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JUNE 27, 2007. 

Good Afternoon: Bonjour,

Thank you for the opportunity to be here today to talk about a subject of growing urgency, modernizing our Capital Markets. It’s critical to ensure the Canadian economy continues along an upward trajectory.

Je vous remercie de me donner l’occasion de m’adresser à vous aujourd’hui concernant une question de plus en plus cruciale, c’est-à-dire la modernisation de nos marchés de capitaux. Il est essentiel que l’économie canadienne continue de progresser.  

Canada has a strong Financial Services Sector that spans the country providing good high paying jobs. We have a great story to tell, one of economic success, visionary entrepreneurs, growing competitiveness and unbounded potential. And the world sees that potential.

Yet we have a capital markets regulatory system that is holding us back. A system of 13 regulators that is clearly out of step with our global competitors.

We are the only industrialized country without a Common Securities Regulator. For many, our system is seen as cumbersome, fragmented, slow and repetitive, and lacking the proper tools of enforcement.

Capital Markets Plan

For these reasons our government has developed a comprehensive and forward looking plan.    

A plan to develop leading-edge principles and rules to govern our capital markets. A plan that is tailored to the unique makeup of Canada’s capital markets to make our markets more effective and efficient. A plan entitled: “Creating a Canadian Advantage in Global Capital Markets”. 

Coincidentally, today my American colleague Treasury Secretary Henry Paulson is announcing the next steps of his Capital Markets Competitiveness Action Plan. He is looking at ways to modernize the regulatory structure in the U.S. 

Clearly, the world is not about to sit back and wait for us, and quite frankly, our government is not prepared to accept the status quo.   
Our Global Capital Markets Plan has four key building blocks:

1) Enhancing regulatory efficiency by creating a Common Securities Regulator that is principles- based, proportionate, and tailored to the unique makeup of Canada’s capital markets;

2) Strengthening Market Integrity by enhancing investor protection, pursuing the highest standards of governance, and enforcing our laws more vigorously;

3) Creating Greater Opportunity for Business and Investors by pursuing free trade in securities with the United States and other Group of Seven (G7) countries; and

4) Improving Investor Information by promoting financial literacy, particularly for young Canadians, by developing new financial education materials. 

These four building blocks make up the foundation of our plan. None are mutually exclusive; they all support one another. In the interest of time, I would like to take the next few minutes to focus on one building block in particular, Strengthening Market Integrity.  That begins with enforcement. 

Enforcement Gap
I think we would all agree that at a time when Canadians hold almost $2 trillion in financial assets, effective enforcement is critical if we are going to truly protect investors and make us globally competitive. 

Effective rules of the game—and how well you enforce them—are essential. 

In enforcement, reputation matters. In this regard, there is a broad-based recognition that Canada must close a gap.  There is an ongoing perception that Canada’s system is not performing as it should:

1) That too many breaches of rules are not being prosecuted in Canada;

2) That there are too many delays in investigations;

3) That penalties are insufficient;

4) That more specialized knowledge of capital markets is required in our enforcement system; and

5) That our fragmented system hinders effective enforcement.

It concerns me greatly that some Canadian investors consider it necessary to rely on the U.S. to hold companies to account for their actions. 

We need to ensure investments are adequately protected and that the consequences of wrongdoing are swift and severe. Although corporate white-collar crime is not as high profile as gun violence, it is serious. Stealing the investments of a retired senior is a serious crime and a crime with victims who are often vulnerable.

We need a coordinated effort among authorities, appropriate use of administrative, civil and criminal remedies, and timely investigations and prosecutions.

We need to act, and act quickly to better protect investors against breaches of securities laws and white-collar crime.

Effective Enforcement

Enforcement is an area where our government is investing considerable effort and money.  

In our first budget we provided $64 million over two years to bolster our fight against money laundering and terrorist financing, and to more aggressively combat counterfeiting.

In addition, Canada assumed the presidency of the Financial Action Task Force for the first time ever. The purpose of the Task Force is to develop and promote policies that combat money laundering and terrorist financing. 

Our government is also contributing $5 million over the five years to establish the Secretariat of the Egmont Group in the City of Toronto. The Egmont Group is an organization of over 100 of the world’s financial intelligence units. 


