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FINANCE

Canada and the United States boast the largest trading
relationship in the world, with $1.2 (U.S.) billion in
trade crossing the border every single day. This trading

relationship has more than doubled since the U.S.-Canada Free
Trade Agreement was signed in 1989 and continues to accelerate.
With many of the barriers to trade lifted, U.S. companies are
enjoying the relative ease of doing business north of the border. 

There are, of course, many considerations when exploring
business opportunities outside the United States. Its competitiveness
and diversity, the strength of its economy, the similarity of its
demographics to those of the U.S. and its openness to trade
are among the reasons why Canada is a strategic step into
international business for many U.S. companies. 

Competitive forces are, in general, strong in Canada, in
large part because many barriers to international trade have
been dismantled, and administrative and economic regulations
inhibiting competition are among the lowest in the Organization
for Economic Co-operation and Development (OECD). KPMG’s
2004 Competitive Alternatives Study, the KPMG guide to
comparing business costs in North America, Europe and Australia,
ranked Canada as the overall cost leader with business costs
approximately 9% below those in the United States. 

Economic strength
The Canadian economy is fundamentally strong, as evidenced

by its consistent solid performance in recent years. Gross domestic
product (GDP) growth in 2003, however, was relatively weak
compared to previous years and projected rates. This weak result
was primarily due to the impact of the appreciated Canadian
dollar, sluggish U.S. economy and a series of negative shocks –
SARS, North American power outage, mad cow disease in a single
cow and a strike at leading manufacturer Inco. Despite these events,
Canada’s economy was expected to expand by approximately
3% in 2004 and 3.5% in 2005, according to OECD.

The most important trend impacting international business
competitiveness since 2002 has been the decline in the U.S.
currency relative to all major world currencies. Based on KPMG’s
2004 Competitive Alternatives Study, Canada holds a strong
competitive advantage to the United States; however, the appreciation
of the Canadian dollar will eventually place Canada at an
approximate break even position relative to the U.S. in terms
of overall business costs. 

For U.S. companies exploring the possibility of conducting
business in Canada, currency fluctuations are a major concern.
Managing foreign exchange risk is an essential strategic tool in
maximizing success in foreign markets. Although one cannot accurately
predict the movement of international currencies, foreign exchange
experts offer strategies to mitigate risk and maximize returns.

Border benefits
Demographic similarities between the U.S. and Canada,

particularly within the border states and provinces, represent
significant opportunities for both Canadian and American
businesses. It is reported that 80% of Canada’s approximate 32
million inhabitants live within 80 miles of the U.S. border.

Canada, unlike the United States, is a bilingual country, with
both French and English as official languages. It is important for
foreign companies doing business in Canada to acknowledge
this aspect of Canadian culture; however, unless conducting
business in the province of Quebec, this should not be a deterrent
to doing business in Canada. 

When entering a new marketplace, it is important to partner
with local professionals to learn the nuances of the market. Developing
solid relationships within the financial sector can aid companies in
developing cost effective strategies in conducting cross-border business.
The Canadian financial services market differs notably from that in
the United States. There are 72 banks in Canada today, up from 49 in
2000. There are 19 domestic banks, 30 foreign subsidiaries and 23
foreign bank branches. The six major domestic banks in Canada
account for over 90% of Canada’s total banking assets. 

Further, five of these six banks rank among the top 100 in
the world as determined by asset size. As in other sectors of the
Canadian marketplace, many of the barriers prohibiting financial
institutions from competing have been removed over the last
two decades. In fact, as of 2000, recent changes to federal law
and regulations have created new opportunities for foreign
banks to operate in Canada and have given certain non-bank
institutions direct access to the payment system. 

Meeting all needs
The increasing competition is a positive trend for U.S. companies

doing business in Canada. In particular, many U.S. banks have
established a presence in Canada. As a registered bank branch or
subsidiary in Canada, these institutions are capable of lending
Canadian funds to both Canadian and U.S. clients. In many cases,
U.S. companies enjoy the efficiencies created by expanding
their existing U.S. banking relationship to encompass their
North American banking needs. 

The Canadian economy is highly developed and well
positioned to compete in an international marketplace. For
foreign companies, Canada provides a very strategic and appealing
investment opportunity. The competitiveness and diversity of
the Canadian marketplace, its fundamentally strong economy,
its demographic similarities to those of the United States and
its openness to trade are among the many attributes that make
Canada a popular destination for foreign investment.
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