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1. Objective
The objective of this report is to assist Canada Investment and Savings in assessing the feasibility of offering Canada T-bills and marketable bonds directly to the public. Current and planned access through call centres and online has been examined in order to answer the following questions:

• Can the retail investor access government marketable securities through call centres and/or online? If yes, with whom and on what basis?

• If no, is access planned? If it is planned, when? If it is not planned, why not?

• What are the demographics of the customers who use call centres and online services?

2. Methodology
Investor Economics conducted a telephone survey of discount brokers, the leading full-service brokers, and the “Big Six” chartered banks to determine the extent to which Canada T-bills and bonds can be accessed by phone or online, and to gather customer demographics. Where online access to government marketable securities is currently unavailable, telephone interviews were conducted with senior management to explore their plans. The companies surveyed include:


Chartered Banks


Bank of Montreal





National Bank of Canada



Bank of Nova Scotia





Royal Bank of Canada



CIBC






TD Bank (including Canada Trust)



HSBC Bank Canada


Discount Brokers


BMO InvestorLine





National Bank InvesNET



CIBC Investors’ Edge





Royal Bank Action Direct



E-Bond






Schwab Canada



E*Trade Canada





Scotia Discount Trading



HSBC InvestDirect





TD Waterhouse


Full-service Brokers


BMO Nesbitt Burns





National Bank Financial



CIBC Wood Gundy





RBC Dominion Securities



HSBC Securities





ScotiaMcLeod



Merrill Lynch Canada





TD Evergreen

2. Survey Results
	
	Phone/Online Bond Trading

Currently Available
	Phone/Online Bond Trading Planned

	
	Phone*
	IVR*
	Internet
	No
	Yes
	No

	Chartered Banks

	Bank of Montreal
	
	
	
	x
	
	x

	Bank of Nova Scotia
	
	
	
	x
	
	x

	CIBC
	
	
	
	x
	
	x

	HSBC Bank Canada
	
	
	
	x
	
	x

	National Bank of Canada
	
	
	
	x
	
	x

	Royal Bank of Canada
	
	
	
	x
	
	x

	TD Bank
	
	
	
	x
	
	x

	Discount Brokers

	BMO InvestorLine
	x
	
	
	
	x
	

	CIBC Investors’ Edge
	x
	
	
	
	
	x

	E-Bond
	
	
	x
	
	
	

	E*Trade Canada
	x
	
	
	
	
	x

	HSBC InvestDirect
	x
	
	
	
	
	x

	National Bank InvesNET
	x
	
	
	
	
	x

	Royal Bank Action Direct
	x
	
	
	
	
	x

	Schwab Canada
	x
	
	
	
	x
	

	Scotia Discount Trading
	x
	
	
	
	
	x

	TD Waterhouse
	x
	
	
	
	x
	


	
	Phone/Online Bond Trading

Currently Available
	Phone/Online Bond Trading Planned

	
	Phone*
	IVR*
	Internet
	No
	Yes
	No

	Full-service Brokers

	BMO Nesbitt Burns
	x
	
	
	
	
	x

	CIBC Wood Gundy
	x
	
	
	
	
	x

	HSBC Securities
	x
	
	
	
	
	x

	Merrill Lynch Canada
	x
	
	
	
	
	x

	National Bank Financial
	x
	
	
	
	
	x

	RBC Dominion Securities
	x
	
	
	
	x
	

	ScotiaMcLeod
	x
	
	
	
	
	x

	TD Evergreen
	x
	
	
	
	
	x


* Phone - conversation with registered representative

* IVR - interactive voice response

4. 
Chartered Banks (excluding brokerage and trust subsidiaries)
The call centres of the Big Six banks and HSBC Bank Canada were contacted using a “mystery shopper” approach. The fact that it took a significant amount of time for all of these banks to provide an answer indicates a lack of familiarity with requests to buy Canada T-bills or bonds over the phone. None of these banks are able to process transactions entirely by phone or online. With respect to T-bills, Bank of Montreal, CIBC, Royal Bank and TD Bank can execute purchases at the branch level, but the customer must be present. TD Bank, which advertises that customers can purchase fixed income investments from TD Access telephone banking, merely orders the forms on behalf of the customer and then refers them to a branch to complete the transaction. The reasons given were that customers prefer to have the actual papers in hand, and that branches require the customer’s signature. All respondents said they do not have the capability to handle bond transactions at the branch level, and instead refer customers to their affiliated discount brokerage arms.


