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Good morning, and thank you for inviting me to present at this important conference.
It is good to be in back in Ireland.  And following the day’s practice, I will share that I do not have any Irish blood in me, but I did marry into the tribe (although he is from Belfast, not Dublin) – and like most Canadians, I have a strong attachment to the Emerald Isle.  There are 4.5 million Irish Canadians – 14% of the Canadian population.  In fact, you may be interested to know that on St. Patrick’s Day, I am told that Canadians drink more Guinness than is consumed in all of Ireland!

Still, I had mixed emotions about accepting the invitation to speak here today.  On the one hand, my role as president of the Toronto Financial Services Alliance is to promote the benefits of Toronto Region as a financial services centre – the third largest in North America.  What better way to do that than to speak to an international forum like this?  And what better time to do so than now, when Canada’s banks sit atop the world in terms of their safety and soundness?
On the other hand, I’m Canadian, and as you know, we Canadians have a reputation for being quiet, self effacing types.  If you step on my foot, I say, “I’m sorry.”  We are generally polite – not the kind of people to jump a queue or shout down an opponent – except, maybe, at a hockey game (ice hockey, that is).
So, it’s somewhat against my nature, as a Canadian, to talk to you this morning about “the performance of the Canadian banking and financial services industry,” because I do not wish to sound smug, far from it. 
Because I hasten to add, that we do not take the current situation for granted, and we recognize that we are definitely not out of the woods yet.  It has been a rough year for everyone around the world and even if some countries, like Canada, are faring better in relative terms, we are all in this together, in search of win-win solutions to our current problems. 
In this inter-related world, it is about partnerships.  This is my second year at this conference and we value the connections we make here, because we value the partnerships that emerge from it – where, inevitably, you discover there is much common ground to walk on together.  

Anyone who has lived through a Canadian winter gives thanks any time that the big storm announced by the weatherman passes by without too much damage.  But one is so naïve as to put away the snow shovel, because another storm could be on its way.  The Canadian financial system may have missed the brunt of this financial storm, but we know we have to keep watching the horizon for storm clouds, and keep our shovels close at hand.
Still, one can’t deny that Canada did fare relatively well in the financial meltdown, compared to its peers around the world.  In some ways, of course, this is damning with faint praise.  2008 is not going to go down in the record books as a banner year for the Canadian banks and insurance companies, either.
That said, no Canadian financial institution went under.  None had to be bailed out with government money.  In fact, while some of the paragons of the global banking industry were at times barely able to scrape together enough capital to declare themselves solvent, all of Canada’s major banks maintained capital ratios well in excess of BIS standards.  
At the end of their first quarter on January 31, Canada’s big six banks had an average Tier 1 ratio of capital to risk-adjusted assets of more than 10 per cent.
And for the first quarter of this year, those same six banks reported more than $2.5 billion
 U.S. dollars of net income – which is in line with the more than $10 billion (U.S.) of profits they reported for Fiscal 2008.

Little wonder, with performance like that, that people from around the world have started looking at Canada with new interest.  What are we doing that’s different from the rest of the world?  Why, if even European banks were drawn into the sub-prime mortgage mess in the United States, were the banks in Canada – America’s closest neighbour and trading partner, after all – not sucked in also?

The answers to those questions, I would submit, lie, in part, in the structure of the Canadian financial system and, in part, in the culture of the Canadian financial system.  There were also some good policy decisions made in the years leading up to the recession, and, finally, there were some timing issues that just happened to work in our favour.
Structurally, there are significant differences between Canada’s financial system and that of our neighbour to the south.

From its earliest days, the banking system in Canada evolved in the exact opposite direction, compared to U.S. banks.  Canada’s banks were encouraged to develop on a national scale, while in the U.S., banks were geographically limited – as a deliberate policy choice in the early 19th century.  As a result, by the end of the 20th century, Canada’s banking landscape was dominated by just five or six large banks with thousands of branches serving customers from coast to coast – over a vast geography spanning six time zones – while in the U.S. there were more than 10,000 banks, each operating in its own region; some with no more than a branch or two; and most with few ties beyond their borders.
The fact that Canadian banks have developed on a national basis, rather than being limited to any one geography, gives them strength.  A housing crisis in one part of the country, a business downturn in one region or one industry, is offset by strong returns elsewhere.  In short, it’s the power of diversification. 

A second major difference existed in the realm of investment banking.  Whereas the U.S. had produced numerous stand-alone investment banks – the so-called bulge bracket firms with billions of dollars in assets that exercised a dominant role in America’s – and the world’s – capital markets, in Canada, the major investment dealers, with few exceptions, had been absorbed by the “Big Six”, the commercial banks, during the “Big Bang” days of the late-1980s.
The banks, in turn, are required to maintain adequate levels of capital for all their businesses.  In other words, one would not expect to find capital markets operations in Canada to be leveraged at anywhere near the kinds of multiples we have witnessed elsewhere.  Being well capitalized and being well diversified has allowed the Canadian banks to absorb any blows to their capital markets operations better than most.

