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AFTER LEARNING THAT THE REGION 15 6OUERNED
ST e
a7y MARNE TASK FORCE T0 QUEBEC...

(This Magazine, vol. 18 #3, Aug. 1984, p. 19.]

"The Americans' are not going to send in the marines. That's not
done anymore. But psychologically, the Americans could delay things if
they become stupidly negative. What is seen here as the giant next door
could create fear. Like all colonized peoples, Quebecers have
complexes. It is always easy to appeal to one of those complexes, fear.
That is what our adversariés in Canada always do. They would love to
see Washington say, '‘No way' even if Washington has no business
intervening in our votes. ... [Intervention] would create a virulent
anti Americanism which does not now exist in Quebec.”

[René Iévesque, quoted in the New York Times, 25 Jan. 1979, p.
4, in an article entitled: "Quebec Premier to Seek Neutrality on
Separatism During Visit".] .

"If I were you I would be a little bit worried. You worry about some
Carribean Island being destabilized. I would think that destabilization
in this country north of you would be of some concern to some people.”

(Pierre Trudeau, from a Transcript of the Prime Minister's
Interview on the NBC-TV Program, "Meet the Press", 22 Feb. 1977, p. 7.]

"We are North Americans. We are not leftist radicals. When I read
in American publications that there is a possibility that someone might
take hold of the Quebec government or the Parti Quebecois, that just
doesn’'t make sense. They don’'t know what's going on here."

[René I1évesque; quoted in the New York Times, 20 May 1979, p.
67. ] .




Abstract
Quebec-U.S. Relations under the Parti Quebecols
Quebec-U.S. inteyaotions from 1976 to 1980 are anaiysed in relation
to American apprehensibh over the election of the Parti Quebecois and
the P.Q. government's ability to accommodate the American economic
community. ‘Analysis of this interaction is conducted in terms of the
risks to.oorporate‘operations posed by P.Q. policies and the effect of
P.Q. communications on corporate perceptions of this risk. A formal
targaining.model—adeveloped using the concept from game theory of
"critical risk’--forms the theoretical basis for explaining changes in
the American'fésﬁgp§§: Each province’'s economic transactions with the
U.S. are describeﬁiaighé~with provincial ‘influences on Canadian foreign
policy. Quebec-U.S. interactions are viewed as a oaée study of the

sub-national perspective in international relations.

iii




Acknowledgements

On this page I am given the opportunity to express my gratitude to
the persons who deserve credit for devoting their time, effort and
interest in the follo&ing work. Vhile it is customary to recognize that
the worth of this thesis reflects equally on these persons, and that any
errors or omissions are the responsibility of only the author, this form
of acknowledgement is particularly j)ertjllent here. I thank each of the
members of my thesis committee equally, Dr. Steven D. Brown, Dr. D. Marc
Kilgour, and Dr. John H. Redekop, for their patience and their
willingness to bea:r with me the task of clarifying both the form and the
substance of'éhe*ff’f‘o?l;;gying. Without their individual abilities, this
work could not have come to a proper fruition. I also express my ‘
gratitude to the outside reader of the thesis defense, Dr. Terrence J.
Levesque, who éssisted on an informal basis in preventing me from making
more errors than may be cdnta.ined herein. The professorial staff and
the students of Wilfrid Laurier University's Department of Political
Science also desexfﬁé mention. Without their willingness to partake in
both constmépive Cr££ician and support, this thesis would be less than
what it now lS My wife deserves the greatest credit of all since
without her tolerance during the past two years of research and writing,
and without her particular skills in commnication and comprehension,
the effort exbressed in these pages would have been seriously

diminished. Finally, I wish to dedicate this volume to my daughter,

Kathryn Ilyta.

iv




Pages

Title Page. ... v it e cheaasecivvancisiaans i-ii
YN =3 vh =71 vI P SO I e e iii
AcknowledgementsS. ...... ..o it I iv
Table of ContentsS. . ... cvv ittt e e e v
List of Tables and FIUTeS. ... ..ot iiii i vi-xi
Ry i 61076173 Ko+ NP AU PP 1-9
Chapter Title
1 Canadian-American Relations

from a Prov:.nc:.al Perspective....... ... 10-66
2 | Quebec~U S ‘Relations and the "Open-Door” Impera,twe

The Amemoan Reaatlon to-‘the Parti Quebecois...... .67-105
3 Quebec-U. S. Rela.tlons and Communication:

The Quebec Reaction to the U.S............... cee.....106-143
4 The Critical Risk Model: A

Decision and Communication.................. e 144-177
5 Quebec-U.S. Relations:

The Bargaining Perspective...................ovvntn 178-226




Chapter 1
TABLE 1-1:

TABLE 1-2:

TABLE 1-3:

TABLE 1-4:

TABLE 1-5:

TABLE 1-6:

FIGURE 1-1:

FIGURE 1-2:

FIGURE 1-3:

FIGURE 1-4:

FIGURE 1-5:

~ FIGURE 1-6:

FIGURE 1-7:

LIST OF TABLES AND FIGURES

Page

EXPORTS OF AMERICAN-CONTROLLED FIRMS IN CANADA, 1976...22

TN CANADA. . vttt it tseennnnnannnaseceessossannnnenas 23
TOTAL IMPORTS BY CANADIAN AND AMERICAN-CONTROLLED

FIRMS, L1078, . it ieitteiiieeeenaananncesaceennnsas 25
END PRODUCTS IMPORTS BY CANADIAN AND AMERTICAN-
CONTROLLED FIRMS, L1O78. ...ttt ittt iraiaans 28
PROVINCE-STATE RELATIONS BY PROVINCE. ..........coinvnnnn 32
PROVINCIAL ACTS RESTRICI'ING FOREIGN INVESTMENT......... 50
EDCPORTRSTIOTHE U.S. AS A PERCENT OF TOTAL EXPORTS...... 53

(Appendix Table: p. 230)
FXPORTS, TO-THE U.S. AS A PERCENT OF GROSS DOMESTIC

PRODUCT: . ..... R P IRT 55
(Appendix Table: p. 232)
BATANCE OF TRADE WITH THE U.S. ... i iiiiiiaeenn 56

(Appendix Table: p. 232)

BATANCE OF TRALE WITH THE U.S. AS A PERCENT OF
GROSS DOMESTIC PRODUCT. . . vvneeeevnneeennn I 57
(Appendix Table: p. 233)

CAPITAL.EXPENDITURES BY MANUFACTURING FIRMS:
AMFRICAN-CONTROLLED FIRMS BY PROVINCE AS A -
PERCENT OF::AMERICAN-CONTROLLED FIRMS IN CANADA......... 60

(Appendix Teble: p. 234)

CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
AMERICAN-CONTROLLED FIRMS AS A PERCENT OF TOTAL FIRMS..62

(Appendix Table: p. 234)

CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
AMERTCAN-CONTROLLED FIRMS AS A PERCENT OF
CANADIAN-CONTROLLED FIRMS............... e 62

(Appendix Table: p. 235)

vi




Chapter 2

FIGURE 2-1:

FIGURE 2-2:

FIGURE 2-3: .

FIGURE 2-4:

FIGURE 2-5:

. FIGURE 2-6:

FIGURE 2-7:

FIGURE 2-8:
~ FIGURE 2-9:
~ FIGURE 2-10:

TABLE 2-1:

' TABLE 2-2:

LIST OF TABLES AND FIGURES

INVESTMENT IN MANUFACTURING BY AMERICAN-CONTROLLED
FIRMS: -- QUEBEC AS A PERCENT OF ONTARIO.......cconervveen 74
(Appendix Table: P- 237)

INVESTMENT IN MANUFACTURING BY CANADIAN-CONTROLLED
FIRMS: QUEBEC AS A PERCENT OF ONTARTIO. .. eonvvverannnns 76

(Appendix- Table: p. 237)

(Appendix Table: p. 238)

NUMBERS OF AMERICAN ACQUISITIONS AND NEW BUSINESS
CASES: QUEBEC AS A PERCENT OF ONTARIO........ccvoveen 80
(Appendix Table: P. 238)

EMPLOYMENT IN HEAD OFFICES, SALES OFFICES AND

AUXTLIARY UNITS OF MANUFACTURING INDUSTRIES:

QUEEEC AS A PERCENT OF ONTARIO. ........occorccencerees 82
(Appendix Table: p. 239)

NUMBER OF HEAD OFFICES MOVING OUT OF QUEBEC:
NOV., 1975 TO DEC., 1980, BY COUNTRY OF CONTROL....... .83
(Appendix Table: pP. 240)

(Appendix Table: p. 242)

QUEBEC- EXPORTS TO THE U.S.: PROJECTIONS FROM 1976
AS COMPARED WITH ACTUAL EXFCRTS AFTER 1976 o eeeennn 91
(Appendix Table: pp- 243-244)

TOTAL EXPORTS TO THE U.S.:
AS A PERCENT OF ONTARTO. . ... «vvvveennnneeeeeenns o3
(Appendix Table: p. 245) ‘

EXPORTS TO THE U.S.: QUEBEC AS A PERCENT OF CNTARTIO:
CRUCE MATERIALS, FABRICATED MATERTALS, END PRODUCTS....9%4

(Appendix Table: P. 245)
QUEBEC EXPENDITURES ON EXPORT PROGRAMMES. .........c.... o7

REIATIVE PERFORMANCE OF QUEBEC SMALL AND MEDIUM SIZED
FIRMS (PMEs) IN MANUFACTURING, 1K 74 T o8




1IST OF TABLES AND FIGURES

. COVERAGE BY THE WALL STREET JOURNAL OF
QUEBEC POLITICAL AND BOONOMIC NEWS. .o v vveeeer e 115

(Appendix Table: p. 246)

Page

. TWO-DIMENSIONAL REPRESENTATION OF TRANSFORMATICNS

FROM PRISONERS' DILEMMA TO GHICKEN..............coo-c- 150

Page

STDIATION OF -QUEBEC MANUFACTURING SHIPMENTS

AS*A- PERCENT OF TOTAL SHIPMENTS.........cocoocooeresos 177

(Appendix Table p. 250)

ERCEINTAGE BREAKDOWN OF SALES BY QUEBEC-BASED FIRMS:

BY REGION AND OWNERSHIP (1964.) ...................... 180

PERCENTAGE DISTRIBUTION OF MANUFACTURED GOCDS'

EXPCRTS FROM QUEBEC: BY OWNERSHIP. ... .. e ..181

: QUEBEC GOVERNMENT EXPENDITURES ON EDUCATION: PRIVATE
SCHOOLS AS A PERCENT OF PUBLIC SCHOOLS...............- 190

QUEIBEC GOVERNMENT BORROWINGS BY MARKET AS A
PERCENT OF TOTAL. . o vt iiv e vemeaenasan s ...205
(Appendix Table: DP. 252)

\

viii




LIST OF TABLES AND FIGURES

Appendix-Chapter 1 Page

TABLE A-1-1:

TABLE A-1-2:

TABRLE A-1-3:

FIGURE 1-3:

TAELE A-1-4:

FIGURE 1-2:

FIGURE 1-3:

FIGURE 1-4:

TABLE A-1-5:

FIGURE 1-5:

FIGURE 1-6:

FIGURE 1-7:

TABLE A-1-G:

TOTAL GOVERNMENT EXPENDITURES FOR TRADE AND
INDUSTRY: PROVINCIAL GOVERNMENTS AS A % OF THE

GOVERNMENT EXPENDITURES ON TRADE AND INDUSIRY,
TRANSFERS TO BUSINESS AND PERSONS, BY PROVINCIAL

EXPCRTS TO THE U.S. AS A PERCENT OF CANADIAN
EXPCRTS TO THE U.S., BY PROVINCE; and
IMPCRTS FROM THE U.S. AS A PERCENT OF CANADIAN

IMPORTS FROM THE U.S., BY PROVINCE: ... ovuuvennennn.. 220
TABLE: EXPORTS TO THE U.S. AS A PERCENT OF TOTAL
EXPORTS . .« v v e oo e e e e e 230
DIVERSIFICATION OF EXPORTS:

BY PROVINCE AND GANADA. « .+ e o ovveeer e e eeeeeaeees 231
TABIE: EXPORTS TO THE U.S. AS A PERCENT OF

GROSS DOMESTTC PRODUCT. « « o o evveeeeee e eee e e eaeeen 232
TABIE: BALANCE OF TRATE WITH THE U.S..uvveennnennn. 232

TABLE: BALANCE OF TRADE WITH THE U.S. AS A
PERCENT OF GROSS DOMESTIC PRODUCT.............. e 233

EFFECTIVE RATE (PERCENTAGES) OF THE CANADIAN TARTFF

ON IMPORTS FCOR EACH PROVINCE AND CANADA............. 233

TABLE: CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
AMFRICAN-CONTROLLED FIRMS BY PROVINCE AS A PERCENT
OF AMERTICAN-CONTROLLED FIRMS IN CANADA.............. 234

TABLE: CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
AMERICAN-CONTROLLED FIRMS AS A PERCENT OF

TABLE: CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
AMERICAN-CONTROLLED FIRMS AS A PERCENT OF



LIST OF TABLES AND FIGURES

Appendix-Chapter 2 Page

FIGURE 2-1: TABLE: INVESTMENT IN MANUFACTURING BY
AMERICAI‘_T»CDNTROILED FIRMS IN QUEBEC AND ONTARIO..... 237

FIGURE 2-2: TABLE: TNVESTMENT IN MANUFACTURING BY

FIGURE 2-3:  TABLE: BOND YIELD DIFFERENTIALS:
'NEW YORK MARKET: QUEBEC-ONTARIO. . eovevreneeeeeren 238

FIGURE 2-4: TABLE: NUMBERS OF AMERICAN ACQUISITICNS AND
NEW BUSINESS CASES IN QUEBEC AND ONTARIO............ 238

FIGURE 2-5: TABLE: EMPLOYMENT IN HEAD OFFICES, SALES OFFICES,
 AND AUXILIARY UNITS OF MANUFACTURING INDUSTRIES,
QUEBEC AND ONTARTO. .. ....cocnvonenrenrenrmresrsnses 239

FIGURE 2-6: TABLES: NUMBERS OF HEAD OFFICES MOVING QUT OF
JEBEC:. NOV., 1975 TO DEC., 1980,
BY COUNIRY OF CONTROL, -
and NUMBERS OF HEAD OFFICES MOVING INTO
NOV., 1979 TO DEC., 1980,

FIGURE 2-7: TABLE: GQUEBEC'S BALANCE OF TRADE........ccoovvero- 242
FIGURE 2-8: - QUEBEC EXPORTS TO THE U.S.:

PROJECTIONS FROM 1977 AS COMPARED WITH ACTUAL

FXPORTS AFTER 1978 . .o coonvnrssnnnssssnssssrees 243-244

. FIGURES 2-9 and 2-10: TABLES: EXPORTS TO THE U.S.:
QUEBEC AND ONTARIO.......... SR 245

i




FIGURE 3-1:

TABLE A-3-1:

TABLE A-3-2:

TABLE A-3-3:

LIST OF TABLES AND FIGURES

Appendix-Chapter 3

TABLE: OOVERAGE BY THE WALL STREET JOURNAL OF
QUEBEC POLITICAL AND ECONOMIC NEWS............

QUEBEC EMPLOYMENT IN INTERGOVERNMENTAL AFFATRS
OFFICES.: ......ovvunnn e e

DESTINATION OF ISSUES OF QUEBEC UPDATE........

VISITS BY QUEBEC OFFICIALS TO THE U.S.........

Appendix—Chapter 5

FIGURE 5-1:

TABLE A-5-1:

FIGURE 5-3:

TABLE: TESTINATION OF QUEBEC MANUFACTURING
SHIPMENTS. ...t i i e

AND CANAD A . . .o ittt ittt it ettt et e



INTRODUCTION

In the field of international affairs the traditional academic
approach has been to study relations between sovereign states. Even in
studies of subsystems Of the international system, such as the field of
Canadian-American relations, the orientation has been to use Canada and
the U.S. as the units of analysis. While more recent research has gone
beyond the confines of government-to-government interaction, broadening
the field to include the impact of multinational corporations and
functional interaction between social entities (labour, religious and
issue oriented (e.g. environmental) groups, etc.), the tendency has
generally remained to connect these with the state as the geographical
locus of analysis. However, the state——and especially a federal
state-—does not represent a homogeneity. This diffusion within the
state is a particular characteristic of Canada and has implicatioﬁs for
Canada’'s relations with the U.S.. A significant aspect of federal
states is that the sub-national authorities are accorded control in
functional areas which take on trans-border facets with the increases in
international transactions. Domestic activities are becoming
internationalized. Since the late 1960s, and principally during the
1970s, the Canadian provinces have been accorded, and sometimes
unilaterally acquired, responsibilities in managing trans-intermational-
border relations that have a bearing on the areas in which they are
granted constitutional authority. This sub-national perspective on
foreign policy is also a lacuna in the literature on Canadian-American

affairs. -

It is the general contention of this work that the activities of



the Canadian provinces do have an influence on foreign affairs and that
this ‘influence i_mpl_i_es a profound complexity for the management of
state-to-state externa.l relations. The federal government has to deal
with policy in two dimensions Shm:ltaneously: internally and
externally. The assumption throughout this work is that governments
persist in order to regulate the relations of persons. The complexity
(just alluded to)‘ is evident by the fact that control for this
reg‘ulatioh is ﬁot vested in just one level of government. As a
consequence, inﬁerna.l and external relations overlap which can lead to
conflict asthe persons involved (federal versus sub-national
anthorities, plug political interests in the population, in this case
restricted to the economic interests of multinational corporations)
become more active. Since this broadens the perspective beyonci
state-to-state relations, the question implied is: can sub-national
governments n@age policies which are externally connected in accordance
with their own stﬁted interests? Stated more precisely: when a
sub—na.tlonal govenment institutes policies vhich provoke extra-national
reactions léa.da_ng to.a sﬁb—national/intemationa.l interaction, is that
government also able to retain influence in the direction of those
policies undencond.itions of a multi-furcation of intra/extra-national
strategic control? Quebec-U.S. relations are examined as a case study

for this proposition, answering the question in the affirmative.

The 1976 Quebec election sent a shock wave not only through Canada
but also created considerable apprehension in the U.S.. In effect, an
essentially domestic crisis became internationalized. Much of the

American concern focussed not only on the political issue of a separate



Quebec, but also on the P.Q.’'s orientation to favour the enhancement of
the Québécois economically rather than to accord priority to the
requitenents of the business elite (which the P.Q. regarded as foreign
domination). The Canadian crisis transcended the intermational boundary
due to this conflict of interests and was not ameliorated until the
referendum on separatism in May, 1980. As a consequence, the period
1976 to 1980 presénts an opportunity to study the ability of a
provincial gove‘mment to manage such a conflict. In fact, the period of
conflict was relatively short, beginning in February, 1977, and ending

by the middleiof 1978.

b -

At

Most of the feseé.rch in Quebec-U.S. relations employs either of two
orientations related to the concept of coercion. The first is the
Quebec government's ability to regulate the private sector in order to
achieve its socio—economic objectives. The second is the ability of the
American corporate sector to coerce the P.Q. into modifying its
policies in order .to re-establish the situation prior to the P.Q.'s
election. Th_'LS is tlie initial orientation of the following analysis
(see Chaptérs 2 to0 5), but the use of the concept of coercion (defined
as the use of punishment for deviation from a situation which has
established rules of conduct) is limited in this case. In his analysis,
Coleman aptly reflects on the use of coercion from the perspective of
the policies of thé P.Q.:

one would expect the PQ, being divorced from the
corporate power-holders, to perceive those holders
more as ‘enemies’ than simple ‘deviants’ needing
reform. Consistent with this perception, one would
predict further that the reforms of the PQ would be
more coercive than ’‘assimilative’ or persuasive when

~directed at this group. Finally, if reasonable
discussion were to take place between the PQ and the



corporate sector, one might expect that the tendency
toward coercion would be modified.(1)

In effect, the pol:Lcy developed during the first. mandate of the P.Q.
emphasized persuasion ‘é.nd'lexemplified the ability of a provincial
government to bargain with extra-national interests in order to reach an
accommodation. Measures 'of American investment, trade and corporate
location preferehoes all demonstrate this change; analyses of P.Q.
policies .sim'_liarly j.rﬁicate an accommodation. A model of dynamic
ba.rgaam.ng is then developed in order to provide an explanation for how
an actor can, mana.ge interaction without relying solely on coercion. The
model is des1gned to acoount for the process of accommodation (evident
in the data presented) whn.ch static cost/beneflt a.nalyses of reciprocal

coercion do not recogm.ze.

The following chapﬁérs initially test the applicability of a.A
coercive modél , the "Open-Door” imperative, find it lacking, and
indicate that the content of information communicated to the American
economi;z commnity 'c_jj:,onstitutes an intervening variable in this model.
Subsequently\ a bargag_m_ng model (derived from the concept of "critical
risk") is developed which model incorporates the communication variable
in terms of specific signals. These signals indicate an actor's
orientation toward either conflict or accommodation, and constitute the
bases for deriving manipulative bargaining tactics in order to explaj_ﬁ

whether conflict or accommodation should result. These manipulative

(L - ) ,

William D. Coleman, "From Bill 22 to Bill 101: The Politics
of Language under the Parti Quebecois”, Canadian Journal of
Political Science, 14 (1981), p. 473. '




tactics are then addressed in terms of Quebec’s interactions with the
U.S. from 1977 to 1980. The movement is from a model to a test of that
model, to an expansmn of the tested model, to an application of the
expanded model. Prior fo this case study of only Quebec-U.S.
interaction, Canadian-American relations from a provincial perspective
are described in order to establish the basis for the analysis of Quebec
and fhe U.S. as a.n example. As a consequence, a sub-national
perspective in studies of international relations involving federal

states is clearly identified as a requisite for foreign policy analysis.



The Chapters in Brief

'Chapter 1 is an analysis of Canadian-American relations in the
economic field from a Camadla.n provincial perspective since during the
past decade Canadian foreign policy has been most strongly oriented to
international economic transactions. The reciprocal influence of
federal and provj_pcial policies in this field is assessed through
analyses of tradé and investment in Canada by comparing provincial and
national ﬁicators with reference to the U.S.. Descriptively, the
great sta.bilityw‘of Canadian-American relations is evident for Canada as
a whole, but th:,ssta.blllty is illusory when the provj_noesv are taken as
the units of a.nalys:Lé .:. - "Ih"ere is not only great diversity within Canada,
but also a dynamism in each province which balances out for the nation
as a whole. The American corporate presence in Canada enhances the
Canadian—-American equilii:rium, but at the same time entails considerable
disequilibrium for each province due to both the differentiation in the
degree of foz.'eign_}i corporate control among the provinces and the
differentiat%on in the degree of this foreign control within each
province over time. This is set forth in relation to the concept of the
international corporate market, linking trade and investment as a
tentative explanation for both of these findings. The activities of the
provinces i.n"a.reés of foreign economic policy are also described, which
activities indicate the growing complexity of control for the Canadian
federal government. Concomitantly, federal policies in external
relations have a different relevance for each of the provinces. In sunm,
this’ chapter develops the basic orientation of a sub-national

perspective for Canadian-American relations which perspective is



subsequently applied to Quebec-U.S. relations as a case in point.

Chapters 2 to 5 analyse Quebec-U.S. relatlons in terms of the
:Lnteractlons J_nvolva_ng the P.Q. and mainly the American economic
community. "Hard" data are presented in the form of economic measures
of trade and investment, and analysis is done in terms of how this data
represents Amemcan peroeptlons of risk in Quebec-related operations.
Accompanying this is "soft" data in the form of communications between
Quebec a.nd the U S. through an analysis by examples drawn principally
from: the U.S. é<'30nomio media coverage of Quebec, statements by
government representatlves J_n both the U. S and Quebec, and Quebec
information aimed: speé:.flcally at the U.S.. Only statements delivered
to the U.S., reported in the U.S., or having the U.S. as the stated
target are used Similarly, only American statements and examples of
fmerican corporate activities as these bear on the Quebec situation are
used. These styateménts are analysed in order to corroborate the
findings of the ha.rd economic ineasures. In this manner, the

confluence between intended information and behaviour is achieved.

Chapter 2 deals w.:i,th Quebec-U.S. relations in terms of the
"Open-Door" model which predicts that: a leftward shift in a regime
will result in a reduction of American investment in, and trade with,
that regime as“ax' punishment in order to induce a subsequent rightward
shift by that regime. This model is then tested by using measures of
American direct and umd.lrect investment in Quebec, Quebec trade with the
U.S., and Americe.;:e.’ preferences for corporate location in Quebec |

evident by the moves of head offices. All of these measures indicate



two general points of change. The first is a negative American reaction
beginning in February, 1977, the month after Ié\fesque‘s speech to the
Economic Club of Né\}?;';"i'o:k (which corroborates the "Open-Door" model).
The second is the midcilé" of 1978, just after Quebec’s Ministry of
Intergovernmental Affairs instituted an information programme
(Opération;Anxerique) to ameliorate Americans’ perceptions of the P.Q.’'s
economic orientation (which goes beyond the "Open-Door" model).

Subsequent chapters deal with the explanation for this cha.ngé.

Chapter 3 eStablishes the general contention that communication
constitutes an iptervening variable in the "Open-Door” model for the
changes of the Arbrican reaction set forth in Chapter 2. This chapter
presents an analysis of .communication (intended information) and
demonstrates that the American reaction was conditional not only on the
‘peroeption of the regj_me: but on the specific content of the j.nfoﬁnation
communicated. As a general ‘intervem‘_ng variable, communication is
assessed heré. as the significant féctor, but communications’ conmtents
are not neutfa.l. 'Ihe cost/benefit component of information "covariance"
(from Deut‘éc't\l’s conmﬁihica.t_ion theory) is set forth as thé more
significant and specific component of commmnication in this case study,

which Chapter 4-develops into a model and Chapter 5 then applies.

dmapter 4 'dey“elops_ a bargaining model“from the game theory concept
of "critical riék“. The forma.l model itself is sj.mpiy a heuristic
dévioe, striotlyJ logically derived, but it does permit the postulation
of behavioural imi:rutations vhich can be classified into manipulative

tactics to induce corioessions or which lead to conflict. In contrast to



the static nature of the "Open-Door" model, the "critical risk" model is
dynamic. The derived manipulative tactics are: “"disenchantment with

the status quo", the * " and "soft" landings of punishment, and

"optimal bargaining" or the method of reaching a new agreement by making
concessions in areas most important to the respondent in order to induce
the respom'ient’sv'reciproca.l concession. This chapter is restricted to
the theory and its empirical imputations, linking the commmnication
variable with fhe threat/counterthreat interaction to the signals

implied by the manipulative tactics.

Chapter 5 applies the manipulative tactics to the salient issues of
Quebec-U. S. interaction from 1977 to 1980. This is dome by postulating
Quebec as the initiator and the American economic community as the
respondent in six policy areas. First, it re-addresses why "Operation-
Amérique” had the effect ‘it did (an accommodation in 1978) in relé,tion
to the operdtip_n of the international corporate market and Quebec. The
second area .'LS ngbec’s language policy. The third involves the
protracfed négotiéti_éps for the purchase of Asbestos Corporation. The
fourth analyses Quebes government borrowing in the U.S.. The £ifth
deals with three of Quebec’'s redistributive policies: the "anti-scab”
legislation of 1977, the minimum wage, and the taxation revisions in the
1978 budget. - The sixth deals with Quebec’'s efforts to retain the
American government ‘s neutrality in the independence debate in relation
to P.Q. policies on continental defense. The conclusions also set forth
other areas where the model employed in this case can provide fruit‘ful

insights in general areas of political studies.



CHAPTER 1
CANADIAN—AMERICAN RETATIONS FROM A PROVINCIAL PERSPECTIVE
[Aln a.na.lys:.s of .Canadian regionalism that fails to
view it in its North American context is incomplete
and seriously misleading. (1)

In any evaluation of Canadian-American relations there exists a
consensus on the /rema.rka.ble stability of what is described as a unlque
or "special" relafibnship. It is a testmony to this stability that it
is aclmowledged by varied obvservers approaclu_ng the subject from either
the academic’s or the practltloner S vantage, irrespective of
theoretlcal perspectlve and in spite of the nationality of the
observer. (2) Equally noteworthy is the fa.ct that such stability is
managed in the context of a tangible power ratio of at least ten to one
bin favour of the United States, making what John Holmes calls “the basic
equilibrium we have slowly established on this continent"(3) a special

case of the ésynmetrio dyad. The "special" nature of the

o

- Garth Stevenson, "Canadian Regionalism in Continental
Perspective”, Journal of Canadian Studies, 15 (Summer, 1980), p. 18.

(2)

This is apparent in two recent analyses of continental
interaction (which also begin with the generalization of stability),
one by a Canadian, Stephen Clarkson, who views the state of the
relationship as one of Canadian dependency on the U.S., and the
other by an -American, Charles Doran, who applies a framework of
"J_ntex'vu_]nera.blllty" as a function of the salience of continental
transactions. [See: Stephen Clarkson, Canada and the Reagan
Challenge: Crisis and Adjustment, 1981-1985 (Toronto: dJames Lorimer
& Company, 1985), Ch. 2; and Charles Doran, Forgotten Partnership:
U.S.-Canada Relations Today (Baltimore: The John Hopkins University
Press, 1984).]

(3)

John Holmes, Life With Uncle (Toronto: University of Toronto
Press, 1981), p. 3. :

10




Canadian-American relationship is all the more exceptional due to the
high degree of comity that persists even though foreign policy
priorities diffﬂer'nlla"’egtvween the pair. While the U.S. is primarily
preoccupied with strateéio/nﬁ.litary/intemationa.l security obligations
(what is termed "high politics"), Canadian foreign policy since the
Second World Wa.ra has tended to emphasize economic and social affairs
("low politics") in its external relations.(1l) What makes the
relationship S0 “special” is the relative calm that persists in spite of
the diversity. ~This stability is nowhere clearer than in the field of

continental” economlc transactn.ons

o L

From a Canadian ‘f"oi'ei‘“gﬁ policy perspective, the preoccupation with
influences on domestic economic policy .is incumbent on two resiliant
features of the state of the nation. One is internmal, viz., the nature
of federalism and the de- Jure fact that the provinces are accorded
powers over the economy which rival effective federal contrél, even in
Canadian forelgh fpollcy The other is external, viz., living next door
to an eoonom:@ superpower ¥hile most scholarly analysis deals with
these two facets as J_ndependent fields of inquiry, there is reason to
believe that the two phenomena do interact. In the litera,turé on
Canadian external affairs there is.the beginning of a body of knowledge
around what Patricia Marchak calls the two dimensions of regionalism.
The first is mte:rnal "the interaction between levels of the state”.

The second is external, “a strained and often intangible interaction

(D)

Doran, Forgotten Partmership, pp. 37—<4l. Doran uses this
distinction as his principal initial point of focus.
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between people who have regional locations and corporations which are
extra—terrltorlal in thelr interests and organizations."(1) As will
become apparent, these two dimensions are related, specifically in the
economic field. The relevance of the American economic presence takes
on greater or lesser significance for Canadian external relations
depending ﬁpon which province or region is assessed. The federal nature
of the Canadian State includes different domestic perceptions of, and
reactions to, the American fact by the provinces. The evidence
demonstrétes that the internal and external influences on Canada as a
whole also 1nteraot leadlng to a complexity in Canadian-American
relations. At the root of the matter there is a Janus-like question of
control at the governmental level concerning who is»managing continental

interaction.

Taking the prpvinces and their international relations as the focus
of study, most-of the research to date empleys either of two directions
of analysis. The A‘fi;rst posits the provinces as actors and typifies a
functionalist perspactive while at the same time noting the lack of
existing %efmal structures. This view usually begins with a
jurisprudence format (by describing the constitutional prerogatives of
the provinces over social, econoﬁic; and cultural policy) and thence

proceeds to éemonstrate that such policy will potentially spill over

(D) :
Patricia Marchak, "The Two Dimensions of Canadian
Regionalism", Journal of Canadian Studies, 15 (Summer, 1980), p. 88.
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inﬁo extra-territorial transactions.(1l) The functionalist approach is
primarily descriptive and analysis is restricted only to potential cause
and effect. Thehégééﬁd_direction of analysis emphasizes the impact Of
foreign pressures on the .-sepa.rate regions or provinces by noting that

- the American presence is different within Canada. This perspective is
not as evident as the functionalist approach, and is uSually i;oundbonly
as an addendum td-éhalyées of trade and investment in Canada, in spite
of the material available for a strictly provincial apprbach. ()
tha.ble by its a.bsenoe is any attempt to describe the interaction of

Canadian federa.llsm and external relations.

I
~

The foJ_lowing is a i_j:t'éiiminazy description of provincial/
Canadian-American interaction and assessés this interaction as adding a
"complicating factor"(3) to federal control in external relations.
Provincial polioiés affec£ federal foreign pol:.cy and federal foreign
policy has a varying relevance depending on the provi.noe. At the same

time, the stability of the Canadian-American relationship becomes an

BN
oy

v
4

(1)

A review of this approach is given by Donald C. Story who
argues that Ottawa has too much "assumed" its jurisdictional
prerogative over external affairs without adequately reinforcing it,
the result being that the provinces have encroached upon this policy
field. [See: Donald C. Story, "Government, a 'Practical Thing':
Towards a Consensus on Foreign Policy Jurisdiction", in Canada
Challenged: The.Viability of Confederation, eds. R. B. Byers and
Robert W. Reford (Toronto: Canadian Institute of International
Affairs, 1979), pp. 108-24.]

(2) .
The lack-of any detailed provincial analysis is reviewed in:
Marchak, "Two Dimensions", pp 88-97. '

(3)

P.R. Johannson, "Provincial International Activities",
International Journal, 33 (1977/78), p. 378.
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illusion when the provinces (as opposed to the nation) are taken as the
units of analysis. This is especially apparent in the field of economic
policy which has become most prominent in recent Canadian foreign

policy.

During the 1968 election campaign, Pierre Trudeau announced -the
undertaking of a «.foreign policy review which resulted in two statements
that empha.31zed enhanoed Canadian independence from the U.S. through a
strategy of reducing the degree of continental transactions,
spemfloauy trade The point of departure for the document Foreign
Policy for C@@L@S_ was that the impact of the presupposed American
ascendency (assumed to continue throughout the 1970s and to have a
profound effect on Canadian independence) could be alleviated only
through a policy of diversification.(l) The tbrﬁst of enhancing |
independenoe‘ through é. re&uction of economic vulnerability (given
additional J_mpetus after the 1971 Nixon 10% sﬁrcharge on all imports,
including Camman)was specifically addressed in the 1972 "Third
Option" pa.per\ Wthh 1;_nked independence as a foreign policy goal with
the 1ndependenoe of the Canadian economy. As a mature state, Canada was
to select the option of going alone on the presupposition that the
government could-"pursue a comprehensive, long term strategy to develop

and strengthen the Canadian economy and other aspects of our national

(L ) |
Canada, Department of External Affairs, Foreign Policy for
Canadians (Ottawa: Information Canada, 1970), pp. 23-4.

14




life and in the process to reduce the present Canadian
vulnerability."(1)- While the policy was clearly formulated and
articulated in very L’éeneral terms, - implementation during the 1970s
revolved around the question of control. On paper, External Affairs was
responsible for overseeing implementation, but in practice its ability
to do so was severely restricted due to the interdepartmental

fragmentation within the organization of the federal government.

