2 For debt management purposes, market debt is defined as the portion of debt funded in

the public markets and includes marketable bonds, Treasury bills, non-marketable retail debt
(primarily Canada Savings Bonds) and foreign-currency-denominated bonds and bills. However,
it should be noted that in other Department of Finance publications, market debt also includes
bonds issued to the Canada Pension Plan (CPP). During the first seven months of the current fiscal
year, $18.4 billion of market debt was retired when bonds issued to the CPP were included.

3 Caution should be exercised in extrapolating these monthly results to gain an assessment of

the possible outcome for the year as a whole. Some of the improvement to date was due to
special factors or one-time developments.



Achievement
of a budget
surplus means
that the
government is
paying down
its debt.

The debt-to-
GDP ratio
is falling.
The federal
government
is committed
to continue
reducing its
market debt.

Fiscal Environment

In 1997-98, the federal government achieved a budgetary surplus for the first
time since 1969-1970. Over the period April 1997 to March 1998, the budgetary
surplus totalled $3.5 billion compared to a budgetary deficit of $8.9 billion in

the same period in 1996-97. In 1997-98, a financial surplus of $12.7 billion was
reported (excluding foreign exchange transactions), up from $1.3 billion in
1996-97. A financial surplus means that the government did not need to borrow
new money from financial markets. Including foreign exchange transactions, the
net financial surplus stood at $10.6 billion. With a commitment to balanced
budgets in the next two fiscal years as well, the government will remain in an
ongoing net financial surplus position. This will allow the government to steadily
pay down its market debt.

The best indicator of the burden of debt on the economy is the debt-to-gross
domestic product (GDP) ratio. As a share of Canada’s economy (or GDP),

the net debt fell to 66.9 per cent in 1997-98 from 70.3 per cent in 1996-97 —

a 3.4-percentage-point decline. This decline in the debt-to-GDP ratio is the
largest single-year decline since 1956-57. Through its Debt Repayment Plan,
the government is committed to ensuring that the debt-to-GDP ratio continues
on a permanent downward track.

During the first seven months of the current fiscal year, the federal government
achieved a financial surplus (excluding foreign exchange transactions) of

$4.7 billion, up by $1.2 billion over the same period last year. As a result, market
debt had fallen by $19.3 billion as at October 30, 1998.

Public debt charges as a percentage of budgetary revenues — the interest ratio —
declined from 31.9 per cent in 1996-97 to 26.7 per cent in 1997-98. This means
that the government spent about 27 cents of every revenue dollar in 1997-98

for interest on the public debt. Due to the size of the debt stock, variations in
interest rates can significantly affect total debt costs. The cost of debt service
underscores how important the management of the public debt is to all Canadians.

The Debt Repayment Plan

The Debt Repayment Plan is based on three key elements:

two-year fiscal plans based on prudent economic planning assumptions; the current
plan commits to balanced budgets in 1998-99 and 1999-2000;

the inclusion in the fiscal plan of a Contingency Reserve of $3 billion in each year;
and

the use of the Contingency Reserve, when it is not needed, to pay down the
public debt.
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With the
achievement
of a budgetary
surplus,

gross debt

has stopped
growing.

The government
has two types
of debt:

market debt
and non-market
debt.

Size and Structure of the Federal Debt

The 1997-98 budgetary surplus brought the federal government’s net public debt —
gross federal debt net of the government’s financial assets — down to $579.7 billion
from $583.2 billion in 1996-97. Net public debt is the best measure of the federal
government’s financial position. Gross public debt at the end of March 1998
totalled $638.5 billion. With the achievement of a budgetary surplus, gross debt
has stopped growing.

Chart 1
Evolution of Net Federal Debt
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The gross federal debt is made up of two major components: market debt and
non-market debt. Market debt is the portion of debt that is funded in the public
markets and includes marketable bonds, Treasury bills, non-marketable retail debt
(primarily Canada Savings Bonds) and foreign-currency-denominated bonds and
bills. At March 31, 1998, market debt outstanding was $464 billion. Non-market
debt includes the government’s internal debt which is, for the most part, federal
public sector pension liabilities, the government’s current liabilities (e.g., accounts
payable, accrued liabilities, interest and payment of matured debt), and bonds
issued to the Canada Pension Plan. At March 31, 1998, non-market debt totalled
$175 billion.



Sensitivity of
debt charges
to interest rate
changes has
been cut in
half for the
first year.

The government
plans to
maintain a
prudent debt
structure.

Chart 2
Gross Federal Debt 1997-98
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Source: Public Accounts of Canada

In 1997-98, the federal government continued to restructure its debt stock to
ensure that it is less sensitive to unexpected changes in interest rates. It has
achieved this by increasing the fixed-rate share* of the government’s gross debt
to 65 per cent in 1997-98 from 53 per cent in 1993-94 (Chart 3). As a result, the
impact of a 100-basis-point increase in interest rates on the budget balance in the
first year of the increase is now about $800 million lower today than at the time of
the 1995 budget (i.e. $1 billion compared to $1.8 billion).

The fixed-rate share target for 1998-99 is set at two-thirds of the debt. Due to the
fiscal surplus achieved up to October 30, 1998, this target has been achieved.

4 The fixed-rate share of the debt is the percentage of the gross debt excluding non-interest-bearing
liabilities that matures or is repriced in more than one year.
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Chart 3
Fixed-Rate Share of Gross Debt
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Federal Debt Managers

The Department of Finance, in conjunction with the Bank of Canada and
Canada Investment & Savings (CI&S), the government’s retail debt agency,
manages the federal market debt. The Financial Markets Division of the
Department of Finance provides analysis and develops policies and
recommendations for the federal government’s borrowing programs,
including borrowings for official reserve purposes and the management of
financial risks.

The Division works in partnership with the Bank of Canada, the
government’s fiscal agent, on all aspects of debt management. As fiscal
agent, the Bank of Canada is specifically responsible for the operational
aspects of debt management — e.g., conducting the auctions of government
debt, issuing debt instruments, making interest payments and foreign-
currency borrowing operations. The Bank also has responsibility for
monitoring market activities and advising on debt management policy issues,
as well as co-ordinating risk management activities.

