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Canadian securities firms
are doing more and more
business abroad. It’s time
Jor global regulators to
catch up with the world of
Sinance, where borders are
increasingly porous

BY IAN RUSSELL"

GLOBAL FINANCIAL MARKETS HAVE
become a reality. It's time for regulatory
and tax regimes to catch up,

After the 2008 financial crisis, cross-bor-
der trade in financial services accelerated,
restoring a trend we had seen over the past
decade. This reflects a simple fact: global
trade in financial services — driven by low-
er barriers to trade and capital, global di-
versification opportunities and the expan-
sion ofnon-financial intermational markets
— is integral to global prosperiry.

But one thing is different in the post-2008
world: trade wath developing countries is
attracting greater investor attention, large-
ly because of these regions' swift econom-
ic recoveries and the buoyant prospects for
thelr emerging middle classes. Large and
mid-sized Canadian securities dealers are
doing more business with foreign clients,
including research and trading in Canadian
stocks and bonds. And more foreign clients
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Harmonizing global markets

are looking for opportunities in Canada,
drawn by world demand for commodities
and a stable financial services sector.

Last year, foreigners purchased a record
$116billion in Canadian securities, with an
emphasis on energy and mining. On the
other side of the ledger, Canadian invest-
ment abread in the fourth quarter of 2010
reached its highest level in three years, due
mainly to Canadian companies’ acquisi-
tions of Australian mining properties.

Canadian firms have increasingly focused
on London and, more recently, Hong Kong.
The business focus in London is the global
institutional market, with large firms deal-
ing in fixed-income and over-the-counter
derivatives, Both large and mid-sized
Canadian firms trade, sell and distribute
Canadian mining and energy equities.

Smaller Canadian firms also have cstab-
lished relationships with firms in London
and New York to exchange products and
services, as well as [iey equity transactions
listed on foreign exchanges. These relation-
ships — although sometimes costly and
bearing the risk of losing client business
to competitors = may help build beach-
heads in foreign markets. The British regu-
latory regime is particularly attractive, as
it provides greater flexibility for registered
Canadian dealers to operate in the London
institutional market than U.S. regulations
allow for Canadians dealing In New York.

In the Hong Kong market, large integrat-
ed Canadian dealers have recently estab-
lished a foothold in high net-worth wealth
management, Some of these firms have
built prime brokerage businesses for insu-

tutional clients investing in global markets.
Still, Canadian firms mostly have con-
tinued to look south. But the U.S. Securities
and Exchange Commission’s “safe har-
bour” — which allows Canadian dealers
to deal with U.S, institutional clients only
if “chaperoned” by a U.S. broker — is too
restrictive. While registered U S. affiliates
offer Canadian firmg the flexibility to pro-
vide a relatively cost-effective trading and
sales platform, it would still be simpler and
cheaper for Canadian firms to provide these
services directly to American clients.
Several integrated dealers have gone one

The IIAC is pursuing several requlatory
and tax policy initiatives to improve
cost-effective access for its members
to foreign institutional markets

step further, establishing U.S.-based sub-
sidiary operations that also offer wealth-
management services despite U.S. compli-
ance costs and stiff competition from the
U.S. retail wealth-management business.
Theinternational successes of Investment
Industry Association of Canada members
have relied largely on the efficiencies of their
domestic institutional platforms, which are
based on substantial investments, expertise,
technology, and domestic trading and deal-
ing infrastructure. The I1AC Is pursuing sev-
eral regulatory and tax policy initiatives to
improve cost-effective access for its mem-
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bers to foreign institutional markets.

U.S. regulatory requirements are the
toughest in the world. But the [[AC has en-
couraged the SEC to submit a less restrict-
ive safe harbour for foreign broker-dealers
dealing in U.S. institutional markets,

In retail, the IIAC is seeking to broaden
the SEC exemption that allows Canadian
brokerage firms to service traditional RRSP
accounts to include fee-based RRSPs,

The IIAC supports a tax ment with
Hong Kong that gives individuals and com-
panies in Hong Kong an exemption from
Canadian withholding taxes. This would pro-
mote Hong Kong-based
investment in Canadian
dividend-paying stocks
— and stimuliate direct
investment in Canada
through Canadian affili-
ates of Hong Kong-based
companies,

Finally, in this era of
stock market consolida-
tion, the IIAC supports U.S./Canada mu-
tual recognition of listing standards, which
would facilitate increased market cross-
listing and exploit the key benefits of en-
hanced liquidity and financing for listed
companies on stock exchanges.

In the globalizing markets, Canadian se-
curities firms are bringing a lot 1o the table.
A liberalized regulatory and tax regime
would enhance that process — to the bene-
fit of both investors and companies. 13
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