'I’hese two statenents were the result of the review conducted by the /
Policy Ana.lysm Group (PAG) (of the Department of External Affairs
(DEA)) which' was® created to develop and analyse foreign policy
ocbjectives anxd Op‘thI;S over tlme (2) Although the review and the pohcy
statements indicated the general direction of Canadian foreign policy,
implementation was outside the prerogative of the DEA. External trade
was left within the Depa;;;tn\ent of Industry, Trade, and Commerce (ITC),
and the Foreigh' Investment Review Agency was also attached to ITC. A
1974 cabinet d_lrectlve required that all American-related issues dealt
with by all d@paztnents had to be cleared through the DEA prior to

submission to Cabinet J.n order to achieve a common denominator for all

(L
Mitchell Sharp, "Canada-U.S. Relations: Options for the
Future", International Perspectives (Autumn, 1972), p. 13.
()

Daniel Madar and Denis Stairs, "Alone on Killers’ Row: The
Policy Analysis Group and the Department of External Affairs",
International Journal, 32 (1976/77), p. 727.
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continental matters.(1) However, it rapidly became clear that a
consensus among departments was not evolving. In 1976, a second review
- claimed that fofeiéﬁv::policy was (practically speaking) not the
responsibility of the DEA although External Affairs was formally
charged with the task: |

Among Canadian officials, the commendable search for
consensus has sometimes led to recommending to the
Government a policy that represents the lowest
common denominator of agreement at the official
“level. Sometimes no amount of mutual adjustment of -
conflicting views of the national interest among
officials will produce a satisfactory policy and
External’'s role as the lead department should then
be to-set out clearly the hard choices for
resolution by Cabinet. ... The other major service
departments have made it plain that they do not
accept that ExXternal Affairs can have managerial
authority that over-rides their responsibility for
managing the particular programs for which the

- government has given them a mandate.(2)

Even within the confines’ of . the organization of government, the 1970s
became a peribd of questionable control for the implementation of the
“Third Option". .

Compou.:ﬁ\j_ng thelack of foreign policy authority, the specific
section of the DEA responsible for the formulation and clarification of

objectives, the PAG, attempted to formulate policy only generally,

(1) R
John Kirton, "Foreign Policy Decision-Making in the Trudeau
Government: Promise and Performance”, International Journal, 33
(1977/78), pp. 305-6.
(2)

A. S. McGill, A Study of the Department of External Affairs
in the Government-of Canada (Ottawa: Department of External
Affairs, 1976), vol. III, pp. 15 and 19. McGill found that, of all
Cabinet decisions that related to foreign affairs, only 15 to 20
rercent originated in the DEA. ,
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leaving the specifics for the various departments to clarify
operationally. Part of the reason for this was that the PAG was staffed
by, at the most; flve persons (including the director) and sometimes by
as few as three.(1) The PAG was initially given the task of preparing a
set of cdn_;prehensive foreign policy obj»ecv:tives which were finalized in
1975, and were to be reviewed and reissued on a yearly basis. But with
the workload of hav:.ng to campile and analyse data on 150 countries and
by 170 indicators, all related to the prospects for the "Third Option",

this annual review and restatement took place for only 1976 and 1977.(2)

¢
-

Reactj_ng; tothe fact that the DFA was not in managerial control of
the policy it had9 fo;;lrnllat'éd, the Privy Council Office instigated a
further review beginning before the election of 1979.(3) The result was
the reorganization of th(? TEA in 1982 designed to incorporate in one
department the foreign a:reas of economic development as the first step

for the economic renewal outlined in Economic Develomment for Canada in

(L : '

Daniel Madar, “"Foreign Policy Objectives, Country Studies
and Planning Theory", Canadian Public Administration, 23 (1980), p.
385. A

(2 o

G. A. H. Pearson, "Order Out of Chaos? Some Reflections on
Foreign-Policy Planning in Canada", International Journal, 32
(1976/77), p. 765.

(3
Michael Pitfield, who was responsible for devising the
earlier interdepartmental coordination scheme, undertook this task
as well. [See: Jack Maybee, "Foreign Service Consolidation",
International Perspectives (July/Aug., 1980), pp. 19-20.]
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the 1980s.(1) By September, 1983, the DEA became the agency of
international economic policy, 'finally linking the department with the

policy it had formulated in the early 1970s.

The result of this transition from 1968 to 1983 was that Qith the
final Teorganization of the DEA, foreign policy for Canada became
inextricably llnked w1th economic policy.(2) In spite of the lack of
its success the ”Thlrd Option" was maintained throughout the 1970s and
early 1980s as the basic abjective of foreign pOlle.(5) This is
evident in ths ﬁﬁA’s first major document after assuming responsibility

for internati;néiitggge. Canadian Trade Policy for the 1980s also

stressed trade diversification, but over the long term:

(L
Canada, Economic Development for Canada in the 1980s
(Ottawa: Department of Finance, 1981), p. 20. See also: Gordon
Osbaldeston, "Reorganizing Canada’'s Department of External Affairs",
International Journal, 37 (1981/82), p. 453.

Gordon Osbaldeston, "Reorganizing Canada’s Department of
External Affairs®, Pp. 452-3: “"the primary purpose was to pursue
agressively international export markets and give greater priority
to economic matters in the development of foreign policy. More
specifically, the purpose is to ensure a greater measure of
coherence in the management of Canada’s international relations by
making economic and trade considerations a more integral part of its

(3
The Under-Secretary of State for External Affairs (Allan

Gotlieb) and the Chairman of the Policy Planning Secretariate of
External Affairs (Jeremy Kinsman) exemplified just such a position:
"The type of strategy that is needed is one that provides for the
realization of Canadian economic development objectives. ... [This]
means a coherent approach on the part of the government in pursuing
Canadian interests vis-a-vis the United States. ... The Third Option
remains valid as an assumption of Canadian foreign policy even if it
no longer needs to.be cited as a constant point of reference.”

[See: Allan Gotlieb and Jeremy Kinsman, "Reviving the Third
Option", International Perspectives (Jan/Feb, 1981), pp. 2-3.]
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It is important that Canada’s foreign policy develop
close relationships with those countries which are
most important to Canada’s economic development and
which -offer- the best opportunities for long term
markets for- Canadian exports.(1l)

Long term markets were idehtified as developing countries, and markets
for diversification were identified as the European Community and Japan.
One of the assumptions of the federal govermment's approach during the
1970s was that vit: ‘could effectively maintain control over the economy
and the direction it would take. There is a basic weakness in this
assumption in that control is shared with both the provinces and the
private sectoif; wha.ch is in turn partly controlled by foreign

' sﬁbsidiaries, ma.inlyAmer:Lcan While the DEA was coming to grips with
operational controi of fpreign economic policy in the 1970s, the

provinces were also increasing their efforts in this field and in some

instances creating their own quasi-departments of external affairs.(2)

Conoemi.§g ,athe. private sector, the .wea.knéss of this assumption is
evident in tﬁe trade patterns of American-owned subsidiaries in Canada.
Most of Canad?.s trade can be attributed to what is herein termed the
operation of the integba»tional corporate market--the propensity for

trade to be undertaken between affiliates of the same corporation across

(1 R , :
Canada, Department of External Affairs, Canadian Trade
Policy for the 1980s (Ottawa: Supply and Services, Canada, 1983),
pp. 40-1.
(2)

For a review of provincial departments responsible for
foreign-related activities in Quebec, Ontario, Alberta and British
Columbia, see: Elliot J. Feldman and Lily Gardner Feldman, "The
Impact of Federalism on the Organization of Canadian Foreign
Policy", Publius, vol. 14 #4 (Fall, 1984), pp. 33-59.
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borders, i.e. not at-arms-length trade. For the decade 1966 to 1975,
U.S. -controlled a;fflllates in Canada accounted for 55% of all Canadian
exports to the Unlted Sta.tes For the year 1975, the figure was 58% and
had been rising over the previous decade leading to the estimate that in
the late 1970s, U.S.-controlled affiliates in Canada accounted for
approximately 60% of all Canadian exports to the U.S.(1) The
significancz of 'this private sector control is also evident in the even
stronger propensity of American-controlled firms in Canada to import
from the U.S.. wFor 19‘7‘7,‘ American affiliates in Canada exported $15,641
(u.s., mlllion)to the U.S. but also imported $17,303 (U.S. million)
from the U.S., leavn_ng a negative balance (for Canada) in continental
trade by American affiliates of $1,662 (U.S. million).(2) For 1977,
Canada had a balance of trade surplus with the U.S. of $3,810.5 (U.S.
million).(3) | '

(1)

Da.ta preSented here is taken from: U.S., Department of
Commerce, Survey'of Current Business (Feb., 1977), p- 35.
Comparable figures for U.S. foreign aff:.l:.ates' exports to the U.S.
for the world (1966 to 1975) are: Developed Countries 28%, Europe
14%, Japan 1%, Developing Countries 35%, Latin America 37%, and Asia
and Africa 32%. The higher percentage for Canada (55%) clearly
indicates the special significance of the American presence for
Canada..

(2) e

U.S., Department of Commerce, Survey of Current Business
(Apr., 1981), p. 32. All the Developed Countries similarly suffer a
trade imbalance. However, Developing Countries (except for Central
and Latin America) have a trade surplus with the U.S. when only U.S.
affiliate trade is appraised.

(3) ’

U.S. Department of Commerce, Bureau of Economic Analysis,
Business Statlstlgs, 1984 (Wash:.ngton Government Printing Office,
1985.
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This pattern is not peculiar to American firms, but is more a
function of the way the J.nterna,tlonal corporate market operates.
Canadian-owned fn.rms in the U.S. demonstrate the same import and export
propensities, and in thJ.s case the imbalance of trade is exacerbated.

In 1980, Ca.nadian affiliates in the U.S. had a total trade deficit for
the U.S. of $4,220 (U.S. million), and a Canada-U.S. trade defecit for
the U.S. of $3,965 (U.S. million). For 1980, Camadian affiliates in the
U.S. sent 66.2% of their exports to Canada, but received 86.9% of their
imports from Canada. In Spite of the fact that Canadian-owned firms in
the U.S. opeﬁatg;}nvmuch the same manner as American-owned firms in
Canada, in their ;mpbrt/gxport patterns, the American pre-eminence in
Canada, is substantially more significant. In 1980, Canadian affiliates
in the U.S. accounted for only 2.7% of U.S. exports to Canada, but 11.8%
of U.S. imports from Canada.(l) The strength of the Canadian trading
relationship ﬁth the U.S. is markedly attri_butable‘ to the operations
of the internzﬁ':iional corporate market and most strongly to that portion
of the Ca.nads_an prlvate sector controlled by American corporations.

The relevance of American affiliates’ trading patterns is most
clear with reference to its effect on the "Third Option". Referring to
TABLE 1-1, it ié“'appa.rent. that American firms’ exports were very greatly
destined for the U.S. (76% of total exports), even greater for American

manufacturing firms (80%), both of which, for the year 1976, were well

(1) : _
Calculated from: U.S., Department of Commerce, Bureau of
Economic Analysis,” Foreign Direct Investment in the United States,
1980 (Washington: -Government Printing Office, 1983), p. 145; and
U.S., Department of Commerce, Bureau of Economic Analysis, Business
Statistics, 1984 (Washington: Government Printing Office, 1985).
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TARLE 1-1
EXPORTS OF - AMERIGM\P(DN’IPOI_LED FIRMS IN CANADA, 1976
‘ ($ MITLIONS U.S.)(1)

4

'IUI‘AL EXPCRTS OTHER U.sS. OTHER

EXPORTS TO U.S. EXPORTS % %
TOTAL FIRMS 20,188 15,339 4,849 76.0 24.0
MFG. FIRMS ~ 13,036 10,407 2,629 79.8 20.2

MFG. AS A % 64.6 67.8 4.2 - -
OF TOTAL ’ :

above the peroentage for Canada as a whole--67.5% of Canada’s total
exports went to the ﬁ~s 71 7% of Canada’'s manufactures’ exports went
to the U.S..(2) While the most complete data on U.S.-controlled firms'
trading patterns is available only up to the mid-to-late 1970s, partial
data——in the form of tradé by the larger U.S.-controlled firms——also
indicate that thelr affect was by 1981 still considerable, although
declining (see TABLE 1-2). In comparison with the trade of Canada as a
whole, the propens1ty of U.S.-controlled flrms to export to the U.S.

| conditions Ca.nad.ma.n export pa.tterns to the detriment of the

cliversification policy of the "Third Option".

With the tenfency of American branch plants to trade with their

v

(L
Calculated from: U.S. , Department of Commerce, m of
Current Business (Mar., 1978), p 35.

(2)

Trade on a Standard Industrial Classification basis is
available from: Canada, Department of Regional Industrial
Expansion, Commodity Trade by Industrial Sector with the United
States: Historical Summary 1966-1983 (Ottawa, 1984).
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TABLE 1-2
.. COMPARISON OF EXPCORTS BY
AMERICAN—-CON‘I’ROII..ED FIRMS IN CANADA(1)

YEAR  EXPORTS OF ALL EXPORTS OF THE CANADA
U. S.~CONTROLLED LARGER (300) TOTAL
ESTABLISHMENTS U.S.-CONTROLLED EXPORTS
S ESTABLISHMENTS
CANADA IN CANADA
%T0 . %TO % TO % TO % TO % TO
U.S.. QTHER U.S. OTHER U.§ OTHER
1973 75.3 24.7 85.1 14.9 67.4 32.6
1974 71.9 28.1 83.3 16.7 . 65.9 34.1
1975 72.9 27.1 82.3 17.7 65.2 4.8
1976 76.9. 24.0 86.6 13.4 67.5 32.5
1977  NA . NA 86.6 13.4 69.7 30.3
1978 -NA"_  NA  86.9 13.1 70.2 29.8
1979 NAWT. NA 84.1 15.9 67.7 32.3
1980 NA', < NA 80.8 19.2 1 63.1 36.9
1981 NA NA 82.9 17.1 1 66.3 33.7
1982  82.8 17.2 NA NA 68.2 31.8

NA: Not Available

s
"~ .. Data on all U.S.-controlled establishments in Canada was

taken from: U.S., Department of Commerce, Survey of Current
Business (Mar., 1978), p. 35; (Feb., 1977), p. 33; and (Dec., 1985),
p. 50. Data on the larger (approximately 300) U.S.-controlled
enterprises in Canada was taken from: Ca.nada Department of
Regional EcCnomic Expansion, Foreign-Owned Subsidiaries in Canada:
1973-1979 (Ottawa: Department of Regional Economic Expansion,

1983); and Canada, Department of Regional Industrial Expansion,
Foreign-Owned Subsidiaries in Canada: 1979-1981 (Ottawa: Department
of Regional Industrial Expansion, 1984). The data on the
approximately larger 300 U.S. establishments is sample data and is
not representative of the total. The export propensity of
U.S.-controlled establishments is clearly a function of the size of
the firm. In comparison with the exports of all U.S.-controlled
establishements in 1976, as a percentage of this, the exports of the
larger 300 are: for total exports, 66.2%; for exports to the U.S.
75.5%; for other exports, 36.8%. Data for Canada was taken from:
Statistics Canada, Exports by Countries (Ottawa: Supply and
Services, Canada), catalogue no, 65-003.
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home country, the é.bility to enhance a policy of trade diversification
is seriously impaired. It is also apparent that the high degree of
trade transaction between Canada and the U.S. is a function of the
degree of American control of the Canadian private sector.

Additionally, any surplus in the balance of trade in favour of Canada is
due more toA the trade activities of Canadian firms than to American
firms in Canada. _The imbalance of American corporate trade becomes
specifically peftjnent for regional development within Canada when it is
recognized that the degi*ee of American private sector control varies

considerably among" the Canadian provinces, affecting economic

performance w1th3_nt1f@< province by sourcing supplies from outside,

thereby exporting the spinoff effects of production.

The impact of America._n ownership can also be seen in the import
propensity of American firns (TABLE 1-3). For 1978, American-owned
firms aocountec_i__;for #nore than 60% of Canadian imports from the U.S., in
Spite of the fact that American firms did not account for the majority
of the 'produot%’.on J_nQa.nada. For 1978, American-controlled
manufacturing firms vere responsible for 40.3% of mamufacturing firms’
shipments (Canadian firms were responsible for 49.7%), 38.4% of value
added (Canadian firms accounted for 52.2%).(1) At the same time, for
1978, American manufacturing firms accounted for 72.6% of manufacturing
firms imports, wheréas in the same category Canadian firms were

responsible for only 17.1%. In general, American firms also

(1) )
Statistics Canada, Domestic and Foreign Control of

Manufacturing. Mining., and Logging Establishments in Canada. 1981
(Ottawa: Supply and Services, Canada, 1985), catalogue no. 31-401.
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, TABLE 1-3
,TJOTAL, IMPORTS:BY CANADIAN AND AMERICAN-CONTROLLED
FIRMS, 1978v($;MILLIONS, CANADTAN)(1)

TOTAL IMPORTS BY‘OOUNTRY OF CONTROL OF IMPORTING FIRM

IMPORTS - % OF TOTAL

U.s CIN. TOTAL U.s. CIN.

TOTAL FIRMS 25,543 12,607 49,549 51.6 25.4
MFG. FIRMS 21,216 4,086 29,211 72.6 171
MFG. AS A% 83.1 25.4 59.0 .. - -

OF TOTAL

.
TOTAL IMPCRTS FROM AREAS AND BY COUNTRY OF CONTROL OF
CE IMPORTING FIRM

ATy,

PR % OF TOTAL
IMPORTS = OTHER TOTAL FROM FROM
FROM U.S. IMPCRTS IMPORTS U.S. OTHER
U.S. 22,110 3,434 25,543 86.6 13.4
FIRMS ‘ .
CANADIAN 7,778 4,829 12,607 61.7 38.3
FIRMS :
TOTAL .. 35,003 14,545 49,548 70.6 29.4
FIRMS ' :
U.S. AS A% 63.1 23.6 50.9 = - -
OF TOTAL .-
CANADIAN AS =22.2 33.2 25.4 - -

% OF. TOTAL

A N

Sy
N

demonstraded a greater propensity to import from the U.S. (86.6% of

their total imports) than Canadian firms (61.7% of their total imports).

The fact that American multinationals have a significant impact on
continental trade has not gone unnoticed in the U.S.. According to the

assistant U.S. trade repfesenta.tive for investment policy, Harvey Bale:

(L) ' :

Calculated: from: Statistics Canada, Canadian Imports by
Domestic and Foreign Controlled Enterprises, 1978 (Ottawa: Supply
and Services, Canada, 1981), catalogue no. 67-509.
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We believe that U.S. foreign direct investment has

also made a contribution to employment in the United

States through the link between exports and

investment..- Much of our trade with foreign

countries originates with orders placed by the

subsidiaries of U.S. companies located overseas.

For example 78 per cent of our exports to the 300

largest companies in Canada orlg:\.nates from the

subsidiaries of U. S. firms.(1)

Nor has this fact gone unnoticed in Canada. An Ontario report, Foreign
Ownership and Employment in Ontario, concluded that the import
performance of foreign-owned subsidiaries (including their tendency to
import rather than develop indigenous technology) reduced both the level
and quality of\ employment in Ontario.(2) A study for the DEA also
recognized this phenomenon A In assessing the impact of Trading Houses
in Canada (companies which specia.]ize in exporting and importing) this
study estimated that Trading Houses accounted for between 34 and 38 per
cent of Canada’s exports to the European Community, between 56 and 78
percent of Canada’s ‘exports.to Japan, but only between 3 and 4 per cent
of Canada’s ei};orts.'ﬁto the U.S.. The explanation advanced for the lack
of U.S. ma.rket suooess by the Trading House option referred specifically
to the tendenéy by U. S nmltn_natlona.ls to esta.bl_lsh trading company
functions mtemally which led to the propen51ty to trade with the U. S
This study also recommended that: “If we accept the premise that market

responsiveness and the globalization of corporate activities are

necessary for the survival of many Canadian industries, the corporate

(1) e
Quoted in Clarkson, Canada and the Reagan Challenge, p. 98.

(2)

Ontario, Foreign Ownership and Employment in Ontario,
Current Issue Paper #13 (March, 1982), pp. 11-12.
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trading company may provide the appropriate organizational vehicle. “(1)

The effect of Amemcan fn.rms importing patterns is even more
clearly important J_nthe case of End Products which represent the
highest level of processing (see TABLE 1-4). In 1978, American firms
accounted for 73.9% of the End Products imported from the U.S., and
4.4% of their total End Product mports ca.me from the U.S.. Canadian
firms a.lso tended to rely heavily on the U.S. as a source of supply, but
to a far lesser degree. The tendency to Jmport from the U.S. was
clearly stronge; 'a.mong American firms. The same pattern was evident in
the pr0portlon of End Produot imports to Total imports by country of
origin: U.S. fu‘ms mports from the U.S. were 82.4% in the End Product
category, whereas Canadian firms' imports were only 47.8%. No matter
which way the percentages are calculated, the substantial degree of
American control in the prlva.te sector has an inhibiting effect on any
policy of trade d.wers1flca.tlon and on any pollcy of linking trade to
an J_ndust:cla.l strategy due to the concomitant American propensity to
1mport a.lready ma.nufactured products. While Canadian firms also rely on
the U.S. (more than on other countries) in their trading patterns, the

American corporate presence exacerbates the degree of reliance.

(L .
Canada, Department of External Affairs, _@n_oLg Canadian
ﬁ:_zpo_s_ The Trading House Option (Ottawa, 1984), p.
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TABLE 14
END PRODUCTS : IMPORTS BY CANADIAN AND AMERICAN-CONTROLLED
FIRMS, ’19‘78 ($ MTIITONS, CANADIAN)(1)

END PRODUCT DiPORTSFROMAREASANDBY(I)UNTRYOFCDNTROLOF
IMPORTING FIRM

: % OF TOTAL
IMPCRTS  OTHER . TOTAL FROM FROM
FROM U.S. IMPORTS IMPORTS U.S. OTHER
U.S. 18,208 1,082 19,290 4.4 5.6
FIRMS ,,
CANADIAN 3,718 2,068 5,786 .. 64.3 35.7
FIRMS
TOTAL « 24,626 6,457 31,083 79.2 . 20.8
FIRMS -
U.S. ASA%_"?39 16.8 62.1 - -
OF TOTAL™ =I'i. .
CANADIAN AS ., 15:1 -  22.0 18.6 - -
% OF TOTAL ' S

END PRODUCTS IMPORTS AS A PERCENT OF TOTAL IMPCRTS BY
COUNTIRY OF CONTROL OF IMPORTING FIRM AND CRIGIN OF IMPORTS -

IMPCRTS OTHER TOTAL
FROM U.S. IMPORTS IMPORTS

- U.S. 82.4 31.5 - 75.5

. FIRMS o

- CANADIAN 47.8 42.8 45.9
FIRMS
TOTAL -, 70.0 = 4.4  62.7

The greater prqpensity of American-owned firms to import is also '
evident even givén the decline in the Canadian dollar and the relative
decline in the sales by American-controlled firms in Canada. In 1977,
Averican affiliates’ trads with the U.S. left Canada with a $1.7 (U.S.

billion) deficit while Canada as a whole had a $3.8 (U.S. billion)

Y g

Calculated  from: Statistics Canada, Canadian Imports by
Domestic and Foreign Controlled Enterprises, 1978 (Ottawa: Supply
and Services, Canada, 1981), catalogue no. 67-509.
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surplus in continental trade. American firms accounted for 52.7% of
Canada’s exports to the U.S., but 67.1% of Canada’'s imports from the
U.S.| In 1977, American-ovned firms’ sales accounted for 27.7% of the
total sales in Canada. By comparison, in 1982, American affiliates’
trade with the U.S. resulted in a $1.9 (U.S. billion) surplus for
Canada, while Canada as a whole had a surplus of $12.8 (U.S. billion)
vith the U.S.. However, American firms still demonstrated their
stronger brientation to import: they accounted for 4.-60% of Canada's
exports to the ¥.S., but 57 8% of Canada’s imports from the U.S.. In
1982, Amerloan—owned firms' sales aooounted for 22.0% of the total sales
in Canada. In £982 \Amerlca,n—owned manufacturing affiliates in Canada
still had a $80 (U.S. m;'.l]ion) Canadian deficit in continental
trade.(1) Vhether imports or exports are assessed, Canadian-American
trade is substa.ntla.l_ly a’property of the J_ntematlona.l corporate ma.rket

even given the J_mpa.ot of monetary changes.

There .'LS a two part significance in the way the continental
corporate market works Fn_rst 1t acts to maintain the high degree of
tra.nsa,ctlon between the U.S. and Canada, mitigating any policy designed
to counter this. Second, it offsets (to a degree) the ten to one
benefit which Canada should enjoy by having access to a market ten times

its size dueﬁto the greater propensity of American firms in Canada to

(1)
Sources: Statistics Canada, Corporations and Labour Unions
Returns Act: Part 1 Corporations (Ottawa: Supply and Services
Canada), catalogue no. 61-201; U.S., Department of Commerce, Survey
of Current Business (Apr., 1981), p. 32, and (Jan., 1986), p. 29;
and U.S., Department of Commerce, Bureau of Economic Analysis,
Business Statistics. 1984.
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import from the U.S., and the greater degree of American control of the
Canadian prlvate seotor In effect, there is an equalizing propensity |
on the part of the Amerlca.n corporate presence in Canada when appraised
from the net relatlonshlp of imports to exports. However, this is not
necessarily the case when the American presence is assessed with
reference to the separate Canadian prpvi.noes due to the differences of
the American corporate presence between the provinces vithin Canada.
The tracﬁ,‘ng operations of American-controlled.firms are most clearly
evident in the case of Onta.rio where most American investment in the

ma.nufacturlng sector is located.

/v,‘
1

4'..‘ .

Very lit‘clett of thé .’re‘sea.rch to date has analysed continental
corporate effects on the various Canadian provinces. (1) Most of the
studies on provincial externa.l relations focus on functional relations
between the prov:_noes a.nd the Amerlca;n states interactions concerning
matters of techm.ca.l cooperatlon such as: the planning and management
of mghways the : momtorn_ng of water resources, law enforcement (motor
vehlcle reglstratlon traffic offenses, criminals crossa_ng boundaries),
ete..(2) ‘I’hese studJ.es are designed to provide a taxonomy of the

various understandings, agreements, or contacts by sub-national

1.

(D ,

This refers specifically to Marchak’'s second dimension, the
"interaction between people who have regional locations and
corperations which are extra-territorial in their interests and
orga.mzatlons {See: Marchak, "Two Dimensions of Federalism", p.
88.] - :

(2)

Such activities are "scarcely perceived as 'international’
at all". [P.R. Johannson, "Provincial International Activities", p.
366. ] ‘
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governments across borders, usually in terms of trying to determine

~ whether or not J_ntexmtlona.l structures are developing by means of the
distinction between fonnal a.nd informal contacts.(1) These types of
provincial activities are monitored by the Canadian federal government,
but not closely, since they do not involve international law and are not
legally binding. (%) While characterized as mundane, both the degree of
this type of i.nte'récﬁion and the fact that increasingly contacts are
made on commercial matters (or matters that directly affect comn;ercial
tfansactions) demonstrate the complicating facet of federalism for
Canada’s cont‘mental relations. To an increasing extent, the strength
of continental tf;;sactlons ‘may be either impeded or promoted depending

upon how the sub-national governments choose to manage their

extra-territorial relations in these functional fields.

Two studies (one from a Canadian perspective and the other fram an

American point of reference) demonstrate the growing relevance for the

(D) : ‘ :
~See, for example: Gerard F. Rutan, "Legislative Interaction
of a Canadian Province and an American State", American Review of
Canadian Studies, vol. 11, no. 2 (Autumn, 1981), pp. 67-79; and
Rutan, "British Columbia-Washington State Governmental
Interrelations: Some Findings on the Failure of Structure”,
American Review of Canadian Studies, vol. 15, no. 1 (Spring, 1985),
pp. 97-110, where the failed a.ttempt to create a joint legislatiwve
committee between the state of Washington and the province of
British Columbia is a.nalysed in terms of the different systems of
government.

(2)

P. R. _Johannson, "Provincial International Activities", p.
366. The federal govermment regards such activities as
"arrangements subsumed under agreements between Canada and foreign
governments"” or as "administrative arrangements of an informal
character ... not subject to internmational law." [Canada,
Federalism and International Relations (Ottawa: Department of
External Affairs, 1968), p. 26.].
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: TABLE 1-5
; PROVINCE-STATE RELATIONS BY PROVINCE: (1)

NUMBERS OF CONTACTS

Province Ieach et al. Swanson

(1971) (1974)
Newfoundland 3 2
Nova, Scotia 4 13
. P.E.I." 6 4
New Brunswick 19 40
‘Quebec 7 .65
Ontario 48 101
Manitoba 21 - 34
Saskatchewan 18 23
Alberta . 29 19
British Columbia - 15 46
‘Total o 170 766

provi.noes of living next door to the U.S. (see TABLE 1-5). In the
earlier Canadian study, of the 47 relations which could be aSsigned a
specific dat'e‘j_of initial contact, 29 were the product of the period 1960
to 1971, refléé:t;ir}g» the trend noted by the increase in the later
Ame:rican\v,stud,y. Aocordmg to Swanson, if ome includes state
intera,ctiqnsk’zith thé’::lpapédian federal goverment, Canadian private
i_nstitﬁtions, and Canadian municipalities, in 1974 1057 interactions

result. In both studies, there is a considerable degree of

(1

The Canadian study was conducted from 1970 to 1971. [See:
Richard H. Leach, Donald E. Walker and Thomas Allen levy,
"Province-State Trans-Border Relations: A Preliminary Assessment"”,
Canadian Public Administration, 16 (1973), pp. 468-82.] The American
study was conducted in 1974. [See: Roger F. Swanson,
Intergovernmental "Perspectives on the Canada-U.S. Relationship (New
York: New York University Press, 1978), ch. 6.] Both studies ’
focussed their research on continuing or ongoing contacts resulting
from agreements or understandings.
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d.ifferentiation among the provinces which can be explained in part by
the differing degree of province/state border contiguity. Both studies

found ‘that geogra,phy was the pm.ma.ry determining factor.(1)

Of the types of interactions which are germane to economic issues,
the earlier study found that 8.5% of the total dealt with commerce and
industry, while the later study found that 10.4% were in this field.
Similarly, transpomation matters (in part déa.ling with licensing of the
trucking j_ndustzy, highways and bridges) a.ccoun‘t"ed for 11.6% Of the
total :Lnteractlons in the earlier study, and 27.5% in the later work.
This increase a.lsg bea.rs upon the level of Canadian-American trade since
approximately one quarter' of all continental trade is moved by the
trucking industry. A case in point, from Swanson’'s study, demonstrates
how licensing agreements ca.n spill over to include the federal
governments in. solv:_ng a d_lspute

one nonborder state noted that unless some agreement
with a province was forthcoming in the very near
. future, that state would have no alternative except
to close its borders to vehicles from the province
’whlch ma.mta.n_ned nonreciprocal licensing provisions.
- In that thestate further noted that such a move
would be very detrimental to the Canadian trucking
industry, it can be assumed that the U.S. and

Canadian federal governments would have to become
actively involved.(2)

(D
The study by Leach et al. found that the ten American states

with the greatest number of agreements were contiguous with the
Canadian border. The Swanson study found that the fourteen border
states (excluding Illinois and Indiana which are not technically
adjacent to a border although they do border the Great Lakes)
accounted for 61.7% of the 766 interactions. However, geography is
not a complete determinant. In Swanson's study, every American

- state had at least one interaction with a Canadian province.

€);
Swanson, Intergovernmental Perspectives, p. 262.
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Apart from the studies donducted on the degree of functional
interaction, reg"iélii"a;l‘: conferences (such as the annual Conference of New
England Governors and Eastern Canadian Premiers, and the Alaska-British
Columbia-Yukon Conferences) also deal with the economics of continental
interaction. Johannson has assessed the Alaska-British Columbia-Yukon
Conferences from:?i%o to 1964 as the attempt by the sub-national
governments to use the international arena to ,f_oéus the attention of the
federal governments on economic development and tourism. (1) These
conferences a.re now carmed out annually.(2) The Conference of New
England Governors a.n:i Eastern Canadian Premiers has tended to focus on
energy exchanges, pm.nc:.pa.lly from Quebec to New England.(3) While it
is difficult to assign é cause/effect relationship to such activities
(i.e. whether the governments involved are acting or reacting) the fact

that they e:c_st and are apparently increasing, lends credibility to the

oo

P. R. Johannson, "A Study in Reglona.l Strategz The
Alaska-British Columbia-Yukon Conferences", B.C. Studies, no. 28
(Winter,. 1975/76), pp. 29-52.

(2)
British Columbia, Ministry of Intergovernmental Relaticns,
Annual Report, 1983, p. 10.

(3

The first resolution passed by the conference in 1973 was an
agreement to "establish a permanent committee, with representatives
of each state and province, as a vehicle to exchange information and
to relate the projected energy surpluses of the eastern provinces
with the energy needs of the New England States, consistent with the
environmental standards of both regions." [Quoted in: Kenneth M.
Curtis and John E. Caroll, Canadian-American Relations: The Promise
and the Challenge- (Lexington, Massachusetts: Lexington Books,
1983), p. 71.]



proposition that a fruitful avenue of analysis is to study continental

relations from a sub-national perspective.

Since 1968, the federal government has recognized the importance of
international affairs to the provinces, and acknowledged that "there are
provincial interests in fields which involve dealings with foreign
countfies and the provinces have therefore expressed a need to enter
into various kinds of arrangements with foreign entities."(1) The
provinces have also pressed this point, specifiéal_'l.y citing their
trading relatlonsh:Lp with the U.S.. At the Premiers’ Conference of 1977
(while the TokyoARognd of multi-lateral trade negotiations was taking
place) the following statement was approved by all the provinces:

While recognizing the primacy of the role of the
federal government in international trade relations,
the Premiers were of the opinion that the provinces
also have legitimate interests and concerns in the
international arena. Given these legitimate
concerns and the large volume of trade with the
United States, they agreed that it is entirely

appropmate for the provinces to assume a more
. prom_nent role in Canadian-U.S. relations.(2)

Apart from the f\mot:;onal activities between the provinces and states,
_ - \ "

several provinces have undertaken to maintain contacts with American

(1)
Canada Department of Externa.l Affairs, Pederalism and
Inte tlQna.l Rela,tlgns (Ottawa: Queen's Printer, 1968), p. 28.
(2)

Government of Alberta, Harmony in Diversity: A New
Federalism for Canada (Edmonton, 197v8), p. 8. This view has also
been retained.” In 1983: "All the provinces urge that we take
fuller advantage of [the federall system and that it is ‘both
appropriate and necessary for provinces to make a greater
contribution to Canada’'s trade policy ...' (Saskatchewan).*“
[Canada’'s Trade Policy for the 1980s: The Views of the Provinces
(January, 1983), p. 13.]
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economic interests through an array of trade and commercial offices

located in the U.S. on a permanent basis.

]

Five provinces (British Columbia, Alberta, Saskatchevan, Ontario
and Quebec) all have departments of intergovernmental relations which
are responsible for coordinating the activities of their foreign
delegations. | In 1984, Quebec created its own ministry of International
Relations. Amdné the more active provinces are Quebec with eight
offioes) in the U.S., Ontario with eight in the"I'J.S. and Alberta ﬁth
three. In thg'é;se of Alberta, two American offices (Houston and New
York) were opénégfi§5}982,«after the advent of the National Energy
Program, in order\t to \faéilitate direct contact with American commercial
and oil interests.(l) These delegations enhance the provincial
authorities’ ability to circumvent the federal Dépa.rtment of External
Affairs (as did Quebec a;fﬁer the election of the Parti Quebecois) and

its small Federal-Provincial Coordination Division (established in 1967)

(1 '

Their function is to provide "an effective vehicle for the
distribution and collection of information on trade, investment,
energy, tourism, immigration, cultural and educational exchanges,
and other matters of interest to the province. The offices also
provide assistance to both the government and private sectors
pursuing activities in these areas of interest." [Alberta,
Department of Federal and Intergovermmental Affairs, Annual Report
(1982), p. 31.]



in their dealings with the American private sector.(1l) As with the
functional a,ctivities governmental representation is also not a one—way
phenoménon' four AH‘GI'.'LC&TI states also maintain delegatlons in
Canada.(2) Nor is this type of contact restricted to the sub—natlona.l
governments. In 1980, the U.S. Department of State assigned a foreign
service officer to serve as a liaison between the U.S. embassy in
Ottawa and the Feciéré.l—Provincia.l Coordination Division of the DEA.(3)
The American government is also paying close attention to the trade
programmes of the. states, J'_ncludj_ng export financing and state tArade
offices. 'I’hlrty~seven American states retain fifty-two offices in

eleven different countries a.nd fourteen states have passed leglsla,tlon

enacting export financing programmes.(4) .