Primary responsibility for the management of the retail debt portion of the
federal market debt is carried out by CI&S. A special operating agency of the
Department of Finance, CI&S is responsible for achieving the fundamental
debt management objective of stable, low-cost funding by developing and
implementing the retail debt program.




11

Maintaining a
prudent debt
structure
remains a
priority.

The government
is committed

to maintaining
and enhancing a
well-functioning
market.

Auction rules
were revised to
reinforce the
integrity of the
primary market.

Overview of the
Federal Debt Management Strategys

Recent Debt Strategy Initiatives

The fundamental debt management objective is to raise stable, low-cost funding
for the government. A key strategic objective is the maintenance of a well-
functioning domestic capital market. The federal government has taken a series
of initiatives in 1997-98 and in the current fiscal year to achieve these objectives
(see Table 1 for an overview).

Maintaining a prudent debt structure is essential in protecting the government’s
fiscal position from unexpected changes in interest rates. A new target for the
fixed-rate share of the debt has been set to two-thirds of the debt. As of
October 30, 1998, this target was achieved.

To enhance the liquidity of Government of Canada securities and ensure a well-
functioning market, the issuance of 3-year bonds was eliminated and the weekly
cycle of Treasury bill auctions was replaced by a biweekly cycle in 1997-98. For the
current fiscal year, the frequency of issuance of 30-year bonds was reduced to two
times per year and a pilot bond buy-back program was launched. The purpose of
the bond buy-back program is to buy back existing, less liquid bonds to maintain
liquidity in the primary market.

The federal government has been working closely with market participants on a
number of initiatives to enhance market integrity. In August 1998, the Department
of Finance and the Bank of Canada released revised rules pertaining to auctions of
Government of Canada securities and the Bank of Canada’s surveillance of the
auction process. These new rules, which became effective in October 1998, are
designed to reinforce the integrity of the auction process and encourage broad
participation in it. The revisions also include a new classification of government
securities distributors, a subgroup of dealers called primary dealers, a definition

of a bidding entity, procedures for the submission of bids, new bidding limits

for government securities distributors, and bidding limits for customers of
government securities distributors. In addition, the Bank of Canada intends to
increase its monitoring of Government of Canada securities markets, including
ongoing reporting by auction participants and enhanced reporting to help ensure
market integrity.®

5 Further details on the 1998-99 strategy can be found in the Debt Management Strategy 1998-99,
released in March 1998.

¢ Further details of these changes are available on the web site of the Bank of Canada at:
www.bank-banque-canada.ca
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Table 1

Overview of Debt Management Strategy for 1997-98 and 1998-99

Strategy

1997-98

Initiatives

1998-99

Maintain a prudent
debt structure

The target for the fixed-rate
share of the debt of 65% was
achieved in August 1997.

The fixed-rate target increased to
two-thirds of the debt and was
achieved by October 30, 1998.

Maintaining and enhance a
well-functioning market

In September 1997, the weekly
cycle of Treasury bill auctions
was replaced by a two-week
cycle and the maturity of
3-month Treasury bills was
lenghtened by seven days

to 98 days.

In April 1997, the issuance of
3-year bonds was eliminated.

Consultations took place
with market participants

on changes in auction rules
to reduce potential for
manipulative behaviour prior
to and during auctions.

Discussions were held with

the IDA on the IDA Code of
Conduct to establish standards
for trading debt securities in
the secondary market.

The pilot bond buy-back program
was launched.

In April 1998, the issuance of
30-year bonds was reduced
to a semi-annual frequency.

In September 1998, the IDA Code
of Conduct (Policy No. 5) was
approved by the Ontario Securities
Commission and sent to all
member firms.

In October 1998, new rules

were implemented for auctions

of Government of Canada
securities, together with extended
surveillance of the Government

of Canada market by the Bank

of Canada.

Diversify the
investor base

In March 1997, a Euro
Medium-Term Note program
was launched.

CI&S introduced more savings
options for Canadians,
including holding bonds

in RRSPs and RRIFs and the
launching of the new Canada
Payroll Savings program.

In June 1998, a jumbo DM global
bond was issued, and in
October 1998 an inaugural FF

4 billion bond was issued.

In the fall of 1998, the Canada
Premium Bond was introduced
and sold concurrently with the
CSB, and continuous sales to

April 1, 1999 are being piloted.
Extension of the new Canada
Payroll Savings program continues.
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An IDA Code
of Conduct
was developed
to reinforce
the integrity of
the secondary
market.

The federal
government will
continue to
maintain the
principles of
liquidity,
transparency
and regularity
in its debt
management
program.

Parallel to the development of the revised rules, the federal government
participated in the development of the IDA Code of Conduct, establishing
standards for the trading of debt securities in the secondary market. This initiative
is linked to Government of Canada securities through the new terms of
participation in auctions for government securities distributors and customers.

Diversification of the investor base is being pursued on two fronts through the
extension of the federal government’s sources of funds in international markets
and through Canada Investment and Savings, the government’s retail debt agency.
On the international front, the Euro Medium-Term Note (EMTN) program was
launched in 1997. Notes issued under this program can be denominated in a range
of currencies and structured to meet investor demand. Other initiatives
undertaken by the federal government to diversify its investor base through
international markets were the issue of the jumbo DM global bond in June 1998,
and the inaugural FF issue in October 1998. Both issues, which were well received
by international investors, also furthered the government’s strategy of diversifying
the assets held in the Exchange Fund Account as the proceeds were reinvested

in DM and FF assets.

Continuing Debt Strategy Initiatives

The government’s continuing debt strategy initiatives fall into two categories:
maintaining a transparent and liquid federal debt program; and
providing active support for broader market initiatives.

Federal Debt Program Features

A transparent debt strategy preannouncing auction calendars and building large
bond benchmarks are key elements in improving the liquidity, transparency and
efficiency of the Canadian bond market.

