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	Pension Investment Association of Canada

Association Canadienne des gestionnaires de fonds de retraite


January 21, 2005

The Honourable Ralph Goodale, P.C., M.P.

Minister of Finance

House of Commons

Ottawa, ON

K1A 0A6

Dear Minister:

I am writing to you regarding the Pension Investment Association of Canada’s (PIAC) long held view that the 30% Foreign Property Rule (FPR) is not relevant to the Canadian economy and to reiterate our strong conviction that the complete elimination of the foreign property rule relating to the investment of registered pension plan assets and RRSP’s is overdue.

PIAC believes that neither the short, medium or long term economic environment will be affected by the removal of the FPR limit.  Nor would there be any material impact on the Canadian dollar, the balance of payments, job creation, the ability of Canadian governments and corporations to raise capital, or the cost of capital in Canada.  Indeed, in today’s global capital markets, the funding of domestic firms has very little to do with the availability of domestic capital, whether those firms are small or large, start-ups or blue chips. Rather, such factors as productivity and the competitiveness of Canadian companies, in both a domestic and a worldwide context, are critical to attracting both domestic and foreign investment capital.  As well, the fundamental underpinnings of the Canadian economy are presently better than they have been for many years, as reflected by the fiscal position of governments, recent GNP growth rates, lower levels of unemployment than those in the past, the buoyant Canadian dollar trade weighted exchange rate and the outstanding performance of Canadian stock markets in recent years.

In addition to the absence of economic rationale for this investment constraint, the already impressive growth rate of trusteed pension plan assets has been augmented by the formation of the Canada Pension Plan Investment Board, and the funding and asset management of both the Government of Canada civil service pension plan and the Canada Post Corporation pension plan.  This aggregate level of asset growth will place an enormous ongoing strain on domestic capital markets in the present FPR context.  As well, these regulations are inconsistent with the Government of Canada’s emphasis on good pension fund governance and the prudent person fiduciary approach to pension investment management.  It should also be noted that Canada is one of the few countries in the world, and the only developed one, that imposes foreign content limits on the investment of pension fund assets.

Many studies have confirmed that Canada has not suffered any adverse consequences due to the past adjustments of the FPR limit and, on a very positive note, our pension investment portfolios are now better diversified on both a global and a sectoral basis, ultimately benefitting all pension plan stakeholders.  In addition, Canadian pension funds have been judicious in moving towards the 30% limit in the past and it is reasonable to expect that any actions that result from the FPR limit being eliminated will be cautious and measured.  

PIAC would like to highlight the results of a study by Professors David Burgess and Joel Fried of the University of Western Ontario which concludes that: 

1. Raising the FPR limit from 10% to 30% between 1990 and 2001 was highly beneficial to all Canadians.  Burgess and Fried estimate that the move from 20% to 30% “may have added as much as $1 billion annually to the value of Canadian retirement related savings”. More importantly, the diversification of these savings has increased, thus reducing their risk profile.

2. Elimination of the FPR would provide Canadians with further diversification benefits amounting to between $1.5 and $3 billion per year, now and in the future.

3. Increasing the FPR limit from 10% to 30% had no measurable impact on either the C$/US$ exchange rate or the cost of equity capital in Canada. Complete elimination is also unlikely to have any exchange rate impact and may even have a positive effect on the cost of capital in Canada. 

For a number of years, some pension funds have used derivatives to achieve synthetic exposure to foreign markets as a means of achieving their desired prudent asset allocation levels, while continuing to comply with the FPR.  However this is not the preferred operating method for most Canadian pension funds.  Synthetic strategies have also been adapted for RRSP eligible products.  This approach results in substantially higher management costs and exposure to a very different form of risk, which many investors are not equipped to prudently manage.  

PIAC has been asked what it thinks the overall level of foreign exposure would be if there was no FPR constraint. Unfortunately, there is no empirical answer to this question and the preferences of individual pension funds would likely range across a wide spectrum of foreign exposure levels.  However, an informal survey of PIAC’s members has revealed a desire for an allocation to foreign markets in the 25% to 50% range.  While some pension funds are comfortable with the 30% FPR limit, there are also some pension funds, generally the larger ones, that strongly believe that foreign exposure in excess of 30% is appropriate for their own unique liability structure, time horizon and flow of funds dynamic.

PIAC’s position is that the FPR should be completely removed to accommodate those pension funds which require an asset mix with more than 30% foreign exposure in order for them to achieve the optimal asset allocation that addresses their own particular circumstances over the long term.  This policy initiative would also send a more consistent and positive message to the international investment and financial communities.

On behalf of PIAC, I thank you for your interest in pension investment matters and I want to assure you of our cooperation and our willingness to consult with you or your officials on any pension investment related matters.

Yours sincerely, 

Russell J. Hiscock, MBA, CMA, CFA

Chairman, Government Relations Committee

Pension Investment Association of Canada
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