Besides direct contacts, whether of a functional or access nature,
the provinces affect the cont:.nenta.l rela.tlonshlp through a series of

domestic p01101es desa.gned to :meede the flow of goods and capital

(1) STy
© L.After the Nn_xon surcharge of 1971, both Alberta and Ontario
threatened to open offices in Washington. Since then the federal
Vashington office has retained one Federal-Provincial Coordinator.
[See: Michael Tucker, Canadian Foreign Policy: Contemporary Issues

and Themes (Toronto: McGraw-Hill Ryerson Limited, 1980), p. 59; and
Stevenson, "Canadian Regionalism in Continental Perspective", p.
25.1
(2) e R ’ :
Business America, 1 Oct. 1984, pp. 16-18.
(3)

This was Subsequently abolished by the Reagan
administration.” [See: Curtis and Caroll, Canadian-American
Relations, pp. 72 and 74.)

(4)

Business America, 5 Aug. 1985, pp. 2-3, and 1 Oct. 1984, pp.
16-8. .
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~thereby indirectly restricting trade and foreign investment.(1l) While
the studies from the f\znctionélist rerspective argue that there is
increadingly a provineial domestication of international affairs,(2) the
various provincial poliéiés regulating the flow of goods and capital
also lead to the internationalization of a domestic relationship. Since
most proviﬁcial commercial restrictions are designed to enhance local
economic developme:;it; they impede interprovincial as well as
international commercial relations. Among these policies are provincial
procurement guidelines which provide for a preférenoe in goﬁernmen’t
purchases for~3§ooa}%_ or Ca,nadla.n products, usually considering foreign
suppliers lasﬁ. 'I‘r;er‘e1s ample reason for the provinces to undertake a
purchasing bpolicy. The Ca.nad_lan Export Development Corporation has
estimated that each million dollars increase in Canadian manufacturing

content results in 46 man/years of employment.(3) Assuming that the

g

(1

. Ma.terla.l on prova_nc:La.l trade and capital barriers was taken
from: dJean Chretién, Securing the Canadian Economic Union in the
anstltutlgn (Otta% Minister of Supply and Services, Canada,
1980); Ontdrio, Ministry of Industry and Tourism, Interprovincial
Economic Cooperation: -Towards the Development of a Canadian Common
Market (1981); and Michael J. Trebilcock, John Whalley, Carol
Rogerson, and Tan Ness, "Provincially Induced Barriers to Trade in
Canada: a Survey", in Federalism and the Canadian Economic Union,
eds. M. J. Trebilcock et al. (Toronto: University of Toronto Press,
1983), pp. . 243-351.

(2) . o ' ‘

Thomas Levy and Don Munton, "Federal-Provincial Aspects of
Canadian-American Relations: Some Possible Futures", Canadian
Political Science Association, Paper #28 (1975), p. 2.

(3 o - ,

Barry Bedle, Energy and Industry: The Potential of Energy
Development Projects for Canadian Industry in the Elghtl§§ (Toronto:
Canadian Institute for Economic Policy, -1980), p.



maximum preference of 10% is applied, this results in d cost of
approximately $2,000 per man/year, an amount easily recouped through

taxation. e

All ten provinces maintain some degree of preference for locally
produced products in their pﬁi’chases. Newfoundla,ﬁd and Nova Scotia
provide a 10% preference for goods produced in their respective
provinces. For Nlox'zvachotia and New Brunswick, where there are 3
suppliers of a particular commodity within each province, bidding is
restricted to produoers within that province. For P.E.I., preference is
given to local: Supp;!_lers for all construction projects. In 1980,
P.E.I., Nova Sootla a.nd New Brunswick adopted an agreement to ensure
that their "purchasing policy supports existing local, provincial, and
Maritime regional produoers and encourages the establishment of new
production act:1v1t1es (D) In December, 19‘76 Quebec extended a 10%
preference (that Hydro—@uebec had previously implemented) to cover all
provincial departments ~and in 1977 extended this again to cover crown
oorporatlons munlcz.pa.litles hosplta.ls and other government services.
The Quebec pol:Lcy a.pph.es to all contracts over $50,000. Ontario
maintains a 10% preference for Canadian goods (not '5pecifically Ontario
products). In 1980, Ontario extended this policy to include the

purchasing pra,o%ioes of municipal governments, schools, hospitals,

(L
Council oOf Maritime Premiers, "Regional preference in
provincial purchasing policies: Minutes 38-14" (unpublished,
adopted 29 Jan. 1980). [Quoted in Trebilcock, "Provincially Induced
Barriers to Trade", p. 245.] As of March 12, 1980, these provinces
agreed to consider the province first, the maritimes second, and
Canada third in their purchasing preferences.

’
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universities, and all other provincially funded agencies when it
discovered that 15% of provmc:.al agenc:Les purchases came from other
than Canadian suppllers (1) In 1981, Onta.rlo esta.bllshed an Office of
Procurement Policy to make it easier for Canadian firms to bid on
government projects and to ensure that Canadian content would be
maximized. (2) Manitoba applies only a 1% preference for provincial
products, and only on an interim basis. Saskatchewan follovs a policy
of buying locally only when all factors are equal. In Alberta, all
‘projects which requ:i:e speoia.l permits (industrial development, forest
management, a.nd coa.l development) must make the maximum use of Albertan

professionals and supplles . British Columbia provides a 10% premium for
provincial products, and a 5% premium for non-B.C. Canadian produced
goods. Procurement preferences in many instances are also applied by
provincially run utilities. Hydro-Quebec maintains a 10% preferepoe for
Quebec products a.nd a 5% preferenoe for out-of-province Canadian goods;
British Columbla Hydro follows the identical policy; and Ontario Hydro
has a 10% prem;mm for Ca.nad.ta.n products plus an add.ltlonal 3% for local

goods. (3)

(1)
- Ontario, Ministry of Intergovernmental Affairs, Background,
11 May 1981, p. 6. :

(2 e | .
However, Ontario has discriminated against an
extra-provincial supplier in favour of an Ontario firm. In 1977,
the Ontario government awarded a contract for streetcars to
Hawker-Siddeley of Thunder Bay instead of Bombardier-MIW of Montreal
which had the lower bid, possibly in response to the then recent
Quebec purchasing policy which discriminated principally against
Ontario products. [Ontarlo Ministry of Industry and Tourism,

Interprovincial Economic Cooperation, p. 18.]
(3)

Beale, Energy and Industry, p. Ol.
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Since the Tokyo Round of trade negotiations, procurement
preferences (represent:.ng a form of non-tariff barrier) are increasingly
becoming the subject of a.ny fur’cher discussions for trade
liberalization. These negotiations Wlll eventually have to involve the
provinces since such procurement policies are ultra vires federal
jurisdiction, incliding any international treaty.(l) In the current
discussions on trade liberalization between Canada and the U.S., the
Canadian federal government "has indicated it w:Lll give li_beralizj_ng
procurenent pra,ct;oes in both nations a high priority in bilateral trade
negotiations. " (R) ~‘“~‘Ihe .Jprovinces have indicated that: "since the
provinces also see ia g;ea.t deal of validity in using procurement as an
j_ndustriali and "regional development tool,. it is critical that provincial
input and approval be sought before any extension of procurement .
Liveralization is agreed to." [Emphasis added.](3) The Ontario
government has sta.ted an explicitly stronger pdsition'

-any extensmn of the [General Agreement on Tariffs
and Trade procuremem:] code to provincial entities
mist \not be %aken prior to full and extensive

’federal—provmc:l.al consultation and provincial
. consent. It is essential that any extension of the

(L ;
: See: John Quinn and Philip Slayton, eds., Non-Tariff
Barriers After the Tokyo Round (Montreal: The Instltute for
Research on Publlc Pollcy, 1982). :

2) )
U.S., Executive Office of the President, Annual Report on
National Trade Estimates. 1985 (Washington: Office of the United
States Trade Representative, Oct., 1985), p. 45.

(3)

Canada’'s Trade Policy for the 1980s: The Views of the
Provinces (January, -1983), p. 21.
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codé that involves provincial procurement
commitments is fully balanced by real and reciprocal

concessions from our trading partners." [Emphasis
in the original.l(1)

Most of this type of a‘.&trad‘e barrier has been of recent origin, since
the mid-1970s. While the Canadian tariff has been declining over this
same period, the provinces have been enhancing trade protectionism and
to a degree offsetting and circumventing the direction the federal

policy has been following.

Despite their extent these procurement policies should not be
overly stressed A 1978 evaluation of the Ontario Hydro purchasing
policy found that&ga. premum of $561,000 was the preferential procurement
cost for contracts to Canadian suppliers on purchases worth $23 million.
The premium in relation to the total value of the contracts amounted to
less than one third of one per cent.(2) However, this finding was prior
to the more restmc‘tlve policy Ontario adopted in 1981. The

51gmflcanoe of tIus preference is tempered by the def:.n.'Ltlon of

\
Ontario, Ministry of Industry and Trade, Canadian Trade

Policy for the 1980s: An Ontario Perspective (Sept., 1982), p. 10.
At the time of this statement, the Ontario government was fighting
the U.S. Surface Transportation Assistance Act of 1982 which had
added cement ‘to the list of "Buy American" restrictions previously
involving steel and subway cars; the cement restriction would
primarily effect Ontario. The cement restriction was removed in
March, 1984, after vigorous lobbying on the part of Ontario’s
Ministry of Industry and Trade in conjunction with the DEA. [Earl
H. Fry, "Sectoral Free Trade Between Canada and the United States:
A U.S. Perspective"”, in Canada/U.S. Trade Relations: Problems and
Prospects, eds. Lee H. Rodebaugh and Earl H. Fry (Provo, Utah:
Brigham Young University, 1985), p. 39; and William S. Merkin,
"Implementation of the Tokyo Round Agreements: The U.S.
Perspective", in ibid, pp. 8-9.]

(2)

[é8)

Beale, Energy and Industry, p. 63.
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Canadian or local content (which by default discriminates against
forelgn supp]_lers) The least effective definition is one in which a
produot is de51gnated to be Canadian by the "last source of supply”
which means that the level of domestic content is not assessed.
Canadian by the "last source of supply" was the norm in procurement
preferences and the cne that until 1981 Ontario followed.(1) While the
procurement prefefehoes are monitored by the U.S. Intermational Trade
Administration, this agency recommends that American firms (located in
the U.S.) can take adva.nta.ge of this applied definition and avoid most
of the preferenoes by using a Canadian agent as the "last source of
supply", thereby cucumventn_ng the preference to a degree.(2) More
restrictive preferences are: designating the degree of Canadian oontent
by the last point of manufacture (which Alberta follows) and by the
degree of actual Ganadien content including content in all the
components of the product (which Quebec follows). Newfoundland also
follows the more restrlctlve preference by employing the criterion of
value added as does the Maritime Accord of 1980. Similarly, at least
26 Anerican states have "Buy American” restrictions. (3) Whether

j_ntentionally or inadvertently, sub—national governments are encroaching

(1)

Beale, .Energy and Industry, p. 17.
(2) -

Business America, 24 Mar., 1980, p. 4.
(3 "

W. C. Graham, "Government Procurement Policies: GATT, the
EEC, and the United States", in Federalism and the Canadian Economic
Union, pp. 389-91.- ' '
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on the field of tariff protectionism in order to implement their own
development pollcles The significance of preferential procurement is
not great but 1t does create a point of friction. While being
precipitated by the sub—na.tlona.l governments, the choice of a non-tariff
barrier to implement sub-nationational development strategies involves
those sub-national governments and both the Canadian and American
federal authoritie’e in a field which previously included only the
federal governments.
=

Through their constitutional prerogatives over natural resources,
the provinces: élse» mpede the export of raw materials through taxation
and licensing. For a.ny nu_nerals removed for processing outside the
province, New Brunswick can increase the taxes payable by three times,
Quebec by two. In Saskatchewan all minerals must be processed in the
province or the rights to 'dispose of those minerals will be removed. In
British Columb_ié - a.ll minerals must be prooessed within the province
unless pe:rm:Lss1on is gra.nted by the Minister of Mines and Petroleum
Resouroes/ The M:Lnlster is restricted by statute to permitting only a
maximum of 50% of the productlon of any one mine to be transported
outside the province for processing. Alberta’s restrictions apply to
firms which establish themselves within the province in order Vto gain
access to oheaf’)er energy. Any proposal to establish within Alberta a
facility which wou_ld rét;u.tre more than 1 trillion BTUs (per annum) mst
acquire an industrial development permit. As a condition for receiving
such a permit, a.ny applicant is required "whenever practicable" to use
Albertan engineers, tradesmen, construction materials and supplies.

Furthermore, the government reserves the right to examine builders’



lists of suppliers and add the names of other candidates. Quebec
follows a similar policy in relation to the supply of electricity. Any
J_ndust:“c'y requ:Lrlng moretha.n a set amount of power is required to
endeavour to purchase from Quebeo industry. Prior to 1979 this amount
was 150 kilowatts (per annum), but in 1979 it was drastically reduced to

the more restrictive 5 kilowatts.(1l)

These provincial policies impede not only the degree of econcmic
transaction within Canada (the context in which most of the studies

place them)(z) but also effect foreign trading partners, most notably

the United Sta‘tesz‘- éj{oh po].xc:Les are well _ktnown to both the business
commmity in the U.S. “and American trade officials.(3) More
| significantly, American trade officials also tend %o take a
predominantly regional (and more often prov:l.ncml) outlook on Canadian

economic performanoe The magazine Business M (published by the

(1)
. Mge_ for Quebec: A Statement of Economi
Policy, m\Pohgy Objectives and Measures (Quebec: Ed_Lteur
officiel du Quebec; Sept., 1979), p. 129.

(2)

This was the basic thrust of the Chretien report, which
argued that there "are signs of economic segmentation within Canada
which run counter to observed trends in other economic entities.
Protectionism amongst provinces, and weakening of the federal
government's ability to promote balanced economic development, can
involve significant efficiency losses for Canada as a whole, and
hence for each and every one of its parts...." The report also
assessed provincial restrlotlons as a detmment for achlevmg the
"Third Option". [Chretien, ing the Canadian economic union in
the Constitution, p. 4.]

(3) ' :

U.S., Department of Commerce, International Trade
Administration, Government Procurement Opportunities - Canada
(Washington: Govermment Printing Office, 1983); Business America, 5
Sept. 1983, p. 4; and Business Week, 15 Sept. 1980, pp. 52-3. -
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U.S. International Trade Administration) undertakes a semi-annual
appraisal of the state of the Canadian economy in relation to the
prospeéts‘ for both trade and investment. It typically emphasizes that
Canada should be viewed as ';a series of regional markets, each with its
owﬁ distinct characteristics, problems and opportunities."(1l) . Provinces
are ranked not only by their economic prospects as markets, but also by
the degree of tl;ei; Teceptiveness to foreign investment, including the
economic attitude of the provincial govermments; N.D.P. governments and

initially the Parti Quebecois have received the lowest appraisal.

‘Provinci;cxi g@i”fexinments also become directly involved in trade
through their effo}ts'\t'o assist local enterprises and to enhance export
performance. The Ontario government specifically assessed as a
liability the tendency of provincial govermmerts to protect their.
markets from extra~provinéial imports while at the- same time promoting
exports: ; | |

.Despite the fact that the provinces are each other’s
best, a.nd-most important customers, very little is
done to promote interprovincial trade links.

_ province and the federal government have,
durmg the past decade, expanded export programs and
export assistance programs, opened foreign offices,
and expanded their foreign trade missions at an
incredible rate ....(2)

(1)
iness America, 24 March 1980, p. 3. The Department of
Commerce reta.ms a Foreign Commercial Service Staff in Canada which
provides provincial analyses of business prospects in Canada,
typically giving an economic performance rating by province for its
readers. The Foreign Commercial Commission retains offices in

Vancouver, Calgary Winnipeg, Toronto, Ottawa, Montreal, Quebec, and
Halifax.

(2) :
Ontario, Ministry of Industry and Tourism, Interprovincial
Economic Co-operation, p. 23.



The degree of provincial export promotion, relative to tﬁe federal
government is mdlca.ted through a comparison of provincial expenditures
for trade and J_ndustry w:Lth similar federal expenditures (see TABLE
A-1-1 in the appendix). While provincial spending does not come close
to federal expenditures (With the possible exception of Quebec in the
late 1970s), together the provinces have been increasing this kind of
support. This ¢an divectly affect continental trade since several
provinces (again most notably Quebec) make tranéfers to corporations and
individuals as, pa.rt of their programmes for trade and industry (see
TABLE A-1-2 in’ thE appendj_x) While still involving relatively small
amounts of expendlture\, any ‘business exporting to the U.S. which has
received such a transfer may be deemed td have received an unfa.u'
benefit and thereby be subject to a countervailing duty at the border.
In such a case, provinciai attempts to enhance exportA performance can
spill over intéia. tréns~border dispute. (1) As» well, several American
states (with ﬁhe support of the U.S. Department of Commerce) are
s:.mlla;rly mcreas:.ng the:u* export financing and export promotional
activities. FI‘lC‘thIl in this area may be enhanced by the sub-national

governments on both sides of the border.

(D '
A case in point is the January 3, 1986 U.S. imposition of a
6.85% countervailing duty on Canadian east-coast groundfish, based
upon a Commerce Department ruling that 12 federal and 19 provincial
(by the 4 Atlantic provinces and Quebec) programmes (including
government investment) constituted subsidies. federal programmes
were assessed at 5.8%; the provincial programmes were assessed at
© 1.05%. [Globe and Mail, 4 January 1986, p. B-1; and U.S.
Department of Commerce, International Trade Admamstra.tlon Import
Administration, Preliminary Affirmative Countervailing Duty
Determination: Certain Fresh Atlantic Groundfish from Canada
(c-122-507), (Mimeograph).] On March 14, 1986, the countervailing
duty was reduced to 5.82%. [Globe and Mail, 15 Mar. 1986, p. A-11.]
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The various provinces also have differing views on the potential
benefit of foreign: J_nvestment ranging from a non-interventionist stance
in Alberta to a hlghly critical review n_n Quebec, with Ontario
advocating a moderate position. With the Gray and Watkins Reports on
foreign investment in Canada, and the subsequent creation of the Foreign
Investment Rev:.ew Agency, these three governments also undertook reviews
of the mpa.ot of the American corporate presence upon their reSpeotlve
provinces. Alberta concluded that "foreign J.nvestment, particularly by
American j.nte:(.*es?:é, plays-a substantial role in the Alberta
economy . "(l)i Anéa.qher Ontario review argued for a "moderate economic
nationalism", as 0pp<§sed Jto' an "open door" policy, in order to achieve
"a gradual reversal of present trends without at the same time
endangering economic stability. "(2) The Quebec report, released in
1974, contained a scathing review on the manmer in which foreign firms
undermined thgé : growﬁh of provincial j_ndustrieé (by sourcing supplies

from outgide the prov:.noe re the international corporate market) and

o - %

.\..

(1) ‘ o

Alberta, Select Committee of the Legislative Assembly on
Foreign Investment, Final Report on Foreign Investment (December,
1974), p. 26. .The summary argued: “Greater participation by
Albertans in‘the ownership and control of Alberta’s industry can
best be assured by maintaining a relatively free flow of
international investment and by positive programs directed to
benefit Albertans rather than negative programs directed against
foreign investment. Governments should ensure a proper climate for
investment by means of stable economic conditions and by recognition
of the necessary role of profit and its relationship to risk."
(ITbid, p. vi.]

()
Ontario, Report of the Interdepartmental Task Force on
Foreign Investment. (Ontario: Queen’s Printer, November, 1971), p.
51.



advocated a policy of government intervention by means of placing
conditions on the granting of licenses to foreign firms, and through a
governhent procurenertt policy.(1) As Mitchell Sharp noted in 1972,
foreign owﬁership "is ﬁlbré é. problem of federal-provincial relations
than j_nterna.tiona.l relations."(2) The two opposing views of economic
nationalism (arguing for the regulation of foreign investment and
increased trade,bé}riers) versus continentalism (citing the benefits of
free trade and open borders) identified by Saunders as typifying the
debate within Canada(3) are also evident in several provinces.

Y
-

Besides lf‘mpedugqts to trade, the provinces restrict the degree of
investment by maintaining residence and citizenship requirements for
owning land, acquiring a licemnse to practioe a profession or to open a
financial institution, anc}/or for receiving a government loan. In two
studies undertaken by the Foreign Investment Review Agency (see TABLE
1-6), in 1974 a.nd 19‘7‘7, both the number of acﬁs.prohj_biting.investment
and their j.ncireas‘e;.in' 1977 indicate the greater role that the provinces

are taking in’economi¢ matters which have international comnections. In
- A . .

investment, just as in trade, the activities of the provinces are

(1) . . :
Government of Quebec, Executive Council, A Quebec Policy on
Foreign Investment: Report of the Interdepartmental Task Force on
Foreign Investment (Quebec, September, 1973; text revised June,
1974), Chairman, William Tetley.
(?)
Quoted :1.n Tucker, Canadian Foreign Policy, p. 58.
(3) '

Donald D. Saunders, "Continentalism and Economic Nationalism
in the Manufacturing Sector: Seeking Middle Ground", Canadian
Public Policy, 8 (1982), pp. 463-79.
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TABLE 1-6
PROVINCIAL ‘AGTS RESTRICTING FOREIGN INVESTMENT(1)

Province Acts Acts

1974 1977

Newfoundland 0 3
P.E.I. 1 2
Nova, Scotia 2 3
Quebec -, 3 5
Ontario 10 16
Manitoba 2 3
Saskatchewan 3 4
Alberta 8 11

3 6

British Columbia

Totdl ",

b

(]
V]
[¢)]
O

growing, J..ndlcatl.ng a\fabfdf of particular relevance for Canada’s
economic relations with the U.S.. 'If Canada’s foreign policy is being
determined by economic policy to the degree that the federal government
has indicated, then the géowing intervention by the provinces is
particularly iﬁipoﬁant for the success of that foreign policy. The
degree of the dj.ffern_ng impact of the American economy and of American
firms upon the provmees a.lso makes a solely national outlook more

problema.tlo .

Descriptively, all the economic indicators for trade, investment,

and manufacturing production dictate that there is both considerable

L

Canada, Foreign Investment Review Agency, Extracts from
Provincial laws and Regulations Affecting Foreign Investment in
Canada. December 1974 (Ottawa: Supply and Services Canada, 1975);
and Canada, Foreign Investment Review Agency, Selected Readings in
Canadian legislation Affecting Foreign Investment in Canada, Part 2:
Provincial Laws and Regulations as of November 1977 (Ottawa: Supply
and Services Canada, 1977).
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variation among the provinces, and that the stability of trans-border
transactions ev:Ldent for Canada. 1is not neoessa.rlly so for the provinces.
It is also the oase tha.t provaJ_a.l performa.noe in relation to
continental transactions has an impact on federal policy obgectlves and
in turn federal policy has a varying impact upon each province. In
addition, it is also apparent that the operation of the international
oorporaté market has a distinct relevance for Canada, depending strongly
on which province is assessed. The internatiomal corporate market
demonstrates an exaoerba.ting impact when American control is
conoentrated m one provmoe spemflca.l_ly Ontario. Principally, the
two propertles of the strength and stability of continental transactions
are markedly distinct depend:x.ng upon the province. Just as Canadian
federalism contains considerable differentiation, this spills over into
Canadian-American concerns. The implication of this intezpreté,tibn is
that both fedéfa.l attempts to speak for the‘ nation and federal attempts
to redress regj:oi'.x‘;a.].ﬁ.econondc.differenoes (via redistribution through
such agefigies‘;; as theDepa.rtment of Regional Industrial Expansion) are in
turn subject to dlsturba.noes by the American corporate presence and the

degree of this presence in each province.

These points are most pertinent to the topic of trade as Canadian
foreign policy since the "Third Option" has been oriented to this issue
and as as the state of the Canadian economy is strongly linked to trade

patterns. The relevance of trade with the U.S. for Canada is most
clearly conditioned by trade between Ontario and the U.S. (see TABLE
- A-1-3 in the appendix). Approximately one-half of Canada’'s exports to

_the U.S. are laden in Ontario, a tendency which has been increasing to
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the point where 58% of Canada’s exports to the U.S. (in 1984) were laden
there. | This same tendency is evident in imports where over two-thirds
of Cadadian imports from the U.S. are cleared through Ontario, a
tendency which has also been increasing to the point where in 1984
Ontario accounted for 7<% of all of Canada’s imports from the U.S.. In
co’mpa.rison. with the pre-eminent position of Ontario, Quebec generally
ranks a distant second in both exports and imports. Provincial
differentiation" is considerably evident regardless of analysis by each
province independently in relation to changes over time (i.e.
dynamically), i;:orf;by noting the variation among the' provinces, or
according to}i;he tjﬁffﬁ@rentijatio‘n between exports and imports for each
province. From tI;e .per}séaec.'tive of the relevance for Canada of trade
with the U.S., and consi;iering that Canada generally has a stable
trading relationship with'the U.S., that trade has markedly different
transaction salience for each province. By holding the lion's share,
only Ontario vdiétates Canadian trade patterns to a great degree.
Canadian’ tran}sactlﬁons§ with the U.S. all tend to reflect the indicator
for Ontariq, leaving the Temaining deviations among the provinces to

balance themselves out.

Concerning the export side of trade, the U.S. has a different
relevance for each province in terms of the ratio of U.S. exports to
total exports. ' Thé U.‘S'. as an export market is most important for
Ontario and the Prairie provinces, making for an east-west split (except
for British Columbia) in this indicator along the Quebec-Ontario border.
Referring to FIGURE 1-1, only Alberta and Saskatchewan show more

stability than Ca.nadaf and the Ca.nadla.n line most clearly reflects the
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FIGURE 1-1
EXPCRTS TO THE U.S. AS A PERCENT OF TOTAL EXPORTS
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changes in both Ontario and Quebec, i.e. the two largest exporters to
the U.S., but each on the dividing line beticen the east-vest split.
However, even between ‘these two provinces, thei"e is considerable
differentiation, and within each of the two there is considerable

change.

The importance of this different tendency to export primarily to
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the U.S. is clear j.n terms of an evaluation by province with reference
to the federal government s "Third Option" policy. This is reflected by
the d.'l.VGI"SlflC&tlon J_ndex (re geographic diversification; see TABLE
A-1-4 in the append_l_x) ‘I’he index indicates how focussed the exports
are on one OT a few countries (the lower the index) as well as
concomitantly demonstrating how well a policy of countervalence is
performing (the ﬁigher the index). The index of the diversification of
exports also demonstrates an east-west split (again except for B.C.).
However, the dymamics also indicate that the prospects for the success
of the ThlI'd Option" were considerably a function of the provinces.
¥hile the index ¥pr Canada shows some fluctuation, it is relatively
stable over the period from 1973 to 1980. The 1980s reflect the pattern
of focuss‘:ing trade on very few partners, principally the U.S. (re FIGURE
1-1). Ontario follows the same pattern, in effect conditioning vhat
will happen Ln Canada. However, the degree of the decline in the index
is markedly less for most of the remaining provinces (exoept for
Ma.mtoba and; Saska.tchewa.n) and in the case of A:Lberta the index
demonstrates ‘the preferred J_ncrease Were it not for Ontario, Canada’s
prospects for the "Third Option" would have been considerably improved,

or at least the decline would have been mitigated.

Exports to the U.S. in relation to Gross Domestic Product (see
FIGURE 1-2) also démonstrate how closely the relatively stable line of
Canada is reflected by Ontario and Quebec. However, Ontario is clearly
~ in the lead as the’ only province consistently higher than Canada. The
importance of trade with the U.S. is significantly different among the

provinces and demonstrates diversity for each province depending upon
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which year is appraised, i.e. there is considerable provincial dynamism

when compared wj,th"the stability for Canada as a whole. In this case,

the previously demonstrated east-west split disappears. The mix of

differentiation among the provinces and intra-provincial dynamic
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FIGURE 1-3
- BALANCE OF TRADE WITH THE U.S.
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dictates that.Canadian trade performance is distinctly different by
province, and that trade with the U.S. has a distinctly different

significance for local economic development.

Exports by themselves give the relevance of the trading
relationship with the U.S. only in positive terms. The balance of trade
with the U.S. gives an indication of the net effect of 'contj_nental
transactions. In FiGURE 1-3 (depicting the Balance of Trade with the

U.S.), Canada again clearly reflects the pattern evident in Ontario, but

here (as in the case of the diversification of exports) Ontario draws




FIGURE 14
- -: BALANCE OF TRALCE WITH THE U.S.
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- 30

/o
B

10

PERCENTAGE

) 51 ‘;__e"-‘
>““‘e:"‘3$' 1

B e - &
w 1978 e A lslaz T3pe

20 o

.
4

PAAS

N

: S YERR
TLSNFLD D~PEI NS F-NB ~==0QUE —@NT DHAN <O~SRSK —-ALTA -FF-BC

the Canadian balance down. Were it not for Ontario’'s pre-eminent
position in Capada's trade with the U.S. Canada would have a
considerable trade surialus. Of all the provinces, only Quebec shows
consistent net improvement. The same pattern is evident in FIGURE 1-4
on the Balance of Trade with the U.S. in relation to Gross Domestic

Product, with the exception that Manitoba is for the most part lower.
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The dynamic within several of the other provinces, most clearly evident
for Alberta and Brn.tlsh Columbia which balance each other, indicates
that the net effeot of trad_mg with the U.S. 1is both dissimilar among
the provinces, and cha.nges dramatically within each province. The
sighificanoe of this differentiation is that net trade performanoe with
the U.S., and the net prospects for economic performance, while a
significant conqerif for Canada, are also more or less a different

concern for each province.

Vhile trade J_nd_'l.cates the impact of the various provinces on
Canadian performa.noe,,_the federa.l government 's tariff structure
similarly has a dlfferent\ releva.noe for each province. The table on the
Effective Rate of the Canadian Tariff on Imports (see TABLE A-1-5, in
the appendix) demonstrates that gemerally the Canadian tariff has been
losing significance as a bérrier, even for most of the provinces—-but it
has been doing so at different rates and at different levels. This
dlfferentlatlon is partlcula.rly important for the provincial economies
because of the snowba.l.ln_ng effect of the tariff for the subsequen’c costs
of produots Whl(?h use unports as components. A 1978 study on the impact
of the tariff posits the following conclusion:

The Canadian or US tariff on a particular commodity
not only affects the price of that commodity in

da as compared to the price in the US, it also
affects the cost of all goods produced in both
nations. Because of the tariff, Canadian producers
find that the cost of intermediate goods purchased

from the import competing sector are raised by,
perhaps, the full amount of the Canadian tariff.(1)

(1) : -

James R. Williams, The Canadian-United States Tariff and
Canadian Industry: A Multisectoral Analysis (Toronto: University of
Toronto Press, 1978), p. 21.
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The net influence of the Canadian tariff structure demonstrates
dissimilar trends for each province as well as a more markedly
dlSSJJ‘(L’LlaI relevanoe ‘.Eor each province. This is also apparent in the
case of the Tokyo Round of ta,rlff reductions which began to be phased in
during the 1979/1980 period, having a declining net effect most

dramatically for P.E.I., but an increasing one for Newfoundland.

The s;gnificeLnoe of these provincial indications is that Canadian
trade policy ca.hnot afford to avoid a provincial perspective. This fact
has been aooeptec; by the federal government which developed a liaison
between the feaelri?éfiff;;gggptiators at Geneva and thé provincial governments
during the Tokyo Ré)und ‘of‘ti"a’de negotiations.(1l) This experience
established the precedent that Canadian policy, in one of the Acrucia.l
fields of foreign policy, can no longer neglect provincial views,
there.by severely compllcatmg any federal mltlatlves The complication
in control over-this policy field became apparent at the First
Ministers’ Coﬁfer'eﬁée in Halifax (November, 1985) where the Premiers
demanded "full prov:.ncmal participation" at the bargaining table for
North Amerlca.n trade liberalization negotiations, and received at least
the promise that their views on free trade would be addressed. In
addition to trade, the same patterns of differentiation among the
provinces and ‘intra-provincial dynamic are evident in the area of

foreign investment.

Investment, in the form of capital expenditures by manufacturing

!

(1) :
Gilbert R. Winham, “Bureaucratic Politics and Canadian Trade
Negotiation", International Journal, 34 (1978/79), pp. 64-89.
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- FIGURE 1-5

. CAPITAL ‘EXPENDITURES BY MANUFACTURING FIRMS:

AMERICAN-CONTROELED FIRMS BY PROVINCE AS A PER CENT CF
AMERTCAN-CONTROLLED FIRMS IN CANADA
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firms, is of particular importance for each province. Through taxation
and licensing p;cact‘ioés, most provj_nces attempt to increase provincial
economic development. through increased provincial manufacturing. (1) as
in the case of trade, the "level of American investment in Canada tends

to reflect the amount of investment in Ontarioc due to the concentration

(1)
Trebilcock et al, "Provingial Barriers", pp. 2060-63.
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of manufacturing capital expenditures there. Over one-half of all
Amerlca.n manufactur:.ng fa.rms capital expenditures in Canada are placed
in Ontario (see FIGURE 1 5).. As well, Quebec and Alberta vie for most
of the remainder, :Lnd.lca.tn_ng that any analysis of American investmént in
Canada dictates a provincial perspective, especially since these three
provinces have deanstrated differing views on the appropriate résponse
to this investment: ' The variation in this figure for each province
(clearly indicating a dynamic in capital location within Canada) is
reflected even more strongly in the figure on the ratio of American
manufacturing - J_nvestment to total manufacturing investment by prov:noe

where Canada as a wholé has a: relatlvely flat line (see FIGURE 1-6).

The importance of American corporate activity as a source of
capital for industrial development is mainly relevant to Ontario and
Alberta, but is-also significant for most of the other provinces
(averaging at Qf over 20% for all except Saskafchewan, and New
Brunswick). Ameri'oé.ﬁ investment shows considerable change for each
provn_noe but bala.noes~ out for the country as a whole (except again for
the s:x_ma_la.rlty between the indicator for Ontario and the line for
Canada). This dynamic and differentiation is most clearly seen in the
ratio of American firms' investment to Canadian firms’' investment (see
FIGURE 1-7). For Alberta and Ontario there are periods when the levels
of American capital expenditures outstrip Canadian firms’ capital

experditures, and for the ‘most part these two balance each other.
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FIGURE 1-6
( CAPITAL EXPENDITURES BY MANUFACTURING FIRMS:
- AMERTCAN-CONTROLLED FIRMS AS A PERCENT OF TOTAL FIRMS
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In terms of the prospects for reooupi.ng control of the Canadian
economy, the federal policy is inhibited by having to deal with two of
the strongest provmcm.l governments and provincial economies since the
nost dramatic effects would have to be found there. Referring to how
'the internationa.l corporate market operates in terms of trade
performance, it is plausible that the negative balance of trade for
Ontario (especia_.jl.lj‘ since Ontario’s economy 1s principally oriented to
manufacturing) is a function of the amount of American control. Since

the remaining prowinces compensate for this negative net effect in

Ontario, it is =a.lso plaus:z_ble that the American presenoe in Cenada

contributes to the equallzatlon of continental trade, but, at the same

time produces considerable disequilibrium provincially.