The annual debt strategy and quarterly bond auction schedule announcements are
made to increase the market’s knowledge about future debt operations to promote
efficiency in the market. The debt strategy announcement includes the target

for the fixed-rate share of the debt and the specifics about the major elements

of the debt program. The 1998-99 debt strategy press release announced:

a new target for the fixed-rate share of the debt set at two-thirds of the debt;

a modestly lower bond program compared to the previous fiscal year and
a decrease in Treasury bill stock by about 10 per cent;

a change in issuance frequency of the 30-year bond from a quarterly to
semi-annual basis; and

continuance of building large benchmark bonds at the 2-, 5-, 10- and 30-year
maturities, with target sizes of $7 billion to $10 billion.
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The federal
government
continues to
provide support
to initiatives
aimed at
promoting the
Government

of Canada
futures market.

Table 2
Ongoing Federal Debt Initiatives Promoting Efficient Canadian Capital Markets

Building large benchmarks

Publishing a quarterly bond auction calendar
Making debt strategy and operations transparent
Using common coupon dates

Book-based electronic clearing and settlement

Domestic Market Initiatives

Beyond the design and implementation of the federal debt program, the
government pursues greater liquidity and efficiency through support for private
sector initiatives in the domestic fixed-income market.

In particular, the Department of Finance and the Bank of Canada have worked
with the Montreal Exchange and the investment community in developing a liquid
domestic Government of Canada futures market. There is a highly successful
futures contract based on 3-month bankers’ acceptance rates (the BAX contract)
and active 10- and 5-year Government of Canada bond futures contracts (the CGB
and CGF contracts).

The government has also provided active support for improved market

price transparency by supporting the development of a screen-based information
system on prices and trades in the secondary market in Government of

Canada securities.

The efficiency of the Canadian market is facilitated through the placement of all
Government of Canada Treasury bills and bonds on an electronic clearing and
settling system. Federal government bonds were placed on the Debt Clearing
System (DCS) of the Canadian Depository for Securities (CDS) in 1994, and
Treasury bills were put on the DCS in November 1995.

The government also assists the Government of Canada strip bond market by
letting the DCS provide separate CUSIP (Committee on Uniform Security
Identification Procedures) numbers for each cash flow and allowing the
reconstitution of cash flows back into conventional bonds.

Ongoing support for initiatives that help promote the strip, swap and repo markets
is also provided by the federal government.
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Government of Canada Securities Market

Canada’s fixed-income market has become one of the most efficient in the world. Indicators of the
efficiency, liquidity and depth of the market include tight bid-offer spreads for the various fixed-
income instruments, the large volume of transactions and high turnover ratios.

The volume of transactions in the Government of Canada bond market has grown significantly
over the last eight years. The volume of transactions in the Treasury bill market had increased
sharply from 1990 to 1995, but has since declined as the stock of Treasury bills outstanding has
fallen. In the second quarter of 1998, total Treasury bill turnover was $392 billion. The quarterly
turnover ratio was 4.1 in 1998Q2 (see Chart 4). Total marketable bond turnover was $1,121 billion
in the second quarter of 1998, a 240-per-cent increase from the first quarter of 1990.
The quarterly turnover ratio was 3.7 in 1998Q2 compared to 2.6 in the first quarter of 1990
(see Chart 5).

Government of Canada Treasury Bills
Trading Volume and Turnover Ratio

billions of C$
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The significant growth in the trading volume and turnover ratios in the repo market over the past
two years provides further evidence of an extremely efficient Canadian government securities
market. Since the first quarter of 1994, the total quarterly turnover for Government of Canada
bond repos has increased from $2,194 billion to $6,904 billion in the second quarter of 1998.
Furthermore, the quarterly turnover ratio for bond repos in 1998Q2 was 23, up from about 11 in
early 1994 (see Chart 6). The Treasury bill repo market is less active than the bond repo market;
nevertheless, it is quite efficient with total quarterly turnover in 1998Q2 at $521 billion and a
quarterly turnover ratio of 5.5 (see Chart 7).
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Results of 1997-98 Government of Canada Debt
Management Operations and Cash Management

(includes updates as of October 30, 1998)

Overview

As a result of the budgetary surplus achieved in 1997-98, the federal government
retired $9.6 billion of its market debt during this period. Total domestic debt
alone declined by $13.7 billion. The share of market debt held in short-term
instruments, primarily Treasury bills, decreased while the share held in
longer-term instruments increased.

Table 3

Composition of Federal Market Debt
(billions of C$)

March 31, 1997 March 31, 1998 October 30, 1998
C$-Denominated
Fixed-coupon bonds 2745 284.7 286.8
RRBs 8.0 9.9 10.7*
Treasury bills 135.4 112.3 86.7
Non-marketable retail debt 325 29.8 27.8
Foreign-Currency-
Denominated
Canada Bills 8.4 9.4 11.2
Foreign bonds 125 14.7 17.9
Canada Notes 2.1 1.7 0.7
Euro Medium-Term Notes 0.0 1.5 2.7
Total 473.4 463.8 444.5

Note: May not add due to rounding.
* RRB numbers for October 1998 do not include CPI adjustment so far this year.

Foreign reserves increased in 1997-98, consistent with the government’s
announcement in the 1996 and 1998 budgets to bring the level of Canada’s
international reserves more in line with other sovereigns.

Up to October 30, 1998, domestic debt declined by $24.6 billion while
foreign-currency-denominated debt increased by $5.2 billion. As a result,
total market debt declined to $444.5 billion.

The gradual change in the composition of the debt has led to an increase in
the average term to maturity (ATM) of the federal market debt, from 4.0 years
in January 1990 to 6.1 years in October 1998 (Chart 8).
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Chart 8
Average Term-to-Maturity of Marketable Debt

years

Source: Bank of Canada

Domestic Debt
Fixed-Coupon Marketable Bonds

Fixed-coupon marketable Government of Canada bonds are issued in Canadian
dollars and pay interest semi-annually.

Net new issuance of fixed-coupon marketable bonds during the year totalled

$10.2 billion (gross issuance less maturing issues), bringing the stock outstanding
of marketable bonds to $284.7 billion as at March 31, 1998. In comparison, net new
issuance was $27.9 billion in the previous fiscal year and outstanding fixed-coupon
marketable bonds stood at $274.5 billion at the end of March 1997.