As part of our capital markets plan, we announced that Nick Le Pan will be a senior expert advisor to the RCMP to help develop a strategy to improve the effectiveness of the Integrated Market Enforcement Teams or IMETs. Nick, who previously served as Superintendent of Financial Institutions, is here with us today.

He will provide recommendations on improving the IMETs to the RCMP Commissioner by October, and assist the RCMP in making these recommendations a reality. 

This strategy will include concrete steps to attract and retain the best-qualified police and other expert resources, strengthen coordination of the program nation-wide and improve collaboration with provincial authorities.

Common Securities Regulator

(Enforcement) 

These are all positive initiatives, but if we are to truly foster the confidence of investors and establish the reputation of our capital markets globally we must move to a Common Securities Regulator.

Ce sont toutes là des initiatives positives. Par contre, si nous voulons favoriser la confiance des investisseurs et établir la réputation de nos marchés financiers à l’échelle mondiale, nous devons nous donner un organisme commun de réglementation des valeurs mobilières.

A Common Securities Regulator would be able to establish a national enforcement strategy.
Purdy Crawford in his latest report entitled, “One Year On: Seeing the Way Forward” says reform is required, if for no other reason than a co-ordinated approach to enforcement: 

“Each province has its own approach to enforcement. Some jurisdictions lack sufficient expertise to investigate and prosecute complex cases. Self-regulatory organizations, federal, provincial and municipal police and the federal and provincial judiciary also have enforcement interests. Police departments have their own priorities and capacities. Some judges wonder if they have sufficient knowledge to handle complicated cases.”

Moving to a common securities regulator, with a new common securities act, would also provide a unique opportunity to introduce more principles-based, proportionate regulation.

This would help establish a regulatory regime that is more flexible and more responsive.  It would also bring about a positive change to compliance and enforcement efforts.  These would be more focused on high-level principles, such as fairness to investors, and less focused on process and compliance with detailed rules.

In this respect, a common securities regulator would best provide uniform interpretation of these principles, a must for enabling firms to know how to respond.
(Free Trade in Securities) 

Improved enforcement is also essential if we are to establish free trade in securities.

Free trade in securities will require high standards of investor protection that meet everyone’s expectations. Countries will only participate in free trade in securities if they have full confidence in the integrity of each other’s markets. 

Canada would benefit from this initiative. Canadian exchanges would be able to market their listings to a much larger pool of clients, while companies would have access to a much deeper pool of capital. Both would be able to better play to their strengths on a global basis.

Our current system of 13 regulators would hold this initiative back.

(Regulatory efficiency) 

As one looks at implementing proportionate, more principles-based regulation, strengthening enforcement, or negotiating or implementing free trade in securities, one theme keeps coming back: a common securities regulator is quite simply a must. 

A Common Securities Regulator would also allow us to eliminate inefficiency and duplication. While some inroads in harmonizing and simplifying securities regulation have been made, they haven’t taken us to where we need to be.

In September 2004, all provinces and territories, with the exception of Ontario, agreed to a process to create a “passport-style” system to regulate securities. 

Through their actions, the provinces and territories have demonstrated a clear commitment to improving our securities regulatory system. I applaud them for that. Their recent initiatives to narrow regulatory differences and harmonize and streamline securities laws are important to achieving a more efficient and effective securities regulatory system.

But unfortunately, they do not go far enough or fast enough.

As I told the provincial and territorial Finance and Securities Regulation Ministers during our meeting last week at Meech Lake, the passport system is simply inadequate for where Canada needs to be: 

1) With the passport, Canada still has 13 securities regulators, with 13 sets of laws, however harmonized, and 13 sets of fees; 

2) The passport lacks national coordination of enforcement activities – making it difficult to maximize results on this critical part of the system;  and,

3) The passport does not address our need to improve policy making.  It is still necessary to obtain agreement from 13 regulators to make changes to rules. 

Evidence exists to suggest that the fragmented structure of securities regulation hurts the ability of Canadian firms to raise money, a situation that puts us at a distinct global competitive disadvantage. 

Clearly, the time has come to explore a new approach to securities regulation, a more collaborative and united approach across jurisdictions, on behalf of investors and businesses.

I am not alone in saying we need to move forward and move forward

soon.

