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INTRODUCTION

In the fall of 1980 I was twenty-one years old and in my last year at Carleton University in Ottawa. I was a journalism student, but I had also taken a ragtag collection of half a dozen economics courses, many of which I have to confess I slept through. Somehow, after a summer of reporting for the local television news in my hometown of Halifax, I had finagled my way into a part-time reporting gig from Parliament Hill, no less, filling in for a guy who ran a brisk business supplying dispatches from Ottawa to various regional stations across the country.

I shudder to think about that wet-behind-the-ears, freckled, baby-faced reporter proclaiming from the mount. But there I was and it was around that time that the name Ed Clark entered my consciousness. It’s only a dim memory, but one day a document called the National Energy Program (NEP) landed on us scribes in the press gallery, bound like a big workbook. It was part of the fall 1980 federal budget, but was deemed to be so important that it was a stand-alone document. The energy minister at the time, Marc Lalonde, was a close confidant of Liberal Prime Minister Pierre Trudeau, who had risen from the political ashes one more time for what would be his last four years in office. I did not know what Ed Clark looked like or whether he was in the room when Lalonde announced the NEP and faced the press, but it was as though a bomb had dropped.

Leafing through the pages of the National Energy Program, I struggled to understand it. I have no idea how I managed to cobble together a report for the evening news. But it didn’t really matter. Those who needed to know about it let the rest of the country know what it meant. The oil- and gas-producing province of Alberta was in a rage. Here was Ottawa trying to run its business. The oil barons pointed their fingers in one direction, at a young civil servant named Ed Clark, the assistant deputy minister of energy who had written the National Energy Program. To them, he was a socialist.

Clark, however, managed to keep his job in Ottawa. Even better, he was soon named Civil Servant of the Year and got to take a paid sabbatical in Paris. But when the Progressive Conservative Party of Brian Mulroney came to power in 1984, the new government pushed the eject button and Clark was gone.

A period passed when I lost track of this shooting and falling star. In the 1990s, though, I noticed the name Ed Clark on brochures when I’d wander into Canada Trust, an upstart financial institution that was stealing market share from the big banks with crazy giveaways and promotions. (My first credit card was a Canada Trust MasterCard with a $500 limit, bestowed on me during my last year at Carleton.) Could this be the same Ed Clark?

Clark shot to national prominence again in 1999–2000 when TD Bank bought Canada Trust. Here was this guy who at one point was viewed as a pinko now in line to run one of the country’s big banks. An intellectual, cool-headed, self-proclaimed people person with a gift for communication, Clark was suddenly centre stage and would soon embark on one of the most ambitious forays by any Canadian company into the shark-infested U.S. market.

The first time I met Ed Clark was in late 2003. He had been CEO of TD for about a year and I had arranged to meet him for a coffee. We met in Clark’s fourth-floor office and sat at his conference table, both of us having removed our jackets. His first line to me was “You’re a Maritimer!” and he went on to talk about how great East Coasters were, how they didn’t take themselves too seriously. My initial internal reaction was What a suck-up this guy is.

But he cursed like an ordinary guy, which made him seem unaffected and likeable. We went on to talk about books and then politics and finally got around to banking. In particular, we talked about the juicy topic of whether bank mergers were possible or necessary in Canada. At one point, I brought up the argument made by Clark’s predecessor, Charles Baillie, that in Canadian banking you needed more scale to compete internationally. In other words, it would be to the banks’ advantage to spread their considerable costs over a bigger array of branches and services. At the time, Clark said that therein lay the difference between him and Baillie. That view would obviously change, because Clark would make more major acquisitions than any Canadian bank CEO of his era—or of any era. Knowing the politics of Ottawa cold, he clearly concluded that in-country mergers would never happen in Canada and set his course directly for the United States, the Bermuda Triangle for several Canadian CEOs who’d gone before him.

Later, I read Gerald Pencer’s book The Ride of My Life. Pencer was a controversial, hyper-aggressive entrepreneur. Clark was hired to clean up Pencer’s mess at Financial Trustco. Of Clark he wrote, “He proved to be an excellent negotiator. He’s Mr. Smooth. He should go down as one of the best bullshitters of all time.”1 Pencer meant the latter description as a compliment. This guy Clark was someone who could talk and persuade. You’d leave a session with Ed convinced he was the most clear-headed, down-to-earth guy ever and that everyone else was full of it.

Before Ed Clark’s time at TD, though, there was a senior executive named Keith Gray. I first met Gray in late 1996. I had phoned Toronto-Dominion Bank, trying to drum up something to shoot for Venture, a popular CBC-TV magazine program that chronicled the exploits of business people. Charles Baillie had recently taken the reins as TD CEO, and I thought it would be fun, and saleable, to shoot a feature on the new man at the top. I was curious about banking. Canadian banks had a mystique. They were big and made a lot of money. Their leaders were the top drawer of the country’s elite. I was nosy and I wanted to take viewers inside the hallowed halls along with me.

I got a phone call back from a woman in the communications department of the bank, Heather Conway. She sounded almost bored, as though this call wasn’t much of a priority. Conway said the new boss, Baillie, would be happy to participate in a Venture feature, but he would prefer if it were about the bank’s burgeoning discount brokerage division rather than about him. At the time, it didn’t matter much to me. I was selling my wares story by story to Venture. If I could tell the show’s executive producer that I was in the door at the bank, that was good enough to bag another job. I arranged a meeting with Keith Gray and his colleague Duncan Gibson.

Keith Gray was Mr. Discount Brokerage. At the time, he was CEO of TD Green Line, the discount brokerage business within the bank. Gibson, a tall, polite man with a thin face, was ostensibly Gray’s boss. He was executive vice-president of wealth management, running one of the bank’s key business lines into which Gray’s Green Line reported. But when we sat down, it was clear that Gibson was Gray’s boss in name only. Gray dominated the meeting. He had once been Gibson’s boss and he still acted as though he were.