Considering that the {;merica.n corporate presence is clearly .
different depéndj_ng upon Wthh province is assessed, and that the impact
of this presenc}é on the net provincial trade 1s similarly significant
for economic déveloiaﬁient there is accompanying corporate trade
propens1t1es a further oompllca:blon American-owned manufacturing firms
tend to pay relatlvely more in corporate taxes than their Canadian-owned
counterparts, sometimes by twice as much (see TABLE A-1-6 in the
appendix).(1) The percentages indicate the level of taxation relative
to production, “and while the differentiation of the previous economic
indicators betweéﬁ the fprovj_nces is also evident here, there is a

consistent pattern of a greater taxation contribution by American-owned

(1)
Data for only ma.nufactum.ng firms by province is available
and used here.
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manufacturing firms for all the provinces and Canada. The often cited
possibility of tra.nsfer pricing by foreign affiliates (in order to

reduce taxatlon) is more than likely not a general property of American
firms, and thus their relevanoe to the provinces is enhanced because of

this facet of their operatioms.(1l)

¥hile the material preéented above is primarily descriptive, it
illustrates v\the va.l_ldlty of the proposition that a continental
perspective devoid of a commensurate Canadian federal-provincial
perspective- is se;iously lacking. The degree and patterns of
transaction a.nd po}_mles J.Ddlcate that provincial governments are
encroaching upon the fleld of foreign pollcy and that federal and
provincial policies reciprocally can affect each other. The stability
between Canada and the U.S:_ clearly masks both the differentiation and
dynamic of the American présenoe (as the major source of investment and
a trading partnér) when a provincial perspeotix}e is taken. Some have
gone so far a.s to argue that the level of transactions between the
prov:.noes a.nd the states are a prelude to the integration of the

national polltles ie.’ fostering continental integration by

Bl

(D

This was specifically cited by the Province of AJ_berta as
one of the positive aspects of foreign investment: "Foreign
corporations, in relation to their proportion of assets, equity, or
sales, declared a greater proportion of taxable income than Canadian
corporations. Alberta’s development is partially attributed to
foreign investment.. Nationality of ownership is not necessarily
assurance of conduct in Alberta's interest." [Alberta, Select
Committee of the Legislative Assembly on Foreign Investment, Final
Report on Foreign Investment (Deoember 1974), p. vi.]
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(sub-national) pieces.(1l) While not necessarily leading to a political
coalition ( mtegratlon implies a oneness which goes beyond interaction)
the reoogmtlon of at* least distinct interaction has a relevance for the
management of the oontlnenta.l relationship——Canada has "more to do" with

the U.S. depending upon which province is assessed.

The complicating nature of federalism, which implies that the
federal governments of both the U.S. and Canada must take account of the
activities of their respective sub-national govéiments, is also

=

recognized by at least the ' U.S.. In 1979, U.S. Ambassador to Canada,
Thomas O. Endérs“»clanmed

d_lploma,czy must now include the provinces and states.

That does not mean that either Ottawa or Washington

should attempt to contract business with the states

or provinces; that would violate the Constitutions.

But each capital can and is developing its liaison

with other governments in its own country. And

informal contacts between the Provinces and the U.S.

Embassy in Ottawa and the States and the Canadian

Embassy in Washington can prevent misunderstanding

and - exped_xte our affairs.(2)
This is espe01ally tha case since prov:_noes can attempt to circumvent
federal controi if there J.S a clash of federal/provn_nola.l interests when
they spill over into continental relations. Marchak even posits the
proposition that the provinces are better able to negotiate with the

foreign corporations than is the federal government.(3) Most of the

(L
481.

leach et al., "Province-State Transborder Relations", p.

(@ ’
: U.S., Department of State, Bulletin (June, 1979), p. 8.

(3
Marchak, "Two Dimensions”, p. 92.
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provincial activities which bear directly on international
relations--whether through functional agreements, expanded trade and
com\erc‘ial offioeéh, orthe employment of non-tariff barriers and
investment restriotions—;é;ré products of the 1970s. When the federal
government was attempting to come to grips with the difficulties of
implementing the "Third Option", in many instances the provinces were
similarly working toward enhancing their impact on relations with the
U.S.. Thebmbjeé‘c of how the provinces manage such a relationship has
not been the focus of studies in Canadian-American relations, but a
perspective J.ncorpgratlng the provincial governments’ influence in this
field is clearly ;reqm51te Over the past decade, Canadian-American
relations and Canadian fqreign policy have become more complex due to
the activities of the Canadian provinces. Recent events in the
possibility of full tariff’ reductions between Canada and the U.S.
indicaﬁe that ;;rovincial involvement in foreign policy is not likely to

fade away.



CHAPTER 2

QUEBEC-U.S. RELATIONS AND THE "OPEN-DOCR" IMPERATIVE:
. THE AMERICAN REACTION TO THE PARTI QUEBECOIS

X

The election of the Parti Québécois in November, 1976 and the
debate prior to the referendum on sovereignty-association have been
regarded as precipitating a crisis in Canadian unity. However, the same
debate also J.nvolved a crisis in Quebec’s relations with the U.S.,
mainly with the Amerloan private sector. In many respects the
divisiveness within Canada took on a continental dimension, exemplifying

~ -

the intexnationalization of a domestic matter. During the first mandate

of the P.Q., the po}.ltacal goal of an independent state was specifically
tied to the I‘espOIlS:l.ble m.nagement of the Quebec economy, made evident
by Jacques Parizeau’'s decla.ra.tion in his first budget: "The road to
independence rests on hea.lthy finances."(1) Because the policies of the
P.Q. involwved restructur:.ng the Quebec economy with the expressed
purpose of enhancing the economic status of the Quebecois, (2) and since
more than one—@uar&e:x;of the Quebec private sector was under the control
of Amer:.can—owned corporatlons the politics of separatism became

inextricably lJ_nked with the economics of the intermational corporate

(1) N

Quoted in Kenneth McRoberts and Dale Posgate, Quebec: Social
Change and Political Crisis (Toronto:  McClelland and Stewart
Limited, 1980), p. 213. C

(@)

The 1973 programme of the P.Q. stated as an objective an
economic system "eliminating all forms of exploitation of the
workers and responding to the real needs of the majority of
Quebeckers more than to the demands of an economically favoured
minority." [Le Parti québécois, Programme 1973 (Montreal), p. 10;

quoted in William D.:Coleman, The Independence Movement in Quebec:
1945-1980 (Toronto: University of Toronto Press, 1984), p. 120.]
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market. The American reaction to the political and economic goals of
the P.Q. were reciprocally significant for the Quebec gdvernment since
the v1a’.b1_11ty of an independent Quebec was predicated upon the proof
that the P.Q. could managé a healthy provincial economy. The Canadian
crisis over unity took on a trans-border dimension, transposing a matter
of domestic concern into one with oontj_nental implications. This is
particularly olela.r‘f in the American reaction to the P.Q. as a government.
Because of thes¢ attributes, Quebec-U.S. relations under the first
mandate of the P.Q. provide a basis for a case Study in the management
of a provincial g-oxrrernment“’s external relations. This chapter describes
the American rea,ctiéna Subsequent chapters develop and apply a model to

explain the events fram 1977 to 1980.

The importance of the P.Q.’'s election for American interests rested
not solely upon the @estibn of separatism, even though an independent
Quebec would significa.ntly complicate continental security. The P.Q.'s
stated pollcy of a._ neutral independent Quebec, J_ncluch_ng withdrawal from
both NA‘I’O and” NORAD would create strategic difficulties for North
American defenoe and, as a consequence, pose an indirect threat to an
American vital interest.(l) Besides security considerations, Quebec’s

language policy’ (uu.tla.]_ly cited by the New York Times as a "weapon of

D)
John Starnes, "Quebec, Ca.nada and the Alliance", Survival,
19 (1977), pp. 212-215.
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economic warfare")(1l) and the intended takeover of part of the Asbestos

industry(2) were perceived as direct disincentives for investment,

including especially American investment since the Asbestos industry was

controlled by four American ‘(the four largest) and one British

companies.(3) The American reaction to these and other policies were at

the same time of vital concern to the P.Q..

(1

(2)

(3

New York Times, 2 May 1977, p. 32. This particular
editorial on Bill 1 also linked the ethno-centric purpose of the
legislation with the need for a reconciliation with the American
econamic commimity: "[Bill 1] would give the French language not
merely dominance “ih-the province but a virtual monopoly, to be
employed as a weapon Of -economic warfare against the
English-speaking community. That is a harsh but inescapable
translation of the Government's stated purpose, that the measure
'will accompany, Symbolize and favor a reconquest by the
French-speaking majority of Quebec of the control that belongs to it
over the levers of the economy.’ ... [Tlhe economic advancement that .
the French community rightly seeks requires that [Canadian] union
and the confidence of American, albeit English-speaking business as
well. "

i

\_ In an analysis by Henry Giniger (for the New York Times),
the proposed purchase of Asbestos Corporation was appraised as proof
of the P.Q.'s socialist orientation: "No matter how much this
government has proclaimed its faith in private enterprise, and its
desire for foreign private investment, an essentially conservative
business community has come to look upon it as '‘socialist,’ and any
asbestos takeover, even if it is followed by no others, will do
nothj_n% to dispute this belief." [New York Times, 25 October 1977,
p. 57. ‘

A JanuaTy, 1978 review of foreign investment prospects,
conducted by the U.S. Department of Commerce, specifically cited
Quebec’s francization program and the proposed acquisition of
Asbestos Corporation as disincentives for American investors. The
only other province assessed, Saskatchewan, was also listed as a
threat because of its policy for nationalizing part of the potash
industry. (See: U.S. Department of Commerce, Industry and Trade

Administration, Incentives and Performance Requirements for Foreign
Direct Investments in Selected Countries (Springfield, Va.:

National Technical Information Service, Jan., 1978), pp- 46-7.]
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In one evaluation of the reaction of the U.S. private sector to
the Parti Québécois, Byers and Leyton-Brown claim that the American
response is demonstrably negative and similar to the behaviour
stipulated in Rosen’s model of economic imperialism, the "Open-Door”
imperative:

The reaction of the American economic commmnity, -
demonstrated by the critical response to Rene
Iévesque’'s address in January 1977 to the Economic
Club of New York, the tightening of investment _
funds, and the consideration of delayed industrial
expansion (e.g. Johns Manville) suggests that at
least on the private level, the results of the
Quebec regime shift may be comparable to the

America.n response in Rosen’'s model for Indonesia, et
al.(1) 7%

.‘_“.

¥hile it would be an error to claim that the unfavourable American
reaction was not evident, it is equally apparent that this reaction was
short lived. There is evidence in all the indicators of the private
sector’e activities that a shift in the perceived risk to American
corporate interests in Quebec changed in 1978, ‘or at least stabilized
around that perlod follow:mg an initial negative outlook during 1977.
Using the sa.me J.nd.'Lca.tors as Rosen——investment a.nd trade——plus the
addltlonal measure of the moves of head offices from Quebec, there is
evidence in this case of a dynamic at work which goes beyond the more
simple propositi"‘op that an ideological change in a regime leads to a
direct change in the behaviour of American multinationals and the

American economic comminity.

(1) C

R. B. Byers and David Leyton-Brown, "The Strategic and
Economic Imlications for the United States of a Sovereign Quebec”,
Canadian Public Policy, 6 (1980), p. 335. Writing in 1980, they
also claim that "the American business commnity is presently less
favourably inclined toward Quebec than toward Canada.” [Ipid].
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In its simplest form, the thesis of Rosen’'s model, the "Open-Door
Imperative”, (1) states that a leftward shift by a regime--accompanied by
hostili{:y to fox;eigﬁ,ihyestment——wi}l evoke a negative reaction on the
part of the American private sector, and that this reaction will not
change until there is a concomitant rightward shift on the part of that
regime.(2) The strongest measure of the American reaction is the amount
of direct investment. Furthermore, the “Open-Door” model posits the
proposition that the American private sector will use its influence in
government to restrict exports to the U.S., thereby invoking an
additional eoonbmc penalty to that Tegime. At the base of this model

~ae g

there is a threat/counterthreat interaction which is designed to explain

American interference in other states via economic coercion. One need

(1)
Steven J. Rosen, "The 'Open-Door’ Imperative and American
Foreign Policy", in Testing Theories of Economic Imperialism, eds.
Steven J. Rosen and James R. Kurth (Toronto: D. C. Heath and
Company, 1974),-pp. 117-42. '
(2 ..\ <
‘Rosen defines a "right-oriented government" as: “one that
favors private ownership of major industries; represents and
supports the interests of large landowners and businesses;
suppresses labor militancy, and reinforces the stratification of a
class society." [Rosen, "The 'Open-Door’ Imperative", p. 127.]
Referring to the "right-oriented" preference of this independent
variable, Chang, McClosky and Zaller have indicated (from the
Opinion and Value Study, 1975-1977) that the independent variable in
this case should. still be valid. They conclude that: "The vast
majority of Americans consistently uphold such key capitalist
notions as private property, the profit system, economic
competition, and the general fairmess of the private enterprise
system. In addition, they overwhelmingly reject every suggestion
that Communism or socialism might prove desirable alternatives to
American capitalism." [Denis Chang, Herbert McClosky and John
Zaller, "Patterns of Support for Democratic and Capitalist Values in
the United States", ‘British Journal of Political Science, 13 (1983),
p. 407.]
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not necessarily hold to the strict left/right distinction in the
independent variable in order to test the American reaction. It is
assumed t‘bat a 1eftwa‘1:d'-‘-shift will of itself involve costs to American

miltinationals which costs themselves will spawn the American reaction.

As well, simply the perception of risk to American corporate operations

abroad may incite a similar reaction.(1l) An intrinsic part of this

nodel is the assumption of a zero-sum outlock where there is a strict
win/loss relationship. It neither explains nor considers any form of
accommodation. However, when applied to the case of Quebec, all the
econamic measures glve evidence for a change in perception occurring
around the middle of 1678, and the policies of the P.Q. indicate that

the change is evidence for an accommodation.

Assuming for the moment that the election of the P.Q. represents a

leftward shift in the regime,(2) an application of the "Open-Door" model

“

(L) G Ty '

‘Stephen J. Kobrin, "When Does Political Instability Result
in Increased Investment Risk?", Columbia Journal of World Business,
13 (1978), pp. 113-22.°

(2)

~ In 1971, Jacques Parizeau explained this perception of the
P.Q. in relation to the party’'s policies invoking state
intervention: "In Quebec, we must bring in the state. This is
inevitable. It is what gives us an image of being more to the left.
If we had, in Quebec, 25 Bombardier enterprises, and if we had very
important banks, the situation would perhaps be different. We do
not have large institutions, they must be created.” [Quoted in
McRoberts and Posgate, Quebec, p. 201.] This left-of-centre
orientation was also not missed in the U.S., even just after the
election of 1976! "the P.Q.'s party platform is socialistic——in the
Scandanavian style. It favors social benefits over profits,
producing queasy feelings among the dozens of U.S. companies
operating in Quebec." [K. M. Chrysler and Carl J. Midgail, "Crisis
Across the Borders: Meaning to U.S.", U.S. News & World Report, 18
(13 Dec. 1976), p. 50.]
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to Canadian-American relations is appropriate. While Rosen contends
that the model is most relevant to the study of American foreign policy
toward developing cowntries, if there is a different Teaction in a case
using a developed country, them any deviation from the model must also
be explained. What follows is a test of the American reaction-to the
P.Q. using as principal measures the changes in investment and trade.
For both of these,‘»\(‘)ntario is used as a conﬁrol in order to focus

strictly on the effects of provincial factors alone.(1)

According %o “the test applied by Rosen, direct investment, in the
form of capital"t andrepa.u' expenditures (available here for only
manufacturing fu'ms) 1s the best indicator which vindicates his
model.(2) For the data collécted'(see FIGURE 2-1), capital expenditures
a.lone———the amount of investment for the purchases of new production
facilities or eqﬁpment——should demonstrate most clearly any shift in
the perceived pisk of operating in Quebec. While no data is available

prior to 1976 to establish a trend, there is a considerable drop from

&
¢

The previous analysis of Canadian-American relations from a
provincial perspective demonstrates that Ontario most clearly
represents Canada. Additionally, coupled with the facts that
Ontario was governed by the same party and Premier in the 1970s, and
that Quebec’'s economy most clearly resembles Ontario, Ontario as a
control variable is the optimal choice.

(2

Investment in manufacturing by American firms represents the
bulk of U.S. investment in Quebec. Comparable figures, for American
capital and repair expenditures, are (in 1977, the earliest year for
comparison); $299.6 (million) for mining, and $558.1 (million) for
manufacturing. Data for forestry is not available for any year.
[Source: Statistics Canada, Capital Expenditures of Domestic and
Foreign Controlled Establishments in Manufacturing. Mining and
E_Q@L\]Z (Ottawa: Supply and Services, Canada), catalogue no.
61-215. "

73



FIGURE 2-1
INVESTMENT IN MANUFACTURING BY AMERICAN-CONTROLLED FIRMS:
QUEBEC AS' A PERCENT OF ONTARIO.

PERCENTAGE

o - L
1976 . 1378 1980 . 1982 . 1984

B YEAR

",

‘ v : ‘ ‘
. == CAPITAL AND REPAIR —B>CAPITAL ——REPAIR

1976 to 1977 (for both capital, and capital and repair expenditures),
whlch drop is con51stent with what the model 1mplles However, after
1977 the measure then levels off for the duratlon of 1978 to 1980,
before dropping to its low in 1981. After 1981, this measure
demonstrates consistent improvement until 1964, at which point it is
well above the 1976 level: In the case of capital expenditures alone,

there is even a marginal increase above the 1977 level (20.8%) in 1979
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(21.7%). Although it is possible to interpret the period from 1977 to
1981 as a gene:ca.l downward trend, there is apparently a difference in
the degree 6f the declimé:. It is initially severe, then stable, then
again severe, before show:Lné ‘considerable improvement.' In this most
significant measure for the "Open-Door" model, what needs to be
explained is the‘ manner by which stability was re-introduced,
specifically during thé_ ‘period from 1978 to 1979. All of the P.Q.'s
policies which should have had the most dramatic effect on investment
were instigated in 1977, specifically the Charter ofﬂthe French Language
and minimm wage mcreases a.nd in the last months of 19‘7‘? labour
legislation and the a.nnounoement of the planned takeover of Asbestos

Corporation. All of these should have advanced the trend begun in 1977.

The investment by American firms best approximates what is expected
in the model, _especialiy in oo';npa.rison to similar investment by
Canadian-owned firms (see FIGURE 2-2). 1In this case, the measures
generally dempnstré,te* a consistent rise, although there is significant
fluctuation. It 1s apparent that there is substa.ntlal differentiation
Poteon Canadian snd Aperican firms’ peroeptions of theiT prospects
under the P.Q.. While this neither validates nor discredits the model
in question, the change in American j_nvestment does indictate a change
in outlock which is beyond what the model dlctates This change in the
American measure, and the differentiation between the Canadian and
American response, is also evident in indirect investment, specifically

the bond market.
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: FIGURE 2-2 .
INVESTMENT IN- MANUFACTURING BY CANADTAN-CONTROLLED FIRMS:
- QUEBEC AS A PERCENT OF ONTARIO
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While manufacturing capital expenditures give an indication for
direct investmentr,. investment in the form of loé.ﬁs t0 Quebec (meésuréd
through the New York bond market) also demonstrates much of the same
pattern. At the. séiné_ti.me, bond yield differentials provide more detail
since it is possible to measure investor reaction on a monthly basis by

this indicator (see FIGURE 2-3). The difference in the yields between
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| FIGURE 2-3
. BOND YIEED AVERAGE DIFFERENTIALS: NEW YORK MARKET
. QUEBEC - ONTARIO

1.50¢C

1.000

YIELD PBINTS

YEAR IN MONTHS

1: Nov. 1976; 2: ‘Feb. 1977; 3: Jul. 1978; 4: May 1980

Quebec a.nd\ Qnta;;cic éivee a measure of the perceived increased risk in
purchasing’ Quebec bOD.d.S" as the difference increases positively. A
similar study by Thibeault and Wynant, covering the period from January,
1975 to only October, 1978, demonstrated the same pattern plus two
additional noteworthy points. I_ncludjng data on the Canadian bond
nerket, Canadian bond differentials peaked earlier than on the New York
market, rose sharply in early December, 1976, and reached their maximum
in late December. At the same time, Canadian bond yield differentials
remained substan‘tia;l_ly (20 to 30 basis points) below the American bond

market. However, the pattern of decline remained similar, except that
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the bonds on the Canadian market returned to pre—election levels in
early 1978.(1) Just as in the data on direct investment, there are here

substantial differeﬁoéé -between the American and Canadian reaction.

The differences in bond yield averages between Quebec and Ontario
indicate a relatively high period of perceived risk from February, 1977
to the middle of 1978, and then stabilize at levels approximating
average yield\ diffefentia.ls prior to the election of the P.Q.. The
validity of this measure for perceived risk is‘ evident in the later
substantial (but tempora.ry) peak during May, 1980, the month of the
referendum on separatlon (2) While it is not possible to ascribe the
changes to only po].‘:.tlcal factors by this measure, the higher rate for
Quebec bonds in the U.S. market cannot be attributed solely to economic
factors. Throughout this perlod Quebec retained its prized double-A
bond rafi_ng by both Moodys and Sta.ndard and Poors. A comparison of all
the provinces, by Fullerton, for the period from June, 1977 to May,
1978, demonstra.ted that Quebec s bonds paid the highest yield of all the
provinces m splj\te of the rating-——even higher than those provinces w;th
lower ratings. Controlling for the economic effect of the amount of

public debt by taking outstanding public debt in proportion to Gross

(1) S A
Andre Thibeault and larry Wynant, "Investor Reaction to the
Political Environment in Quebec", Canadian Public Policy, 5 (1979),
p. 3A4.
(2)

In a study by Douglas Fullerton, there was a similar but
greater peak in 1970; during the period of the October crisis.
(Douglas Fullerton, "Quebec Government Borrowing", in Quebec’s
Access to Financial Markets: A Report in the Series Understanding
Canada (Ottawa: Supply and Services, Canada, 1979), p. 14.]
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Domestic Product, only Manitoba, New Brunswick and Newfoundland had
higher debt to GDP ratios and identical or lower bond ratings than
Quebec. 'By comparison with all of these provinces, Quebec bonds had to
Pay a higher average yield in order to attract purchasers on the New
York Market, J.n spite of the fact that the debt to GDP ratio and the
bond ratings both indicated a better ability to repay the loan. (D
Fullerton concludes that only the political situation in Quebec can

account for the capital market’s reactionm.

What is most stm.kz_ng about this measure is that the election of the
P.Q. in November 19‘76 dld not mmedlately instigate a rise in bond
yields. Although the y:Leld chfferentla.l underwent an increase in
January, 1977, the peak for the entire period from the election to the
referendum occurred in February, 1977, the month after Lévesque gave his
mich publicized and poorly received speech in New York. As well, there
is the decline m this measure, beginning in the middle of 1978,
followed by a relatiszély stable and calm period over 1979, consistent
with pre—elecblon levels md:.catlng that investor reaction had to some
extent changed This measure clearly indicates two points of change:

February, 1977 and the middle of 1978.

One other specific measure for the American perception of the

(1)

Quebec (with an Aa rating and a 45.6% debt to GDP ratio)
paid 77 basis points above Ontario; Manitoba (with an identical Aa
rating and a 49.3% debt to GDP ratio) paid only 12 basis points
above Ontario; New Brunswick (with an Al rating and a 54.1% debt to
GDP ratio) paid 34 basis points above Ontario; and Newfoundland
(with a Baa rating and a debt to GDP ratio of 73.3%) paid 70 basis
points above Ontario. [See: Fullerton, "Quebec Government
Borrowing", pp. 15-16.]
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FIGURE 24
NUMBERS OF AMERICAN ACQUISITIONS AND NEW BUSINESS CASES:
QUEBEC AS A PERCENT OF ONTARIO
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economic climate in-Quebec is the location of investment through
corporate acquisitions or the creation of new business activities (see
FIGURE 2-4). In the case of “"Reviewable Acquisitions", which give the
only ihdication\of thevpattern prior to 1976, there would appear to have

been a decline in this type of investment even prior to the election of
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the P.Q.. This decline stabilized in 1977 and.actually rose in 1978
before again falling to a low in 1981. The pattern of decline in "New
Business Cases” from 1976 to 1977, while consistent with the model, also
demonstrates a reversal for 1978, pefore again declining, imdicating a
change in peroeption around 1978 asy do the other two measures of
investment. This pattern, indicative of the preference for location
w1th:1_n Canada,, 1is éimila.rly evident in the case of the preference for
head office locations. Relocations of head offices outside Quebec
illustrate the direct negative perception of maintaining operations in

Quebec. e

Lo

AT

One of the most visible concerns during the first mandate of the
P.Q. was thé increase in head office relocations out of Quebec,
behaviour which was most often ascribed to the perceived costs of
Quebec’s language policy.(1) It is possible to give only a partial
analysis of the extent of these departures through the numbers of
offices which moved.out of and into Quebec beginning with November,
1975. | Add_'Ltlo:?a.lly J.t is also possible to.assign the country of

control to these changes.-

¥hile a general analysis of the employment in head offices in
Quebec (again using Ontario as a control) indicates that the trend had
been away from Quebec (as the P.Q. had consistently argued was the

case), it is apparent that the greater rate of decline in 1977

(1 ' -~

Yvan Allaire and Roger E. Miller, Canadian Business Response
to the legislation on Francization in the Workplace (Montreal: C.
D. Howe Research Institute, January, 1980), pp. 57-9. They estimate
that Bill 101 would cost Quebec 6,300 head and sales office jobs.
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: FIGURE 2-5
. EMPLOYMENT- IN. HEAD OFFICES, SALES OFFICES AND AUXILTARY
UNITS OF MANUFACTURING INDUSTRIES:
QUEBEC- AS A PERCENT OF ONTARIO
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demonstrates that the trend was accelerated during its first mandate
(see FIGURE 2-5): Howeve ,“this does not imply <hat there was a similar
reaction by both Canadian and American head offices. FIGURE 2-6
illustrates nvot‘ on.lythe _ncreased degree of head office relocations out
of Quebec dﬁriné the fi§St mandate of the P.Q., but also both the
substantiallwaqewer instances of this movement on the part of American

firms, and more significantly a different time of exit.

During the .period prior to November, 1976, while Canadian head
offices were leé@g to a greater degree than American offices, the
American-owned firms demonstrated practically uniform stability with
apiarom‘.mately one move every two months. This pattern coﬁtjnued until

September, 1977, when four American-owned head offices left, and
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FIGURE 2-6
. NUMBER -OF HEAD OFFICES MOVING OUT OF QUEBEC:
NOV., 1975~TO DEC., 1980, BY COUNTIRY OF CONTROL

NUMBER BF FIRMS
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—— 101l <O CANADIAN —=U.S.

remained higher than the period prior to September in the months
immediately following. This was the period just after the actual
passage of the language law, Bill 101. One of these four American-owned
firms, Combustion Engineering Superheater Ltd., had expressed its

intention of leaving as-early as January 5, 1977, citing as the reason
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Quebec's language policy, even before the policy had been specifically
annouriced. (1) The. company did not complete the move of 325 personnel
and the official Jooation of its head office until September. While the
Canadian departures were also substantially higher over the latter half
of 1977, they peaked earlier, during June and July, 1977. This vas the
period just after the introduction into the National Assembly of Bill 1,
the initial draft of the Charter of the French language. However, not
all of the cases of American head office relocations were directly
attributable to Bill 101. On October 21, 1977, Lévesque personally
announced thathlsgovernnent would seek to purchase a controlling
interest in AsbestosCorpora,t:Lon 55% owned by General Dynamics of St.
Louis. On October 27, General Dynamics announced the intention of
moving its head office out of Quebec, and in December the office vas
transferred from Montreal to Ottawa. In either of these cases, as a
response to Bi]i 101 or to the proposal to take over an American-owned
establishment, the reaction by American firms to threats to their
operations vas evident and imediately conditioned by the declaration of

government p@lfcy

3

It is apparent from this figure that the trend in head office

departures substantially declined over the latter half of 1978, and

R

(L) ' '

The Vice-President, R. C. Ellison, stated that the decision
was based on the “restrictive language policies on the part of the
Quebec government" and furthermore argued that the company would
have a greater pool of engineering talent from which toO draw without
the language restrictions for professionals. Part of his rationale
also cited the provisions on education, arguing that they would
deter any professionals from locating in Quebec. [Source: Reports
on Separatism (Toronto: Marpep Publications Limited), vol. 1, # 2,
p. 11.]



continued to do so; During 1979, only 4 American head offices moved
out, while 2 actually moved in, and during 1980, no American head
offices moved out, but also none moved in. As in the case of
 investment, again 1978 indicates a pivotal period of changed American
peroeptions opnoernj_ng their prospects in Quebec under the P.Q.. The
impact of Quebec's language legislation is also clear for both, but in
the case of the Amerlcan firms, there was more of a "wait and see"
attitude, responding to actual pertinent legislation, whereas the
Canadian cases tended to respond immediately to the initial perception
of a threat to Adbrrggéﬁe.te 0pefations, beginning as early as November,

~ar

1976. RN

The suggestion of changed perceptions of the risk for continuing
operations in Quebec, as reflected by the number of head office
departures, is only an approrx:mtlon since it does not indicate the
amount of corporate aCth:l.ty that left with them This is especially
relevant because changes in head office location alone do not take into
account sn.tuat:.ons where only persons were moved, such as in the case of |
Standard Bra.nd.s of Montréal (a subsn.d.la.ry of the U.S.-domiciled Standard
Brands Inc.) which in May, 1977 announced its intemtion of moving 125
marketing employees from Montreal to Toronto. The Chairman, Gaetan
Morrissette, explained: "It goes without saying that a head office has |
£o operate in English or on a bilingual basis. ]_:ﬁ cannot operate all in ‘

French."(1) A study by Reed Scowen (Quebec Liberal M.N.A.) listed 42

(L
Quotedm&p_o__sg_mmﬂ vol. 1 # 11, p. 82. The
transfer did not take place until September, and was followed by a

transfer of a further 70 persons in December.
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firms which either moved their head offices or moved personnel from
January, 1977 to November, 1978. These changes accounted for 5,480 job
losses for Quebec. wﬁﬁeﬁkassigned a country of control, the 21 Canadian
firms accounted for 3,471 job losses, the 12 American firms accounted
for 1,413 job losses, and the 9 other firms accounted fqr 596 job

losses. (1)

Like the measire for investment in the bond market, relocations of
head bffioeé were among the most semsitive indicators to any perceived
deterioration in the economic climate. In a study conducted in the
1960s by Morrls‘on,wone Amerlca.n company stated that it was considering
moving its head offloe from Quebec to Ontario because of the "new wave"
in Quebec and the possj.ble effect of the Quiet Revolution on company
operations.(2) In Martin's review oﬁ“ the exodus, in many respects the
choice of location went befyond the constraints of proximity to
production and may have been simply the personal preference of the
ovner.(3) _ The different relocation sensitivity between American and

Canadian head Ef)ffioes was apparent and corroborates the findings in
. a3 ) i

(1)
"Jobs lost"” was defined as the nnmber of people working at
the company's new location. [See: Reports on Separatism, vol. 2,
#21, pp. 358-9.] Country of control was assigned by taking the names
in Scowen’s list and cross-referencing them with Statistics Canada,

Intercorporate Qwnership (Ottawa: Supply and Services, Canada, 1978
and 1979), catalogue no. 61-517.

(2)
R. N. Morrison, Corporate Adaptability to Bilingualism and
Biculturalism (Otta.wa. Queen’s Printer, 1970), .p. 46.

(3)
Fernand Martin, Montreal: An Economic &_spegg_\ze (Montrea.l
C. D. Howe Research Institute, 1979), pp. 29-30.

86



investment as an indicator lending credibility to the "Open-Door” model,
but in relation to pertinent government policy pronouncements, and only

for 1977, not earlier: -

While investment is supposed to give the clearest indication of how
the American corporate presence perceived the P.Q., and while there was
apparently at least a moderate change (measured by performance) of a
return to the ’pre—élection period by the middle of 1978, the second
measure of trade a.iso demonstrates a similar paf‘cﬁem. Rosen’s analysis
of the V&].‘Ld.lty o; the trade indicator concluded that exports to the
U.S. proved to bea. weaker measure for the "Open-Door" model. The
"Open-Door” model ;eliés on exports as a measure of the U.S.
government 's receptivity to a hostile regime. However, to a degree,
trade may be more of a function of the export patterns of American
multinationals.. While inﬁes‘cment may drop immediately, production need
not neoessarily -follow, at least not j_mmedia.teiy. Considering that a
great deal of Canadian exports to the U.S. can be attributed to the
export pattexm§ of American multinationals, it is plausible that trade
will extu_blta reactioﬁ similar to that of investment.(1) The validity
of using trade is thereby not weakened, but the reason for the decrease
in trade is different from that which Rosen postulated. It need not be

the case that Amerlcan barriers are placed against imports from regimes

(L
Brazil, Chile and Peru, 3 of the 5 cases in Rosen's study,
all showed some consistency with the "Open Door" thesis in the
export indicator. -For the decade 1966 to 1975, American
multinationals accounted for an average of 37% of Latin American
exports to the U.S.. [U.S., Department of Cammerce, Survey of
Current Business (Feb., 1977), p. 35.]
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that undergo leftward shifts, but rather that once the contact with the
Amerioa.n market is lost, through the loss of American multinational ‘
a,otivit;y (which may ta.ke longer to manifest itself after the accumulated
investment in production is spent), exports to the U.S. will decline as

"a function of the operation of the intermational corporate market.

The operation of the international corporate market (related to
trade) is pa.r’tiéﬁla;rly relevant for the case of Quebec. Bernard Bonin,
a former ecbnomic»advisor to the Quebec government, claimed that there
is no reason tQ bgheve that the tendency for American firms to account
for a.ppro:ec\.ma.tély“é’iO%of Canadian exports to the U.S. was any different
for Quebec. (1) While no recent data have been made available, in a

study by André Raynauld, in the 1960s, foreign firms accounted for 50.2%

(1

Bernard Bonin, "U.S.-Quebec Economic Relations: Some
Interactions- between Trade and Investment", in Problems and
Qpportunities in U.S.-Quebec Relations, eds. Alfred O. Hero, Jr.,
and Marcel-Danecau (Boulder: Westview Press, 1984), pp. 22-23.
Bonin also states that 70% of Quebec exports are concentrated in
roughly 24 firms, among which "U.S.-owned firms undoubtedly play a
major role." (Bonin served as assistant deputy minister of -
Intergovernmental Affairs during the first P.Q. mandate, and was in
charge of research into Quebec’s economic relations with Canada, the
U.S., Europe and other countries). An earlier study found that 65%
of Quebec’'s exports came from 20 establishments, 7 of which were
U.S. multinationals, one of which was French-Canadian-owned, and the
remainder English-Canadian or other foreign-controlled. [See:
Carmine Nappi, The Structure of Quebec's Exports (Montreal: C. D.
Howe Research Institute, 1978), p. 36.]
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of manufactured products exported from Quebec.(1l) Because of the fact
that American multinationals in Canada account for a greater propdz'tion
of host country expomsto the U.S. than they do in their operations
elsewhere, exports froﬁ Quebec should be a better indicator of American
corporate activity than in the cases described in Rosen’s analysis.(2)
In fact, the following measures of trade significantly discredit the
validity of the ‘;"Ogen—Door“ model. However, the subsequent improvement
in Quebec’S‘ exPOfts to the U.S. does corroborate the point of change to
a more positive perception by American multinationals for their
operations’ prespegts in Quebec beginning in the latter part of

1978—the same period-indicated in the measures of investment.

One of the most striking features of Quebec’s trade is the
improvement in the balance of trade with the U.S. during the period

after 1976 (see FIGURE 2—'?). From 1968 to 1976, Quebec traditiona.]ly

A

) L |

See: Nappi, The Structure of Quebec's Exports, pp. 38-9.
Similarly," French-Canadian firms accounted for only 2.3% of Quebec’s
exports, and English-Canadian firms accounted for 47.5%. For
manufacturing firms (in 1969, the earliest year for comparison)
Canadian firms (not broken down by ethnic ownership) were
responsible for 57.3% of manufactures’ shipments, and
foreign—controlled firms were responsible for 42.7% of manufactures’
shipments (U.S.-controlled firms accounted for 33.1% and other
foreign-controlled firms accounted for 9.6%), indicating that
international corporate market trading patterns were evident for
Quebec. [Source: Statistics Canada, Domestic and Foreign Control
of Manufacturing Establishments in Canada. 1969 and 1970 (Ottawa:
Supply and Services, Canada), catalogue no. 31401, p. 182.]