Finally, since real estate is at the root of the current economic situation, we must recognize that there are distinct differences between the housing and mortgage markets in Canada and the U.S.  For example:

· Canada’s housing markets never became as overheated as in certain regions of the U.S.  
· Canadians are not permitted to deduct their mortgage interest payments in order to reduce their income taxes, while Americans are.  
· Canada did not spawn the big monolines in the mortgage market – companies whose assets may have been geographically diversified, but which were obviously vulnerable to a crash in their one line of business.

· Finally, most of the worst excesses of the U.S. mortgage lenders – monolines and traditional lenders alike – were simply not adopted by Canadian lenders.  Balloon payments; introductory pricing; 100%-plus financing:  these were not the norm in Canada.  We have few, if any, examples of NINJAs getting loans in Canada (people with No Income, No Job and no Assets!) – in fact, in Canada, anyone who buys a house with less than 20% down needs to buy mortgage insurance, and this group represents only some 5% of the market.  Put differently, even in those cities where housing prices have dropped in Canada – even if they’ve dropped significantly – homeowners do not as a rule find themselves owing more today than they own.

All of these factors – these structural differences between the two countries – contributed to the markedly different results produced in the two countries when the liquidity crunch came to a head last year.
The second broad answer to the question “why has Canada fared so well, relatively speaking” lies in the realm of cultural differences that exist between Canada and the U.S.   

Most important among these, I would suggest, are the differences that exist between our regulatory cultures.  In the presentations already this morning, we’ve heard a lot about the role of regulation and the future of regulation in financial services, and we’ll be hearing more in the panel this afternoon and throughout the rest of the conference.  
For the purposes of my presentation this morning, I will simply say that our principles-based approach to regulation in Canada, and the kind of supervision provided by our government regulators have proved to be most effective in steering our institutions away from the shoals.
In part, this reflects again the structure of our financial services market where there are fewer – and generally bigger – players.   OSFI, the Office of the Superintendent of Financial Institutions, has used moral suasion very effectively to influence capitalization, lending practices – even compensation practices – whenever it sensed danger.
OSFI is a key participant on the Basel Committee and the International Association of Insurance Supervisors.  When assessed by the International Monetary Fund, the agency has always received top marks.  The Superintendent, Julie Dickson, often credits this to the focus on strong capital, both in terms of level and quality.  But she also credits the level of inter-agency communication – among the central bank, the deposit insurance corporation, the finance department and other federal agencies – for the strength of the Canadian financial system.

Also on the cultural front, there have always been suggestions that we Canadians – and our bankers and insurance executives, in particular – are a conservative lot.  And I believe it is true that the leading players in Canada’s financial services sector are more conservative and perhaps did avoid some of the excesses that got the rest of the world in trouble.
One Canadian bank CEO, for example, was famously quoted as saying that if he couldn’t understand the product, then there was no way he was going to permit his institution to get involved.  And as we now know, when it comes to some of the structured products that have unravelled in the past year, very few people truly understood the nature of all the assets that were bundled up in these derivative products – including, perhaps, the ratings agencies that declared them “triple-A”.

(Ironically, those same Canadian financial institutions were criticized at the height of the boom for having sacrificed the profits from those more risky ventures.  Of course, now, in the aftermath of the liquidity crunch and the ensuing recession, their hesitation is hailed as prescience.)

In addition to the structural factors and cultural factors that shielded Canada from the brunt of the financial crisis, Canada was simply more ready than most nations to deal with a downturn in the overall economy.

As we entered 2008, the macroeconomic environment in Canada was very sound.  Inflation and unemployment were low; economic growth rates were high; and international trade was robust.  Most importantly, after having run up the national debt to dangerously high levels in the ‘70s and ‘80s, we had arrived at a national consensus that deficits could no longer be tolerated.  For 12 years, federal governments, whether led by Liberals or Conservatives, had delivered back-to-back budget surpluses and the Canadian debt-to-GDP ratio had dropped below 30 per cent. 
This provided the fiscal room for governments across Canada to reduce taxation.  In fact, in the province of Ontario’s most recent budget, next year’s corporate tax rate was cut by two percentage points – the combined federal-provincial corporate tax rate of 31.5% is now more than 3 points lower than the U.S. average for manufacturing.  More cuts are scheduled, and governments everywhere continue to strive for lower taxes. 
What this means, in practical terms, is simple.  As the IMF has reported, “Canada is better placed than many countries to weather global financial turbulence.”  Our net debt burden is the lowest in the G-7, which means there is room for stimulus.  Like the rest of the industrialized world, we are using government spending to stimulate growth – in fact, it is forecast that we will run a deficit for the next few years.  We are confident, however, that it will not become a structural deficit and we are convinced that we will be back in the black once the recession is over.  Although, there is no denying that this will be a challenge for all of us.