We discussed what would be required if we were to do a mini-documentary on the discount division. They wanted to know if they could see the program before it aired. I said no. I also told them that while we would not try to trip them up, if we witnessed conflict while we were filming, we would reserve the right to show any bun fights on the air. Warts and all was the agreement. The discussion then turned to the subject of whom we would follow. Gray was the more intriguing character. He had spunk. He was the entrepreneur. Venture thrived on following people like him, and the whole notion of an entrepreneur within a fusty old bank had the makings of a story.

Because I would be hearing sensitive information that could move the stock, the bank presented me with a form. By signing it, I would become a temporary “insider” of the bank, privy to information with all the attendant responsibilities, principally abiding by the law that I not trade on that information or tip off anyone else about it. Today, given everything that’s happened in public markets since the late 1990s—the financial crisis, the Enron and WorldCom cases, Martha Stewart, and so on—it’s hard to imagine a publicly traded company signing in a journalist as an insider. But this was a more innocent time. Joy Crysdale, my boss at Venture, would not let me sign the document. She said the president of the CBC, Perrin Beatty, was the only one who could take that responsibility or, at the very least, a CBC lawyer. It seemed pretty unlikely I could make that happen quickly enough, but somehow, we worked it out and started shooting.

On our first day of shooting, Gray was clearly nervous. We started rolling during a meeting he was chairing. He kept looking over at us. I thought, Jeez, this guy is going to be a stiff. How long will it take him to loosen up? Normally, the first day of these productions is a bit perfunctory. The subjects are excited the cameras are there and they’re acutely aware of your presence. The second day, the novelty has mostly worn off. By the third day, they’re wondering why they let you in the door, you’ve become such a pain. By the fourth day, they’ve forgotten about you. But Gray was more nervous than most. He was sixty-two, he’d been successful and didn’t want to blow it on national TV.

Gray was co-operative, and ultimately very natural. He was also honest. He’d bark in your face if he wanted to call you on something. He’d also take responsibility.

One morning we were shooting on the trading floor where the call centre was located. All of a sudden, there was pandemonium. It was the time of the infamous Bre-X fraud. The gold stock that had the whole country talking and speculating turned out to be a bust. There was no gold in the much vaunted Indonesian mine, people lost millions, and a geologist died having “fallen” from a helicopter. Up until now, a decade and a half later, in a scathing indictment of lax regulatory enforcement, no one has gone to jail for perpetrating the fraud.

The day of our shoot was the day the Bre-X reality hit. People were dumping their shares. TD operators were making margin calls. The supervisor of the floor, his hands on a couple of phones at once, was trying to keep it all together, veins bulging in his neck. We were shooting it all. Then, a PR person put her hand in front of the lens. The bank was throwing us out. We included that ridiculous communications department clampdown in the segment that went to air.

Later that morning, I complained to Gray about the Soviet-style treatment. He waved me off. “I did that. I told them to throw you out. You’ve got to give them [the operators] a chance.” On another occasion, he shot back at me, showing his fangs, when I suggested a certain seating plan for a meeting. “I thought you didn’t want to set anything up,” he snarled. This guy had a bit of a short fuse. He was bossy, but up-front. I liked him.

After the story aired, I didn’t hear from Gray. A year or two later, though, I called him about another story I was working on, this time about the day trading craze. We talked, and ultimately arranged lunch. As the years went by, the lunches and emails became more frequent. Bit by bit, he started telling me his story. It’s a good one, just as good as Ed Clark’s, and just as relevant to the TD odyssey.

Gray and Clark embody the evolution and growth of Toronto-Dominion. Gray was a crucial player in the generation—which included the formidable CEOs he worked for—that took risks to set the stage. Clark is the inheritor who has written a plotline for the bank that few in Gray’s troupe could have foretold. In less than ten years, Clark has dotted the American landscape with more TD branches than the bank had built in Canada over its previous 150 years. While all the major Canadian banks are strong and applauded globally, TD is arguably the most respected bank in Canada, one of the most admired in the United States and perhaps on the planet.

Although I did not begin working on it until early 2010, over time I’ve come to realize that this book has been percolating inside me, subconsciously and then consciously, since the late 1990s. It tells the story of the people who transformed an institution, from the Keith Grays to the Ed Clarks and many others. They took TD from the sleepy, stuffy and small-minded Canada of the 1950s, when the modern bank was formed by the union of The Bank of Toronto and The Dominion Bank, to the second decade of the twenty-first century. This is a time of aggressively daring to outdo Americans, generating fat profits while preaching social awareness—not to mention trying to control angst inside the bank—as TD prepares itself for life after Ed Clark.





1
ED’S ON THE TUBE AGAIN
Selling TD in the U.S.

Not only is he on American TV again, for an hour after the closing bell of equity trading in New York, Ed Clark is co-hosting—yes, co-hosting—on the business channel CNBC with none other than the “Money Honey,” Maria Bartiromo. With her cat’s eyes and full lips, Bartiromo conjures up a fortyish Sophia Loren. Clark, who at the time is sixty-three, lanky and with a face that’s both boyish and pleasantly nerdy, looks slightly uncomfortable, unusual for a person so bursting with confidence. He later described the experience of being Bartiromo’s co-pilot as “terrifying” but fun.2 This CEO is apparently willing to endure a bit of terror. He is regularly found flogging his bank’s story in the United States (often repeating the same lines), where TD now has more branches than in Canada.