The minimum T-bill purchase requirements cited are:

• Bank of Nova Scotia, HSBC Bank Canada, National Bank of Canada - n/a

• Bank of Montreal - $10,000

• CIBC - $10,000 via a personal banker or an investment specialist

• Royal Bank of Canada - $25,000

• TD Bank - $5,000 for 6 to 12 months; $10,000 for 3 months; $25,000 for 


1 to 2 months; $100,000 for U.S. denominations

When management was asked why Canada T-bills and bonds are not available by phone or online, and whether there are plans to provide this service in the near future, a different response emerged. The issue is one of licensing and economics. In order to satisfy proficiency requirements to sell mutual funds, most banks require their branch or call centre sales representatives to pass the investment funds course offered by the Investment Funds Institute of Canada or the Institute of Canadian Bankers. To sell bonds, however, securities regulators require completion of the Canadian Securities Course administered by The Canadian Securities Institute. This program, which is mandatory for securities dealer trainees, is far less common among bank salespersons. Furthermore, the current demand for accessing Canadian government marketable securities at call centres is low. While management claims that eventually all products will be available by phone or online, they also admit that there are no plans to allocate system resources now or in the near future to make this happen.


Based on the foregoing, it does not seem likely that automated access for fixed income instruments at call centres or via the Internet will be available soon.
5. 
The Retail Brokerage Industry
At the end of the first quarter of 2000, the retail brokerage industry had 
$527 billion in assets under management or administration. Of this amount, $102 billion (19.3%) was administered by discount brokers, while the remaining $425 billion (80.7%) was managed by full-service brokers. While discount brokers have grown at a spectacular 64.1% over last year, bonds play a small role in their business, making up only 8.6% of assets under administration. Full-service brokers grew by 24.5% over last year, and while bonds constitute 28.4% of their assets under management, they are also the slowest growing component, with a growth rate of only 3.5%.