In 1997-98, gross issuance of fixed-coupon marketable bonds consisted of
$14.0 billion of 2-year bonds, $9.9 billion of 5-year bonds, $9.3 billion of
10-year bonds and $5.0 billion of 30-year bonds (issuance of 3-year bonds
ceased in 1997-98). Fixed-coupon marketable bonds represent the largest
component of the federal government’s outstanding market debt.

The distribution of the outstanding stock of fixed-coupon marketable bonds at
the end of 1997-98 and as of October 30, 1998 is shown in Table 4.
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Table 4
Outstanding Fixed-Coupon Marketable Bonds (billions of C$)
March 31, 1998 October 30, 1998

0-2 years 80.9 78.4

2-5 years 69.9 78.2

5-10 years 71.5 74.9

10-30 years 62.5 55.3

Total 284.7 286.8

Note: May not add due to rounding.

Status as of October 30, 1998

The outstanding stock of fixed-coupon marketable bonds
was $286.8 billion at the end of October 30, 1998.

Real Return Bonds (RRBSs)

Real Return Bonds, introduced in 1991, provide cost-effective diversification of
the marketable bond program for the government as the implied real rates on
comparable nominal bonds generally exceed the real rate offered on RRBs.
RRBs serve the needs of real return investors such as indexed pension funds.

Issuance of RRBs in 1997-98 totalled $1.7 billion through four issues, bringing
the level outstanding of RRBs to $9.9 billion as at March 31, 1998 (including
$0.7 billion in Consumer Price Index (CPI) adjustment). RRBs are issued

via quarterly single-price auctions.

Status as of October 30, 1998

At October 30, 1998, the outstanding stock of RRBs was $10.7 billion
including one issue of RRBs in the April to October 1998 period.

The program for 1998-99 incorporates four RRB issues having a total
issuance target of up to $2 billion.

Treasury Bills

Treasury bills with terms to maturity of approximately three, six and 12 months
are offered on a biweekly basis. Cash management bills of shorter maturity than
regular Treasury bills are issued from time to time to facilitate the management of
the government’s cash balances.

The stock of outstanding Treasury bills decreased by $23.1 billion during the
1997-98 fiscal year to a level outstanding of $112.3 billion at March 31, 1998. To
maintain the liquidity of this market given reduced issuance, Treasury bill auctions
changed from a weekly to a two-week cycle in September 1997, and the maturity
of 3-month Treasury bills was lengthened by seven days to 98 days, to make it
fungible with longer-dated Treasury bills.
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Status as of October 30, 1998

The Treasury bill stock has continued to decline significantly over the
first seven months of the current fiscal year as the financial surplus
continues to increase. Treasury bills outstanding at October 30, 1998
totalled $86.7 billion.

Canadian Dollar Interest Rate Swaps

There were no new domestic interest rate swaps to raise floating rate funding
in 1997-98.

Retail Debt

Retail debt is broadly defined as Government of Canada securities held by
individual Canadians, and includes both non-marketable and marketable debt.

In 1997-98, there were two investment products within the retail non-marketable
debt program: the Canada Savings Bond (CSB) and the Canada RRSP Bond, now
renamed the Canada Premium Bond. The Canada Premium Bond features longer-
term pricing but with less liquidity. Both bonds can now be held within or outside
registered retirement savings plans (RRSPs) and registered retirement income
funds (RRIFS).

The retail debt share, including both non-marketable and marketable debt, of

the Government of Canada total market debt remained stable in the last year. This
stopped the decline of the last decade, thereby contributing to the government’s
objective of maintaining a diversified investor base. The non-marketable
component of retail debt decreased by $2.7 billion in 1997-98, largely offset by

an increase in the individual holdings of marketable debt.

Status as of October 30, 1998

In 1998-99, two products will be offered at the same time: the Canada
Savings Bond and the new Canada Premium Bond (formerly known

as the Canada RRSP Bond). Both bonds will also be on sale for six
continuous months from early October until April 1, providing Canadians
with more convenient access to these products than the single three-
week period in past years. In addition, the new Canada Payroll Savings
program has been rolled out to about 300,000 Canadians.

Foreign-Currency Debt

Foreign borrowing is becoming a much more significant element of debt
operations. Canada borrows in foreign currencies to raise foreign exchange
reserves for the Exchange Fund Account (EFA). The EFA is a pool of assets
used to promote the order and stability of the Canadian dollar in the foreign
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exchange market. Foreign exchange reserves are also held for general liquidity
purposes. The major objectives of Canada’s reserve program are to raise adequate
reserves, minimize the cost of carrying reserves, immunize foreign exchange and
interest rate risk, and prudently manage refinancing risk.

Foreign reserves increased in 1997-98, which is consistent with the government’s
announcement in the 1996 and 1998 budgets to raise the level of reserves in order
to bring Canada in line with other sovereigns.

As of March 31, 1998, foreign-currency liabilities stood at US$24.4 billion —
(US$19.1 billion in foreign-currency debt and US$5.3 billion in
cross-currency swaps).

Canada’s foreign currency debt amounts to less than 6 per cent of its outstanding
market debt.

Foreign-currency debt outstanding consists of Canada Bills, Canada Notes,
Euro Medium-Term Notes and marketable bonds. Canada also obtains
foreign-denominated funding through cross-currency swaps on domestic bonds.
Annex 1 provides further details on Canada’s foreign-currency debt.

Table 5
Foreign-Currency Liabilities (as of March 31, 1998)
billions of US$
Canada Bills 6.6
Canada Notes 1.2
Floating Rate Notes 2.0
LIBOR-25bps, due 15 February 1999
Euro-Medium Term Notes 11
Global Bonds
6%% US$ bonds due 30 May 2000 15
67%% US$ bonds due 30 May 2001 1.0
6%% US$ bonds due 15 July 2002 1.0
5%% US$ bonds due 19 February 2003 2.0
6%% US$ bonds due 21 July 2005 15
6%% US$ bonds due 28 August 2006 1.0
6%% NZ$ bonds due 3 October 2007 0.3
Total foreign-currency debt 19.1
Cross-currency swaps 5.3
Total foreign-currency liabilities 24.4

Note: May not add due to rounding.