(2) . ‘ ’

In 1978 (the earliest year for comparisons) American firms
accounted for 31% of all Quebec’'s combined manufacturing and mining
shipments. [Source: Statistics Canada, Domestic and Foreign
Control of Manufacturing Establishments in Canada, 1981 (Ottawa:
Supply and Services, Canada), catalogue no. 31-401.]
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| FIGURE 2-7
o -~ QUEBEC'S BALANCE OF TRADE
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had closéito g baléﬁc% of trade, and for the most part a slight surplus,
but deolining-?rom 19éi to 1375 at which point it became negative.
However, theré was a significant reversal with an initial peak in 1978
after which the__j:_;ade‘balanoe stabilized, and thence substantially
increased from, 1981 to 1982. The early peak is significant since it
occurred prior to the beginning of massive electricity exports after the
opening of La Grande 2 hydro facility in late 1979. The importance to
Quebec of this surplus in continental trade cannot be under-estimated

since in total net trade, Quebec had a defecit.

With the propensities of American firms to import more than they




: FIGURE 2-8
«  QUEBEC EXPORTS TO THE U.S.: PROJECTIONS FROM 1976
AS COMPARED WITH ACTUAL EXPORTS AFTER 1976
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export as d‘eééribed eagblier, tk-s indicator alone would tend to support
' the proposition that American corporate activity was declining in
Quebec. This is not necessarily the case since exports to the U.S. rose
considerably beginning in the middle of 1978. The change is evident in
FIGURE 2-8 wh_lch compares a projection of Que.becs exports to. the U.S.
(derived from a base periad of 1968 to 1976) with Quebec's actual

exports to the U.S. over the period from 1977 to 1982 (all on a
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quarterly basis).(1l) Using a 95% confidence limit, Quebec exports to
the U.S. significantly increased beginning in the third quarter of 1978
and rezr:aj_ned signif’inoéﬁp until the second quarter of 1980 where there
was a ma:fgjmal and temporé;ry drop, before a temporary increase, then
followed by a permanent decline. The point of increase durj_ﬁg the third
quarter of 1978 m fact reversed the general pattern of decline (in
comparison to the second quarter) in the previous seasonal exports to
the U.S.. The last half of 1978 marks a point of change, which point is
also very evident“in the figure on bond yield average differemtials. It
is also s:.gm.flca.nt that at no time do exports drop below even the
projection, let a.l@nethe 95% lower confidence  limit. While this figure
compares Quebec’s export performance with its own past performance, the
same pattern of an improvement in 1978 is evident with respect to a

comparison employing Ontario as a control for Quebec.

The figure on tota.l exportsv to the U.S. (Quebec as a per cent of
Ontario, see FIGURE _- 9) also demonstrates a period of growth beginning
from the low egpemenced in 1977, and rising to a peak in 1980. In
fact, this demonstrates a change in direction from the decline of 1975
to 1977, in turn pointing to a change in direction around 1978. The

increase after 1978 is most remarkable since it rose to a peak in 1980,

(D
Qua.rterly data on Quebec's exports to the U.S. for the
period 1968 to 1976 were collected and used as a base period for
projecting the exports beyond 1976. This projection was then
compared with the actual exports from 1977 to 1982. A 95%
confidence limit was selected in order to determine the s1g‘mflca.noe
of any changes during that projection period.
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) FIGURE 2-9
. “ . TOTAL EXPORTS TO THE U.S.
QUEBEC AS A PERCENT OF CNTARIO
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above the previous{high pbint in 1975. However, tkis alone does not
give an adequate demonstration of the performance of Quebec’'s exports
since it is possible that the increase could be due to the exports of
raw materials. A comparison byilevel 6f processing does demanstfate
that the export sector was performing the way the Quebec government
desired, with ;‘inci'ef;ased exports of metufactured products.(l) If the
J'_ncreas»e lnexports cohld be attributad to sectors with lower levels of
processing, then QuebecLWOuld only be contributing to its economy
through the provision of raw materials, or semi-processed products.

However, this is élso not the case (see FIGURE 2-10).

(1 -

In an Associated Press release (14 Feb. 1977), Bernard
lLandry (Minister of State for Economic Development) stated: - "The
future for Quebec is in the processing of our raw materials products
here, and in many north-south exchanges with the United States.”
[Quoted in Reports on Separatism, vol. 1 #4, p. 31.]
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FIGURE 2-10
ECWRTSNMU.S.: QUEBEC AS A PERCENT OF ONTARIO
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In the figure on crude materials’ (containing least processing)
exports to the U.S., there is an indication of a sha.rp decline in 1978,
drastn.oa.lly revers:x_ng the previous trend. The figure on fabricated
materials’ (seml—prooessed goods) exports to the U.S. illustrates a
consistent if somevhat more moderate decline after 1976. However, the
figure on end products’ (the highest degree of processing) exports
demonstrates a ;9véfsa1 of the decline from 1975 to 1977, consistently
rising to a maximum in 1981. Since the turning point again (in the
sector responsible, for the highest level of processing) is 1978, the
shift in perceptions is also evident in trade. Generally, the evidence
of trade substanm;teéthe pattern found in the previous measures

relating to investment and corpdrate ownership.

In spite of this evidence from exports, it is possible that the
increase in trade could be attributed to the export performance of
non-American firms. If domestic firms i.ncreaséd their exports, they
could be responsj_blé “ for the changes, thereby offsettj_ng and
mval_ldatl.ng the releva.noe of the export measure. This is particularly
relevant in the case of Quebec since the P.Q.. consistently provided
support for Francophone-owned establishments through policies to assist
small and medium §ized businesses. This hypothesis has been advanced by
some, (1) and while it is not possible to acquire data on the export

perfomance of American firms in Quebec per se, the evidence indicates

(D o

Lise Bissonnette, "The Evolution of Quebec American
Diplomacy", in Contemporary Quebec, ed. Calvin Veltman (Montréal:
Universite du Québec & Montréal, 1981), pp. 167; and Louis
Balthazar, "Quebec’s Policies Toward the United States”, in Problems
and Qpportunities in U.S.-Quebec Relations, p. 235.
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that the increases cannot be attributed to Francophone-owned firms in

Quebec, specifically in 1978.(1)

During the period beginning in 1977 and 1978, the P.Q. embarked upon
a policy of assistance to small and medium sized businesses (Petites et
moyennes entreprises, PMEs, identified as mainly Quebec-owned
establishments), ma.in‘ly‘through its Societeé de developpement industriel
(SDI), and through export programmes administered through the SDI and
through a sepérate ‘programme in the Ministry of Industry and Commerce
(MIC). As well, ‘th:é‘P.Q. substantially increased marketing assistance
vby boosting theh- resopz:ogs available to its system of international trade
offices (of which 6 were im the U.S.) in order to promote Quebec

exports (see TABLE 2-1).(2) However, all of these programmes had little

4 B
o
\ .
e N AR

L
The major economic policy statement during the first P.Q.

mandate specifically addressed the differentiation in the sizes of
firms, stating that small and medium sized businesses were mainly
controlled by Francophones, and that large corporations were
principally under foreign control. [See: Quebec, Challenges for
Quebec, p. 39]. See also: Bonin [“U.S.-Quebec Economic Relations",
pp. 30-3] who cites the concentration of Francophone ownership in
PMEs as the reason why the P.Q. focussed on such assistance.

(2 T

~ When the international offices were taken. over by the
Ministry of Intergovernmental Affairs from the Ministry of Industry
and Commerce in 1977, the emphasis changed from industrial export
promotion to one of local development and assistance for small
business. [Quebec Update, vol. 2 #29, 23 July 1979, pp. 2-3.]
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: TABLE 2-1
®UEBEC EXPENDITURES ON EXPORT PROGRAMMES ($ Thousands)(1)

FISCAL . INTERNATIONAL

YEAR* MIC SDI OFFICES

1973/74 713 2,132 4,050

1974/75 789 4,623 5,284

1975/76 999 15,971 5,59

1976/77 1,647 19,658 7,018

1977778 3,933 24,373 8,652 | i
1978/79 5,242 24,576 11,521 i
1979/80 14,169 28,613 12,422
1980/81 5,445 39,141 . 13,592

1981/82 5,907 55,382 12,908

* Fiscal year (Apr. 1 to Mar. 31)

R

affect on exporfis m '.}1_g75 (see TARLE 2-2). Quebec PMEs accounted for g
only 5.6% of manufactured products exports to the U.S. while they were
responsible for 16.8% of all the manufactures produced. PMEs tended to
supply mainly the Quebec market (56% of their shipments stayed in.
Quebec), and the rest of Ca.nada. Exports to the U.S. represented onlyb
5.2% of PMEs' shipments while the remaining esté.blishments in Quebec
exported 17.6% of their manufactures to the U.S.. As well, the PMEs in
the nmufacturn_pg sector accounted for only 3.9% of the total exports to

| the U.S., whereas other‘ \‘manufacturers accounted for 65.2%. In all
respects, the export peffomanoe of firms other than PMEs was

substantially greater. In fact, PMEs' export performance underwent a

(1)
Quebec, Ministeére des Finances, Public Accounts vol. 1

(Québec: Editeur officiel du Quebec). APEX (aide a la promotion
des exportations) is the principal export programme discharged by
the MIC (Ministry of Industry and Commerce, Program 3, Element 2),
as is SDI (Société de développement industriel). The management of
international offices is placed under the auspices of the Ministry
of Intergovermnmental Affairs and represents only a portion of
Quebec’'s international efforts. .

o




TABLE 2-2
'RELATIVE PERFORMANCE OF QUEBEC SMALL AND MEDIUM SIZED
FIRMS (PMES) IN MANUFACTURING: 1978 ($ MILLIONS)(1)

TOTAL  OTHER THAN PMEs

PMES

Total Exports to the U.S. 6136.5 - -

Total Exports KA. 7 - -

Mfg. Shipments Total 27314.0 22720.2 4593.8
(%) s 100 83.2 16.8
Mfg. Shipments to Quebec 12862.6 10291.6 2571.0
(%) o 100 80.0 20.0
Mfg. Shipments to Rest of Canada 8628.8 . 6936.2 1665.6
(%) 1100 - 80.7 19.3
Mfg. Shipments Exports Total 5822.6 - 5465.4 357.2
(%) , 100 93.9 6.1
Mfg. Shipménts Exports to U.S. 4k42.8 4003.2 239.6
(%) L 100 .4 5.6
Mfg. Shipments, Other Exports 1579.8 1462.2 117.6
(%) ‘ s 100 R.6 7.4

Shipments 1to Quebec ’ 47.1 45.3  56.0

|

Destination Ito Rest of Canada  31.6 30.5 36.2

as a % of | ’

Total . |Exports to U.S. 15.6 17.6 5.2

Shipments | _

- by firm . 10ther Exports 5.8 6.4 3.9
Mfg. Shipments.to the U.S. as a % 69.1 65.2 3.9
of Total Exports to the U.S.

Mfg. Shipments to-the U.S. as a % 72.9 73.2 67.0

of Mfg. Exports Total

(1) ; _

Calculated from: Québec, Bureau de la Statistique du
Québec, Statistiques Principales des PME du Secteur Manufactier au
Quebec (Québec: Editeur Official du Québec, 1983), p. 29.
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relative decline from 1975 (the only other year for comparison). In
1975, they accounted for 7.8% of manufactured products’ exports to the
U.S., whereas in 19‘?8th fig‘ure was only 5.6%.(1) While the increase
in 1078 exports, especially in the end product category (imto which fall
all the manufacturing firms' shipments), camnot be attributed directly
to American flrms the previous analysis of the export performance of
smerican firms, qnd‘both the decline in and the low level of PME's
export performance during 1978, support the proposition that the
increase in exports for 1978 could only doubtfully have taken place

without Americah cgi'porate participation.

The changes in'all of the economic indicators invalidate a strict
'J‘nterpretation of the "Open-Door" model. There is also evidence of an
apparent change in the American attitude toward the P.Q.. Ome
observatlon on the reason for such a change suggests that the P.Q.
relaxed its pro state-interventionist stance, in effec't conformmg with
the ca,plta:u.st eoonomc system:

The P Q. ...'had certain pretensions of being

- -something of a 'leftist government. ' But it is
running into the same dilemma faced by any political
group that tries to solve socio-economic problems by
working within the very system that is creating
these problems. The party’s first obligation must
be to improve the economy, but this means the
capitalist economy doing what the capitalists need
to insure profitability, rather than what the

populace requires to serve social and productive

(1) ’ :

: These figures for PMES are approximately the same as those
for Francophone firms in Quebec. In 1975, PMEs accounted for 20.0%
of all manufacturers’ shipments. In 1974, Francophone firms
accounted for 21.5% of manufacturers’ shipments. [See: Quebec,

Challenges for Quebec, p. 19].



needs. (1)

However, ‘this is not geoessarj_ly the complete case. The 1979 economic

§

policy paper of the P.Q."" stlll held to its state interventionist
approach, maintaining that the state would participate in the econamy
because of the low-level of native Quebec control:

the fact that in Quebec the state has an
indispensable role to play as an economic lever and
an active agent in the development process basically 1
rests not on nationalistic and ideological
considerations but on socio-economic realities.
Quebec-owned enterprises control only a very small
share of hational production. In general, they do
not have the necessary financial and technological
resources-to make their presence felt and to get
into a number: of important sectors that are almost
entirely foreign-owned. In some cases the state is
the only national economic agent of sufficient
stature to bring together the production factors
needed to penetrate such areas as energy,
exploration and production of underground resources,
and certain manufacturing activities.(2)

The same document also indicated that a change in direction from that of -

B
|
i
i}
|
i
4

the previous govei'nnent (specifically with reference to foreign
investment)* would be a priority for the P.Q.:

Since the early sixties, successive Quebec
govéraments have tried through variocus means and
with varying degrees of success to stimulate the
economy and create employment without defining an :
industrial strategy. A host of business assistance :
programs .sprang up: investment subsidies,
employment subsidies, in-plant training subsidies,
tax credits, etc. The main purpose of most of these
measures was to create conditions favourable to

@Y
Michael Parenti, "Quebec’'s Economic Future in Confederation:
Comment, " in The Future of North America: Canada. The United States
and Quebec Nationalism, eds. Elliot J. Feldman and Neil Nevitte
(Cambridge, Massachussets: Centre for International Affairs,
Harvard University, 1979), p. 303.

(2)
Quebec, Challenges for Quebec, p. 52.
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foreign investment in Quebec. The same intention
spurred the creation of the first Quebec houses
abroad. American, European and, later, Japanese
firms had to be lured to Quebec.

But this series of measures did not lead to
collective action by Quebec’s economic agents
although such action would be indispensable to the
development of new products and new techniques, to
improved firm management and to productivity and to
a stronger presence in various markets. Government
programs, on the contrary, too often resulted in
increased dependence on foreign investment, a
situation that discouraged development of
entrepreneurshlp among Quebecers.

A major change of direction is therefore
necessary to transform the present situation and
breath new life into our economy.(1l) -

-

In contrast t®~ Pa.rentl s analysis, another approach, by Feldman,
argues that the Quebec government actively solicited a change in the
America.n perception of the P.Q.'s policies, implying that some form of a
reconciliation took place during the first P.Q. mandate:

The present Que.bec government has been frlendher
toward American investment than its predecessors and
often friendlier in general toward American
interests than the federal government in Ottawa.
After all, Quebec has no desire to be friendless on
the continent, and officials have understood well
the ha.rd feelings with Canadians which :1.nev1ta.bly
“would' follow sepa.ratlon American opinion has been
courted by the P.Q. An independent Quebec could as
easily be anticipated as the best friend of the
United States (the place how held by Canada) as it
could, perhaps more popularly, be conjured as a
leftist or Marxist regime. [Emphasis added.](2)

(1)
Quebec, Challenges for Quebec, p. 2.

(2) '

* Elliot J. Feldman, "A Brief Interpretation for Canada,
Quebec, and the United States", in The Quebec Referendum: What
Happened and What Next?, ed. Elliot J. Feldman (Cambridge,
Massachussetts: Harvard University Consortium for Research on North
America, 1980), p. 53.
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The change to a more positive attitude by 1981 is also indicated by
others. Stephen Blank (of the New York consulting firm Multinational
Strategles) made the fol_lown_ng statement during a conference in Montreal
which dealt with the Quebec eoonomy.

I don’'t believe the current regime in Quebec has

worsened the investment environment .... In some

ways it has improved it.(1)
In a 1984 Article, Alexander C. Tomlinson stated that he believed that
"Quebec [was]' perceived in the U.S. business commnity as relatively

more hospitable to U.S. investment than some parts of Canada."(2)

A similar change in perception on the part of the U.S. Department
of Commerce, ev:z.dent tgi.fough its reviews on Quebec, was also apparent.
In its December, 1980 survey of the Canadian provinces, Business America
(produced by the U.S. Depa;'tment of Commerce’s International Trade
Administration) noted that foreign investment in all the regions of
Canada was wélCOme, with the sole exception of Saskatchewan. Quebec was
the only other prov:moe specifically cited and assessed as being
partlcularly reeeptlve to foreign investment.(3) In contrast, in May,

1978, in :Lts fa_rst ma.Jotr review of Quebec, the statements were not as

(L

T

Quoted in Reports on &pa;at_l& vol. 5 #11, pp. 838-9.

(2) .

During the first P.Q. mandate, Tomlinson was affiliated with
the First Boston Corporation which managed many of Quebec's.bond
issues in the U.S. market. [See: Alexander C. Tomlinson, "U.S.
Perceptions of Investment Opportumtles and Risks in Quebec", in

Problems and Qpportunities in U.S.-Quebec Relations, p. 41.]

(3)
Business America, 1 Dec. 1980, p. 18.
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positive:

| 1ow productivity, high labor costs (the highest in

North America), uncertainty stemming from the

provincial government's declared intention of seek
political sovereignty, and fears of increased

government intervention in the economy, have all

acted to inhibit private sector investment.(1)

In January, 1979, the review of Quebec used the identical wording of
this quotation, but without "fears of increased government intervention
in the economy”.(2) In February, 1979, the review listed only the
"[ulncertainty about the province’'s political future" as a liability
influencing mvestment (3) From the point of view of American trade
officials’ peroei:tiﬁﬁ'_s;of policy from within Quebec, the change in
perception in the last half of 1978 and early 1979 is apparent by what

was deemed appropriate to report.

While these analyses, by Americans, suggest that (at least after
the referendum‘oﬁ independence in 1980) American perceptions of the P.Q.
had changed, the emdenoe of all the economic measures point to a change

in attitudé'beg;:mninwg_-i\rg the last half of 1978, and stabilizing in 1979,

~.

A

(1) ‘ '

Commerce America, 22 May 1978, p. 18. In the July, 1978
review of foreign investment restrictions in Canada, the Quebec
situation was assessed as one of the reasons for inducing the
federal government to simplify and relax the implementation of the
Foreign Investment Review Act: “"Canadian leaders—concerned over a
precipitous drop in U.S. investment, caused by slack business
conditions, restrictive business policies, and Quebec’s separatist
views—-have attempted to reassure foreign investors of their
continued welcome." [Commerce America, 17 July 1978, p. 10.]

(2) ' ~
Business America, 1 Jan. 1979, p. 11.

(3)
: Business America, 26 Feb. 1979, p. 14.
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well before the referendum. Even just prior to the referendum, the Wall
Street Journal quoted the statement that American econcmic relations
with Quebec had ret;ﬁl*';éi»i:o "business as usual" by 1980.(1) During the
period prior to the referendum, the P.Q. did not withdraw its series of
economic reforms completely, nor did it revoke its position of
state-intervention. What is required to explain this reconciliation is
a perspective which :\‘gdes beyond the zero-sum oriemtation of the
"Open-Door" model and which can account for an accommodation beginning
in 1978. In this matter, the American perceptions of the P.Q.'s
policies are as xSlg‘m.flca.nt as those policies’ content. Furthermore,
the effect of Quebec commumcatlons (referred to by Feldman) on American
perceptions indicates an avenue to account for the dynamics evident in
all the measures used to test the "Open-Door" model. The delay in the
negative reaction, until Lévesque's speech to the Economic Club of New

York, also indicé.tes that communication is significant.

Some studies Of.. Quebec—U S. economic interaction which also

reoognlze the c*ha.nge J_n 19‘?8 tentatively postulate information as a

(1)
"In spite of an early spell of uneasiness created by the

strident independence speech that Mr. Levesque made in New York,
Quebec’s economic relations with the U.S. have been basically
'business as usual’'. ... Analysts don’'t expect a deterioration of
U.S. economic ties wn.th an independent Quebec. ‘The U.S. has found
that it can do business with the Parti Quebecois, and I don't see
that collapsing if Quebec gets its independence, ' says a, Montreal
economist [Laurin of the University of Montreall. (Wall Street
Journal, 19 March 1980, p. 46.]
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general variable in order to account foi: that change.(1l) A more
specific formulation of information as the relay of intended
information--viz. éd;;ﬁﬁication——is more clearly appropriate given the
response to Lévesque’'s speech in New York. The following chapter
addresses the validity of the proposition that commmnication as intended
information constitutes an intervening variable conditioning both the
initial negative response in February, 1977, and the subsequent change
in the middle of 1978. Communication, and the specific information
contained in the message, is postulated as the intervenjng variable

between the Amex%icg,g___peroeption of the regime shift and the American

reaction to the P.Qu.

(1)

Thibeault and Wynant, "Investor Reaction to the Political
Environment in Quebec", pp. 245 and 247. They conjecture that
either the economic-viability of an independent @Quebec or the
inability of the P.Q. to achieve a mandate for negotiating
sovereignty-association constitute information hypotheses accounting
for the decline in Quebec-Ontario bond yield differentials.in 1978.
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CHAPTER 3

| QUEBEC-U.S. RELATIONS AND COMMUNICATION:
‘  THE QUEBEC REACTION TO THE U.S.

We Americans do not really understand the gravity of
the situation. We had our Civil War a long time
ago. We look at Canada as a kind of established,
unchanging nation--our best friends—so it is very
hard to concieve of our best friend having a very
difficult problem.

[American political columnist, Nicholas Von
Hoffman, May 7, 1977.1(1)

One of the 'prj_ncipa.l concerns of the Parti Quebecois during its
first mandate was-the image that its platform and policies projected in
the U.S5.. The yartlmﬂw uniqueness in the case of Quebec is the extent
to which the P.Q.° s efforts to relay specific information to American
political and especially economic actors immediately influenced
subsequent chaziges in response. With reference to the application of
the "Open-Door" model to the case of Quebec, this additional component
of communication can be regarded as an intervening variable between the
leftward shift in a -regime and the penalties imposed by American
corporate interests: The significance of the additional variable of
communication becomes E"cq.earv in terms of the bapparent changes in the
measures used to test the American response to the P.Q.. The initial
negative response occurred not with the 1976 election, but immediately
after Rene Ievesqué’s speech to the Economic Club of New York in
January, 1977. ".I’he«:change t0 a more positive reaction occurred during
the last half of 1978, after Quebec’s Ministry of Intergovernmental

Affairs instigated an information programme (Opération-Amérique)

(1) :
Quoted in Reports on Separatism, vol. 1 #12, p. 77; from a
CBC-TV progranme on Quebec.
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designed to improve the dismal image of the P.Q. conveyed in the
American press. In general, the message conveyed by the P.Q. to the
U.S. changed markedly, a.nd ,obrrespomied with the changes in the
American reaction. Prohibited from creating an overt channel of
commnication with the American government itself (due to Quebec’'s
status as a prdvino.e;‘ i.e. not officially recognized in Washington), the
P.Q. subsequently j"qohoentrated its efforts on influencing the American
private sector. In this matter, the development of the information
variable as it r%la%es to communication is essentia.l for explaining the

evident accommodatiGh in the latter half of 1978.

1] -

The response of the American government can be surmarized as one Of
guarded neutrality and restricted solely to the question of separatism.
In spite of several attempts on the part of the P.Q. to involve official
Washington in order to gain some form of recognition, the American
government rema:x_ned consistently aloof. After I.évesciue’s speech in New
York, and Isj.err’(? Trudeau's address to Congress on February 22, 1977,
President Carter stated the American position repeated in all later
official statements—-a preference for a united Canada, but regarding the
debate as a matter of Canadian concern alone:

My own personal preference would be that the
commonwealth [sic] stay as it is and that there not
be a separate Quebec province. But that’'s a
decision for the Canadians to make. And I would
certainly make no private or public move to try to
determine the outcome of that great debate. (L)

In the following years, similar statements were reiterated by

@YD)
President Carter, at a news conference, 23 Feb. 1977;
reported in U.S. Department of State, Bulletin, March, 1977, p. 253.
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Vice-President Mondale, Secretary of State Vance, and Ambassador Curtis,

consistent in all respects with Carter’s pronouncement. (1) The American

government s reaction was not merely a statement of policy. Official

Washington shied away from 'even the appearance of involvement in what it

regarded as a strictly Canadian domestic matter.(2) In 1977, the State

Department undertock a foreign policy analysis of the P.Q.’'s programme,

but

shortly thereafter terminated it due to the resulting appearance of

interference were the analysis revealed by the media.(3) Even after the

~p

(1)

(2)

(3

See! Vice-President Mondale in U.S. Department of State,
Bulletin, March, 1978, pp. 9-11; Secretary of State Vance in Ibid,
January, 1979, p. 21, and June, 1980, pp. 21-3. On October 20,
1979, Ambassador Kenneth Curtis made the following statement: "we
like Canada as it is and we’'d prefer to stay that way. ... But we
will have no involvement at all in the Quebec referendum because
this is a question for the Canadian people to resolve." [Quoted in
Reports on Separatism, vol. 3 #19, p. 534.] In 1978, Secretary of
State Vance .had wanted to openly declare his opposition to
sovereignty-association, but was dissuaded by the American
Consul-General in Quebec City. [Lise Bissonnette,
"Quebec-Ottawa-Washington: the Pre-Referendum Triangle", The
American Review-of Canadian Studies, 11 (Spring, 1981), p. 71.]

3
[

However, the press attempted to foster the opposite image.
Tn stories reminisceént of the ITT-Chilean affair, Le Soleil (26 Aug.
1977) and le Devoir (27 Aug. 1977) published reports claiming that
two meetings took place in Ontario between the CIA and American
multinationals on the possibility of disrupting the Quebec econamy,
halting the réferendum, and the "elimination” of lLeévesque and some
of the Cabinet. A subsequent inquiTy by the Quebec government
rejected these allegations. [See: Jean-Marc Piotte and Pauline
Vaillancourt, "Toward Understanding the Enigmatic Parti Quebecois”,
Synthesis, vol. 2 #4 (Fall, 1978), p. 41.]

"The Spectre of Separatism”, Time, 26 Dec. 1977, pp. 31-2.
See also: Charles Doran and Brian Job, "American Perceptions of
Quebec", in Problems and Qpportunities in U.S. Quebec Relations,
eds. Alfred O. Hero, Jr. and Marcel Daneau (Boulder: Westview
Press, 1984), p. 266.
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referendum, the official policy remained intact. In response ﬁo the
suggestﬁ,on (by the.Quebec Minister of External Trade, Bernard Landry)
that a special relationship between Quebec and the U.S. should be
considered as part of a Canada-U.S. ]_J_bera.llzed trade agreement, the
State Department renounced any possibility of gra.nti‘.ng Quebec any
special status: |

It would not be appropriate for the United States

government to enter into special trading
relationships with provincial governments as

distinct, from Canada as a whole. ... We do not
intend to. involve ourselves in internal Canadian
issues. (1)

- officially, Quebeogamed no special recognition in Washington. The
only other instance of U.S. governmental involvement occurred with a
speech by U.S. Ambassador Enders to the Montreal Chamber of Conmeroe on
March 21, 1977, in which he urged American businessmen not to be a part
of the exodus fi'om Quebec. (2) 'Ihe'delay in the relocation of American-
controlled head ”o;ff_ioes (noted in Chapter 2) may well be attributable to
this staté;rment‘:,;, put- the passage of Quebec's language policy—-as the
official signal of théif'l?.@. 's intentions——changed the initial "wait and

see" reaction. -

Even Quebec’s attempts to gain direct access to the ‘American

government received no cooperation. After Quebec opened an office in

(D . |

Press Telease, U.S. Department of State, Washington, D.C., 2
Feb. 1083. The State Department also declared the "U.S. hope that
Canada remain strong and united."™ [See also: Doran and Job,
"American Perceptions of Quebec", p. 266.]

(2) ‘
Reports on Separatism, vol. 1 #11, p. 54.
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Washington in February, 1978, the State Department made it clear that
this was not recognized as a political delegation and that any approach
by Quebeé:’s represent;f:’ii{es to the American government would have to be
pursued through Ottava’s official chamnels.(1) In May, 1979, via
contact with the U.S. Consul General in Quebec City, the Quebec
government offered to let an American official participate in
negotiations with, General Dynamics for the purchase of Asbestos
Corporation, wh.lch offer was refused as inappropriate (although the
State Department did indicate a willingness to act as a mediator).(2)
dJust priof to th‘e 'ifiéi_;;_arendum, Intergovernmental Affairs attempted to
place a “political agel\;’b in Washjngton, but, on the advice of the
American Consul-General in Ottawa, the agent was attached to the New
York house and thereafter restricted his efforts to collecting material
on American legislation which could affect Quebec’s economic relaﬁions

with the U.S. .(5).

In llght of the OfflClal preference for a united Canada and in view
of the semous mphcatn.ons for Washington's relations with Ottawa if
neutrality were not observed, the publicly stated policy remained
intact. During @Quebec’s initial efforts to foster contacts in the U.S.

in early 1978, Prime Minister Trudeau made it clear that any recognition

(1)

New York Times, 18 Feb. 1978, p. A-7.

(2) ,
Quebec, Ministry of Intergovernmental Affairs, Quebec
Update, vol. 2 #21 (28 May 1979), p. 3.
(3) ‘
Bissonnette, "Quebec-Ottawa-Washington", pp. 67-8.
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T

of Quebec would not be taken lightly: "If any country wants to deal
with Quebec as though it were independent or as though it were about to
become independent, J.tw1ll have a tough time maintaining friendly
relations with us."(1) In fact, there was essentially no need for the
p.Q. government to establish overt contacts with official Washington as
this function was effectlvely fulfilled through the U.S. consular
offices in QuebecC CJ.ty and Montreal. In 1978, a new Consul-General was
posted to the QuebeC office (George Jaeger prenously posted in Paris
and while there responsible. for monitoring Eastern European countries)

who sent weekly repoxts to Wasln_ng‘ton His task consisted of collecting

and relaying m:forma.t;,on %o the State Department while at the same time
advising the Quebec govemment to refrain from overt attempts to foster
official relationms.(2) If foreign pollcy is predicated upon official
Tecognition and overt diplomatic relatlons between governments, then
Quebec never serlously undertook such a foreign policy vis-a-vis the
U.S.. But, if forea.gn poJ_lcy also includes relationships between a
government a.nd 3 forelgn private sector then the Quebec government did
undertake a- specific poln.cy vis-a-vis the U.S.. The P.Q. government did

expend considerable effort to influence the U.S. private sector,

(L '
pierre Elliot Trudeau, quoted in The Wall Street Journal, 27
Mar. 1977, p. A6.

(2) ,‘
Bissonnette, . "Quebec—OttawafWashmgton“, pp. 72-3.
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officially formulating a policy in 1978.(1)

The éffectiveness#of the P.Q.'s ability to garmer a favourable
response from the Anericéﬁ"private sector was substantially conditioned
by the type of message received in the U.S.. Initially, any mfornétion
~at all took on a great deal of significance due to the lack of
understanding about what was occurring in Quebec. Stephen Blank (while
noting a more_favoﬁréble outlock by 1981) claimed that the initial
negative reaction evident in 1977 was due to this “factor of
unfamiliarity. "(2;‘) ~ri)urj.ng a penel discussion on American views of
Quebec aired on C:BC %ftiﬂ:ﬁb@qntreal (on May 7, 1977), Harry Schwartz (a
member of the New mxi«: Tgﬁs editorial board) indicated a similar
situation for Americans: "The sympathies of the average American are
going to be overwhelmingly on the side of the English-speaking people,

in part because the French-speaking Canadians have not done a very good

(L
Prior to the P.Q.'s election, the party did not seriously

consider its relations with the American private sector, but rather
focussed its attention on Ottawa. The discussions with the American
private elite prior to 1976 were described by one Americn as:
"rather vague, undifferentiated and naive, and including a good deal
of wishful thinking.". [See: R. B. Byers and David Leyton-Brown,
“The Strategic and Economic Imlications for the United States of a
Sovereign Quebec", Capadian Public Policy, 6 (1980), p. 326, note 3,
quoted from Alfred O. Hero.]

(2) o :

. Quoted in Reports on Separatism, vol. 5 #11, p. 839.
Efforts to overcome this unfamiliarity were also apparent. In
December, 1976, McClelland and Stewart stated that the U.S. )
consulate in Montreal ordered 350 copies of Peter Desbarats’ book,
Rene. [Wall Street Journal, 16 Dec. 1976, p. 1.]
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job of communicating their cause to us."(1l) During the first mandate of
the P.Q., communications became the hallmark of its policy toward the

U.S..

This factor of unfamiliarity, and its incumbent misperception, was
also irrltia.]iy clear in the American press. An extreme case is that of
 an editorial in the 'Wall Street Journal which argued that the election
of the P.Q.’»wa.‘s évidenoe of Quebecers’ disfavour‘with Ottawa’'s policies
(of state j.ntervezg}:_iOn in the economy and the econdﬁrlc effects of the

anti-foreign investment orientation exemplified by FIRA), thereby

- sending a clear mgsage to Ottawa to change its approach:

Whatever the appearances, the victory of the
separatist party in the Quebec provincial elections
Monday presents no immediate prospect of Quebec
attempting to separate itself from the rest of
Canada. But the. victory does signify that Premier
[sic] Pierre Elliot Trudeau is in serious political
trouble. » '

As much as anything else, it represents a backlash
against Mr. Trudeau’s Liberal Party, which has
controlled the provincial as well as the national
“government. - Provincial Premier Robert Bcirassa ...
can blame his defeat at least in part on <he
polieies of Mr. Trudeau. -

Those policies have been nothing if not confused.
Mr. Trudeau's economic principles have proved to be
a grab-bag of market intervention, income

(1) '

Quoted in Reports on Separatism; vol. 1 #10, p. 77.
However, those Americans who had previously dealt with Quebec
reflected more positively on the political and economic climate
which the P.Q. had to manage. George Weiksner, Vice-President of
First Boston Corporation (which managed most of Quebec’'s bond issues
in New York) argued in November, 1976: “"There is much talk about
the socialist tendencies, but if the Lévesque government succeeds in
stabilizing labour relations, in controlling wasteful public
expenditures, and in creating a more peaceful social climate than
under the previous govermments, it would be a major asset for the
economy.” [Quoted in: Pierre Fournier, "The Parti Québécois and
the Quebec Economic Situation", Synthesis, vol. 2 #4 (Fall, 1978),
p. 23.] '
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redistribution and xenophobia, coupled with some
admirable ideas such as monetary restraint and
indexing of personal taxes to offset inflation.
Unfortunately,- they haven’t totaled up to anything
very positivey with the result that Canada’s poorer
areas--particularly in Quebec——are suffering from
economic stagnation and high unemployment.

It is safe to assume that this, and not a truly
general desire for secession, was responsible for
the outcome of Monday’s election. ...

Canada might want to consider whether it would be
wiser to again welcome outside capital, resist all
forms of separatist and segregationist pressure and
back awa.y from the destructive economic _
interventionism Mr. Trudeau has pursued. The Quebec
election results were a major warning s1gna.1 that
present policies are not working.(l)

¥hile this is an® extreme example (used as an excuse for "Trudeau-—
bashing"), American .péféep’t_:ior;s of what the new government in Quebec
intended received nothing less than a shock treatment with Levesque'’s

speech to the Economic Club of New York.