Assets by Investment Vehicle


In millions of dollars




% Change

Share

Change in share


Mar 2000
3 mos.
YTD
Yr/yr
of total
YTD

Yr/yr


All brokers

Total assets
526,694 
11.4%
11.4%
30.6%
100.0%
—
—



Cash and equivalents
39,500 
10.0%
10.0%
16.6%
7.5%
-0.1%
-0.9%



Bonds
129,536 
2.7%
2.7%
4.4%
24.6%
-2.1%
-6.2%



Mutual funds
130,153 
7.7%
7.7%
30.9%
24.7%
-0.9%
0.1%



Equities
220,732 
20.4%
20.4%
56.6%
41.9%
3.1%
7.0%



Other financial assets
6,773 
4.8%
4.8%
34.3%
1.3%
-0.1%
—


Full-service brokers

Total assets 
424,944 
9.2%
9.2%
24.5%
100.0%
—
—



Cash and equivalents
29,924 
8.2%
8.2%
10.1%
7.0%
-0.1%
-0.9%



Bonds
120,819 
2.4%
2.4%
3.5%
28.4%
-1.9%
-5.7%



Mutual funds
108,639 
7.0%
7.0%
31.2%
25.6%
-0.5%
1.3%



Equities
158,821 
17.1%
17.1%
44.8%
37.4%
2.5%
5.2%



Other financial assets
6,741 
4.8%
4.8%
34.8%
1.6%
-0.1%
0.1%

Online/discount brokers

Total assets
101,751 
22.0%
22.0%
64.1%
100.0%
—
—



Cash and equivalents
9,576 
16.0%
16.0%
43.1%
9.4%
-0.5%
-1.4%



Bonds
8,717 
7.4%
7.4%
17.6%
8.6%
-1.2%
-3.4%



Mutual funds
21,514 
11.2%
11.2%
29.4%
21.1%
-2.1%
-5.7%



Equities
61,910 
29.9%
29.9%
98.2%
60.8%
3.7%
10.5%



Other financial assets
32 
4.9%
4.9%
-20.6%
—
—
—

6. 
Discount Brokers
With the exception of E-Bond, a niche boutique that is licensed for transactions with Ontario residents only, all discount brokers currently require their customers to place fixed income orders by calling a registered representative. Another company, Collectivebid.com, was recently launched as a provider of online auctions primarily for the financial services industry. This e-commerce firm builds business-to-business and business-to-consumer online auctioning technologies that allow smaller orders to be grouped into larger ones. Their products may include bonds, over the counter securities, real estate, airline seats, liquidations, etc. Presently, Collectivebid.com has only one major client—HSBC Bank Canada.

Commissions are not charged separately, but are included in quoted prices in the currency of trade, on a net-to-client basis. This applies to all T-Bills and bonds, except listed debentures. (For listed debentures, Royal Bank Action Direct charges commissions according to its stock commission schedule, while Schwab Canada charges a flat fee of $100.) Minimum purchase amounts vary by security and institution. The minimums below are typical.


National Bank InvesNET

• Canada T-bills - $5,000 for terms over 3 months; $25,000 for terms under 3 months

• Canada Bonds - $5,000 for terms of 1 to 30 years


TD Waterhouse

· Canada T-bills - $5,000 for 6 to 12 months; $10,000 for 3 months; $25,000 for 1 to 2 months; $100,000 for U.S. denominations

· Canada Bonds - $5,000 for Canadian denominations; $25,000 for U.S. denominations

E-Bond specializes in online bond trading, and is the only discount broker set up to do so. When other discount brokers were asked when they might provide online bond trading, they indicated that the issue is one of volumes and margins. Although hard numbers are unavailable, approximately 80% of all trades are for equities, while 18% are for mutual funds and options and less than 2% are for fixed income products. Typically, retail bond purchasers utilize a buy and hold strategy. There tends to be little turnover, with an average of five or fewer trades per year. Thus, the volume of transactions hardly justifies the expenditures necessary to put the systems in place, with the exception of those with high market share.

Furthermore, there is little incentive for discount brokers to erode the healthy margins available under the current arrangement, which requires them to contact several dealers to get a price on a bond. A trade with a par value of $125,000 would normally result in an embedded commission of $1,200 (or about 1%), while a $60,000 trade could pull in $900 (or 1.5%). While E*Trade currently does not offer online bond trading in Canada, their bond centre in the United States reportedly has markups of 0.5 to 0.75%. This is about half the amount charged at competing discount or full-service brokers. With electronic trading, prices are posted for all buyers to scrutinize, and margins are expected to fall. Only the TD Waterhouse and InvestorLine are reported to have online bond trading planned.  Schwab Canada is also considering the option.


In conclusion, online bond trading by discount brokers is expected to be available in the near future.
7. 
Full-service Brokers
While all discount brokers provide online equity and mutual fund trading, BMO Nesbitt Burns is the only full-service broker that plans to introduce online trading. The other major firms provide account access, quotes and research only (e.g. ScotiaMcLeod ASSETwatch, RBC Dominion Securities Online Account Access, TD Evergreen IQ, Merrill Lynch Online, etc.). At BMO Nesbitt Burns, clients with accounts of $100,000 or more will be able to pay a minimum annual fee of $1,500 in order to place unlimited trades either through their investment advisor or online, or through a combination of both methods. Initially, equities, mutual funds and options will be available for online trading. Annual fees for the first $500,000 in assets will be 1.5% on equities and mutual funds, 1% on fixed income securities, and 0.5% on cash.