The other point of note is this:  Even now, governments are striving to reduce taxation – Ontario, in the past five years alone, has cut business taxes by more than $1.5 billion.  But it is not at all clear that other jurisdictions, other countries, with less favourable fiscal situations, will be able to keep pace.  We think Canada will become even more competitive over time.
Most of the factors I have discussed so far involve deliberate decisions, conscious acts.  But, as always, there was also an element of good fortune in what has occurred – some timing issues that worked to our advantage.

In particular, the first hints of the crisis-to-come had bubbled up already in the summer of 2007 when problems began to arise in Canada with regard to asset-backed commercial paper (or ABCP).  Paper issued by non-bank financial institutions began to experience liquidity issues – the same kind of issues that would seize up global markets one year later.
Canadian regulators were quick to recognize this threat and worked more closely than ever with Canadian financial institutions, including the big banks, to ensure that they were well capitalized and ready to weather the storm.  The results were apparent as Canadian FI’s bolstered their treasuries throughout 2008 and were in strong shape when the tightening began.
The big question is:  Is this a fluke, or can the Canadian advantage, if I can call it that, be sustained?

One thing that was evident from Michael Mainelli’s presentation just before mine is that there are many factors that contribute to a financial centre’s long-term competitiveness.

We are pleased that Toronto – as Canada’s financial services capital and an important financial services centre in the western hemisphere – has continued to rank near the top of the GFCI list.  It is our goal to be ranked in the Top Ten in the world and to stay there.
In the earlier part of my presentation, I focused on two or three things that have contributed to Toronto’s success as a financial services centre.

· Our regulatory system is robust and effective.  

· Our economy is strong and well diversified.  

· Our financial services companies are sophisticated, well managed and profitable.

I’d like to focus on one or two other attributes about our city, however, that make it an attractive place for global financial services companies to do business.

The most important is our talent advantage.  Financial services is about capital and it’s about technology and it’s about product and service offerings – but first and foremost it’s about human capital; the people who make the business work.

In every GFCI ranking that has come out so far, Toronto scores highly in terms of its people.  The overall quality of education and level of attainment are high, and there is a large and growing pool of graduates who have the specialized training that financial services companies are looking for.
One of our major initiatives at the Toronto Financial Services Alliance, in cooperation with the Government of Ontario, the City of Toronto and the education community in the region, is to develop a Centre of Excellence in Financial Services Education.

The Centre, which will be launched shortly, will allow financial services employers to source qualified employees more easily; it will allow individuals to plan a career in financial services more effectively; and it will work with educators to ensure that we are developing people with the right kinds of skills and knowledge to keep our financial services sector on the leading edge.

Developing these people is only part of the solution, of course.  Retention, in the long run, is even more important.
We in Toronto – like you in Dublin – put a high value on quality of life.  And Toronto is a good place to live, to raise a family, to get an education, to pursue a career, and to enjoy your leisure time.  This is proving to be a competitive advantage for Toronto – and for financial services firms that choose to locate in the Toronto region.
The attractiveness of the city, and Canada’s long-time reputation as a welcoming country, have the added effect of making Toronto one of the world’s most culturally diverse cities – with all that entails in terms of cultural sensitivity, which is crucial in global business dealings; language capabilities; cultural ties to countries of origin; not to mention creativity, cross pollination of ideas, and the general vibrancy of the city.

Having the right people, having the right environment – both of these are prerequisites.  For a financial services centre to flourish, they are vital ingredients.

Michael Porter’s work at Harvard has given us a lot of insight about the role of “clustering” in the development of financial services centres.  Companies in the same space, even fierce competitors, benefit from being in the same location – having access to specialized suppliers, the right infrastructure, the right talent pool.
The Toronto region has become a magnet for financial services companies.  Financial services companies are the largest private-sector employers and the biggest contributors to the local economy.  Around them, a thriving information and communications technology industry has developed – software developers, hardware manufacturers – as well as all the business professionals that are essential to the financial services sector:  lawyers, accountants, business consultants, and so on.  The centre will grow as long as it is fed and watered.
Can the Canadian advantage – the Toronto advantage – be sustained?  At the risk of sounding brash and un-Canadian, yes, I believe it can, and I believe it has relevance beyond Canada’s borders.  Many conversations have sprung up around the world, trying to identify the fixes that are needed.  And we are ready and willing to participate in these discussions.  Thank you very much for this opportunity.  I look forward to the rest of our discussions.  
Thank you.

� In Canadian dollars:  FY2008 – >$12 billion; Q1’09 – >$3 billion.