Going on Bartiromo’s show is a way of getting in the face of Americans. It’s also a way to win the hearts and minds of Clark’s approximately 27,000 employees in the United States, close to a third of the bank’s total. As Clark puts it, his American staffers can look up at the TV and proudly say, “There’s my guy.” It’s a way of giving market and street cred to a bank that’s trying to beat the Yanks at their own game.

Clark has his rap down cold for his U.S. audience. “You put us on a corner, where there are three other banks, and when people find out we’re open longer, have better service, roll their pennies for free, and have treats for their dogs, they’ll come to TD and we’ll take market share.”3

He repeats his shtick over and over again, wherever and whenever he can. For someone who says he sometimes has trouble with words, Clark is second to none as a communicator. This is a deep-thinking, strategically precise intellectual who would seem equally at home telling people why they should buy a Veg-O-Matic on the boardwalk at Coney Island. Described as someone who plays chess in 3-D, Clark may be a Harvard PhD, but he is also a salesman, and he is pitching to America like you wouldn’t believe. So much so that TD now has just over 1,300 branches in the United States versus 1,150 in Canada—and it only started buying retail banks in the U.S. in 2005, investing some $19 billion USD to gain the critical mass it believes is necessary to be a player on American soil.

In just a handful of years during Clark’s tenure, TD has barged across the border and planted itself toe-to-toe with enormous and legendary American banks like JPMorgan Chase, Bank of America and Wells Fargo. Clark started in sleepy New England and then crept into the outskirts of Manhattan. Through some lucky timing, in late 2007, just as the financial world was going on red alert, Clark pounced on a bank with a cult-like focus on customers called Commerce Bank. TD suddenly had branches in New York City and its metropolitan area, a market that has roughly the deposit base of all of Canada. In a brazen move, to show New Yorkers it wasn’t just some hick bank, TD did what’s known in advertising as a “takeover.” It bought every inch of ad space in the iconic Grand Central Station, including the umbrellas on the hot dog stands outside, blanketing the joint in TD’s colour, which is green for money.* Its goal is to move from being the number five bank in Manhattan to number three by 2015. It’s a slight exaggeration, but one top financial sector observer has said that there are now as many TD branches in New York as there are Starbucks.

Clark’s opportunistic purchase of Commerce also gave TD a hub in New Jersey, Philadelphia and Washington, and a toehold in Florida. The 2008–09 financial crisis would challenge bankers like Ed Clark as they’d never been challenged before, but the turmoil would also present him with other pigeons he could pick off to build his flock of banks in the U.S. Looking at a map might make you think TD is the “I-95 Bank,” its branches roughly tracking the famed interstate that runs down the eastern seaboard.

It didn’t hurt that Canadian banks did not implode during the financial crisis like their brethren in the U.S. or the U.K. Believe it or not, staid Canadian bankers are now the rock stars of the global banking club. Their banks did not engage in the loose lending and hanky-panky that destroyed banks in the U.S. and forced its government to bail out the economy and financial system. Canada’s banks, long considered big and boring, have proved that boring is what you want in a bank. They make gobs of money and in September of 2012 were named the soundest on earth by the World Economic Forum for the fifth year in a row. Since the crisis, these dullards of finance have had the world’s attention.

During the crisis, although its stock was halved and it sold new shares to the public to shore up its bunker of protective capital, TD still earned $3.8 billion during the worst year of the meltdown. This strength allowed it to take advantage of opportunities that arose because others found themselves in precarious states.

TD, it should be said, sits in an exclusive club. There are really only six Canadian banks of note:† Royal Bank of Canada (RBC), Toronto-Dominion (TD), Bank of Nova Scotia (Scotiabank), Bank of Montreal (BMO), Canadian Imperial Bank of Commerce (CIBC) and National Bank. They are known as the Big Six and each has hundreds of billions in assets, although National is concentrated in Quebec and is considerably smaller than the other five. Critics will jump at the chance to say that Canada’s banks enjoy an oligopoly, which is true, but they omit that the same is true in countries like Australia and France. In contrast, the U.S. has 7,300 banks, from community banks with just a few branches and mere millions in assets, to JPMorgan Chase with more than $2 trillion.‡

Canada’s banks, with a limited market of 34 million people, have looked longingly at the gigantic yet fragmented market south of the border. Restricted from merging in Canada, they need to find other places to do deals and grow earnings to satisfy the one-half of Canadians who, directly or indirectly, through mutual funds or pension funds, own their shares and rely on their quarterly dividends. The most obvious target of the bankers’ lust has been the United States. While far from a fatal attraction, this obsession with expanding into the U.S. has not been without its difficulties.

From Maine to Florida, TD is suddenly everywhere, with a forceful presence in moneyed counties and major cities like Boston, New York, Philadelphia and Washington, and throughout Florida.

Americans could be forgiven for wondering just who these TD people are. On June 13, 2011, it was game six of the Stanley Cup final between the Vancouver Canucks and the Boston Bruins. Vancouver was ahead in the series three games to two. This could have been the Canucks’ night. But they were playing on the Bruins’ home ice, which was no longer called Boston Garden, but rather TD Garden. Every time the director cut to a shot of the Canucks’ bench, viewers got a look at repeating TD logos. When the players fought for the puck along the boards, there was the TD logo. It also stared back from under the ice. Ultimately, the Canucks lost and Boston went on to win the Stanley Cup. Although no Canadian team has won the NHL championship in nearly two decades, the winning team was playing in an arena named for a Canadian bank. Clark enjoyed imagining that other Canadian bank CEOs were watching the game, grinding their teeth every time the TD shield appeared.

In a story that’s now legendary among the brass of the bank and a favourite of Ed Clark’s, a few years ago TD held its annual general meeting in Saint John, New Brunswick. One of the top executives was out on the street when a group of American tourists from a visiting cruise ship walked past and one noticed a TD branch on Canadian soil. “Hey, guys,” the tourist said, “they’ve got TD up here too!”