21

Canada Bills and Canada Notes

Canada Bills, which are short-term promissory notes denominated in U.S. dollars,
are issued in the U.S. market as a source of low-cost U.S. dollar funding. The level
of outstanding Canada Bills increased from US$6.1 billion to US$6.6 billion during
1997-98. Net issuance decreased compared to 1996-97 levels.

Canada Notes are used as required to raise fixed and floating rate funding for
terms longer than nine months. The stock of outstanding U.S. medium-term
notes, which the government began to issue in March 1996, decreased from
US$1.5 billion to US$1.2 billion during 1997-98.

Status as of October 30, 1998

In the first seven months of the current fiscal year, the outstanding
amount of Canada Bills increased by US$0.7 billion. The
outstanding stock of Canada Notes stood at US$0.5 billion as of
October 30, 1998.

Euro Medium-Term Notes

The EMTN program, introduced in March 1997, diversifies the sources of cost-
effective funding for Canada’s foreign exchange reserves. Notes issued under the
new program can be denominated in a range of currencies and structured to meet
investor demand. Obligations are swapped to U.S. dollars, the primary currency
held in the foreign exchange reserves. In 1997-98, the federal government
executed six transactions under the EMTN program (see Annex 1 for details).

Status as of October 30, 1998

Six other issues were done under the EMTN program this fiscal year:
Hong Kong dollar 200 million three-year notes, Greek drachma

20.0 billion five-year notes, US$75 million one-year notes,

US$200 million one-year notes, British pound 200 million six-year notes,
and a FF 4 billion issue.

Foreign-Currency-Denominated Bonds

At the end of 1997-98, Canada had US$8.3 billion in fixed-rate bonds (of which
US$3.3 billion were issued in 1997-98) and US$2.0 billion Floating Rate Notes
(issued in 1993-94) were outstanding. The US$3.3 billion of fixed-rate bonds
issued in 1997-98 consisted of three global bonds (see Annex 1 for details).

Status as of October 30, 1998

Since March 31, 1998, the federal government has issued a Deutsche
mark US$4.0 billion 4%-per-cent global bond due July 7, 2008. The
transaction was well received by investors and has further reinforced
Canada’s reputation in the international capital markets. Proceeds were
invested in DM assets as an initial step to diversify the government’s
reserve assets in major reserve currencies. In October 1998, the federal
government also issued a US$2.5 billion 5%-per-cent global bond due
November 5, 2008.
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Cross-Currency Swaps

Cross-currency swaps of domestic obligations are an alternative to bond issues as
a means of meeting the government’s targets for longer-term foreign-currency
funding. In 1997-98, the federal government raised US$3.6 billion in foreign
exchange reserves at attractive funding levels by entering into 13 cross-currency
swaps. This is a significant increase from the previous fiscal year when the
government entered into only two cross-currency swaps to raise US$1 billion in
foreign exchange reserves. The total amount of cross-currency swaps outstanding
as of March 31, 1998 stood at US$5.3 billion.

Status as of October 30, 1998

In the first seven months of the current fiscal year, the federal
government entered into 22 cross-currency swaps, raising an additional
US$2.0 billion and bringing the total amount of cross-currency swaps
to US$7.3 billion.

The Management of the Government’s Cash Balances

The main priorities in managing cash balances are to ensure that the government
has sufficient cash to meet its operating requirements. This requires careful
forecasting and monitoring of the daily flows, as well as an ongoing borrowing
program to refinance maturing debt and maintain the balances at the targeted
level. There is inherent uncertainty in forecasting daily changes in cash balances,
owing to the scope of the government’s financial operations, the operations of
the Bank of Canada and the volatility of markets. An adequate level of cash
balances must be maintained at all times to meet operational requirements,
including adjustment to changes in market conditions.

All cash balances are invested with direct clearing members of the Canadian
Payments Association (CPA) as either term or demand deposits through an
auction process. In order to earn competitive market rates of return, balances
in excess of daily operating requirements have been auctioned to direct
clearers as term deposits since 1986. In 1989, the auction format was extended
to demand deposits.

The level of the government’s daily cash balances (term and demand) averaged
$8.1 billion in fiscal 1997-98, higher than the average daily cash balance of
$5.7 billion in 1996-97.

As previously mentioned, cash balances are invested in the market. Term
deposits, typically for terms ranging between one and seven days, averaged

$7.8 billion, $2.5 billion higher than the previous fiscal year. Earnings on term
balances averaged 3.96 per cent, slightly higher than the average of 3.89 per cent
in the prior year. Average demand balances, at $353 million, were $12 million
lower than in 1996-97 and earned 2.81 per cent (compared to 2.99 per cent

the previous year).



Chart 9
Average Level of Government of Canada
Cash Balances, Fiscal Year 1997-98

Government
Government balances at Bank
demand balances of Canada
4.3% 0.2%

Government
term deposits
95.5%

Source: Department of Finance
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Distribution of Holdings of
Government of Canada Debt

Domestic Holdings of Government of Canada Debt

In 1997, life insurance companies and pension funds accounted for the largest
share of domestic holdings of Government of Canada market debt (27 per cent),
closely followed by public and other financial institutions.” Taken together, they
accounted for 50 per cent of domestic holdings.

Persons and unincorporated businesses accounted for 10 per cent of domestic
holdings, down almost 25 percentage points since 1990. The chartered banks’
share of holdings of market debt has more than doubled since 1990, from

9 per cent to 19 per cent in 1997.

Bonds and bills held by public and other financial institutions also increased
sharply over the 1990-1997 period — from 8 per cent in 1990 to 23 per cent

in 1997. Much of the increase in the share of market debt held by public and
other financial institutions can be attributed to a significant increase in mutual
fund holdings.

Reference Table IV shows the evolution of the distribution of domestic holdings
of Government of Canada debt since 1976.