(Public Comment)

With each passing day the call for action is getting louder and the arguments for change more compelling. International market participants, academics and now the national media are wading into the debate. They all feel the current system must be improved. 

Last week during a visit to Canada, the Managing Director of the International Monetary Fund, Rodrigo de Rato, added his voice to those calling for a Common Securities Regulator. 

As he put it, “Given that Canada is playing in the highest league on financial issues, you still have to provide your customers—your investors and savers of your country—with better tools. Canada’s investors deserve better.”

Moving to a Common Securities Regulator is also supported by the Investment Industry Association of Canada that represents not just large investment banks but broker-dealers across Canada.

It has been endorsed formally by the Canadian Coalition for Good Governance whose members include the Alberta Teachers Retirement Fund Board, the British Columbia Investment Management Corporation, Jarislowsky Fraser Limited, the New Brunswick Investment Management Corporation and the Ontario Teachers Pension Plan.  This is what they said last week:

“The Canadian Coalition for Good Governance believes that a national regulator working from various offices across the country will improve enforcement and make the Canadian market more efficient and transparent for Canadian investors.”

There is broad-based interest in Parliament on this issue. Both the House of Commons and Senate committees have expressed support for a common regulator.

The NDP finance critic from Manitoba has launched a campaign to protect investors, advocating a Canada Securities Commission and hoping to generate further discussion in the Finance Committee.
As for the national media, this is what the Globe and Mail had to say last week: 

“Instead of seeing the creation of a national regulator as a capitulation, the provinces need to understand that a truly national body is the only way to drag Canada’s antiquated securities market into the 21st Century.” 

This is what the Toronto Star had to say on Monday: 

“Because Canadian companies can go elsewhere to raise capital more cheaply and with less fuss, they do. And that means Canada is losing opportunities and business to financial centres like New York and London, all because there is no place for provincial parochialism in today’s global capital market.” 

(The Answer)

The vast majority of capital market participants and observers agree that we can no longer afford to sit back and watch our competitors pass us by. 

To succeed in the world economy, we must put the right system in place that provides world-class investor protection and enforcement. A system that instils confidence and assures high standards of integrity. A system that gives our businesses, large and small, optimal access to the capital needed to prosper. 

Afin de réussir dans l’économie mondiale, nous devons adopter le régime adéquat, celui qui offrira aux investisseurs une protection et une application des règles de premier ordre. Ce doit être un régime qui inspire la confiance et qui garantit de hautes normes d’intégrité, un régime qui donne à nos entreprises le meilleur accès aux capitaux dont elles ont besoin pour prospérer.

The benefits of moving to a Common Securities Regulator are well known. It will:

· lead to more investment and jobs;

· protect investors;

· save money; and

· give all regions a real say. 

Such a solution would make the regulation of our markets more responsive and accountable by creating a decision-making body that would co‑ordinate the views of all jurisdictions promptly and fairly.

It would improve market efficiency and ensure the best use of money and resources by making the system more efficient to operate, lowering costs and making it more affordable for all who benefit from it, both those with capital to invest and those with businesses to build. 

It would improve enforcement and better protect investors with a common set of sanctions and remedies and better enforcement across the country. By serving as a single contact for law enforcement agencies, both at home and abroad, to share information and detect market fraud. By being able to set clear enforcement priorities across the country, while making sure investigation and enforcement resources are deployed efficiently. 

It would improve Canada’s reputation in the eyes of world markets and lead to more foreign investment in the process by allowing Canada to speak with one voice instead of 13, while protecting and promoting the interests of Canadian market participants abroad. 

A common regulator would better serve our common interest by having a structure that would allow all regions of the country to participate in market regulation in a more meaningful and constructive way. By having a structure that would ensure broad and equal participation by all provinces and territories, with a strong on-the-ground presence in all regions with local expertise that would respond to regional needs. And by allowing Canada to put in place a single code, with the right balance of rules and principles, one that will establish a clear competitive advantage for Canada in global markets. 