It wasn’t always thus. After a merger of The Bank of Toronto and The Dominion Bank in 1955, Toronto-Dominion, or TD, as it was now called, was for decades stuck as Canada’s fifth-largest bank. It was known to be well run, with specialties in certain areas, such as its discount brokerage, and was the number one lender in the world to the cable television industry, funding entrepreneurs like Ted Rogers. But TD wasn’t climbing in the rankings versus its four main competitors in Canada.

TD had tried foreign adventures a few times. In the early 1960s, the bank opened talks with David Rockefeller, grandson of the legendary John D. Rockefeller. David was CEO of Chase Manhattan Bank and had engaged in conversations with TD’s boss at the time, Allen Lambert, about some sort of stake in each other’s enterprise. According to Lambert’s assistant, future CEO Dick Thomson, Rockefeller secretly wanted to buy TD but was thwarted by the government of Prime Minister Lester Pearson. In the early 1970s, TD bought a few bank branches in ritzy neighbourhoods in California, but the experiment didn’t work. The operation was too small to make inroads and TD finally sold the unit in California to the Japanese in 1983. Bizarrely, TD even once had branches in Lebanon. In the mid-70s, someone (the bank suspects it was an employee) fired a bazooka into the vault of one of the branches in Beirut, destroying it. Two other branches in Lebanon were also obliterated, ending that chapter in the bank’s history.

As the century ended and a new one started, the transformation began. TD bought Canada Trust, a company that set the standard for customer service, showing up the stodgy and crusty banks with its underdog gimmicks. Along with that purchase, TD got Ed Clark, an unbanker-like CEO if there ever was one. After establishing himself as boss and refocusing the bank on retail, rather than fancy financial products and corporate lending, Clark embarked on a fearless U.S. buying spree.

When Clark took over from Charlie Baillie at the end of 2002, TD’s assets stood at $278 billion. By the end of the third quarter of 2012, they were $806 billion, second only to Canada’s largest bank and company, Royal Bank, and placing TD as the sixth-largest bank in North America (by assets, deposits and market value) and the only bank traded on the New York Stock Exchange with a triple-A credit rating from Moody’s. Although Royal Bank has a higher market value, TD continues to gather assets at a faster clip. As of the end of the third quarter of 2012, RBC had just $18 billion more assets than TD ($824 billion versus TD’s $806 billion). As for profitability, TD earned upwards of a billion dollars more than Royal in 2011 and now has more branches than RBC.

Ed Clark is an outlier because he wasn’t always a banker. There was a time when those who ended up at the top of financial institutions like TD were lifers who’d started as tellers. Some still are, but Clark didn’t take that route. He was a scholar who ended up with a notorious and controversial history in government before being tossed aside and landing in the financial industry.

In the 1970s, Ed Clark graduated from Harvard with a PhD in economics and eschewed the family tradition of heading into academia. Even though he was offered professorships at both Harvard and Stanford upon graduation, he blew them off, likely to the chagrin of his father, who was a leading academic, having founded the sociology department at the University of Toronto. Instead, William Edmund Clark went to work as a civil servant in Ottawa, the furthest thing from being a banker.

Arriving in 1947, Clark was born into the second year of the baby boomer era. He was sixteen when the Beatles appeared on Ed Sullivan—a child of the change-the-world-for-the-better-generation. Like many brainy kids at that time, he wanted to work for the government of Pierre Trudeau, which had an activist bent. Clark is one of the rare few to have been honoured as both Civil Servant of the Year and CEO of the Year. During his time in the Department of Energy, Clark wrote what came to be called the National Energy Program (NEP).

In the aftermath of the global oil shocks of the 1970s, the thrust of the NEP was threefold: to tax the sector more heavily so Ottawa could get what it considered a fair share of revenues, to achieve a greater degree of Canadian ownership of the industry and to protect the consumer from the impact of high oil prices. Westerners were appalled because they considered oil and gas their resource, not Ottawa’s. Clark was dubbed “Red Ed” by the oil patch. It didn’t help that he had written his doctoral thesis about the socialist regime in Tanzania.4

So how did this guy become CEO of the best-run bank in Canada, the country with the best-run banks in the world, and also one of the most powerful bankers in the United States of America? Ed Clark recounts a scene from an annual banking event in 2010, a CEO-fest he attended with the likes of Jamie Dimon of JPMorgan and John Stumpf of Wells Fargo. Amidst the wreckage of U.S. banking, these two were relative standouts. Clark burbles with delight as he describes running into Dimon and Stumpf: “They bow down and say, ‘The triple-A bank is here.’ Four years ago, it would have been ‘What do you do? Who are you?’”

Clark says that most Canadian businesses have two approaches to breaking into the U.S. market: either they don’t have the guts to do it or they go down there and blow their brains out trying. TD, so far, doesn’t fall into either camp. It’s made the leap and isn’t losing money having done so.

Given the shipwrecks of Canadian businesses that have tried to sail into the American market, how did a Canadian bank manage to pull it off? In June 2011, Royal Bank was the most recent casualty in the long list of Canadian companies that have tried their luck in the U.S. After spending billions over a ten-year period, RBC finally cried uncle and sold its retail banking business in the U.S. to PNC Financial Services Group Inc. of Pittsburgh for $3.62 billion USD. It was a loss for Royal, but at least the division wouldn’t be a ball and chain anymore and it wouldn’t have to answer recurring and irritating questions from analysts, investors and the media. What is it about the United States? Even a company like Tim Hortons that has made its fortune on donuts and coffee can’t seem to make its simple formula work down south.

A cartoon that appeared in the New Yorker a few years back sums up the subtle differences between Canadians and Americans. It shows a man and woman out at dinner, leaning in over their meals. One says to the other, “You seem familiar, yet somehow strange—are you by any chance Canadian?”5 While we share great similarities, there are also significant differences, and TD must cater to each one depending in which country it’s operating.