Chart 10
Distribution of Domestic Holdings of
Government of Canada Market Debt, 1997

Persons,
unincorporated
All levels of businesses . .
government 10% Non-flnanaal
Public and 7% corporations
other financial 0
institutions* Bank of Canada
23% 8%

Chartered banks
19%

Life insurance,
pension funds Quasi-banks
27% 2%

Total: $350.8 billion at December 31, 1997
*Source: Statistics Canada, The National Balance Sheet Accounts

7 Includes investment dealers, mutual funds, fire and casualty insurance companies, sales, finance
and consumer loan companies, accident and sickness branches of life insurance companies, other
private financial institutions (not elsewhere included), federal public financial institutions, and
provincial financial institutions.
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Non-Resident Holdings of Government
of Canada Debt

Non-resident holdings of the Government of Canada’s market debt decreased by
$6.0 billion in fiscal year 1997-98. Total non-resident holdings were estimated to
be $114.4 billion at the end of March 1998, representing about 24.7 per cent of
the Government of Canada’s total market debt. Since 1992-93, the share of
market debt held by non-residents has been steadily declining.

Non-residents held $92.3 billion in government bonds in 1997-98, an increase
of $1.0 billion from the previous year. Non-resident holdings of bills amounted
to 4.8 per cent of total market debt at March 31, 1998, down more than

1 percentage point from 1996-97. Non-resident holdings of bills (Treasury
bills and Canada Bills) declined by $7.0 billion over the fiscal year

(see Reference Table V).

Chart 11
Non-Resident Holdings of Government of Canada Debt

per cent of total market debt
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Source: Statistics Canada, Canada’s International Transactions in Securities
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Annex 1
Details on Canada’s Foreign-Currency Debt, 1997-98

Foreign-Currency-Denominated Bonds

At the end of 1997-98, Canada had US$8.3 billion in fixed-rate bonds (of which
US$3.3 billion was issued in 1997-98) and US$2.0 billion in Floating Rate Notes
outstanding (issued in 1993-94).

The US$3.3 billion in fixed-rate bonds issued in 1997-98 consisted of
three global bonds:

in July 1997, a US$1.0 billion 6%-per-cent 5-year global bond due July 15, 2002;

in October 1997, a New Zealand dollar 500 million (US$319 million equivalent)
6%-per-cent 10-year global bond due October 3, 2007; and

in February 1998, a US$2.0 billion 5%-per-cent 5-year global bond due
February 19, 2003.

Cross-Currency Swaps

In 1997-98, the federal government raised US$3.6 billion in foreign exchange
reserves at attractive funding levels by entering into 13 cross-currency swaps,
bringing the total cross-currency swaps to US$5.3 billion.®

Euro Medium-Term Notes (EMTNS)

In 1997-98, the federal government executed six transactions under the
EMTN program:

in July 1997, US$450 million 5%-per-cent 5-year notes due January 30, 2001 sold
to Japanese retail investors (US$50 million was retired in September 1997);

in July 1997, Japanese yen 5 billion Australian dollar 3.30-per-cent reverse dual
currency notes (payment of principal is made in Japanese yen while interest
payments are made in Australian dollars) due January 31, 2008 sold to
Japanese institutions;

in November 1997, Danish kroner 500 million 5%-per-cent notes
due December 22, 2004 sold to European retail investors;

in November 1997, US$30 million deep discount 4.0-per-cent notes
due November 19, 2007 sold to Japanese institutional investors;

in February 1998, a series of Japanese yen notes totalling 2.4 billion with
coupon rates from 0.01 per cent to 0.06 per cent due October 2, 2000; and

in March 1998, British pound 300 million 6%-per-cent notes due
November 26, 2004.

8 Further details are available in Reference Table IX.
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Annex 2

Government of Canada Market Debt Instruments

Fixed-Coupon Marketable Bonds

Effective October 1995, Government of Canada marketable bonds are issued in
global certificate form only whereby a global certificate for the full amount of the
bonds is issued in fully registered form in the name of CDS & Co., a hominee of the
Canadian Depository for Securities Limited (CDS). The bonds must be purchased,
transferred or sold, directly or indirectly, through a participant of the Debt
Clearing System (DCS) operated by the CDS and only in integral multiples of
$1,000 (face value). Prior to December 1993, Government of Canada bonds

were issued in coupon-bearer and fully registered form, and were available in
denominations ranging from $1,000 to $1,000,000. Between December 1993 and
September 1995, Government of Canada bonds were only issued in fully registered
form. All Canadian dollar marketable bonds are non-callable. All Canadian dollar
marketable bonds pay a fixed rate of interest semi-annually.

Issues of fixed-coupon marketable bonds are sold via public tender, with the
Bank of Canada acting as the government’s fiscal agent, to primary distributors
made up of securities dealers that operate in Canada and who are members of
the Investment Dealers Association of Canada, and a small number of Canadian
chartered banks. These sales are via multiple-price auction.

Government of Canada Real Return Bonds (RRBS)

Government of Canada Real Return Bonds pay semi-annual interest based upon a
real interest rate. Unlike standard fixed-coupon marketable bonds, interest
payments on Real Return Bonds are adjusted for changes in the Consumer Price
Index (CPI). The CPI, for the purposes of RRBs, is the all-items CPI for Canada,
not seasonally adjusted, published monthly by Statistics Canada. The semi-annual
nominal coupon payments are calculated as follows:

coupon payment; = real coupon rate/2 * (principal + inflation compensation,)
where inflation compensation, = ((principal * reference CPI/reference CPI . )
principal).

The reference CPI for the first day of any calendar month is the CPI for the third
preceding calendar month. The reference CPI for any other day in a month is
calculated by linear interpolation between the reference CPI applicable to the first
day of the month in which such day falls and the reference CPI applicable to the
first day of the month immediately following. The reference CPI_, . for a series of
bonds is the reference CPI, applicable to the original issue date for the series.

At maturity, bondholders will receive, in addition to a coupon interest payment,
a final payment equal to the sum of the principal amount and the inflation
compensation accrued from the original issue date — i.e. final payment =
principal + ((principal * reference CPI ., ... /reference CPI,...) - principal).
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These bonds must be purchased, transferred, or sold, directly or indirectly,
through a participant of the DCS and only in integral multiples of $1000

(face value). New issue distribution is through single-price auction to primary
distributors.

Canada Savings Bonds (CSBs)

CSBs are currently offered for sale by most Canadian financial institutions.
To facilitate their purchase, many Canadians elect to purchase CSBs through
payroll deductions.

