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Abstract:

This is the first of the Financial Markets Department's descriptions of Canadian financial industrial organization.
The document discusses the organization of the repurchase-agreement (repo) market in Canada. We define the
repo contract, the market infrastructures that support repo trading and the composition of the market participants.
We also describe repo trading practices in Canada, risks in the repo market and repo regulation. A repo is a
financial contract that resembles a collateralized loan. It is used to support the funding needs of financial
institutions and to procure on a temporary basis specific securities. The Canadian repo market is primarily
composed of large banks and large investment institutions such as pension funds. A unique feature of the
Canadian market is that Canadian investment institutions are net borrowers of cash via repo. Repo can transmit
risks in the financial system because it can create levered interconnections among participants. Risks in the
Canadian repo market are relatively smaller than in other jurisdictions.
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