It has been one of the great misapprehensions—that Canadians are just like Americans and vice versa. While we are allies and exuberant trading partners and friends, we are not the same. We may look alike, share tastes in movies, music and sports, drive similar cars and spend our winter holidays in the same places. Arguably Americans are more enthusiastic, more entrepreneurial, more gregarious and more socially conservative than Canadians, who are perceived as more standoffish, less flashy, more cautious and deferential to authority. You won’t find a drive-thru daiquiri bar in Ontario as you will in Louisiana. Some might say that Canadians are changing to become more like Americans as the country has become more confident, more patriotic, more willing to compete on the world stage economically and culturally.

Still, there are many cleavages in our national personalities. As a result, a Canadian firm looking to attract U.S. consumers requires an in-depth understanding of the psychology of Americans. Slapping your shingle on a few locations and thinking that the market, which is ten times larger than Canada’s, will suddenly flock to your door is delusional. Canadian Tire (twice), Mark’s Work Wearhouse, Danier Leather, Future Shop, Jean Coutu, Shoppers Drug Mart, Tim Hortons and RBC have all learned this lesson the hard way.

What did these companies miss? Larry Stevenson, who was CEO of the Canadian bookstore chain Chapters and then held the same position at the U.S automotive repair chain Pep Boys, says that it’s very different for U.S. companies coming to compete in Canada than the other way around. For U.S. companies, adding Canada is like adding California. While a big addition, it’s not akin to betting the company. As well, when a major U.S. chain moves into Canada, Canadians are already aware of the brand. Every Canadian knew Walmart before it arrived. Everyone knew Home Depot. The next big incursion will be by clothing retailer Target, familiar to many cross-border shoppers. Canadian customers and retailers here have been anticipating the chain’s arrival for five years.6 In contrast, when a Canadian retailer or a Canadian bank heads south, there is no instant brand awareness. As well, U.S. retailers are huge and used to lots of competition. Canadian companies are not used to as much pushback, and many have tried to enter the American market with just a few stores—not enough to fend off rivals.

Keith Howlett, a highly regarded retail and consumer products analyst who works with Desjardins Securities, says it’s hard to find a profitable franchise chain in the United States with fewer than 500 stores. Howlett gets wound up about cross-border retail. He says that the home improvement chain Lowe’s, which entered the Canadian market in 2007, had racked up cumulative losses of $300 million by mid-2011, yet during the company’s quarterly conference calls none of the analysts who covered the stock even asked about it. “They can absorb this. They can sustain that type of loss over four years without everyone shouting and screaming, ‘You have to stop this!’ Lowe’s is [losing] $300 million and no one asks them anything. Whereas Mark’s [Work Wearhouse] with two or three [U.S.] stores is getting pummelled.”

On the issue of competition, Howlett says U.S. retailers are used to doing molecular research when they enter a new market like Canada, whereas Canadian retailers traditionally have not done the same level of analysis when entering the U.S. At the same time, he is critical of Canadian investors who hammer the nation’s companies for their overseas ventures. “Canadian investors are really nervous Nellies” on foreign investments, he says. “It’s just reflexive; if they hear about a company going to the U.S., they remember all the errors.”

Lululemon Athletica has been a recent success story. The yoga-wear retailer caught the wave of popularity around yoga, taking something that had all the sizzle of a self-righteous health food store and turning it into a fashion statement. “They really understand their business and they have a really distinctive consumer proposition. Lululemon, it’s such a beautifully branded message,” says Howlett.

The fact remains that there have been a lot of U.S. misadventures. Experienced observers put Canadians’ success ratio at about one in ten. In the case of Jean Coutu Group, which bought Eckerd Corporation, Howlett says that “their mistake was not retaining American management” of the drug chain, whereas Alimentation Couche-Tard, which retained local management in its U.S. operations (which include On the Run and Circle K convenience stores), has been successful. The worst screwups, he says, have been Canadian companies carrying a pocketful of capital across the border, thinking they can just throw money at a retail mess in the U.S. “Those are usually the ones that are the complete blowups. You think you’re going to fix it. The Royal Bank is good, but do they know anything about banking in Georgia? You can be a long way removed from how to sell mortgages in Biloxi, Mississippi.”

While his specialty is retail and consumer products, Howlett also brushed up against banking when he covered Imasco, the parent company of Ed Clark’s old haunt, Canada Trust. Imasco, at the time run by Purdy Crawford and Brian Levitt, owned not only Canada Trust, but also Shoppers Drug Mart, which made a couple of abortive U.S. forays of its own.

Brian Levitt, current chairman of TD, talks about how the United States is actually several countries. There’s the south, there’s the northeast, there’s Texas, the Midwest and California. The latter alone has a population and GDP the size of Canada’s. Competition is off the charts in the U.S. and Americans are so obsessed with the pursuit of economic success that they are willing to work very hard. Their annual vacations are shorter than those of Canadians. It is also a winner-take-all culture. Coming in second or being a good sport is not celebrated.

The United States is also a breakaway country. It fought a war for its independence. It also had a protracted civil war. Aside from the two world wars in which it was successful, it has been embroiled in many conflicts abroad with mixed results. The scar tissue from more than a decade in Vietnam is still sensitive and informs policy. In the new millennium, the U.S. has also been a country under attack. The horrific destruction of September 11, 2001, shattered the American nervous system. The U.S. was no longer invincible, and ever since Americans have heard footsteps and looked over their shoulders, on guard for another attack. Later in the decade, they would discover that their banks were also not invincible. Beginning in late 2007 and culminating in 2008 and 2009, the United States experienced a devastating shock to the financial system courtesy of a banking crisis that had its roots in the American Dream of a house for every family. The economic foundation of the country was shaken to the core, the worst pocketbook scare since the Great Depression of the 1930s.