The significance of efforts to deliver informatic:x»to American
interests (evident, in visits such as Lévesque's ;t‘,Q New York and in
sinilar Visits to the "U S. by P.Q. cabinet ministers)(2) must also be
seen in the llght of Amerlca.n media coverage of Quebec and the tone of
media response Quebeo news increasingly became a stcry reported in the
U.S.. During the first mandate of the P.Q., the Wall Street Journal
substantially increased its coverage of Quebec political and economic
news, beginning in November, 1976, and then reduced coverage after the

referendum in May, 1980 (see FIGURE 3-1). One of the difficulties for

(1) ' .
Wall Street Journal, 18 Nov. 1976, p. 22

) -
From November, 1976 to June, 1979, 31 such trips were made
to the U.S.. [Bissomnette, "Quebec-Ottawa-Washington", p. 69.]
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- : FIGURE 3-1
' COVERAGE BY THE WALL SIREET JOURNAL
OF QUEBEC -POI__.ITICAL AND ECONOMIC NEWS
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the Quebec government was that a substantial portion of the American
media used the Ca.nad_lan Anglophone media as its source, and thus

represented (from the péquiste point of view) a biased distortion of
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events. (1) Only the Journal of Commerce and the Wall Street Journal

retained full-time sta.ff within Quebec itself.(2) The generally
crltlcal American med.'La»becane the target of the Quebec government's
programme begun in 1978, des:.gned to provide a Quebec government

information source.

The reaction to Iévesque's speech must primarily be viewed in light
of reportingv_on Quebec events. There was virtually nothing new in
Iévesque's speech which had not been previously published in the U.S..
The only thing n'ew»\was the fact that it represented the first official
statement by the governnent to the American business community. In
terms of the oontent of the speech itself, it was substantially the same
as an article written by Lévesque for Foreign Affairs in 1976
(subsequently reissued in Current in December, 1976).(3) Both focussed
on the justification for a.n' independent Quebec—-described as

“inevitable"--and both scarcely touched on economic issues. An

N
I

(L
© This became a part of lLevesque'’s crltlclsm especially after
his speech in New York in 1977, which he blamed as an influence in
his efforts to forge new relations with American financiers. [New
York Times, 29 Jan. 1977, p. 7. See also: Stephen Banker "How

America Sees Quebec" in Problems and Opportunities in U.S.-Quebec
Relations, pp. 169-84.]

(2) C

Banker, "How America Sees Quebec“ pp:. 172-3. Henry
Giniger, correspondent for the New York Times, was officially based
in Ottawa.

(3)
Rene Iévesque "For an Independent Quebec", Foreign Affairs,
54 (July, 1978), pp. 734—44; reissued as "Will Quebec become
Independent?”, Current, 188 (Dec., 1976), pp. 46-55. ILeévesque’'s
speech is printed as: Rene Levesque "Quebec: A Good Neighbor in
Transition", Vital Speeches of the Day, vol. 43 #9 (15 Feb. 1977),
pp. R*83-T. . .
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interview with Iévesque published in Business Week in December, 1976
(titled: "Sepa.ratlst Levesque Tougher on Foreigners")(l) dealt more
with the‘ P.Q.’'s economit policies (describing them as "social
democratic") such as a prov:.ncn.al procurement policy giving preference
to Quebec enterprises; the regulation of foreign investment in sectors
concerned with cult‘gre, financial institutions and asbestos; and the
promise that the " rifles of the game" would be forthcoming (highlighting
a quotation from Iévesque: “"there are going to be some sectors that
will be under Quebec control. Pericd."). While s:LmJ_la.r articles in the
period just a.ftei‘_i’ ‘t_h_é,.election also noted P.Q. statements on the
regulation of foreign investment, Lévesque’s speech in New York did not

indicate in any detail what those "rules of the game" would be.

The political issue of an independent Quebec was not initially
taken seriously in the U.S.; The day after the e;éction, the New York
Times claimed thats the vote was primarily a re,jebtion of Bourrassa and
did not represent support for separatism, and on -he same day an
Assoc:.ated Pres% sto:r'y (carmed in over 100 American newspapers) claimed
that any vote for mdependenoe would be defeated.(2) Even Business Week
(which subsequently became very critical of the ILévesque government)

initially reporté&"that the new regime posed little threat for American

(1) - -
Business Week, 20 Dec. 1976, pp. 38-9.

(2) -
Reports on Separatism, vol. 1 #1, p. 8.
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interests.(l) In two stories in the Wall Street Journal on the day

prior to I.évesque S speech the purpose of the visit was described as
seek.mg to reassure’ the American investment community. Statements by
Levesque were antlo:Lpated as ben.ng primarily economic in orientation:

A socialist leaning French Canadian politician and
erstwhile journalist named Rene Levesque is flying
south of the border today to speak some calm and
reassuring words to that prestigious bastion of
capitalism, the Economic Club of New York. _

Mr. Levesque's purpose is strictly pragmatic, and
in sharp contrast to the emotional tide of :
nationalism that brought his Parti quebecois to
power im the province of Quebec last year. Two
months after the election, Mr. Levesque, Quebec’s
new ‘premier, is confronted with the ironic fact that
in order-‘to.carry out his commitment to make Quebec
independent of Canada, he must first convince the
U.S. investment community of the stability of the
province.

... The premler will try to convince them that his
brand of socialism does not include the immediate
provincial takeover of key industries in which
American companies have a major investment,
particularly in metals and forest products.

As for pulling Quebec out of Canada, while Mr.
levesque's commitment remains, there is a good deal
less talk about it these days. The belief held by
most of Quebec’s neighbors, both in the U.S. and
Canaqia is 'chat it simply won't come about.(2)

Ry

On Ja.nuary 25, 19‘?‘? Lévesque stood up before a New York audience of

1500 and began with the words: "Exactly two months ago, a new

2 (D
. "The surprising victory of ’che sepa.ratlst and leftist Parti
Québecois in Quebec's provincial election left businessmen in a
state of shock. However, their fears may be premature. The PQ is
not rushing to pull Quebec out of Canada and is unlikely to follow a
doctrinaire socialist path. PQ leader Rene levesque makes it clear
that he will not set out to nationalize private industry and that he
. wants foreign investment to help bolster Quebec’s ailing economy.'
[Business Week, 29-Nov. 1976, p. 34.]

(2
Wall Street Jourpal, 24 Jan. 1977, p. 1.
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government assumed power in Quebec. This government was born of a young
pOllth&l party which had gained strength during the two previous
elections, with pol:l.tlcal soverelgnty for Quebec as its prime
objective."(1) This was not what was anticipated and the reaction to
the speech reflected this fact. Iévesque continued for the most part on
the same theme of J_ndependenoe describing a sovereign Quebec “as
normal, ... as inevitable, as it was for the American states of two
nundred years ago.”(2) The message of stability anticipated by the Wall
Street Journal wes defined as “the ability to adapt to change rather
than the ablllty, to .I‘eSlSt it."(3) He did indicate that a foreign
investment code (on ‘& sectoral basis) would be forthcoming for financial
institutions and the media, and that Quebec’s development was dependent
upon native Quebecers gaining control of their own economy, specifically
citing the forestry sector a.nd the possibility of a direct takeovér of
the asbestos uﬁustry While these few economicC sta.teﬁzents weré
included j_n the épeech they subsequently received a great deal of
| attention in the Amerlca.n press reports. As the only statements
pertaamng 3 the d.n_rectlon of economic policy, they were interpreted as

clarifying the position of the P.Q. as a left-of-centre government.

In light of Iévesque’s speech, and what it wes expected to contain,

the American reactlon was not only negative, but negative due to the

(1)

Iévesque, "Quebec: A Good Neighbor in Transition®, P. 283.
(2) ﬂ | | *

Levesque, "Quebec: A Good Neighbor in Transition”, p. 284.
(3)

Iévesque, "Quebec: A Good Neighbor in Transition”, p. 285.
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lack of any clear economic direction on the part of the government.
Specifically, the “rules of the game" for foreign investment were not
set forth, and the political message of independence was highlighted.
The reaction by one American industrialist to the issue of independence
was that he "had no real concept that his [Iévesque’'s] movement is as
serious as it seems to be."(1) An official of the American AFTA finance
company speoificall& commented disapprovingly on the political content
of the message:

It was the wrong speech to the wrong audience.

These are hard-headed businessmen, who came here

seeking-assurances that their investments in Quebec

were safé: .. Instead they got a recitation of their

own nation’'s!declaration of independence. That was

a speech for Canadian voters, not for Anerican

businessmen.
An official of ITT (which owns ITT-Rayonier Inc. and from 1971 to 1974
had built & pulp mill in Port Cartier, Quebec at a cost Of $400 million)
was similarly disenchanted with the speech’'s lack of focus on the Quebec

government 's economic policies:

foreign investors have a right to know what he's
going to do-with their foreign investment in
-advahce. If .its worthwhile in terms of economic
growth, we’'ll invest--we don’t care about his
politics. But we have a right to know what the
foreign investment ground rules are and he didn’t

spell those out.

The Ameritan media response was similar-in tone. Referring
specifically to ‘the political orientation of the speech, an editorial in

the New York Times claimed that Iévesque had misjudged the Economic Club

(1) : .
This, and the subsequent quotations, are taken from:
Reports on Separatism, vol. 1 #3, pp. 17-8.
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of New York, the financial community, American multinationals, and even

the press by focussing too strongly on the cultural justification for an

mdependen‘t Quebec. (1) 'I'he ‘ﬂa_l;_ Street Journal's analysis of the speech
(while focussing on the possible nationalization of the asbestos
industry) claimed: “Mr. Levesque shed little new light on his
government 's future plans for Quebec."(2) A second article also cited
as a reason for the pdof reception of the speech the lack of any clear
economic sta.temente ta.nd the general socialist bent of the portions of
the speech which didrdeal with Quebec’s future.(3) While part of
1évesque's speeoh: dea;lt with statements to the effecf that foreign
investment was still wefcome ; even these were not perceived positively.
In an editorial referring specifically to the overtures welcoming
foreign investment, the Wall Street Journal noted: "Even Fidel Castro

promised similar things on one of his early journeys to the U.S.

(L) ST

- New York-Times, 26 Jan. 1977, p. A-23.
Wall Street Journal, 26 Jan. 1977, p. 10.

(3)

"Many major U.S. business and investment leaders expressed
concern and dieappointnment with Mr. lLevesque'’'s remarks, citing the
emphasis his speech placed on the question of Quebec's separatism
from the rest of Canada rather than on ‘hard, cold economicC facts.’

A senior representative of a major New York lending firm said,
'Mr. Levesque lis.a man of destiny, but we as lenders will have to
sit back and consider whether we are tO be a part of that destiny.’

'Investors in the states are concerned with the socialist
aspects of the. government, ' an analyst said, adding 'its okay to do
business with socialist governments in Europe and elsewhere, but
U.S. businessmen are going to be more hesitant about dealing with a
socialist state just across the border. ' " [Wall Street Journal, 27
Jan. 1977, p.8.] :
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Moreover, sometimes the most fundamentally radical proposals come in
conservative packages “(1) On February 27, 1977 both Moody's Investors
Semoes and Standa:rd a.nd Poors announced that they would undertake a
reappraisal of both the provn_noe ‘s and Hydro-Quebec’'s double-A bond
ratings. As a result, the differential between Quebec and Ontario bonds
increased. The impact of information (or more precisely, the lack of

it) was immediate."

The reaction by the American economic conmmiiity was not negé,tive
solely because pf ~:whafc ILévesque said in New York, but more so because of
what wasn't saigi. “IIn.stark contrast to his speech in New York,
lLévesque'’'s address ‘m IZo;lﬁreal to the Quebec business com@ity on
February 8, 1977 did not deal with the question of separatism and
foéussed'pri_ma:ily on the economy. The word “independence" was notvused
at all in this speech.(2) In the ensuing months, the socialist
orientation picked up from lLeévesque's New York 'speech was also
exacerbated by the Ca.nadlan federal government. Dur-ng a news
conferenoe in Ottawa on Febma.xy 2, 1977, Finance Mirister Donald

Macdonald stated his J_ntentlon of warning foreign imvestors about the

uncertainty in Quebec.(3) During Prime Minister Trudeau’'s visit to

(1) RN :
Wall Street Journal, 1 Feb. 1977, p. 20.

(2)
Montreal Gazze ttg 9 Feb. 1977, p. 2. After which Pierre
Frechette (Vice-President of the Royal Bank of Canada) stated: "I
wish he had made this speech in New York." [Quoted in Reports on

Separatism, vol. 1-#4, p. 29.]

(3)
Reports on Separatism, vol. 1 #4, p. 3l.
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deliyer an address to the U.S. Congress in February, 1977, statements
to the media enhanced the analogy between Quebec and Cuba. At a news
conferenck he went ébfkééigs to claim that a separate Quebec would have
"much graver implications for the United States than the 1962 Soviet
attempt to place muclear missiles in Cuba."(1l) Subsequent actions on
the part of tﬁe f.Q. government did little to dispense with the
perception received at New York. While commenting as well on the growth
of a separatist movement in Western Canadar—characperized as stemming
from economic grievances and “"conservative" by natﬁfe——@uebec was
characterized asi"socialist’ and demanding cultural independence.(2)
The introductionvanéiféé§age of Quebec’s language legislation (regarded
as the government's ﬁrihcipéi»economic policy paper), the rise in the
minimum wage to $3.15 per hour (the highest in North America), the
proposed purchase of Asbestos Corporation, and amendments to the labour
code to prevent the use of strike-breakers continued to foster the image

of a socialist P;Q. in the U.S..(3) 1In a review of the P.Q.’'s first

-
A

@8] St :

Quoted in Reports on Separatism, vol. 1 # 5. p. 33. He
continued on this theme during an interview on NBC-IV's "Meet the
Press': "If I were you I would be a little bit worried. You worry
about some Carribean Island being destabilized. I would think that
destabilization: in this country north of you would be of some
concern to some people.” [Pierre Elliot Trudeau, "Transcript of the
Prime Minister’s Interview on the NBC-TV Program ‘Meet the Press’",
22 Feb. 1977, p. 7.) -

(2)
Wall Street Journal, 28 Mar. 1977, p. 6.

(3) T

: See: Herbert E. Meyers, “Business Has the Jitters for
Quebec”, Fortune, Oct., 1977, pp. 238-44; and "A Pro-Union Bill
Scares Quebec Business", Business Week, 24 Oct. 1977, p. 108.
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year in office, the Wall Street Journal criticized the attention paid to
the issue of separatism and the lack of attention paid to economic

4
concerns. (1)

The initial impact of the communication variable on the American
private sector ‘s response to the P.Q. as a government is apparent in the
previously noted sharp rise in bond yield differentials beginning in
Februa.ry 1977. It ie equally apparent that the initial response was
conditioned by the lack of any detailed economicC pollcy statement in
I4vesque’'s New York speech In fact, the P.Q.’'S magor statement of
economic policy was not released until September, 1979. By the end of
1977, Quebec’s Mn_nlstry of Intergovernmenta.l Affairs (IGA), began a
course of action designed to change the P.Q. 's socialist and separatist
image in the U.S.. Inan interview in Fortune Magazine in October, 1977
(and in reference to the business commnity’s reaction) Le"esque stated:
"Our counteroffensive will start at the end of the year."(2) In
con‘cra.st to Levesque s speech in New York with its focus oz political
soverelgnty, Operatlon—Amemque developed into an informetion
programme des:Lgned to convey the message of economic assoc.ation, which
led to a more moderate view of péquiste activities by 1978. This period
also corresponds to'the improvement of the economic measures in the

1atter half of 1978.

The Quebec government’'s efforts in 1978 were not designed to gain

N

1 Street Journal, 15 Nov. 1977, pp. 1 and 33.

(2) .
See: Meyers, "Business Has the Jitters for Quebec", p. 244.
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political influence in Washington, but to modify the American private
sector’é peroeptiohs;ot:@qebec events. (1) As part of the programme,
additional‘ offices :mtheUS were opened, additional personnel were
assigned to these offices, mbre ministerial visits to the U.S. were
planned, and the budgets for American operations were increased. The
initial effort to gain a voice in Washington (by the establishment of
the first provincial“éffioe there on February 2, 1978), was thereafter
downplayed due to the friction this would create between Washington and
Ottawa. The Washington office was established initially as a tourist
bureau, but as Levesque explained in December, 1977, in the future it
could be staffed "with‘;‘éciple _éa.pa.ble of giving information on Quebec’s
political situation to anyone willi.ng to listen."(2) However, this

functional expansion never occurred.

The general objective of Opération-Amérique was to "propose and -
realize a communications programme capable of reassuring business people
and to stimilate j.n'éze:stors’ confidence" in Que.bec.,(s) “leading the

United States at,all levels to observe an attitude of benevolent

S

(D
Even in Lise Bissonnette's critical review of
"Opération-Amérique”, it was emphasized that there was no political
target actively solicited. [See: Lise Bissonnette, "The Evolution
of Quebec-American Diplomacy", in Contemporary Quebec, ed. Calvin
Veltman (Montreal: Universite du Quebec a Montreal, 1981), Pp.
162-9.]
(2) ‘ .
Quoted in Reports on Separatism, vol. 1 # 24, D. 189, from
the New York Times, 22 Dec. 1977.
(3

Quebec, Ministry of Intergovernmental Affairs,
"Opération-Amérique”, quoted in Bissonnette, "Quebec-Ottawa-
Washington", p. 66. .
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neutrality with Tegard to the political and social progress of Quebec,
and in cértain sectors to take an actively and effectively sympathetic
attitude. (1) As loné as the American government maintained a posture
of "neutrality”, the programme did not require any political target.
Instead, the programme céiled for enlargeing the economic and tourist
roles of Quebec delegations in the U.S., creating information services
in most of their U.S. offices, and infiltrating commnications networks
in the U.S.. The message to be conveyed was: the Quebec government

would accept the laws-of competition and free enterprise, Quebec was

s

but the message of "association" instead of Levesque’s lecture on

"sovereignty" in New York was conveyed.

While the efforts by Quebéc were relatively small, their effect was
not. In 1981, an (unidentified) American speaker from the Council on
Foreign Relations reflected positively on the long mn bureaucratic
competence m@uebt\ec wlien ‘he said that he "found Quebec speakers very
cpen about theil‘:uintentionl fb’ increase the percentage of budgets and
staffs devoted to the United States, saying that they have become more

pragmatic in the last couple of years about dealing with

(1) |

See: Reports on Separatism, vol. 2, #24, p. 371; and Pierre
O'Neill, "la Prochain Etape: les Etats-Unis", Le Devoir, 6 Dec.
1978, p. 3.
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pusinessmen."(1) When the P.Q. took power in 1976, it had created the
first U.S. division by a provincia.l government in IGA, at first staffed
by only two,’ but by 1980 staffed by nine, some of them coming from the
office of the Secretary of State for External Affairs in Ottawa.(2) The
operations budgets for U.S. offices increased from a scant $200,000 in
1976 to nearly one million dollars by 1980, and a plan to close the
Dallas office was tempor'arily shelved until 1981. Besides the small
tourist bureau opened in Washington, the Atlanta houge was opened in
19‘78 (although the decision to open an office in Atlanta had originated
in the previous government) (3 Bes:.des the increases in the budgets
for Quebec houses in the U S (by 1980 Quebec was spending a total of $3
million for its American off:.oes alone),(4) additional personnel were
placed in all the offloes (especially in 1978/79; see TABLE A-3-1 in the

appendix). For the New York, Boston and Los Angeles offices, spec:.al

(V) - A
The. Coﬁncu on Forelgn Relations Inc. and the Canadian
Institute of International Affairs, Canada and the United States in
the 1980s: The Fifth Lester B. Pearson Conference., Oct. 14-17, 1981
(Copyright: Council on Foreign Relations Inc., 1982), pp. 38-9.

(2)
Ottawa's DEA created its U.S. Bureau in 1977, staffed by
about 12. [Stéphen Clarkson, Canada and the Reagan an Challenge
(Toronto: James Lorimer & Company, 1985), pp. 299-300.]

(3)
Bissonnette, "Quebec-Ottawa-Washington”, pp. 66-7.

(4) o
Clarkson, Canada and the Reagan Challenge, p. 303.
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information officers were assigned. (V)

In addition to the cre‘ét;ion of specific information posts in the
U.S., IGA also undertook measfn"es tvo provide a source of information On
a continuous basis to the American media, business leaders, and anyone
willing to listen. This substantially took the form of a small four
page news-letter called Quebec Update. It was published about 46 times
a year, beginning in the middle of 1978, and was distributed through all
of Quebec’s offices in the U.S.—-with the notable exception of |

Washington (see TABLE A-3-2, in the appendix). While Quebec’s efforts

to gain influence in theU.§, have been analysed solely in terms of the

attempt to gain conmtact with official Washington,(2) the communication
programme was clearly designed to influence the American private sector.

IGA described the purpose of the information officers and Quebec Update

as:
an information effort designed not only to correct
certain interpretations by the media on the
contemporary evolution of Quebec, but also to
generate favourable conditions about economic
LI \ “"
(1

In April, 1978, the Los Angeles post was filled by the
former Canadian Vice-Consul in L.A., the New York post was filled by
Reginauld Savoie (formerly of a Montreal public relations firm), and
the Boston post was filled by Evelyn Dumas (former editor of the
then recently closed Quebec paper le Jour). [Sources: Reports on
Separatism, vol. 2 #8, P. o58 . and the Wall Street Journal, 18 Apr.
1978, p. 47.]1 After. the referendum, the officers from L.A. and
Boston were recalled and the information networks restricted to New
York. %Bissonnette, "The Evolution of Quebec-American Diplomacy",
p. 166. ) ‘ -

(2)
This is the principal direction taken by Bissonnette.
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relations with the United States.(1)
Quebec Update genera.liy puts. economic news in its most favourable form,
in order to counter not oniSr the Canadian-Anglophone media source used
by the American press, put also the federalist view presented in Canada

Today/d ' Aujord ' hui. (2)

The initial drive of "Opération-Amérique’ began with a speech by
Ievesque at Harvard on April 19, 1978 in which he emphas;Lzed the
"economic association.,aspect of sovereignty—associaﬁion. In contrast
to the disaster in 19'7'7the address was generally well received.(3) He
continued on this themédurmg a three city tour of Chicago, San
Francisco and 1Los Angelés in September and October, focussing on the
North-American links of soirereignty—association, and arguing that the
P.Q.'s approach would lead to stability.(4) The emphasis that Quebec
wa.é placing on imprbving its image in the U.S. was also not lost on the

American media, which described the increases in Quebec's delegations as

the creation of a Quebec foreign service, during what the New York Times

N
e o

(1) .
Quebec, Ministere des Affaires Intergouvernementales,
Rapport Annuel (1978/79), p. 46. _

(2) .

Stephen Banker, "HOW America Sees Quebec”, pp. 171-2.
(3. o

Wall Street Journal, 20 Apr. 1978, p. 17.
(4)

Montreal Gazzette, 4 Oct. 1978, pp. 8 ad 9; see also: New
vork Times, B Oct. 1978, p. 3%, which characterized the message as
less separatism and more association.

)
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called "the year of Quebec’s diplomatic offensive in the United
States."(1) After Lévesque's address to the Council on Foreign
Relations in May, 1978, the mitigating effect of the message of economic
association was also evident in an editorial in the New York Times which
claimed that Quebec separatism had “passed its peak* and that Quebec
would reach an accommodation with the federal government .
Premier Rene Iévesque came to New York this week

preaching his gospel of souverainté-association—-

sovereignty for Quebec but in association with

Canada—and attempting to dispel the fears that an

independent Quebec would be bad for American

business. He may well be right; his provincial

administration has been far from radical in its

fiscal measures. But there is a more concrete

reason why Americans can lock calmly on the matter:
Quebec spearatism appears to have passed its peak.

. In all likelihood, the province will reach an

accommodation with Ottawa, avoiding the trauma of

separation. [Emphasis in the original.](2)
The affect of this address in New York can also be seen in oontra.ét to
lévesque's earlier speech in January, 1977. While the earlier address
(with its emphasis 'o.n“political sovereignty) had the effect of
increasing the bond yield measure in February, 1977, after his address
in New York in May, 1978 (:épphasizi_ng economic éssociation) there also
occurred a reversél of the hiéher yield differentials notable by the
marked degree of the decline in this measure J_n June and July, 19v8. Imn

both instances, the effect of commnications was virtually immediate.

The effort in the U.S. did not rely solely on the presence of

(1) o
: New York Times, 15 May 1978, p. D-1 and D-2. See also: ¥Wall
Street Journal, 18 Apr. 1978, p. 46. -

(2)
New York Times, 20 May 1978, p. 18.
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lévesque. Bernard Landry (Minister of State for Economic Development)
also made several excursions to the U.S., enhancing a positive image by
3 ey T.»

stating his preference for an -economic association that included the
U.S.. While at Northwestern University in Illinois, Landry argued that
if the rest of Canada refused to negotiate association, there would be a
"strong temptation in Quebec tO look south."”

our first choice is association with the rest of

Canada. ....1f not, we will reconsider. It is more

rational for us to make trade with New York Or

Boston rather than with Vancouver, Saskatoon Or

Moose Jaw. (1Y) :
The emphasis on ecoromic ties to both Canada and the U.5. WS also the
theme of Landry’s trip to Boston in November, 1979.(2) The effect of
these and several other statements made during a flurry of ministerial
trips to the U.S. (which followed the policy of enhancing the message of

economic association; see TABLE- A-3-3 in the appendix) can be seen in

Senator Edmund Muskie's reaction after a private conversation with

i

(L - » \ - . :

Quoted in Reports on Separatism, vol. 2 #8, P- 258. During
a tour of American business centres in May, 1978, in an interview
with the New York Times (15 May 1978, Pp. D-1] Landry stated: "It 1is
inevitable that Quebec’s relations with the United States will be
intensified. We.Quebecers have always had a continental outlook.
In addition, the trend is toward a reduction of tariff barriers in
the industrialized world and this will be especially true on the
North American continent."” Landry also argued (para-phrazed) that
"frequent predictions of the collapse of the Quebec economy in the
event of independence made DO Sense because in any case Quebec would
e able to count on continuing relations with the United States. He
made it clear that an intensification of these relations would be a
powerful argument..for Quebec to persuade the rest of Canada not to

turn its back on association with a sovereign Quebec.”

(2) ‘

"J.S. companies doing business in Quebec will see nO
difference after sovereignty-association ... because economic ties
will remain." [Quebec Update, vol. 2 .#45, p. 2.]
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Lévesque during the Premier’s trip to address the National Press Club in
Wa.shj_ngton in January, 1979:

It seems tha{:”'*separatism is not a very precise word

to describe what Mr. Leévesque is talking about. My
impression is that his aim is not separatism in the

sense of isolation, but a new relationship that

would bring a fresh dimension to Canada. In any

case I'm convinced that we can live with whatever
relationship Canadians work out among themselves.(1)

The change in tone was also not missed by the American media.
Business Week, which had initially been most persistent in pointing out
the socialist leanings of the P.Q., indicated to its readers that Quebec
was by mid-1978 *wa;rm to business, citing increased investment by
several American corpdfé%’ions, and noting that companies which remained
in Quebec "seem(ed] to be coping with the new pclitical environment

." This same article also quoted Finance Minister Jacques Parizeau
as claiming: "The dust has settled considerably. lLarge investors are
realizing that they can come to proper deals with us——under concitions
that are fast béCond_ng- the best in North America."(2) The Wall Street

Journal (which glso had written sceptically of the P.Q.) reported the

v
e

Y]
Quoted in Reports on Separatism, vol. 3 #2, p. 392. Upon
becoming Secretary of State, Muskie never repeated this position.
[Bissonnette, “Quebec-Ottawa-Washington", p. 68.]

Cited as an example of accommodation was the govermment's
relaxation of the use of language in corporate head offices.
"Quebec Warms to Business", Business Week, 24 July 1978, p. 50.
Bendix Corporation was putting in an auto brake casting plant near
Montreal, Mead Corporation was spending over $200 million on a pulp
mill, and General Motors was proceeding to build a Bus assembly
plant. Reginald K. Grome (President of Hilton Canada) stated: "A
year ago businessmen in Quebec were faced with gnawing uncertainty.
Now we can be confident that things will work out and, with dogged
determination; we are going to survive."

132



claim by Yves Guerard (president of the Montreal Chamber of Commerce)
that " [a,]ltho.ugh the P.Q. govemment is certainly more to the left of
any previous government “it is mow more toO the right of itself. "(1)
At the same time, the economic measures all demonstrated an improvement
during 19v8. The direct effect of Quebec’'s efforts was most clear in
terms of its borrowj_ngs., In late July, 1978, Hydro-QuebecC launched its
first major bond ILSSU.E in the U.S. since the 1976 election, and whiie
paying a high p:remlum for its return to the U.S. market, the success of
this sale also contmbuted to reducn.ng the high bond yield differentials

which were the du‘ect result of Lévesqle s speech in New York.

With reference to the behaiziour predicted in the "Open-Door” model,
the effect of communication clearly is a conditional quality for both
the negative reaction predicteq by that hypothesis and the subsequent
nc-e positive response. The affect of communication is most pertinent
in the instance of the dlstlnctlon between the polltloa.l and economic
coatent of messages sent to the U.S.. The P.Q.'s major economic policy

paoer (Batir: _@ @e_bg_) was not released until ‘September, 1979, (2) well

ter the j.mprovement aooompanying "Opéra.tlon—Amérlque". What is
primarily mgmfmant about this policy paper is the economic reaction

it evoked in the U S —v:_rtually none.

(1) » _
Quoted in:- Wall Street Journal, 26 Dec. 1978, pp- 1 and 15.
(2)
Released for the Anglophone business commmity as:
Challenges for Quebec: A Statement of Economic pPolicy. Synopsis.

Policy Objectives and Measures (Québec Editeur Officiel du Québec,
Sept . 1979)
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Most of the analysis of the policy direction instituted in Batir le
Qgggggwfocusses upon the primacy given to the private sector as the
engine fof developmenfiva'clear change from the more pubiic sector
stance of the P.Q. prior to its electoral victory. Earlier statements
by the P.Q. on state intervention do indeed contrast with the later
emphasis given to the private firm,(1) and this would tend to support
the proposition that the P.Q. had in fact changed its orientation to one
which accorded priority to more liberal ideas. While this has to be
granted to a degree;: the emphasis of Batir le Quebec was not just on the
private sector,xtﬁtgqéﬁthe Francophone private firm; the operative term

o

was the "indigenous"@£i§ﬁ; and there was a clear demarcation between

\

From the P.Q.’'s 1970 programme: “The state nhas to adopt as
a primary form of intervention in the economy a supported extension
of the public sector (public or mixed enterprise).” [Quoted in:
Réjain Pelletier, "Political Parties and the Quebec State since
1960", in Quebe¢: State and Society, ed. Alain C. Gagnon (Toronto:
Methuen Publications, 1984), p. 342.] In contrast, Batir le Quebec
begins with: “the firm or enterprise is the basic element for
development. Economic programs should be designed first and
foremost with a view to the problems of the business firm,
regardless of the sector in which it operates and independent of
policies based on the economic situation.” [Challenges for Quebec,
p. 1.1 William Coleman contends that Batir le Quebec 1s a
contradiction of previous P.Q. programmes and that it represents a
continuation of the economic orientation of the Bourrassa
government. [William-D. Coleman, The Independence Movement in
Quebec: 1945-1980 (Toronto: University of Toronto Press, 1984), pp.
104-5.] '

(1
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"autochtones" and “"étrangers".(1l) This aspect of the policy was
presented openly to the U.S. by the P.Q. government.(2) In spite of the
private sector thrust, both the New York Times and the Wall Street
Journal emphasized the statements pertaining to foreign investment,
jnoludiﬁg the preference for local control--at least joint control in
all new ventures——and again the promise of a set of provincial foreign
investment guidelj_nes: (3) However, neither the policy paper nor the
press reports evoked the reaction (previously evident in 1977) exactly

when they should have.

The forelgn J_nvestment pos:.tlon of Batir le Quebec a.'Lso made it
clea,r that g\udellnes on forelg‘n investment could only be implemented
after the achievement of independence. Th_'LS condition effectively made

the economic policy contingent upon the political objective. However,

(1) X

This was most clearly stated with reference to the
processing of raw-materials: "Our natural resources are not
generating the economic impact we should expect. Too many of our
real assets a.re controlled by others and used to create major
advantages~ -outside Quebec. ... The initial thrust must always come
from domestic economic agents making maximum use of the resources of
the country and of the advantages of an economy with access to
international markets. Quebec cannot make an exception to this
rule. The full exploitation of our potential as a market economy
depends above all on the increased responsibility of Quebecers as
economic agents counting first and foremost on their own

initiative.’ [@.a._llgnge for Quebec, p. 3.]

(2)
Quebec Update contained the press communique on Batir le
Quebec, and while this presented a "business enterprise approach" as
the basis of the policy, it also claimed: “"Foreign ownership of
firms operating in Quebec has also slowed down our development.”

[Quebec Update, vol. 2#44 p. 4.]
(3)

New York Times, 7 Sept. 1979, p. 5; and the Wall Street
Journal, 7 Sept. 1979, p. 16.
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the fallout from this position was also not severe. vhile several
American multinationals clearly demonstrated their preference for a
united Cahada by contributing to the Pro Canada Foundation during the
referendum debate, (1) just "_pﬁri‘or to the referendum, Standard and Poors
announced that 1t would give both Quebec and Hydro-Quebec the same
double-A bond rating they previously held even if the vote should give
the P.Q. a mandate {:b negotiate sovereignty-association.(2) However,
there was no immediate reaction to Batir le Quebec itself, in spite of
.the fact that, at the time of its release, the opinion polls reported in

the U.S. .indica.’t%‘ed;ﬁ*quglﬁy a 50% chance of a "Yes" vote.(3)

It would be an exaggeration to claim that the P.Q., once the party
in power, was as far to the left as the perception of it would indicate.
It is arguable that the j_mpmvement in all the economic indicators of
that perception could be attributed to the relaxation of the specific |
policies which j.r_mitially helped contribute to the reaction in 1977. The
most critioj.zed'policies were Bill 101 (subsequent'iy modified,
espeoia.liyh ?}ith };g*ega.;d to special treatment accorded to head offices),

the minimum wage policy (subsequently revised to remove its indexation

(L)

On Qct. 4 1979, La Presse revealed that multinational and
anglophone businesses contributed $2.7 million; Gulf gave $60,000,
and other American-owned companies were identified as: Canadian
Tnternational Paper, Dominion Textile, Pratt and Whitney, Dominion
Bridge, Kraft, Simpsons-Sears, Hilton, the Mercantile Bank, Robin
Hood, and Du Pont. [Reports on Separatism, vol. 3 #18, p. 524. ]

(2) 7
: Reports on Separatism, vol. 4 #8, p. ©628.
(3)

Seo: Wall Street Journal, 21 June 1979, p. 26, and New York
Times, 80 Sept. 1979, p. 7.
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- to the oost of living), the takeover of Asbestos Corporation (the P.Q.
delayed for over a year the legislation empowering exproprlatlon if
negotlatlons fa:Lled and subsequently had to endure a series of court
contests for over two more years), and the anti-scab legislation
(modified after discussions with the business community). Although most
of these changes in policy occurred in 1977, the actual communication to
the U.S. of the specific provisions of those policies did not take
place until the middle of 19v8. As well, a large part of these same
policies were implement“éd and in spite of this some form of
accommodation apparently took plaoe The policies were relaxed, they
were not expunged. In thls respect policy goes beyond commnication

itself.