The reason for the current lack of retail online trading at full-service brokers is the inherent sales channel conflict. Full-service brokers are reluctant to offer discounted online trading since this could alienate their investment advisors. To minimize cannibalization of their own business, companies had adopted a wait and see attitude, not wanting to take the lead in launching discounted online trading, but not wanting to be the last to offer this service either. The situation is different on the institutional side, where volumes are much larger and there is no inherent conflict. RBC Dominion Securities recently introduced Fixed Income - New Issue Direct for its institutional clients, and two new issues have been sold as of the first week of July 2000. Access for retail clients is expected by the first quarter of 2001.

Despite the sales channel conflict, most full-service brokers are expected to succumb to competitive pressure and offer online trading within the next year or so. However, they may follow the lead of the discount brokers and hold off on bond trading until a later date.
8. 
Potential Entrants
While the Canadian traditional firms are not very enthusiastic about online bond trading for the retail market, volumes in the United States and on the institutional side are large enough to warrant the systems expenditure. The following startups have taken place in the U.S. within the past 18 months, and may spill over into Canada should they decide to expand outside the U.S. or diversify into retail.

	Retail or Dealer-to-customer
	Note

	Bank One
	Buy bonds online but sell orders must be placed by phone

	DLJdirect
	Fixed Income Centre

	E*Trade Group
	Bond Centre

	Morgan Stanley Dean Witter Online
	Formerly Discover Brokerage Direct

	Quick & Reilly
	T-Bills - 3 to 6 months, minimum $10,000

Notes - 1 year, minimum $10,000

Notes - 2 to 10 years, minimum $5,000

Bonds - 30 years, minimum $5,000

	ValuBond
	Strategic alliance with Schwab; expected to commence operations by the third quarter of 2000

	Institutional or Inter-dealer
	Backed by

	BondBook LLC
	Goldman Sachs, Merrill Lynch, Morgan Stanley Dean Witter; expected to commence by the fourth quarter of 2000

	BondHub.com
	former Microsoft employees; expected to be operational by the fourth quarter of 2000

	TradeWeb LLC
	Citigroups’ Solomon Smith Barney, Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley Dean Witter, Deutsche Bank AG

	BrokerTec Global LLC
	Same group that financed TradeWeb, plus ABN Amro, Dresdner Bank, Barclays Capital, Banco Santander, Warburg Dillon Read


It should be noted that the same wire houses are hedging their bets by backing multiple platforms, since none has emerged as the industry standard and they want to trade with as many counter parties and systems as possible.

9. 
TreasuryDirect
One model Canada Investment and Savings should look into is TreasuryDirect, a new distribution channel set up by the Bureau of the Public Debt in the United States. Investors can buy Treasury bills (for terms of one year or less), notes (for terms of one to ten years), and bonds (for terms greater than ten years) directly from the government, without brokers. TreasuryDirect offers four services:

1. Buy Direct via the Internet or over a toll free phone line. For all Treasury securities—bills, notes and bonds—the minimum purchase amount is $1,000, and bids must be made in multiples of $1,000. The maximum purchase from a single bidder is $1 million for the same offering of Treasury bills, or $5 million for the same offering of Treasury notes or bonds. There is a maintenance fee of $25 for each account with a par value in excess of $100,000. There are no other commissions.

1. Pay Direct by automatic withdrawal from the investor’s bank account.

1. Reinvest Direct.

1. Sell Direct through the government’s securities sales program. For a fee of $34 for each security sold, the Federal Reserve Bank obtains quotes from different brokers, sells the investor’s securities at the highest price, and deposits the proceeds directly into the investor’s bank account.

I GOTOBUTTON BM_1_ 

 GOTOBUTTON BM_2_ t is estimated that since the launch of TreasuryDirect in October 1998, 40% of all Treasury purchases have been made electronically. Further information about TreasuryDirect can be obtained from http://www.publicdebt.treas.gov/.

10. 
Demographics
A customer profile for online retail bond trading is unavailable, since this service is relatively new in Canada. The client profiles for full-service versus discount or online brokerages, which deal with equity trading and mutual funds, are not directly comparable.
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