While Ed Clark gets all the glowing press, he is sitting on top of an institution that has a history of building brick by brick. While savvy, strategic and smarter than most, Clark has the benefit of following three other successful CEOs and many other sharp TD executives, both current and past. In fact, the beginnings of TD’s U.S. invasion can be traced back to the moxie of someone who began as a lowly clerk in 1954, the year before the historic merger that created Toronto-Dominion.

Although he never reached the heights of president or CEO like Ed Clark, Keith Gray became one of the most effective executives in the bank’s modern history. Not only did he not get degrees from Harvard like Ed Clark, or Clark’s two predecessors, Dick Thomson and Charlie Baillie (the first two MBA grads to be bosses at TD), Gray didn’t even graduate from high school. Keith Gray shares Clark’s difficulty with words, going so far as to say he is dyslexic. Gray fared poorly in school and professes to be a slow reader even today. He clawed his way up from junior clerk to the higher reaches of the bank, and his working-class roots made him the chalk to the upper-class cheese of other senior managers. Although he is now a wealthy man, with homes in Toronto, Muskoka and Sarasota and a membership to the exclusive Rosedale Golf Club, he still feels he is not “one of them.”

But Gray’s outsider status also made him an entrepreneur, and he became the bank’s rebel inside the castle. Without his enterprising ways, which often made his bosses nervous, the bank might never have grown the financial spine to build the business to where it is today.

Few remember it now, but TD was the one major bank to spurn the idea of buying an investment bank when the opportunity arose in the 1980s. Instead, from scratch, Gray was busy building the bank’s discount brokerage business, Green Line, into the dominant player in Canada, ultimately gaining 72 percent market share.

He started out filling inkwells at a rural branch in southwestern Ontario in the 1950s. Those were the days when banks still kept revolvers onsite, just in case. There were no computers. Banks were open only from 10 a.m. until 3 p.m. and they closed Wednesday afternoons. The ballpoint pen wasn’t even in the picture. Gray says that when he joined the bank, employees were prohibited from owning motorcycles, and if a male staffer wanted to get married, head office had to be notified.* By 2011, TD was displaying brochures targeting gay and lesbian customers and sponsoring the Pride Parade in several Canadian and American cities. In just over half a century, the spectrum of social change is on full view at the bank. The evolution of financial services in North America can also be charted along the same timeline.

In the 1970s, the financial world began to do away with many regulations, arguably going too far and setting the world up for the financial crisis that would hit like a vicious cyclone in 2008. But an early change to the rules that helped TD was the elimination of fixed brokerage commissions. That opened the door for discount brokers to enter the market, companies like Charles Schwab in the United States, which allowed the average guy to trade in and out of stocks cheaply. TD decided to build a discount brokerage too. It would be a business inside the bank. Gray was the architect and engineer, and by the late 1980s he was buying other companies with the bank’s chequebook.

Those smaller deals set the stage for Gray’s landmark purchase of U.S. discounter Waterhouse Securities in 1996, TD’s biggest acquisition ever to that point. Not only did it put the TD shield in front of Americans, it turned out to have been one of the best financial services transactions anyone in the business can recall. Gray and the bank put together a deal for Waterhouse that made it essentially free to TD. That, and a lucrative related transaction, paved the way for Toronto-Dominion to buy Canada Trust, a transformative deal. In Canada Trust, TD nabbed the country’s premier retail financial institution, positioning TD to become a banking colossus. It also got Ed Clark, enabling him to make the bank’s next big move, the U.S. expansion.

Now, as it settles into the second decade of the new millennium, the United States faces enormous debts at all levels of government, a stubbornly high unemployment rate and a national aversion to taxes that dates to the War of Independence. Ed Clark knows more about the U.S. than the average Canadian. In his early teens, he spent time in California, where his father taught at the University of California, Berkeley. In his twenties, Clark was at Harvard doing his master’s and a doctorate. As CEO of Canada Trust in the 1990s, he sold off a U.S. division. While his PhD may be in economics, you could say his post-doc work has focused on U.S. banking.

At the bank’s annual meeting in March 2012, Clark said that he is in his final years as CEO. His legacy depends on how well his bet on the United States turns out. It might be many years before investors know for certain whether TD can avoid the fate of RBC when it attempted to be a retail banker in the United States.

Canadian bankers proved their worth during the financial crisis. Could it be their time to shine outside of Canada? Ed Clark likes to say it’s better to be lucky than smart. He certainly has the brain wattage, but he may also have lucked into the right time to lead a Canadian bank’s invasion of the United States—or not, depending on how you view the future of that country.


* The Grand Central Station takeover, or “station domination,” cost $300,000. For that price, TD was also able to blanket 30th Street Station in Philadelphia and Boston’s North Station.

† The major domestic banks are known as Schedule 1 institutions. According to the Canadian Bankers Association, based on information from the Office of the Superintendent of Financial Institutions Canada, there are 23 of them. Aside from the Big Six, they include Laurentian Bank, Canadian Western Bank, President’s Choice Bank and Canadian Tire Bank. The Schedule 2 category is made up of subsidiaries of foreign banks such as HSBC Bank Canada. They can take deposits like Schedule 1 banks and are eligible for deposit insurance under CDIC. There are 25 of them. Schedule 3 banks are branches of foreign banks. There are 29 of those.

‡ Although the U.S. has about 7,300 banks, it should be noted that half a dozen large institutions dominate and conduct at least half of the country’s banking business.