The preceding analysis of qonmnﬁzication» as an intervening variable
for the "Open-Door" model presents only a partial pi_cture. - Its
relevance for the "Opeh—Door" model is apparent in the American
reaction, a.nd J_n thls case study the reaction is i—mediately contingent .
upon that conmnmlcatlon Us:.ng categories in comrinication theory from
Deutsch(l) there is virtua.‘l.ly no “lead" time (reaction to the prediction
of a future event), and practically no "lag" time (the time involved in
corrective reactlon) ) “ga.Ln" (in the form of the extent of action to the
perception) is both ev1dent and considerable, especially in 1977, but
what is also &gmﬁcant is the concept of "load", the change in the

American response to the communication entailed in "Opération-Amerique”,

(1)
Karl W. Deutsch, The Nerves of Government: Models of
Communication and Control (New York: The Free Press of Glencoe,
1963), pp- 18'?*8
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the return to a situation approaching normalcy after the reception of

information correcting the lacuna in the earlier communication.

4

Communication forms part of information which has two
components. (1) The first is "saliemce”, defined in terms of the degree
of transaction between two actors. If the amount of activity (as
measured by the extent of signals between the actors) itself does not
change, “salience” ch'ange is nil. The preceding analysis has relied
most heavily on this concept of "salience": there 1sby all measu:reé an
increase by this mdlcator for both actors. However, "salience" alone
is insufficient, a.lthough .lt ‘can be regarded as a requisite, indicating
whether or not there 1s act:.v:.ty Communications are not neutral and
transaction "salience" does not distinguish between a positive or a

negative, a benefit or a cost.

“The second oonéept of "covariance", defined as "the proba.bility of
getting an adequate Tesponse vithin an acceptable limit of time”,(2)
. does mcox’porate a; cost/beneflt component in information. The oonoept
of "covariance" {as a representatlon of the value carried in the
nessage) links the intervening information variable with the
cost/benefit hypothesis of the ;'Open—Door" model. Rosen's model

expressly assumes that a leftward shift in a regime will entail costs to

(L)

Karl W. Deutsch, “Communication Theory and Political
Integration", in The Integration of Political Communities, eds.
Philip E. Jacob and James V. Toscano (Philadelphia: J. B.
Lippericott Company, 1963) pp. 46-74.

(2)

Deutsch, "Commnication Theory and Political Integration”,
p. 67.
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American multinationals and tha hat the penalties in reduced trade and
investment wills T result in-a- beneflt a subsequent rightward shift by
that regime as a reaction to those pena.ltles "Covariance" effectively
incorporates a threat/counterthreat interaction with information. In
posing commmication as an intervening variable, the pluses and MINUSes
of specific policies (which s'm’mltaxieously Jemonstrate "salience") must

pe incorporated into an acceptable model.

The significance of ~the conoept of "covariance” :‘L_shimxedia.tely
apparent in the preoedmg ana.ly51s The political message emphasizing
vjndependence” was not thokkstatenent expected as a positive signal, but
the message of *economicC assocmtlon was reoelved positively. The
economic measures all reflect this distinction in relation to
commmnication. ¥hile vsalience" ‘Tefers to the creation of a channel Of
conmmnication the effectiveness of the signals carried :Jy that channel
are crucial in terms of the pattern of action carried by that signal and
how it relates to the pattern stored in the receiver. (13 Lévesque's
speech in Januarys’ 19?'7 was not specific enough (because of its
preponderent political content) to instigate an acceptable response by
the intended receiver ,\the American commercial community. However, the
later economicC orientation of the signal conveyed by Opération~Amérique
did achieve a matching between signal and receiver on the economic |
concern over the status of an j.ndependent Quebec. Tn this most
fundamental distinction in messages, comumca.tlon theory's concept of

covariance becomes crucial.

(1)

Deutsch, Nerves of Government, pp. 146-8.
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Part of what the concepts of : salience" and "covariance" add to
analysis ‘is a sensitivity to change. The significance of these
conceptual ;dditions to the *Open-Door” model is that they introduce a
dynamic process which can be used to explain the intervening behaviour
by going bejond the more static win/loss (or triumph/punishment) format
endemic to that theory of economicC imperialism. A form of accommodation
apparently occurred aroﬁrid 1978. The process of achieving this
sccommodation is a residual to that model. The dynamic evident above
mist also form a part~of that residual explanation. With the concept of
"covariance" in ooﬁjnrmnication, a model of bargaining is more clearly
appropriate to this oéée (1) \A 'barga;'mjng approach can be effectively
integrated into the "Open-Door" model via the additional concept of
nopitical risk" which employs the criterion of a "threshold" for change
related to the probability that in endearouring to gain a conoession an
unacceptable outcoﬁ\e may result given different peroeptiohs of cost and
benefit. A model 'o‘f: accommodation employing that threshold can follow.
Such a form of aoq:omodatlon has also been alluded to by otaers (but
without a rig'orouS“ proof) McRoberts and Posgate cleérly represent this
approach when they claim to recognize:

a drive among some Anglophone firms to increase the

proportion ‘of Francophones in the upper levels of
their operations. But this has occurred, not

@Y

Oran Young defines bargaining as: “the manipulation of the
information of others in the interests of improving the outcome for
one's self under conditions of strategic interaction. .
[Blargaining will occur only when commnication (in the broadest
sense) is possible, since the manipulation of another individual's
information condition depends upon the supply of information to
nim." [Oran R. Young, "The Bargainer’'s Calculus", in Bargaining:
Formal Theories of Negotiation, ed. Oran R. Young (Chicago:
University of Illinois Press, 1975), pp. 364 and 366.]
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because the PQ government has fundamentally recast
language policy, but primarily because of the FQ
government ‘s -comnitment to Quebec independence.
,Such corporate measures will be seen as prudent
steps to reduce- the appeal of independence, and of
the Parti québécois itself. ... In effect, change
will have been secured not through the direct
implementation of new policies, but through the
threat of greater change at a later date. In the
short term, the PQ administration appears to be
constrained to follow the same policy directions as
did its much-maligned predecessor. (1)

The theoretical adbi;tion is set in terms of a dynamic interaction which
results in a more amep‘ca.ble response than pure coﬁflict and through
the interaction of threa.t and’ perception related to specific risks

RS

entailed in’ elther su»ooeed_l_ng or failing to achieve an objective.

The explanatory value Qf such an approach is clearly relevant to
situations such as that of the Quebec-U.S. relationship. Theories of
dynamics generally :Lnoorporaﬁe a concept similar to “threshold" as in
the case of Eastoﬁ’s system's model where "stress" becomes the turning
point between surv1va.1 and demise in systems' change.(2) Such a concept
is also pertn_nent here In Stephen Kobrin's review of the relationship
between policy- cha.nges in- developmg oountrles and the accompanying
investment risks for multinationals, he claims that "investors may

simply avoid investments when the level of perceived risk exceeds some

(1)
Kenneth McRoberts and Dale Posgate, Quebec: Social Change
and Political Crisis (Toronto: McClelland and Stewart, Ltd., 1980),
p. 212.
(2)

David Easton, A Framework for Political Analysis, Phoenix
Edition (Chicago: University of Chicago Press, 1979), ch. 6 and 7.
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acoceptable threshold."(1) Furthermore, the element of commnication is
also perti_ﬁent to the same situation since: "The problem is obviously
acute in jnt’ernationa.'L fix'ﬁ{é'_'where foreign direct investment decisions
must, by definition, be made n_n one society based upon signals from
another."(2) The "critical risk" model specifically addresses this
threshold in relation to signals. The signals (when evidenced by
"salience") and the "co;v;a:r’*ianoe" of those signals become significant for
determining the impact of commmication by influencing the "threshold”

of perceived risk unde? conditions of a threat/ counterthreat -

interaction. T

e N
e g

-

The application of.'a, persbéétive incorporating thé dynamics of
communication with the costs and benefits endemic to decision is also
pertinent in filling lacunae in the study of Canadian-American
rélations. Wallace Clement——taking a similar orientation as that
implied in the "Open-Door” model--while writing on the condition of
Canadian dependence on f:he‘U.S.—cla.j_ms:

The System has eferged not in spite of politicians
but besause they have permitted it. Conversely,

" since they have allowed these events to occur, the
national independence has been decreased and much of
the control over Canada’'s economy has been allowed
to shift outside the country to the board rooms Of
U. S. corporations. But even within a country the
state does not control the decisions of
corporations, whether national or foreign, although

(1) -

Stephen J. Kobrin, "When does Political Instability Result
in Increased Investment Risk”, Columbian Journal of ¥World Business
13 (1978), p. 120.

2 »
Kobrin, "Political Instability", p. 120.
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it certainly can influence them. [Emphasis added.]}(1)

The addition to the “Open—Door“ model is related directly to determining
the capablllty and effect of the reciprocal influence implied above.
This is subsequently set forth through an elaboration of the tactics of

influence endemic to0 the model of "critical risk“.

€N |
Wallace Clement, QontlngntQL Corporate Power: Economic Elite

Linkages between Canads and the United States (Toronto: McClelland
and Stewart Ltd., 1977), p. 299.
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CHAPTER 4

THE CRITICAL RISK MODEL:
DEGISION AND COMMUNICATION(1)

‘
Under most sets of ciréumstances in which people interact there is
an element of risk, whether it is the probability of being hit by an
automobile while crossing the street, or the chance one takes in losing
a wager if another player in a poker game has a better hand, or the
possibility du:ing labour—management negotiations that the opposing
pargaining team will not accept your last offer a.ndmay instead opt for
either a lock—out orNé strike.- In some of these situations the element
of risk is negllglbleuand scarcely deliberately considered if at all as
in the case of cros31ng avétreet in others risk beoomes more
significant as in the case of a poker game, depending on the size of the
pot and whether or not the degl of the cards was made fairly; and in
others the element. of risk beéomes crucial, especially when there is a
clear conflict of interest that can drastically aiter an individual’s
lifestyle as in the case of labour-management relatlons Vhile the
element of rlsk can he idéntified, this alone does not tell us very
much. A more 51gn1floant approach is found in answering the question:
when does the risk involved in interactive situations become crucial

enough to alter an individual's course of action? This is the question

that the concept Of "critical risk" addresses.

é

(L)

- I am indebted to Dr. D. Marc Kilgour for his invaluable
assistance in clarifying the salient properties and rationale
employed herein, although in some respects what is contained here
differs markedly from his guidance. In any case, his efforts are
gratefully acknowledged, although any errors or omissions are the
responsibility of the author.
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While the situational characteristics of i.nterperéonal interaction
provide the context for circumstances that are more or less risky, the
situation aldne does not determine the amount of risk an individual is
willing to sustain in choosing a particular course of action. The
values that the individual holds for the probable result of that choice
of action intercede. As in the case of crossing the street——for
example’'s sake say at rush hour, on ma.:m street, and against a red
light--if the individual only wishes to buy a newspaper his willingness
to cross will be negligible. However, if instead a t&c'J—tjme loser is
being chased after wc;:omplvet:'Lng armed robbery there is more likely a
stronger resolve to ;aﬁé;ﬁﬁg chance of injury. In other situations the
size of the poker pot or‘ the demands of bargaining teams will also have
an impact on the value of the outcome. To some extent, these will
similarly affect the risk that the person is willing to accept in either
calling a poker bid (or folding) or breaking off negotiations (or
conceding). As in these examples, the concept of "critical risk”
includes an _eva“;uat}on of .r;skj_ness according to the values of specific
outcomes for thé J_nd.lv:Ldua.l "Critical risk" incorporates a sensitivity
to changes in acceptable levélé of risk as the values of outcomes:

undergo exogenous shifts.(1) It takes a dynamic perspective in

(1)
Utility change determined by a change in outcome as a

consequence of a change in tactics (i.e. utility exogenous shifts)
is the principal orientation of "critical risk" advanced (but not
developed) by Ellsberg and employed by Snyder and Diesing into an
accommodative process. [See: Daniel Ellsberg, "The Crude Analysis
of Strategic Choices"- (Santa Monica: The Rand Corporation, Paper
P-2183, 1960), p. 5; and Glenn H. Snyder and Paul Diesing, Conlfict
Among Nations: Bargaining, Decision Making. and System Structure in
International Crises (Princeton, N. J.: Princeton University Press,
1977), pp. 48-52.]
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interpersonal relations based on utility considerations.

Relying heavily on game theory, the concept of "critical risk" ca.n‘
be deveioped into a model V(épplica.ble t0 bargaining situations) in order
to explain accommodative behaviour. The model specifies manipulative
tactios——actmg'as signals-—designed to infiuenoe patterns of concession
to or defection from an agreement. As a concept, "critical risk" is a
hypothetical-deductive heuristic devioé that also implies a behavioural
expectation in situations where change is evident——ifs approach is
dynamic. It is mo§t glearly applicable in situations of strategic
interaction where therels reciprocal control of the outcomes between
two persons and where iéher;a is a mixed motivation between choices of
conflict and cooperation. The dynamic is evident when the motivation

changes from cooperation to conflict, from concession to standing firm

(or vice versa).

Before addressiilg a concise analysis of the concept of "critical
risk”, the possibility of change must be assessed in relation to risk
itself. In ‘generai, risk \i{efers to “the probability of an undesirable
outcome associated with a particular action"(1l) in situations where
there is evidence of .Fhreats and counterthreats. Risk implies not only
uncertainty but more precisely a probability relgted to the value of an

outcome, specifically the difference between the costs and benefits of

(1)

This definition is proposed within the context of threat
perceptions and their effects. See: Stephen G. Walker et al.,
"Evidence of Learning and Risk Orientation During International
Crises: the Munich and Polish Cases”, British Journal of Political
Science, 14 (1984), p. 48.

146




payoffs compared with each other and relative to the strategies employed
" to attain a preferred payoff. The relationship of these factors with
the dynamick of risk are most clear in two of the more popular symmetric

mixed-motive games: the Prisoners' Dilemma and the game of Chicken.

(Ordinal rank preferences)

PRISONERS‘ DILEMMA CHICKEN
coLmM COLUMN
C D C D

| | | | | I

cr 3,31 1,41 Cl 3,31 2,41

ROW | | | ROW | | |

I S i | ] |

DI 4, 1 272 | DI 4,21 1,11

| S {

'C' represents the Cooperative strategy;

‘D' represents the Defect (or conflict or non-cooperative) strategy.

While the differences in degrees of risk for each of these two games is
not immediately apparent, it can be seen in the overlap of these two
symmetric games in the asymmetric "Called Bluff”, where one player has

the rankings of PrisonerS’ Dilemma, and the other has the rankings of

5
b

Chicken:
%
CATLED BLUFF (Ordinal rank preferences)
ROW IS BLUFFING ' COLUMN IS BLUFFING
COLUMN COLUMN
c_"_ D o D
| ‘ | | :
Cl 3,31 2,4 cr 3,31 1, 4
ROW I

| !
DI 4, 1 DI 4,21 2,1
| | I |
'C' represents the Cooperative strategy;
‘D' represents the Defect (or conflict or non-cooperative) strategy.

| |
| |
f ROW I I ]
| |
1, 2 1 I
|

I
I
|
! |
|
!
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The comparative degrees of risk are evi&ent in Called Bluff where,
when Row is bluffing, he is taking the chance of receiving his lowest
payoff, 1, if he Defectéhéin,order to try to get his maximum 4) should
Column simultaneously Defect; but Row is risking his comparatively
better payoff 2 should Row choose Cooperation. Similarly, if Column
defects he is risking only 2, a better payoff than Row should Row
reciprocate with Defect, but risks receiving his worst payoff, 1, should
Column choose to Cooperate when Row chooses to Defect. The same
situation applies reciprocally obversely when Column is bluffing. The
bluffing player is%ri§§;ng a worse outcome (when choosing to Defect)
than his opponent. Ig;gﬁélga@e'Called Bluff, the asymmetry of the
matrix exemplifies the impact of exogenous shifts in ordinal utilities
from the two symmetric games of Prisoners’ Dilemma and Chicken. The
asymetric overlapping in Called Bluff also ordinally demonstrates
differences in degfees of risk. In its most simple form, this
demonstrates comparétively the gréaxer degree of riskiness in the game
of Chioken,foi fh@ stréiegy choice of Defect in order to receive the
highest payoff,-4. Furth;fmore; it is possiblé t0 demonstrate how the
two symmetrié gamés can change into one another, assuming that the
payoffs are cardina;wrank orderings as they undergo changes. This
assumption facilitates explaining the dynamic p:operties of the
"critical risk" model, but is not necessary>for fhé-determinaxion of the

formal properties of “critical risk”.

As a heuristic asSumption, the use of cardinal utilities permits
the derivation of tactical moves which change the outcome-preference

structure and as a consequence risk. For the remainder of this chapter,
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a symbolic representation of the mixed-motive matrix will use:

T (representing the Temptation to Defect), R (representing the Reward
for Cooperation), S (représenting the Sucker's payoff for Cooperation),
and P (representing Punishment for Defecting); additionally, ‘T’

represents row's payoffs and 'c’ represents column's payoffs in-the

matrix: (1)
COLUMN For both Players:
| l | Prisoners’ Dilemma is represented by:
Crl Re,Re | Sp,Tc i T >R > P> S .
ROW | 1 ,
! i l Chicken is represented by:
Dr! Tr,Sc |- Pr;Pc_| T>R»>»S5>P

! ! R
‘¢’ represents the Cooperative strategy;
'D’ represents the Defect (or conflict or non-cooperative) strategy.

‘7' indicates Row; ‘¢’ indicates Column

The transformation from Prisoners’ Dilemma to Chicken and .vice versa
occurs as ‘P’ and ‘s exchange relative positions in the rank ordering

(see FIGURE 4-1).

The transforﬁ%tioﬁ ffbm one game type to another is most clear in
the case of éﬁa&féngle 2, Prisoners’ Dilemma, which can be transformed
into Chicken by means of increasing the level of punishment for
defection (viz., decreasing the utility of ‘P‘, i.e. to quadrangle 1),
or decreasing the penalty for being suckered (viz., increasing the
utility of ‘S’, i.e! to quadrangle 3). This will héppen most likely

when the other player makes a’concession by reducing his demands, i.e.

e o S e 5 e o 0 ey R YT S s e T S e 2 B e DL

(D .
Steven J. Brams, Game Theory and Politics (New York: The
Free Press, 1975), p. 31. _ :
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FIGURE 4-1
TWO—DIMENSIONAL REPRESENTATION OF TRANSFURMATIONS FROM
PRISONERS DILEMMA TO CHICKEN

p
S
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e _ )
s T T T !
| b |
I l |
N | |
! [ | |
o LA
N |
o 2,
e U\ %
_ | TS _J
= “ - .
= st | oL A
— -
5] | | | {
(& ]
: ] i | —_ e A AN =
| | |
| [ A V4 e — — —
= | |
- T ]
|
r‘eﬁ _ L ! 1
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ROW -

1 Prisoners’ Dilemma; 2 Chicken; 3 Prisoners’ Dilemma; 4 Chicken
—————— GAME BOUNDARIES

reducing his 'T’. Similarly, Chicken may be transformed into Prisoners’
Dilemma by taking defensive measures to reduce the effectiveness of

punishment (viz., increasing the utility of 'P’, i.e. from quadrangle 3
to quadrangle 4), or by increasing demands upon the opponent which will

result in increasing the epponent’s penalty for being suckered (viz.,
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decreasing the utility of his 'S’, i.e. from quadrangle 3 to quadrangle
2). This dynamic in utilities may also result in the asymmetric Called
Bluff and ke part of a $tage of transformation from one game type to
another, represented by coﬁne@ting one half of quadrangle 2 (above or
below the diagonal) with the other half of quadrangle 3 (below or above
the diagonal, respectively). This simple description goes beyond a
static perspective of either specific mixed-motive game type
independently. It introduces a recognition of thé dynamics in the
transformation from one type to another as utilitiesAchange. When and
why this occurs are questions that the concept of “"critical risk"
directly addresses: ﬂ§§é€gkes,into account a sensitivity for movements
either tovard or away from accommodation in terms of shifts in utility.
"Critical risk"” is conditional upon the utilties related to basic

strategic choices.

Referring to the cdnoept of “"critical risk", the preceding
description in a game format has stressed a dynamic perspective since it

is possible to vilify the applicability of a theory which traditionally
o
has been viewed and criticized as static. However, an enhancement of

the use of a game format is a consequence of demonstrating properties of
change precisely in-the form of exogenous shifts in utility. In their
criticism of the staxic nature of game theory, Schlenker and Bonoma
reflect such an approach when they argue:

the nondynamic elements of games are merely a
reflection of the nondynamic elements of current
theories. When specific hypotheses are designed to
", :test more dynamic aspects of conflict, game
situations can be modified accordingly. A
researcher could provide for value changes in the
game matrix as a conflict progresses, or introduce
new behavioral alternatives at a given point. Such
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modifications of the experimental tool will probably

not occur until after more dynamic theories have

been developed that require the testing of specific

hypsatheses relating to such changes. (1)
sCritical rick" addresses a game format in just such terms by
hypothesizing: behavioural changes will result from utility changes
that transform the level of risk an individual is willing to accept for

a particular course of action.

"Critical risk" was originally conceived by Daniel Ellsberg in
order to determine what, types of threats are effective for deterring
conflict.(2) The or:hgj.nal purpose of this orientation was to explain

the stability of military deterrence.(3) It has recently been applied

(L)

Barry S. Schlenker and Thomas S. Bonoma, “Fun and Games:
The Validity of Games for the Study of Conflict", Journal of
Conflict Resolution, 22 (1978), p. 21. An earlier and similar
approach (concerned with the effect of threats in relation to value
changes) is also found in Deutsch’'s communication theory. [See:
Karl W. Deutsch, The Nerves of Government: Models of Communication
and Control (New York: The Free Press of Glencoe, 1963), pp. 58-9.1

(2) T w..»a\ . '

The concept of "critical risk" as stated by Ellsberg was
strongly influenced by both Thomas Schelling and Frederik Zeuthen.
These are fourd as: Frederik Zeuthen, "Economic Warfare", Thomas C.
Schelling, "An Essay on Bargaining", and Daniel Ellsberg, "The
Theory and Practice of Blackmail”, all in Bargaining: Formal
Theories of Negotiation, ed. Oran R. Young (Chicago: University of
Illinois Press, 1975). _

(3) C |

See: Ellsberg, "The Crude Analysis of Strategic Choices”
(Rard Paper P-2183), also found (in condensed form) under the same
title in The American Economic Review-Papers (1961), pp. 472-8.
These papers represent the first formal modelling, and while his
equation for “"critical risk" is not tenable (the threshold for
deterrence, defined as an acceptable level of probability that the
the opponent will defect, 'q’, is formally given as: q=(R-T)/(R-8);
when T>R>S, i.e. 'q’ is always negative), this has not effectively
deterred further use of the concept.
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most rigorously by Brams in order to demonstrate that the game of
Chicken represents optimal deterrence, but also less formally by Zagare
who argues that prisoners’ .Dilemma entails optimal deterrence.(1) In
spite of the tendency to apply the concept to situations described as
"high politics" and in order to rationally explain stability, "critical
risk" has also been addressed in the context of more general bargaining
situations and in order to rationally explain dynamics. This latter
bargaining approach has been advanced by Glenn Snyder in terms of
manipulative tactics to entice concessions, by Snyder and Diesing in the
form of an accomodatiyc? ;biddj_né sequence, and by Harsanyi who (drawing
from Zeuthen's WOric) employs a similar concept in order to determine
when one player must concede :Ln a bargaining situation.(2) While all of
these use the same concept, d.{vergent models with dissimilar imputations
have evolved. Some models are applicable to only specific game types,
and some models emphasize the temptation to defect over the punishment
for defection. In the following development of a model to establish the
behavioural properties of "critical risk”, the trade-off between
temptation and punishment refines the applicability of the concept of
"critical risk" to the tra.nsfdmation both between and within the two

mixed-motive game types, Prisoners’ Dilemma and Chicken.

K

(1) L .

Steven J. Brams, Superpower Games: Applying Game Theory to
Superpower Conflict (New Haven: Yale University Press, 1985), Ch.
1; and Frank C. Zagare, "The Dynamics of Deterrence” (forthcoming).

(2) : - '

» i See: Glenn H. Snyder, "Crisis Bargaining”, in International
Crises: Insights from Bahavioral Research, ed. Charles F. Hermamn
(New York: The Free Press, 1972), pp. 217-56; Snyder and Diesing,
Conlfict Among Nations, pp. 48-52; and John C. Harsanyi, Rational
Behavior and Bargaining Equilibrium in Games and Social Situations
(Cambridge: Cambridge University Press, 1977), Ch. 8.
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"Critical risk" is a hypothetical probability conceived as a
threshold. It is oonditippal upon the strategic response by an
individual's opponent and ;é\defined as: the maximum chance of
receiving an unacceptable outcome (either punishment or a penalty) that
an individual is willing to accept in choosing a specific course of
action (usually non-cooperation, also termed conflict, or herein termed
defect). Ellsberg reférs to this as a player’'s “"willingness to resist”
threats designed to influence that player to concede-—a measure of
resolve.(1l) The p;aygr’s objective is to influence his opponent to
accept that playefZSiﬁérg§‘(i.e.ito get him to concede). In the
“critica; risk” model;*thi;robéeCtive is formulated as the player's
ability to convince his opponent that the probability of an unacceptable
outcome occurring is higher than that opponent’s hypothetical maximum
risk threshold. One of the mééns of doing so is by comparisons between

the two players’ "critical risk" thresholds. The player who is "less

willing to face the risk of a conflict"(2) (or in other words, the

A
i &

@Y)
Ellsberg, "Theory and Practice of Blackmail", p. 349.
Harsanyi employs the identical criterion: the highest subjective
probability of a“conflict that a player is willing to accept in
order to obtain an agreement on his own terms rather than to concede
and acoept hig opponent’s terms. [See:. Harsanyl, Rational
Behavior, p. 151.] _ :

(2)

Harsanyi, Rational Behavior, p. 150. Ellsberg also describes
conditions for concession when a player’s "estimate of the actual
risk is greater than the critical risk”. [Ellsberg, "The Theory and
Practice of Blackmail", p. 349]. In both these analyses, the
player’'s perception of the difference between the actual risk and
his threshold of "critical risk" is subject to influence by tactical
manipulations of the values of several outcomes.
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player with the lower resolve to resist) must concede. The simple
tactical bargaining objective is thence to convince your opponent that
your threshold is higherlegst as it is his objective to convince you
that it is lower. The threshold for that "critical risk" can e
determined hypothetically from each player's payoffs.(1) The primary
analytic fequirement is that the formal derivation of "critical risk"
conforms with the requisites of probability. The remainder of this
chapter is concerned with determining the properties of "critical risk”
yhich explain behaviour in situstions where there is incentive for both
conflictual and cqoggrétive choices of strategy under the influence of
wtility changes. Theréa.re two models in the literature which, while
adequate in some situa#ions, ére:generally deficient in several
respects. This deficiency can be formally derived as a general residual

probability.

The first model of “critical risk" is one prdﬁosed by Harsanyi for

¢y

Ellsberg relates a series of news stories which clarify what
this entails in a. practical situation: a woman walked up to a bank
teller and demanded money, threatening him with a glass filled with
a clear liquid.which she claimed was acid. She also claimed she was
being guarded by two armed accomplices and subsequently received the
money and left. A second attempt by the same woman for $5,000
failed when the teller tipped off the manager while handing over the
cash. In a similar situation, a man, who indicated he held a
grenade and who demanded $5,000 from a cash supply of $50,000,
received the $5,000 .with no trouble. But when the robber asked
about the remaining $45,000 the teller declined to turn it over
saying: "That's all you asked for, $5,000." The robber then tock
the $5,000 and left. Apparently the tellers’ threshold for
willingness to comply was somewhere arcund $5,000. [(Ellsberg, “The
Theory and Practice of Blackmail", pp. 351-3].
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evaluating bargaining situations.(1l) It is assumed that there are three
possible outcomes in the bargaining situation: your own position (i.e.
receiving yéur own delﬁézlvc;is?wrepresented in the matrix by 'T', with the
result that your opponent gives in and receives his 'S’), your
opponent ‘s position (i.e. you give in receiving 'S’ and your opponent
wins ‘T'), and both standing firm, each holding to his conflicting
position, irreconcilable, with the result that both receive 'P'. A
situation in which one bargainer offers a fourth position ‘R’ (the
status quo prior to bargaining as a position of joint agreement) is not
included. In this model ‘R’ ébnstitutes the position of agreement as a
consequence Of thé Méa.mn.ng prc}oess undertaken in terms of 'T’, 'S’,
and ‘P'. The model is desig‘neci to explain bargaining behaviour after
the status quo has been removed from the players’ consideration, or in
other words, to explain the creéation of a new agreement. Furthermore,
the rankings of the three positions are as in Chicken, i.e. for both
players: T>S>P. Undér these conditions, each player can consider as
part of his choice, for sta.nd_ing firm on his position (in order to
achieve what he demands, h_'LS ‘T') the p:roba.biliiiy that the opponent will
either respond with standing flrm or conceding. The question arises as
to the probability of punishment ('P') that the player is willing to
accept in deciding whether or not to concede. This depends upon how low
‘P’ is relative to ‘T’ and 'S’ for both. If the play_er chooses to

concede he can be assured of 'S‘, but if he chooses to stand firm he can

1 - |

Harsanyi, Rational Behavior, pp. 149-52. Snyder uses the
identical model. [See: Snyder, "Crisis Bargaining", pp. 217-56;
and Snyder and Diesing, Conlfict Among Nations, pp. 48-52.]
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receive either 'T' or 'P’, but not necessarily with equal probability.
If we assume that one player s choice of stand firm will elicit his
opponent s response of*stand firm with probability ‘q’ (i.e. the
probability for a ‘P’ outoome), then '1-q’ is the obverse probability
- for receiving ‘T’ (i.e. that the opponent will not respond with stand
firm but will concede). In order to achieve his preferred demand, the
player consideriog’defection can accept the probability of conflict
(where both stand firm) only when:

S « gP + (1-QT ~

that is when: - ¥
q - S QI‘\EIM r=T-S

T-P ‘ T T-P
When the inequality is true, the player will chance standing firm. When
g>r, the player will not chance standing firm, i.e. he will concede.

The situation where g=r is that player’'s highest acceptable risk for
standing firm, his "critical risk" threshold, wﬁere the player is
indifferent. )

There - are -two priﬁo;y deficiencies in this particular formulation.
First of all, it is not generally viable. By the restriction of the
criterion of probability (i.e. 0<«g<l), this formulation is applicable to
games like Chicken (and also Leader) when T>S>P. In Prisoners’ Dilemma,
when T>P>S, 'q’ is always greater than 1.\ Whilé‘thislis not crucial in
situations which can be clearly defined as Chicken, it restricts a more
general -applicability for comprehending the effect of risk as a dynamic
in transformlng one game type to another As well, there is the

residual consideration of (Rr,Rc) which also typically represents a
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situation of agreement, an ante-bargaining position. By deleting this
consideration, this formulation does not indicate when a player may
choose to+break that aiéi‘géz_r\ent (in the absence of any rule specifying
new negotiations such as at the end of a contract). There is a residual
to this model which. is necessary for understanding the broader
considerations' of dynamics when either player will choose to defect from
the status quo. Another model, proposed by Brams, does include
consideration of the ante-bargaining position (Rr,Rc), but it also
leaves out considera}ion of the Sucker’'s payoff, 'S’. In both cases

there is a residual element evident in the matrix.

Ve y

While Brams’ foriulation for "critical risk” is derived
specifically for the purpose of explaining nuclear deterrence, it does
address the question: when will one player depart from the posit..ion of
no first use, i.e. defection J’from a status quo position, (Rr,Rc), where
there is for the time being mutual agreement not to launch a strike?
This model is initially concerned with the deterrent "effectiveness" of
a threat to pun:Lsh an ‘opp;onent, measured by the coét it inflicts on an
opponent for rdi"éd;ing not to.cooperate.(1) While Harsanyi’'s formulation
is derived in terms of the probability for a ‘P’ outcome, i.e. the
probability of punishment, Brams' formulation is derived primarily in
terms of the probability for the temptation to defect in order to
receive 'T'. Assuming-that one player indicates to his opponent that if
the opponent cooperates, he will also cooperate, i.e. resulting in

(Rr,Rc) for both players, that joint outcome is certain. But, if the

D)
Brams, Superpower Games, pp. 12-3.
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player considers bresking the agreement the response is not certain,
i.e. the opponent will respond with either cooperation at a probability
of ‘s’ (i.e. probability as’a; §§via,tion in relation to the certainty of
(Rr,Rc)) or defection at a prolﬂa;bility of 'l-s'. Assuming this, and
following the same pattern of reasoning as above, the probability that
the opponent’'s choiée of cooperation will deter the player from choosing
defection will occur when that player's utilities fulfill the equation:
R > sT + (1-s)P |

that is when:

s «R-P s
T - P .

This formulation is consié‘texi% :_j_n';t_éms of probability with both
prisoners’ Dilemma and Chicken (because it removes from consideration
the Sucker's payoff ‘S’') and it is useful for determining the
effectiveness of dete:}‘ing an opp%nent from choosing to violate a stable
situation, the statué quo. However, in the process of removing
consideration of' the Suckers payoff, it does not explain why a player
would be deterred to rthe pomt of ma.kmg a conoessmn ‘assuming that
both survive an :Ln.ltlal breach of the agreed status quo-ante. While
this is not germane to the situation Brams addresses, in terms of

generalizing the model - this residual consideration is significant.

This residual is -crucia.l for comprehending the imputation of risk
for behaviour in barga.n_nmg smtuatlons Making Brams' model analogous '
to Harsanyi's (which is derlved in terms of the probability for a ‘P’

utility outcome), ‘1-s’ a.lso gives the probability for a 'P’ utility as:
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l-s » 1 -R-P
T-P
or
1-s > T =R
T-P

such that a player will be deterred from choosing to defect when the
probability that the opponent will respond with defect is ‘l-s’ or "t
such that:

t >u=T-R
T-P

According to the ooncept of "critical risk", the pla&ér with the lower
risk threshold must, concede.(1) Under this formulation, a player can
increase his threshold:bywmakmg a greater demand (i.e. increasing his
‘T') which the opponen£ can ceunter by reciprocally increasing his
demands to a greater extent (i.e. increasing his ‘T’ even more), thereby
increasing his threshold. Such a tit-for-tat iteration of escalating
demands can only result in conflict, assuming that an increase in the
value of 'T' will témpt each player to defect. Because the changes in
the level of demands (the cam_l_na.l utilities) do not reciprocally
account for the effect they have on accepting those demands (i.e. how a
take in ‘T’ by the player a.ffects the give in 'S’ by the opponent), a
constant escalation to conflict should be the result. Any situation
which provides evide;iee of cooperation or accommodation invalidates this
model since any coztueess:Lon by a player will only J_nduoe more concessions

by that player. 'I’he res:Ldual 'S’ in this fomulatlon mist also be

included.

(D
This is the concession rule determined from the concept of
"oritical risk" as a measure of resolve to hold firm to the Defect
strategy. [See Harsanyi, Rational Behavior, pp. 143 and 150.]
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The above critical evaluation of the models by Harsanyi and Brams
are not in‘themselvesvsgifioient to disavow their usefulness for
explaining behaviour in sitistions which they explicitly address.

Brams’' model explicitly addresses the stability of an agreement in terms
of a player’'s temptation to defect; Harsanyi's model explicitly
addresses the dynamic entailed in reaching a new agreement in relation
to retaliatory punlshment for defection. However nelther model is
sufficient on its own. In attempting to attain the maximum payoff
possible, temptation and punishment as probabilities must trade off in
the relationship oétoééoﬁgooperation and conflict. This will now be set
forth in terms of the"effeofiveneSS of threats to deter an opponent, but
in relation to both punishment and temptation through a series of three
stages: stage 1 deals with effectiveness in relation to retaliatory
punishment (i.e. the probability for receiving 'P’'); stage 2 deals with
effectiveness in relation to the player’s temptation (i.e. the
probability for recelv1ng 'T ); stage 3 demonstrates the formal
deflolen01es of the prev1ohs models clarified in stages 1 and 2.
Following thls the hehawloural imputations of the models will be set
forth in terms of manipulative tactics that force utilities to undergo
exogenous shifts whiéh_then imply when a player will choose either
cooperation or defection in the situations they explicitly address.
Recall from Brams that the “effectiveness" of a threet is measured by
“the cost it inflicts on a threatenee if carried out".(1l) This assumes

a "threatener"” and a "threatenee"; for convenience, assume that Row (r)

(L
Brams, Superpower Games, pp. 12-3.
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is the “threatenee" and Column (c) is the “threatener"” .