Except in certain specific circumstances, Canada Savings Bonds can only be
registered in the name of residents of Canada and are available in both regular
interest and compound interest forms. Denominations range from $100 to $10,000.
All CSBs are non-callable and, except in certain limited circumstances,
non-transferable.

CSBs pay a competitive rate of interest which is guaranteed for one or more years.
They may be cashed at any time and, after the first three months, pay interest up
to the end of the month prior to encashment.

Canada Premium Bonds (CPBs)

The Canada Premium Bond is a new retail investment and savings product
introduced by the Government of Canada in 1998 and replaces the Canada RRSP
Bond. Like the CSB, it is available in most Canadian financial institutions.

The Canada Premium Bond offers a higher interest rate compared to the CSB
and is only redeemable once a year on the anniversary of the issue date and during
the 30 days thereafter without penalty.

Treasury Bills

Effective November 1995, all new issues of Treasury bills are issued is global
certificate form only whereby a global certificate for the full amount of the
Treasury bills is issued in fully registered form in the name of CDS & Co., a
nominee of the Canadian Depository for Securities Limited (CDS). Treasury bills
must be purchased, transferred, or sold, directly or indirectly, through a
participant of the DCS operated by the CDS and only in integral multiples of
$1,000 (face value). Prior to November 1995, Treasury bills were issued in bearer
form and were available in denominations ranging from $1,000 to $1,000,000.

Treasury bills are sold by public tender on a discount basis to primary distributors
of Government of Canada securities. Treasury bills with terms to maturity of
approximately three, six, or 12 months are currently auctioned on a biweekly
basis, generally on Tuesday for delivery Thursday. Under the biweekly issuance
pattern, new 3-month (98 days) Treasury bills are issued at each biweekly auction.
New 6- and 12-month Treasury bills are offered in the same week and then
reopened once at the next regular auction two weeks later.
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Cash Management Bills (CMBs) are also periodically issued by the Government of
Canada. CMBs are Treasury bills with maturities of less than three months (they
can be as short as one day) used as a source of short-term financing for the
government. CMB auctions can take place on any business day, typically for
next-day delivery, but on some occasions for same-day delivery.

Canada Bills

Canada Bills are promissory notes denominated in U.S. dollars and issued only

in book-entry form. They mature not more than 270 days from their date of issue
and are discount obligations with a minimum order size of US$1,000,000 and a
minimum denomination of US$1,000. Delivery and payment for Canada Bills
occur in same-day funds through Chase Manhattan Bank in New York City.

Primary distribution of Canada Bills occurs through five dealers in New York:

CIBC Wood Gundy Inc., CS First Boston, Goldman, Sachs & Co., Lehman Brothers
and RBC Dominion Securities Inc. Rates on Canada Bills are posted daily for terms
of one to six months.

Canada Bills are issued for foreign exchange reserve funding purposes only.

Canada Notes

Canada Notes are promissory notes usually denominated in U.S. dollars and
available in book-entry form. Canada Notes are issued in denominations of
US$1,000 and integral multiples thereof. At present, the aggregate principal
amount outstanding issued under the program is limited to US$10.0 billion.
Notes can be issued for terms of nine months or longer, and can be issued at
a fixed or a floating rate.

The interest rate or interest rate formula, the issue price, stated maturity,
redemption or repayment provisions, and any other terms are established by
Canada at the time of issuance of the notes and will be indicated in the
Pricing Supplement. Delivery and payment for Canada Notes occur through
the Bank of Montreal Trust Company in New York City.

The notes are offered on a continuous basis by Canada through five dealers:

CS First Boston, Goldman, Sachs & Co., Lehman Brothers, Nesbitt Burns Inc. and
Scotia Capital Markets USA Inc. Canada may also sell notes to other dealers or
directly to investors.

Canada Notes are issued for foreign exchange reserve funding purposes only.
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Euro Medium-Term Notes (EMTNS)

EMTNSs are medium-term notes issued outside the United States and Canada.
EMTNSs are issued with fixed or floating interest rates, include embedded options,
make coupon payments in one currency and the principal payment in another
currency, and maturities can range from short-term to long-term. Canada EMTNSs
are sold either by dealers in the dealer group, or by dealers who are not in the
dealer group but who are acting as Canada’s agent for the particular transaction
(called reverse inquiry). Canada EMTNs are sold on a bought-deal basis (i.e. the
dealer purchasing EMTNs from Canada is responsible for the sale of the notes),
and are sold on an intermittent basis.

The Arranger for Canada’s EMTN program is Morgan Stanley & Co. International.
The London-based dealer group includes CIBC Wood Gundy plc, Daiwa Europe
Limited, Deutsche Morgan Grenfell, Goldman Sachs International, J.P. Morgan
Securities Ltd., Merrill Lynch International, Morgan Stanley & Co. International,
Nomura International, RBC Dominion Securities Inc., and UBS Limited.

The EMTN program further diversifies the sources of cost-effective funding for
Canada’s foreign exchange reserves. Notes issued under this program can be
denominated in a range of currencies and structured to meet investor demand.
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Annex 3

New Auction Rules/Terms of Participation

Following extensive consultation with market participants, new auction rules and
terms of participation relating to the primary distribution of Government of
Canada securities were introduced on October 14, 1998. The new rules, which
govern the participation of financial intermediaries and end-investors eligible

to bid at auctions of Government of Canada securities, were designed to reinforce
the integrity of the auction process and to encourage broad participation in it.

Under the new rules and terms of participation, there are 25 government
securities distributors that participate in the primary distribution of bonds and
Treasury bills. All government securities distributors must: (i) be members,

or affiliates of members, of the Investment Dealers Association of Canada, and
(ii) have their core trading and sales operations for Government of Canada
securities resident in Canada.

Those government securities distributors which reach a specific threshold level

of primary and secondary market activity in Government of Canada securities
become a primary dealer, with commensurate responsibilities, and form part of the
core group of distributors of Government of Canada securities. There are,

at present, 15 primary dealers. The primary dealer designation can be attained

for either Treasury bills or bonds, or both.