* TD archivist Anne Spruin says in the late 1800s and early 1900s all Canadian banks had a rule requiring employees to seek permission to marry if their salary was below a certain level. There was worry that an employee trying to support a family with an entry-level wage would be more likely to go into debt or commit fraud. It was also easier to transfer an unmarried employee. Spruin says it’s unclear when the rule was repealed, but prior to the 1955 merger, employees had to advise head office that they were getting married.
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POOR BOY DROPOUT
From the Foundry to Bank Clerk

Keith Gray grew up “very poor” in rural southwestern Ontario. His parents, Jim and Lyla Gray, had already lost the family farm in Lambton County’s Moore Township when Keith was born in 1935. They’d abandoned it and rented another farm in the same county, but thirty-five kilometres away. With no choice about how to move there, they walked to their new tract of land in Plympton Township, along with their (then) five sons, fifteen head of cattle, and a few horses.

Growing up in this part of the country was tough, but it also imbued the young Gray with characteristics that served him well decades later in business. His second wife, Wendy Leaney, who worked for Gray when he ran the main branch of the bank and later became an investment banker at TD, calls such quiet determination the “southwestern Ontario way.”

“We keep things close to the vest, don’t show our hands,” says Gray. “That’s the way I was and that’s the way my dad was. It worked well. I had to use it cause I didn’t have the education. Sit back, watch, bide my time and make a move. I don’t confide. I wasn’t as smart as the other guys, so I’d better use the cards-against-the-vest theory. Even during the Green Line days, I didn’t confide.”

Although he had little in the way of formal education, Gray’s favourite word was why. “Why, why, why? I always had to know why. People would tell me, stop asking so many damn questions.”

When the Second World War began, four of his brothers (Goldwin, Kenneth, Alex and Eugene) enlisted in the military. Goldwin and Alex had been “riding the rails” because of a lack of work. Two brothers were wounded, one was declared missing in action, and the youngest to serve, Eugene, a tail gunner in the Royal Canadian Air Force, was killed at nineteen when his plane crashed returning from Germany. Eugene is buried in Scotland, with the rest of his crew.

“It’s touching. Hard to keep the tears from flowing,” says Gray, describing visits to the cemetery. He and his brother Bill, too young to serve, were at home during the war, along with their sister, Lois.

“I remember this period as a very sad and traumatic time for my mother and father. It was not a very happy time in our lives,” Gray recalls. Sitting at the dining room table in his Sarasota condo, Gray speaks quietly, his eyes moist. He describes the United Church minister coming down the lane, informing families in the area that a son had been killed or wounded.

“I remember my dad sitting looking at my brother Eugene in a picture, and wishing it had been him. That was really a tough time for a family.”

As if the sacrifices of their sons were not enough, in the spring of 1940 the farmhouse the Grays had bought in the late 1930s (after renting it) burned to the ground.

“We moved to a farmhouse across the road that was sitting empty and for sale. It had no electricity, plumbing or indoor bathroom, but it was someplace to live.” The owners allowed the family to move in after the fire at their previous home, and the Grays soon bought the property.

Surrounded by such life-and-death problems, the young Gray had little encouragement to do well at his studies. Classes were held in a one-room schoolhouse a couple of kilometres from home, where eight grades were taught. Gray got the strap numerous times for transgressions such as “looking up girl’s dresses.” Once he got whacked because he couldn’t spell, something that, being dyslexic, he still can’t do well. “I did not like school and wished out of there,” he says.

During high school in Petrolia, about ten kilometres from the farm, Gray developed a bad case of the skin disease psoriasis on his face and body. As a result, the school would not allow him to take physical education. He dropped out after grade eleven and went to work in a foundry in Sarnia for six months at $50 a week. His father, who was in poor health and barely able to withstand the physical demands of farming, had worked in the same foundry during the war at sixty cents an hour.

Notwithstanding the litany of hardships in his early life, Gray was born in what was arguably one of the luckiest years in the twentieth century. In his book Outliers, Malcolm Gladwell describes how being born in the mid-1930s put you in a select group.7 If you had been born ten years earlier you’d be serving in World War Two, and perhaps not coming back, like Eugene Gray. It was also the Depression and there were fewer babies, which would make for less competition in the job market during the 1950s. Gray agrees, saying that ten years later, “I’d never have got in the bank. Timing and luck is everything.”

Keith’s luck arrived one day in late 1954. Gray’s dad was in the Bank of Toronto in Wyoming, Ontario when the manager, a fellow named Bob Richardson, asked him if Keith would consider joining the bank.*

At the time, banks did not hire university graduates. Men—they were almost all men—were hired straight out of high school and trained in a way similar to the Scottish system of apprenticeship. Gray took the job at the Bank of Toronto (established 1855), which merged a year later with the Dominion Bank (established 1871), one of the last noteworthy bank mergers in Canada, to form what is now known as Toronto-Dominion. Gray contends that from 1954 until about 1980, there was an “us and them” feeling inside the merged bank, describing the Bank of Toronto as “tightass” and the Dominion Bank as “gamblers.” In any event, the bank job paid a paltry $1,200 a year, a huge cut from the $3,000 he was making at the foundry. “It was warm,” is the reason Gray gives for making the switch. “It wasn’t dirty.”

The branch had six employees and his first job was as a junior clerk at $23.08 a week. That meant he sat at the back, on a stool, where he had the grand duty of looking after the mailbox. At night, he would write in the general ledger, marking down deposits and withdrawals, “like Scrooge.” There was an adding machine, but it wouldn’t subtract. “If you were caught using it, you were considered a weakling,” Gray recalls.

The bank was open from 10 a.m. until 3 p.m., as was the custom for many years. While the restricted hours seem archaic and sleepy now, they were a practical necessity in the days before personal computers, when tellers needed the extra time to balance their tills accurately. Gray’s job wasn’t quite as lofty as a teller’s. He was to turn the light out in the vault. Each Tuesday, he had to replace the pen nibs and fill up the inkwells. He had to mix the ink, which came in powder form.