(Expert Panel)

During my meeting with Finance and Securities Regulation Ministers I made the case that we must look beyond the passport system; that we cannot continue to ignore what was happening in world capital markets. I told them we needed to work together and take steps now to bring our capital markets system into the 21st Century by implementing proportionate, principles-based regulation administered by a common regulator.  That we had an obligation to confront realistically the deficiencies in our current system, overcome jurisdictional preferences, and collaborate on behalf of Canadians.
I emphasized that we stand to lose our Canadian advantage and fall further behind dynamic markets like London, New York and Hong Kong. 
Although many of my provincial and territorial colleagues were not prepared to follow suit at this stage, they understood and were not opposed to the next step I felt we had to take. That’s why I announced on behalf of the federal government, that I am establishing an expert panel to give third-party advice, validation, and recommendations to all ministers – federal, provincial, and territorial – on how we can move this file forward.

Specifically, the panel will advise ministers on:

1) The outcomes, principles and performance measurements we should rely on while pursuing a Canadian advantage in global capital markets;

2) How Canada could best promote and advance proportionate, more principles-based regulation;

3) How enforcement could be improved in the process;

4) How this regulatory approach could be implemented under a passport system or under a common securities act and a common securities regulator; and

5) The critical path that will take us there.

All provinces and territories have been invited to participate in this collaborative process, including suggesting names for the expert panel, and providing input as they carry out their work. 
I expect to announce the panel shortly. 

In six months, the expert group will report on the first three points and then secondly on the alternatives for implementation.  
And just like our capital markets plan, the expert group’s report will be focused and results-driven, recognizing the urgency of acting quickly in a world of high-velocity capital.

(Dispelling Myths)

I have spent a considerable amount of time talking about the benefits of a Common Securities Regulator and what it might look like.  Now, let me tell you briefly what it isn’t and address some of the concerns that are sometimes raised.

1) First, and most importantly, it will not be a federal regulator, it is a common regulator.  


2) Second, it will not be an Ontario-focused regulator.  Currently Ontario is the de facto regulator of securities in Canada, with the OSC regulating over 80% of securities. A Common Securities Regulator would actually give more influence to other provinces and less to Ontario.

3) And third, it will not be a regulator for big business only. A country like Canada needs a Common Securities Regulator that is regionally sensitive and protects small investors and small businesses.  That protects strong regional financial centres such as for mutual funds. A common regulator that recognizes the core strengths in cities across Canada, such as the derivatives market in Montreal, and venture financing in Calgary or Vancouver. 

Conclusion 
I have now gone on for almost as long as it seems. Let me conclude with a few final thoughts. 

When it comes to establishing a Common Securities Regulator, I want to be absolutely clear, my resolve is unwavering. It is in the best interest of Canada and all Canadians. 

Je tiens à préciser clairement que je suis fermement déterminé à mettre sur pied un organisme commun de réglementation des valeurs mobilières. Je crois qu’il y va de l’intérêt de notre pays et de l’intérêt des Canadiennes et des Canadiens.

The approach we take today is not insignificant. 

This is about improving the efficiency and integrity of our capital markets and better protecting people who are investing for their future, their children’s future and their family’s future.  

This is about strengthening the Canadian economy and creating jobs and opportunities for our friends and neighbours. 

This is about attracting new foreign investment to ensure our standard of living continues to rise and quality services are available to everyone. 

Last fall, I had the honour of unveiling our government’s long-term economic plan entitled, Advantage Canada.  It says and I quote;

“Together, Canadians and their government can create a sustainable advantage for our country by building a stronger economy. History shows that change creates both challenges and opportunities. The most successful societies respond by capitalizing on their strengths to turn change to their advantage.” 

This is certainly germane to our national debate on the future of our capital markets. 

Canada historically has benefited from vibrant, competitive capital markets. But to sustain our Canadian advantage we must not just embrace change; we must lead it.

The evidence is clear: economies with the most dynamic capital markets enjoy the strongest growth over the long run.

In a world of increasing mobility of talent and capital and ever-intensifying global competition, developing leading-edge principles and rules to govern our capital markets will be key to creating a true Canadian advantage in global capital markets.

The urgency intensifies with every passing day. We all know what needs to be done to modernize our capital markets system.

I look forward to working with all of you in this room today and my provincial and territorial colleagues to get this job done. 

The Capital Markets Institute, the Rotman School of Management and the C.D. Howe Institute are to be commended for organizing this conference, and “advancing the agenda”. I will continue to count on your support and expertise.

Merci de m’avoir invité à prendre la parole aujourd’hui.

Thank you for inviting me here today. 
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