Primary dealers assume a number of responsibilities with respect to Government
of Canada securities. They must comply with minimum bidding requirements for
every Treasury bill and bond auction so as to provide coverage of auctions as a
group, and consistently make two-sided markets in Treasury bills and bonds to a
broad customer base. All government securities dealers have ongoing reporting
requirements and special requirements to provide the Bank of Canada, on request,
with market information (including trade activity and position reports) involving
Government of Canada securities. In addition, all bidders at auctions of
Government of Canada securities (including customers) must abide by the
Investment Dealers Association Policy No. 5 governing standards for trading of
debt securities in Canada.

There are bidding limits for government securities distributors and end-investors
(or customers) at Treasury bill and bond auctions. For Treasury bill auctions, a
primary dealer has a bidding limit for its own account of 25 per cent of each
tranche being auctioned, while a government securities distributor has a limit of
10 per cent. The bidding limits for Government of Canada bond auctions vary by
distributor depending on the firm’s relative activity in the primary and secondary
markets for these securities. Primary dealers have bond-bidding limits for their
own account of between 10 per cent and 25 per cent of the amount of bonds being
tendered, while government securities distributors have bond-bidding limits of
between 1 per cent and 9 per cent.
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The bidding limits for a customer for both Treasury bill and bond auctions are
25 per cent of the amount auctioned. Customer bids are submitted through
government securities distributors.

The new rules feature several measures to ensure that the auction process cannot
be used to help accumulate a controlling position in a Government of Canada
security: each auction participant’s bidding limit is reduced by the bidder’s excess
net long position (i.e. its net long position in excess of the product of its bidding
limit and the par value of the outstanding stock of the security being auctioned);
and the aggregate limit for the sum of bids submitted by a primary dealer for its
own account and on behalf of its customers cannot exceed 40 per cent of

the tender less the dealer’s excess net long position.

More information on the new auction rules and terms of participation is available
at the Bank of Canada’s web site : www.bank-banque-canada.ca
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Annex 4

Selected News Service Pages of Interest to
Government of Canada Debt Market Participants

Bloomberg

WCR
PXCA
PXCB
CND

Exchange rates

Government of Canada benchmark bonds
Government of Canada bonds

Summary page of benchmark Canadian securities

Dow Jones Telerate

261
3105
3109
3110
3111
3112
3143
3144
3159
3190
3193
3195
3196
3197
3198
9728
27455
27456
27458

Reuters

WRLD

BOFC
CRRBONDS
CAACTIVE= <F3>
CDMM
CDBN
CABONDT
CDOR

CDOS

FPRH

BAX <F3>
BAR <F3>
BOC WATCH

Exchange rates

U.S./Canada capital markets

Quarterly bond auction schedule

Latest marketable bond auction results

Treasury bill auction results

Cumulative excess settlement balances/overnight rate
Multicontributor page — Government of Canada bonds
Multicontributor page — Canadian money markets

Canadian yield curve/spread differentials to U.S.

Canadian money markets

Cash management bill auction results

Latest RRB auction results

Government of Canada and provincial government bonds

10:00 a.m. fixing — Canadian BA rates

10:00 a.m. fixing — Government of Canada Treasury bills

10:30 a.m. Bank of Canada jobber averages — money market instruments
10-year CGB futures (Montreal Exchange)

BAX futures (Montreal Exchange)

10-year bond cheapest-to-deliver (CGB futures) implied repo rate

Exchange rates

Canadian dollar exchange rates

Benchmark Government of Canada bonds and money markets
Government of Canada bonds and Treasury bills
Canadian money markets

Canadian bonds

U.S./Canada capital markets

10:00 a.m. fixing — Canadian BA rates

10:00 a.m. fixing — Canadian Treasury bill rates
Swap quotes

BAX futures (Montreal Exchange)

BAR futures (Montreal Exchange)

Bank of Canada auction information and history

Department of Finance — Government of Canada Securities Internet Address
http://www.fin.gc.ca/secur/gocsec_e.html

Bank of Canada Home Page Internet Address
http://www.bank-banque-canada.ca
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Annex 5

Glossary

Budgetary Surplus: Occurs when government annual revenues exceed
budgetary expenditures. A deficit is the shortfall between government revenues
and budgetary spending.

Contingency Reserve: Funds set aside in the fiscal projections to provide a
cushion against adverse changes in the economy. When the funds are not needed,
the Contingency Reserve is used to pay down the public debt.

Exchange Fund Account: A fund maintained by the Government of Canada

for the purpose of promoting order and stability of the Canadian dollar on the
foreign exchange market. This function is fulfilled by purchasing foreign exchange
(selling Canadian dollars) when there is upward pressure on the value of the
Canadian dollar and selling foreign exchange (buying Canadian dollars) when
there is downward pressure on the currency.

Financial Requirements/Surplus: Measure the difference between the cash
coming in to the government and the cash going out. In the case of a financial
requirement, it is therefore the amount of new borrowing required from outside
lenders to meet the government’s financing needs in any given year.

Foreign Exchange Reserves: Stocks of foreign exchange assets (e.g., interest
earning bonds) held by sovereign states to support the value of the domestic
currency. Canada’s foreign exchange reserves are held in a special account called
the Exchange Fund Account.

Gross Public Debt: Total amount the government owes. It consists both of
market debt in the form of outstanding securities such as Treasury bills and
Canada Savings Bonds, and internal debt owed mainly to the superannuation
fund for government employees and other current liabilities.

Interest-Bearing Debt: Consists of unmatured debt, or market debt, and the
government’s liabilities to internally held accounts such as federal employees’
pension plans.

Market Debt: For debt management purposes, market debt is defined as the
portion of debt that is funded in the public markets and includes marketable
bonds, Treasury bills, retail debt (primarily Canada Savings Bonds) and foreign-
currency-denominated bonds and bills.

Net Public Debt: Consists of interest-bearing debt and other liabilities, net of
financial assets.

Non-Market Debt: Includes the government’s internal debt which is, for the most
part, federal public sector pension liabilities, the government’s current liabilities
(e.g., accounts payable, accrued liabilities, interest and payment of matured debt),
and bonds issued to the Canada Pension Plan.
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