There were also rules for people who worked at banks in the 1950s. Aside from not being allowed to own a motorcycle and having to notify the company if you planned to get married, it was generally accepted that you wore a hat, and you most certainly had to wear a jacket and tie to work, which Gray did for forty-three years.

Today, there is still a TD in Wyoming, but it is now staffed and managed by women. These rural branches were once described by long-serving TD Chairman and President Allen Lambert as the backbone of the bank. They are often also full of unclaimed deposits that just sit there—chockablock with what Gray calls “cold money.” “You talk about hot money. The money in those little communities is as cold as it gets. It’s stable, stable money.”

Promoted to teller, Gray worked in a cage and always had a revolver on the desk. He would place the gun on the counter so it would be in plain view of any would-be robbers. Every six months, he was required to check that the gun worked, so he would take it down to the basement and fire a few rounds into the coal bin.

As a teller, he had to make up any unaccounted shortfalls out of his own pocket. Unfortunately, he once lost track of $50, which he had to pay back at $2.50 a month over the course of twenty months.

After about a year, he was moved to Kerwood (near Strathroy) for two years, where he admits he did virtually nothing at the bank. There were just three employees in the branch. The manager sat around reading the sports section all day. Some days, only two or three customers would come in. The bank would be shut from noon till 1 p.m. Once they locked the door over the lunch hour and forgot to unlock it. It didn’t matter. There were no customers the rest of the afternoon so no one even noticed the bank was locked.

“I was in Kerwood for two very boring years,” Gray says. “Nonetheless, the experience maintaining and balancing the books, by hand, was very valuable training.”

In 1956, he was transferred to Meaford, Ontario, on the shores of Georgian Bay, where the Protestant farm boy roomed with a Jewish family. His job was assistant accountant and he was there a little over a year. “The work was not difficult and I enjoyed the girls.”

The Meaford branch manager, Norm Hazel, gave his young employee some advice: Don’t trust even your own grandmother. This counsel would prove valuable when Gray became a lending officer, with progressively higher limits, and later when he oversaw commercial and industrial banking for all of Canada.

What followed Meaford was a seemingly endless series of moves to Hamilton, Bronte (near Oakville), back to Hamilton, and Winnipeg. Hamilton was Gray’s first full-time experience in a city, and an intimidating one. He’d never before ridden on a public bus. He lived in a boarding house with three other men. Unfortunately, the psoriasis became quite severe on his face, and the bank thought it best to hide him in a small town. Just four months after arriving in Hamilton, the bank shipped Gray to Bronte, where he became the branch’s accountant. While in Bronte he was, for the only time in his career, lured away from the bank. He had been making $3,500 a year, but in late 1959 or early 1960, an offer of double the money from the parents of Olympic skater Otto Jelinek proved irresistible. The Jelineks ran an import sporting goods business and were customers of the bank. Since he was planning to get married that year, Gray found the offer to be one he couldn’t refuse. But it didn’t work out.

“I had grown up in the TD and found I was lost outside,” Gray admits. He eventually went back to the bank at the same salary he had when he left. “After being out of the bank, I realized it was a good place to make a living and it was all I knew. So I re-entered with a determination to work hard, and if I was lucky, become a branch manager.”

Now in his late twenties, Gray began to apply himself. He studied all the bank’s regulation manuals, took internal courses and knew he had to score top of the class whenever there was a bank inspection. There were three rating categories—above average, average, and below standard, which was cause for dismissal. His branch was called “outstanding,” a highly unusual rating, and he was immediately notified he would be promoted.

Head office told Gray his choices were to move to a larger branch, become an inspector at headquarters or be trained to become an operations and efficiency expert. He picked the third option. It turned out to be a prescient move. Based in Toronto between 1962 and 1965, Gray started learning about computer programming (the language was COBOL) and how to measure efficiency. Learning computers from the early days would prove invaluable later when he built the discount brokerage business just as the Internet was blossoming.*

Cost cutting was just as popular in the 60s as it is today. Gray would visit small-town branches to see where they could improve. He hit a high note on a trip to review the bank’s Winnipeg operations, somehow managing to winnow down the number of employees from one hundred to seventy.

Having worked there earlier in his career, Gray hated Winnipeg. Head office, however, wasn’t interested in people’s likes or dislikes. Six months later, Gray’s Toronto bosses asked him to move back to Winnipeg to become supervisor of operations/administration for the bank in western Canada. No way, he said. Told in no uncertain terms that if he wanted to keep his career with the bank he’d better go, he moved with his wife, Diane, whom he had married in 1961, and their small daughter, Christine.†

Gray’s Western Division territory was a vast geographical area stretching from Marathon, Ontario, 300 kilometres east of Thunder Bay, to the Alberta border. Gray immediately began telling his general manager, Tom Easton, how things were done in the East. Anyone familiar with the sensitivities of regional Canadian politics knows that attitude can make you enemies quickly. “We know where head office is, but we don’t pay any attention to anything they say,” Easton responded. “You have a lot to learn. Be at my home at 8 a.m. on Monday morning and I will show you this division. Tell your wife you’ll be back late on Friday afternoon.”

On Monday morning, Gray began touring the division in Easton’s chauffeur-driven Cadillac. The area was so huge, it took seven hours to reach the first branch. Before he’d left, he’d asked the supervisor of human resources, Bob Good, if there was anything he needed to know for the tour. Good told him to take $500 and two bottles of Dewar’s Scotch for Easton.

Sure enough, once inside the Caddy, Easton asked Gray if he’d brought any money and how much.

“$500.”

“Did you bring any Scotch?”

“Two bottles.”

“What
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