Stage 1: Effectiveness in relation to Punishment

Column po'ses a thre;t’w;\d;ﬁow through Column’'s response choice of
Defect (Dc) in order to punish Rdw’s choice of Defect (Dr). Since it is
assumed that as a rational utility maximizer Column will prefe;c to
choose Defect (Dc_) with certainty only if Row should choose to Cooperate
(Cr), Column's threat to Row is at its maximum(1l) when it is posed in
the form: 1if Row Cooperates (Cr) with certainty, Column will respond
with Defect (Dc) with certainty; if Row Defects, Column will respond
with Defect acoordjﬁg%tog;.zéone probability, i.e. there will be a response
which is only probable sn;lééby \Roy;'s choice of Defect, Column will no
longer be able to achieve the maxunum payoff and his response will |
deperd upon the remaining possible payoff choices. Column's threat

should be effective only if it déters Row from choosing Defect.

This characterization of a threat situation is basica.‘l_ly the form
that Harsanyi's.-model assumes Tt can be placed in a formal mode from
which the ma.m.mum e:f%ectivex{éss of punishment and the opposite minimum
temptation to defeét can be ciérived. let ‘p’ represent the probability
that Row’'s strategy choice of ‘Defect’ (Dr) will encounter Column’s
strategy response oOf ‘Defect’ (Dc), so ‘p’ represents for Row the
proba.bilify of a 'P’ outcome (i.e. ‘Pr'). Similarly, let 'q’ represent

the probability that Row's strategy choice 'Dr’ will encounter Column's

(1 _

Column’'s threat to punish Row’'s defection is at its maximum
only in relation to overcoming Row's Sucker's payoff (the penalty
for cooperation) should Row choose to cooperate.
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strategy response of Cooperation (i.e. Cc), SO q represents for Row
the probability of a 'T’' outcome (i.e. 'Tr’'); furthermore, g=1-p. Since
Column’'s respbnse is assumed to be 'Dc’ in order to determine the
"effectiveness" of Column’s threat, 'Sr’ is Row's outcome should Row
choose to Cooperate (i.e. Cr), and ‘Sr’ will occur for Row with
certainty. In order for Column’'s threat to be "effective" (i.e. to
deter Row from choosing 'Dr’), Row's expected payoff for Cooperation
mist be greater than Row's expected payoff for Defect:‘yon, i.e. Cr>Dr.
The effectiveness of Co%umn’s threat to Defect can then be determined
by .

Sr > pPr + (1-p)Tr c

I
R
3

that is, when:

p>x=1Ir - Or
Tr - Pr

When Column chooses a ‘p’ .which jfulfills this inequality, Row will be
deterred from choosing 'Dr’', i.e. Column’'s threat of punishment will be
effective. When Colﬁmn' chooses a 'p’ which does not ﬁﬂ.fi.’l_l this
inequality, i.e. p<¥, Row will not be deterred from choosing 'Dr'. The
situation in whlchp;x is Row's “critical risk" threshold, i.e. Row is

indifferent. In terms of the maximum effectiveness of Column'’s threat,

this formilation does make some sense in the distinction between
Prisoners’ Dilemms and Chicken. In Prisoners’' Dilemma, the right hand
side of the equation is always greater than 1, and thus Column’s threat
to Defect can never be effective in deterring Row since, in Prisoners’
Dilemma, Row's payoff 'Pr’ for the strategic interaction of (Dr,Dc) is

always greatér for Row than 'Sr’.
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while this formulation deals principally with the maximmm
effectiveness of punishment,. it trades off with the temptation to Defect
in relation to the proba.blhtyvq ,-i.e. the probability that Column
will choose Cooperation (Cc), giﬁrén Row's choice of Defection (Dr) with-
the result that Row ’reoeives 'Pr'. This is a significant component of
the properties of "critical risk" in terms of stage 3. Since 'p’
represents the effecti‘ve,ne“s\s of Column's threat to punish Row only when
p>x, and since Column’s threat will be ineffective only when p<X, the
relationship between ineffectiveness and Row's temptation to Defect can
be determined by solvmg‘---;gérj .’q' as '1-p’ (re Row's probability for
receiving 'Tr'). Row’ shoxlldigtempted to Defect only when Column's
threat is ineffective, that is Qhéh;

p«TIr—-9r
Tr - Pr

which will occur for 'q’ as:

1—p>l—-Tr—§r,i.e.q>Sr—Pr
Tr - Pr Tr - Pr

where ‘q’ repr_esépts ?he oi;:ve{se probability of Column choosing
Cooperation (Ce). IUnder these conditions, where p+q-1, the
effectiveness of punishment and the temptation to defect trade Off.
However, since this model derives the maximum effectiveness of the
.threat of punishment giréctly, the temptation to defect is derived
indirectly as the opposite a;nd is at its minimum. Us_i'_ng the same method
as in stagé 1, the temptation fo1‘f7Row to Defect (in light of Column’'s
probability to choose Cooperation) can be determined directly and

compared with the indirect derivation of temptation above..
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Stage 2: Effectiveness in relation to Temptation
This is basically the model that Brams uses according to the

rationale of threats presented above and focusses on the probability of
risk in relation o temptation, 'Tr’. Using the same method as in stage
1: let ‘g’ represent the probability that Row's strategy choice of 'Dr’
will encounter Column’'s strategy response of ‘Ce’, so ‘q’ represents for
Row the probability for' a 'Tr' outcome. Similarly, ‘p’ represents the
probability that Row's strategy choice of ‘Dr’ will encounter Column's
strategy response ‘Dci, sO 'p’ is the probability for a ‘Pr’ outcome,
such that p=1-q. Smoe Colunn’s response is assumed to be ‘Ce’ in order
to determine the nxamm;mﬁempifatlon for Row to Defect (Row's maximum
threshold for desi.ring "Tr' wn_ll occur only as a deviation from the
situa.tion where Column prefere 'Cc’ with certainty) ‘Rr’ is the outcome
should Row also choose to Coopérate (i.e. ‘Cr’'). In order for Row to be
tempted to Defect, ﬁhe expected utility for Cooperation must be less
than the expected utility for Defection, i.e. Cr<Dr, which is determined
by: : \: '
Rr « gTr + C1-Pe
that is, when: |

q> Rr - Pr
Tr - Pr

This is Row's maxiimm temptation threshold when the equation is an
equality. As in stage 1, Row will not be tempted to Defect (Dr) only
when Column chooses a 'q’ (the probability for Column’'s choice of 'Cc’)

when:
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qg <« R - Pr
Tr - Pr

and l—q will represent ‘p’ the effectiveness of Column’s
threat to Defect when: A

l-qgq>»1-Rr-Pr, i.e. p>TIr -Rr
Tr -.Pr Tr - Pr

Here, the temptation to defect and the effectiveness of punishment also
trade off summing to the probability of 1. Here, temptation is derived
directly—-at its maximum--and the effect of the threat of punishment is
derived indirectly--at its minimum as the opposite of the direct

derivation of mexitmum temptation.

Stage 3

The preceding critical evaluation of Brams’ and Harsanyi's
formulations are also applica.‘ple to the models set forth in stages 1 and
2. The residual components of the game matrix have not been included.
However, the di_rect: derivation of both the maxmrum effectiveness of
punishment and the maximum temptation to defect, and the indirect
derivation of "their opﬁosite minima, indicate that each of these models
alone over—estj;{éites theil;“direct maxima and under—-estimates their
indirect minima. There is a residual consideration to the probabilities

‘p’ and 'q’. Recall that stage 1 gives:

A
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Maximum Effectiveness as: p > Ir - Sr
Tr - Pr

and
Minimum Temptation as:-».  q » S¢ = Pr
B Tr - Pr

and that stage 2 gives:

Minimum Effectiveness as: p > ITr - Rr
' Tr - Pr

and
Maximum Temptation as: q>Rr - Pr
Tr - Pr

The residual probabi_lity for the effect of Column’'s threat is evident
since punishment and-temptation probabilities ghould sum to 1, but in
the case of their ‘max}ma they sum to greater than 1:
ot their maxima: p +.q &1 +Rr - Sr
’ “+Tr - Pr
The underestimation of the minima is also evident since:
at their minima: p+ qg=1—-Rr - Sr
. Tr - Pr
This result ié ;not‘ particularly suprising. From the consideration
of the lacuna of ;resi&ﬁa.p; and the intrinsic complexity of the
mixed-motive” gam‘——which;s its principal attraction--the point that
there is a residual when the game is formulated in terms of probability
of choice between the different strategic motivations is a natural
consequence. The residual in the estimation of the threshold is also a
constant probability. _This is a question of determining the range
evident between the maxima and the minima and in the cases of both the
effectiveness of the threat of punishment and the temptation to defect,

the maximum minus the minimum results in the residual:
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Max ‘p’ - Min ‘p’ = Rr = Sr
Tr - Pr
and L
'} T

Max 'q’ - Min 'q’ = Rr - Sr "
Tr - Pr

The derivaﬁion of the residual as a constant has a bearing on the
concept of "critical risk“ as a threshold only in terms of generalizing
the models. In.othéfﬂwords, the residual is a significant component
only when "critical r}sk" is assessed as situationali& independent. The
constant residual‘gmp;ies thatvgenerally the "critical risk" threshold
resides within thé’faééé;sPecified by the residual, i.e. the precise
location of that thresﬁold ié*ﬁhéértain, but it is bounded within the
range specified by the residual.(1) The point that there is a constant
residual probability in deriving the threshold of “critical risk™:
implies that each of t;é'two primary formulations is situationally
dependent, which formulations then must be classified by the situations
they expressly adq:eséi'_ﬁowever, the residual——oﬁly an additional
factor to fhe:pg;ga:y forﬁﬁlatioﬁs of "critical risk"--can also assist

in explaining the transition from one formalized situation to the other.

These two situations are classified into two cases. The first is
the breaking of a stable agreement where (Rr,Rc) represents the status

quo (i.e. 'R’ is a constant factor). The second is the formulation of a

(L -

. i The point stressed here that there is a formal uncertainty
concerning the precise location of the "critical risk” threshold has
also been alluded to in Ellsberg’'s original work. [See: Ellsbkerg,
“The Crude Analysis of Strategic Choices", (Rand Paper P-2183), p.
5.]
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new agreement, where a process of reducing the negative effects of
cooperation leads to a new agreement (Rr,Rc). This is accomplished by
improving the opponené" s S the Sucker's payoff, in order to reduce
the risk for his cooperatioh. " Iﬁ the transition from one situation to
another, the impaotv of utility changes is a salient feature. Recall
from stage 2 above, which addresses the break from the status quo, that
Colum's threat to deter Row £rom Defecting will be minimally effective
when Column chooses a ‘p’ (the probalﬁlity that Column will punish Row's
choice of Defect) such that:

p>TI‘—R1‘ ‘;j‘z‘:"—'
TI'—-PI" . S

In a situation where tﬁe s%at'us ‘quo is very appealing to Row, i.e. where
'Row has few demands that are mot met, Row is very easily deterred from
changing, and even a relatively small 'p' will effectively keep wa from
defecting. But the unoerta.l_m:y of the location of the threshold within
the range of the resn.dua.l remains if Row cons:Lders defectlon from the
status quo. In the case of Row's threshold, if the status quo either
becomes or 1s peroelved to be less beneficial than previously thought,
i.e. as 'Rr’ decreases in va.lue Row’'s threshold increases. As an
additional result, the residual probability (from stage 3) decreases,
since in this case "Rr’ is approaching ‘Sr’, and as a result:

Rr - St approaches O.
Tr - Pr .

In the most dramatic instance, the situation will occur such that ‘Rr’
decreases to the point where Rr=Sr, in which case the residual is nil
" (and not & factor) and Row's threshold for being effectively deterred is

defined as:
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p>Tr —-Rr=Tr - Sr
Tr - Pr Tr - Pr

Under this form of utility change, Row becomes more likely to defect
- R s

from the status quo, and ‘the certainty of this likelihood also

increases.

Such a situation (in which a player indicates that from his
perspective he is already being suckered) will inmtroduce instability in
the interpersoneliinteraction and as a consequence a greater resolve to
defect from the status quo. The resolve to defect is also enhanced as
the player introduces new demands (i.e. increases his ‘T') which also
results in 1ncreas1nghh1s threshold his willingness to resist. Such a
situation is most llkely to come about when a new player is 1ntroduced.
In political circumstances; this is most evident in the case of the
transfer of power from one government to another with radically
different views on the role it should play.b ¥hile a player’s resolve to
defect may be inc%éased by dissatisfaction with the status quo (a
decrease in his 'R’ ) and by new demands to compensate for that
dlssatlsfactlon\(1ncreases in 'T’), the one constant consideration in
both models is the effect of changes in the level of punishment which
the opposing player may inflict, i.e. changes in 'P’. As the level of
punishment increases (i.e. as 'P’ decreases in value), the player's
resolve thresholo decreases and as a consequence his opponent s
counterthreat to Defect becomes more effective—-this can be termed:
inflicting a “hard 1anding" for defection. - But if that player can take
defensive measures to.reduce that level of punishment, in general by

reducing strategic interaction in those areas where the opponent can
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effeétively inflict a cost,(1l) the ability of the bpponent to deter that
player is mpa.lred—-thls can be termed: defensively creating a "soft
landing" for defectlon <. The ta,otloa.l imputations of the model for the
breaking of an agreement are termed "disenchantment with the status quo"
and defensive measures to reduce the effect of punishment, creating a

"soft landing".

Once the styatizs_"{qﬁo has been removed as an unacceptable outcone by
éither player, the Sucker’s. payoff replaces the statﬁé quo-ante as the
outcome for oooperatlon By a defection from the status quo, the rules
of the previously agreed upon ga.me have been violated, and any continued
agreement will only result in being suckered.(2) This then leads to the
second model, as derived by Harsanyi, as the bargaining model in which
the player's willingness to a.ooept the opponent’'s offer becomes the
operative consideration. In addltlon to the effectiveness of
punishment, the sa.gm_:flcanoe of this second model is that it
incorporates how a dema.nd a "take in ‘T’ affecting that player’'s
“critical rlsk" threshold also affects his opponent’s "give" in 'S’
(the opponent’s concession, agreen_ng with the player). As a
consequence, increases in a player's demands will also affect his

opponent ‘s threshold. ™ Using the distinction between Row and Column, as

(L ‘

This approach is quite clear as the driving force behind the
Third Option: by reducing Canada’s economic linkages with the U.S.,
via geographically diversifying Canadian trade, the impact of such
policies as the Nixon 10% surcharge would in the future be softened,
i.e. this approach represents an orientation to a "soft landing”.

(2)

Walker et al., "Evidence of Learning and Risk Orientation”,
pp. 38-9.
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'Tr' increases, 'Sc' decreases, and vice versa, but not neoessa;'ily in
commensurate intervals. First of all, a new demand——an increase in
'Pr'—will increase Row’s threshold, an cbjective in bargaining from
Row's perspective. But at the same time this will result in a decrease
in Column’s concomitant utility outcome, ‘Sc’, which also increases
Column’s threshold, the opposite optimizing trend in bargaining from
Row's perspective. The same manipulation occurs for Column, as do the
opposite changes in ‘T’. There comes a point where increases in demands
alone become ineffective, as when by decreasing an opponent’s payoff for
being suckered the opponent S 'S’ becomes less than his 'P‘, resulting
in his rank-order utliitles confomu_ng to the Prisoner’'s Dilemma. In
this case, the effectiveness of threats in a bargaining s:.tuatlon
becomes nil. However, a tit-for-tat accommodation can result by
removing or softening the player’'s demand, which will result in an
improved position -for the opponent’s outcome. In effect‘, if the
reduction in the piayer's demand results in at least an equal
improvement m the opponent s outcome, the opponent ‘s “"critical risk” |
threshold can be ‘reduced to less than that player's threshold As a
consequence, it will be the opponent’'s turn to make a concession. (1)

This manipulative tactic is herein termed "optimal bargaining"”.

Such a procész of tit-for-tat "optimal bargaining" is less
deterministic than the model implies. In a manoeuver to avoid the costs
of mutual conflict, the trick is to communicate to the opponent that

what he perceives ash_'Ls resultant 'S’ is better than what the opponent

(1) .
See: Snyder and Diesing, Conflict Among Natioms, pPP- 48-52.
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thought.(1) This is most effectively done by formulating ‘T’ in such a
way as to induce the minimal penalty for acceptance. A concession alone
is a begianing in this'direction, a signal, but the commmication of the
effect of the outcome on that player’'s utilities is a concomitant
requisite. In this manner, the costs and benefits of information
covariance (asv set forth in Chapter 3) are an important component of the

manipulative tactics leading to an accommodation.

While the cha.fxg‘es in utilities affect the threshold for the
willingness to aooeﬁtf or reject the risk for either initiating or
continuing defectlonthe commmication of the signals inherent in
utility changes also pl;ys a crucial role. When signals of changes in
demands or changes in the ability to sustain punishment (i.e. as the
utilities undergo exogenoﬁs shifts) are relayed to enhance the desired .
impact of these utility cha.nées, they are then employed in. order ﬁo
affect the level Qf acceptable risk so as to provide that player with a

stronger position and thereby to entice a concession from his

opponent—a tit—for-tat response will result in bargaining towards an
- % .

Tn relation to only the formal modelling of bargaining
situations, communication of outcomes is “superfluous"” since it is
assumed that the players have perfect information of the matrix
utilities. However, in the real world, the assumption of perfect
information is not necessarily valid. As a consequence,
communications become behaviourally operative. [See: Steven J.
Brams and Donald Wittman, "Nonmyopic Equilibria in 2 X 2 Games",
Conflict Management and Peace Science, vol. 6 #1 (1981), p. 40;
Snyder and Diesing, Conflict Among Natioms, p. 52; and Ellsberg,
"The Crude Analysis of Strategic Choices", (Rand Paper P-2183), pp.
4-5.]
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accommodation. (1) Once the status quo has been left behind, the
manipulative tactics exnp;oyed to gain a concession for a more acceptable
agreement are defensi‘}e"liné“ésl;res to reduce the impact of punishment, and
concessions in policy or funcﬁional areas that will greatly decrease the
penalty for cooperation to the point where the demands equal
cooperation. All of this depends upon how well each side can convey the
costs and benefits of 'tf:ése changes in terms of relays of information.
The above formal derivations of the threshold for "critical risk"
implicitly assume thenkl‘xse of cardinal utilities. ¥hile it is not
generally possible to ‘aoqulre data for players’ preferences at this
level of measurement, 1t is poss:ble to test for the use of the derived
manipulative tactics. The one constant tactical objective for each
player is to reduce the effectiveness of his opponent’s punishment-—to
reduce vulnerability. Tb.is apialies to both the defection from an
agreement, and the. subseqjuent jockeying for position to acquire a more
favourable agreemept. | Th_'LS defensive tactic can be likened to a "soft
landing" api);fqéch;ﬂ\its op_pos:l.te. tactic on the part of the opponent is to
inflict a "hard la,nd.:_ng Thé other constant is to increase demands,
but this is conditional upon how this tactic affects what the opponent

receives.

St

In the case of the.model for the defection from the status quo,

(D . ‘

. This has been alluded to by Young in his description of the
components of the bargainer’'s calculus. Bargaining is defined as:
“the manipulation of the 1_nfonna.t10n of others in the interests of
improving the outcome for one’'s self under conditions of strategic
interaction." [Oran R. Young, "The Bargainer’s Calculus", in
Bargaining: Formal Theories of Negotiation, p. 364.]
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increases in demands are the first step in compensating for a poor
Reward for cooperation—"disenchantment with the status quo". But these
demands haveno immediate*agfect_on the opponent until the status quo is
breached, at which point the'ﬁon—defecting opponent risks receiving his
Sucker's payoff. After this deviation from the status quo, there is a
change in strategic consideration to the counterproductive effect of
inducing the opponent to continue punishment when the player’'s demands
become excessive enouéh to remove any cooperation from the opponent's
consideration. This ig;turn depends on how effectiveiy the player can

inflict a punishment. Once the status quo has been breached, the

player’s objectivevié ﬁgﬁéﬁgnd firm on demands which have the greatest
value for that player aﬁd the iéaéﬁ negative impact on the opponent, or,
in other words, reformulating the demands in such a manner as to
indicate to the opponent that the costs of concession to the demands are
minimized. This tactic is designed to induce a reciprocal concession,

and can be characterized as "optimal bargaining".

¥hile the chaﬁges ;h'démands themselves are a signal, the relay of
- \ \ -
convincing inform#tion to the opponent that the costs of conceding
minimally diverge from the status quo is a crucial component of this

tactic. (1) By means of a tit-for-tat series of concessions in this

.

(L

Young, "The Bargainer's Calculus”, p. 385. This is a
principal measure to obviate misinformation about the effects of a
policy change (which also includes not just the stated policy but
also its implementation). This is also the principal component of
Lemieux’'s concept of "pragmatic communication” which deals with the
relationship between signals.and their users. [See: Vincent
lemieux, “"Québec Contre Ottawa: Axiomes et Jeux de la
Commmication", Etudes Internationales, 9 (1978), pp. 323-36.
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manner, bargaining should return to a new status quo. ‘The use of
coercion alone as a means to induce concessions is not the only means
available. ' ¥nile thé | relayof ‘intended information (viz., communication
as signals) is not a oompoﬁén{: of the formal model, in a practical
situation it is" a requisite component exogenously shifting utilities.
The "critical risk" model classifies the costs and benefits of
information covariance in tactical terms thereby linking commnication
and decision. The iﬁéxlipulative tactics of the "soft" and "hard" landing
'related to punishment, "disenchantment with the status quo” accompanied

by demands, and optmma.lbarganmng are the tactical imputations of the

concept of "critical rlsk They are derived in order to explain those
situations which demonstrate deviations from the status quo and the
creation of a new status quo where accommodation is evident. The
principal orientation is that this model incorporates a cognizance of a
dynamic in terms of the ‘influences of utility exogenous shifts with
strategic coercion under conditions of uncertainty:

Barga.:m_ng moves or ‘tactics’ are designed to

mampula.te and ¢hange alternatives, incentives, and

the other's image of them so as to shift the outcome

in a direction favorable to oneself. ... As a

general rule, the greater the uncertainty in each

party's image of the other’s alternatives and

incentives, the greater the possible effect on the

outcome of “the bargaining process and ‘tactical’

bargaining power. [(Emphasis in the original.](1)
Given the level of uncertainty and the impact of information described
in Chapter 3, the "critical risk" model provides a basis for a more

rigorous analysis of the interaction between Quebec and the U.S. by

(D
Snyder, "Crisis Bargaining", p. 22%2.
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linking the signals (in the content of communication) with the decision
properties of "critical risk”.

e
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CHAPTER 5
QUEBEC-U.S. RELATIONS: THE BARGATNING PERSPECTIVE
' [The P.Q. eéon@mc programme] is not intended to
confront U.S. capital, but rather to improve
Quebec’s relative position under the umbrella of
U.S. imperialism. At best, it is an attempt to get a
better deal from U.S. capital.(1)

Thus far, the nature of Quebec-U.S. interaction during the first |
nandate of the P.Q. nis been addressed only generally, hypothesizing
that communicdtion in the form of intended information constitutes: the
intervening variable, explaining both the initial American disenchantment
with the P.Q. a:ndthe “ gubseqﬁént accommodation (re Chapters 2 and 3).
The derivation of th; ﬁéﬁiipglative tactics (viz., "disenchantment with
the status quo", the "hard" versus the "soft" landing, and “optimal
bargaining”, set forth in Chapter 4) constituté more specific
formulations of information as signals in terms of the costs and
benefits of commmication covariance, the determining factor within the
generalization of the information variable. Because of the more
specific paﬁpre '%)f this gaxonomy of signals, they are applied best to
specific policy!éreas. Th.'].s chapter demonstrates the use of these
manipulative tactics as expianative variables in Quebec-U.S. interaction
by characterizing Quebec as the initiator and the U.S. economic
community as the \4‘1_*espondent in these areas: Quebec’s language policy;
the purchase of Asbestos Corporation; Quebec government borrowing;

Quebec’'s labour legislation, minimum wage legislation, and taxation

(1
Pierre Fournier, "The Parti Quebecois and the Quebec
Economic Situation", Syvnthesis (A journal for the Institute for the
Study of Labour and Economic Crisis, San Francisco), vol. 2 #4
(Fall, 1978), p. 19.
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policy; and Quebec’'s policy on strategic defense vis—a-vis the American
government. Before the analysis of these specific areas, “optimal
pargaining" can also clarify the effect of the change in the information
variable (as exemplified in the message relayed by Opération-Amérique)
which resulted in a return to a stable situation in 1978. This refers
to the significance of a separate Quebec for American corporate
interests in relation to their economic orientation to the rest of
Canada as well as internationally, re the internmational corporate
market. The specifig activities in the policy areas reinforce this more

genera.l obsemtidn.sét forth in Chapter 3.

s

Opération-Amérique and Amerlca.n Corporate Interests

The change in the message of Opération-Amérique (from the early
emphasis on political sovereignty to one proclaiming a policy of
economic association) must be:“viewed in light of its direct J_mpact on
the U.S.. From the point of view of transaction éa.lience, it is
arguable that the election of the P.Q., whatever it_s. orientation, should
not have elio'ited:i the response that it did. Only 3 to 4 percent of U.S.
trade is with Quebec (less than 1% of U.S. G.D.P.) and estimates of
American investment in Quebec during this period ranged from between
only $5 and $7 billion (U.S.).(1) However, the effect on the U.S. goes

beyond simply an analysis in terms of Quebec-U.S. economic transactions

.

€Y)

One American report estimated that there were 350 companies
in Quebec holding $5 billion in assets. [U.S. News & World Report,

vol: ‘83 #15, 26 Sept. 1977, p. 16.] Byers and Brown claim that of
the $33 billion invested in Canada by American corporations, $6 to

$7 billion were in Quebec. [R. B. Byers and David Leyton-Brown,
“The Strategic and Economic Imlications for the United States of a
Sovereign Quebec", Canadian Public Policy, 6 (1980), p. 332.)
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alone to a consideration of U.S. corporate interests located in Quebec

in relation to the rest of Canada.

'

Generally, the conoely"n~ over an independent Quebec can be seen in
the pattern of destination of shipments of Quebec mamifacturing firms
(see: FIGURE 5-1). Only slightly more than one-half of these shipments
stayed in Quebec, the rest were destined for other Canadian provinces
(about 30%) and other countries (less than 20%). The possibility of an
independent Quebec, having to re-negotiate the reguiétion of this tﬁade
across boundaries,, plaoed in jeopardy about one half of its
manufacturing sector '.-:@if)_;_,\,‘ In its review of the Quebec economy
(instigated by Levesq\;e’s“‘spéech in New York), Standard and Poors
recognized this vulnerability and claimed: "the trade-off between
concern with economic costs versus the political benefits of
independence seem heavily weiéhted to Quebec’s remaining either a
province--possibly with some additional powers——of a quasi-independent
state having.strong ti_eé to Canada."(2) While this is a general
observatid"ni__:vstudg.es condﬁoted on the destination of shipments’
propensities byQuebec—based firms, by nationality of firm ownership,

indicate that the potential disruption of extra-Quebec transactions

e

@Y

Using logging, mining and manufacturing as a total for
sectoral comparisons (and only for 1978, the earliest year for
comparison), Quebec-based American-owned manufacturing firms'’
shiprments amounted to approximately 88% of the total. [Calculated
from: Statistics Canada, Domestic and Foreign Control of
Manufacturing Establishments in Canada, 1981 (Ottawa: Supply and
Services, Canada), catalogue no. 31-401.] '

(2) : _
Quoted in Reports on Separatism, vol. 1 #12, p. 6.
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FIGURE 5-1
DESTINATION OF QUEBEC MANUFACTURING SHIPMENTS
: ASTA;PERCENT OF TOTAL SHIPMENTS
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would most sigm‘.fiééntly affect American corporations located in the
province. .

!

v N

The prospect of an independent Quebec, commercially isoclated by a
series of economic barriers, became a greater concern in February, 1977
when the P.Q. announced its government procurement preference policy, at
that time the stfo_ngest of any province.(1) The Tetley report on

foreign investment in Quebec (released in 1974) also addressed this

COIENEN :

v Judith Maxwell and Caroline Pestieau, Economic Realities of
Contemporary Confederation (Montreal: C. D. Howe Research
Institute, 1980), p. 87. See also: New York Times, 13 Apr. 1977,
p. 5.
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issue. It claimed that the lack of integration between foreign and
domestic firms contributed to the underdevelopment of the endigehous
ramufactuting sector, aid resulted in foreign firms exporting their
spread effects by sourcing 'sﬁpplies outside the province.(l) In order
to obviate tbj.s difficulty, the report recommended a government
procurement policy giving preference to Quebec firms in order to enhance
their develo;ment,gzj\the policy the P.Q. implemented. The Bourassa
government's aversion to the Tetley report was also evident. The
Teport’'s release was, delayed in order to allow for revisions, and was
released without & l.'L’St of fofmal policy recommendations. In Jamuary,
1976, Tetley staﬁed Aftbgg‘govemment‘s position as one of non-
discrimination: "all investéres in Quebec should be treated on the same

footing and the same rules should apply to everyone. "(3) The P.Q.'s

disenchantment with the state of affairs was evident by actually -

(L . . : ,
~ Quebec, Executive Council, A Quebec Policy on Foreign
Investment: Report of the Interdepartmental Task Force on Foreign
Investment..(Quebec: September, 1973, text revised between March and
June, 1974). The Tetley report’'s findings were also conveyed to the
U.S.. [See: William Tetley, "Foreign Investment: A Quebecois
Perspective", American Society of International Law: Proceedings, 68
(1974), pp. 24-7.] The P.Q.'s position on the lack of spread effects
of foreign firms was the same. [See: Quebec, Challenges for
Quebec: ‘A Statement of Economic Policy. Synopsis. Policy Objectives
and Mg?sures“(cguebeo: Editeur Officiel du Québec, September, 1979),
p. 14. . ‘
(2)
Quebec, A Quebec Policy on Foreign Investment, pp. 95-7.
(3)
Quoted in: Kenneth McRoberts and Dale Posgate, Quebec:
Social Change and Political Crisis (Toronto: McClelland and Stewart
Limited, 1980), p. 166.
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implementing the policy the previous government had allowed to pass
away, i.e. the demands were designed to meet and address the

$ RN
"disenchantment with the-status quo”.

As a signal of the protectionist orientation of the P.Q., the
potential economic isolation of.Quebec would most severely affect
American corporate interests due to their shipments’ and sales’
patterns. While no 'currenﬁ (circa 1977) data were available to assess
the costs of an isolated Quebec for American—owneci”oorporations, two
studies from the 19é0s and one for the P.Q. in 1978 indicated that
American oorporate operatlons were most vulnerable to the imposition of
economic barriers betwee;l Quebec and the rest of Canada (plus
additionally Quebéo and the world). Morrison’'s study demonstrated that
American firms located in Quebec relied more on the rest of Canada as a
market for sales than on any other type of firm classified by
nationality of ownership, and in general more Onh‘ all markets outside
Quebec (see: TABLE 5—1)*—of all classes, American firms sold the least
to Qxlebeo The g’omenta.mon toward the rest of Canada was by far
strongest among Amerlcan~owned firms in Quebec with head offices in
Canada, (but outside Quebec). While not giving as discrete a
classification by nationality of ownership, the study by Raynauld for

the 10680s also indicated a similar pattern. Foreign-owned firms were
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: TARLE 5-1
PERCENTAGE “BREAKDOWN OF SALES BY QUEBEC-BASED FIRMS
BY REGIQN AND OWNERSHIP (1964)(1)

Ownership/Location Other United Other
of Head Office Quebec Canada, States Exports
French—Canadian/ 53.8 = B39.6 5.3 1.3
Quebec

English-Canadian/+ - 27.3 50.4 15.2 7.1
Ruebec .

English-Canadian/ 30.3 62.4 2.5 4.8
Canada ' :

Foreign French- 57.3 33.7 5.7 3.3
speaking/Quebec™ )

United Kingdom/ 40.1 40.8 12.1 7.0
United States/ “"3a,  25.7 54.0 13.0 7.2
Quebec S

United States/ 26.3 71.5 0.8 1.4
Canada,

Total 33.5 50.3 10.%7 "~ 5.5

more strongly oriented to markets outside Quebec (exacerbated slightly

in favour of the rest of Canada over other countries; see: TABLE 5-2).

In both these studies, the greater reliance of American/foreign

e v .
firms on markets ‘outside Quebec demonstrates why the American economic

¢D)

R. N. Morrison, Corporate Adaptability to Bilingualism and
Biculturalism (Ottawa: Queen’'s Printer, 1970), p. 220. Comparable
data for sales by U.S. affiliates in Canada clearly reflect the
pattern in this table by U.S.-owned firms in Quebec with head
offices in Quebec. For 1964, for Canada, the percentage breakdown
of sales by U.S.-owned manufacturing and mining firms were: 76.4%
to Canada, 13.8% to the U.S., and 9.7% to other foreign countries.
[Calculated from: Canada, Department of Industry, Trade and
Commerce, Foreign Investment Division, Office of Economics, Sales.
Exports and Imports from the United States by Canadian Affiliates of
U.S. Firms. Selected Years From 1957 to 1968 (Ottawa, 1972), pp. 27
and 29.] :
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TABLE 5-2
PERCENTAGE. DISTRIBUTION OF MANUFACTURED GOODS'’
! EXPORTS FROM QUEBEC: BY OWNERSHIP(1)

Other Other
Ownership Provinces Countries Total
French-Canadian 5.58 2.27 4.46
Engllsh—Canad:La.n 42.20 47.48 43.98
Foreign - - 52.22 50.25 51.55
Total 100 100 100

commmnity took such a great J_nterest in the possibility of an
independent Quebec——their transactlons would be most strongly affected.
In this case, the operatlons of the international corporate market apply
as well to Quebec as a locus, but in relation to the rest of Canada as
well as internationally. A study conducted for Quebec’s Ministry of
Intergovernmental Affairs, while not focussing on Quebec, concluded that
foreign firms in Oﬁta.rio tended to rely on the national market
(including Quebec) rather than the local provincial market to a greater
extent than.Canadian-c ontrolled firms. The conclusion of this study was
a recommendation for a common market, with either the U.S. or Canada,

and reinforced the P.Q. policy of emphasizing economic association,

(L .
Carmine Nappi, The Structure of Quebec’'s Exports, (Montreal:
C. D. Howe Research Institute, 1978), p. 39.
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already begun in 19v8.(1) The message of 'eoonomic association contained
in Opération-Amérique specifically addressed the issue of barriers to
extra—@uebe‘c tra.nsact:z.vorl;sL » In doing so, it also addressed the area most
significant for American interests—-accessibility without border

parriers——and as a consequence mollified American apprehensions.

A related case was that of the Quebec government's $92 million
contract to purchase 1,200 buses in late 1977, awarded to General Motors
over Bombardier-MLW. Quebec’s prefereﬁtial purchasmg policy was |
specifically j.ntenc%ed»{to "systematically use the purchasing power of the
public sector to favorthe expansion of Quebec based companies. "(2) The
contract vas awarded t0 GM ‘(:tlie'lowest bidder) in spite of the
protests by Bombardier's president who claimed that this action violated
the intent (though not the letfter) of the purchasing policy.(3) While
this a.étion has been presented by some as "a timely concession to U.S.

capital in order to ensure its neutrality"”,(4) concessions were also

granted by G.M. in the form of increased investments. In addition to

v
e

(1
Pierre-Paul Proulx, Etude des Relations Commerciales
Québec-U.S.A., Québec-Canada: QOptions et Impacts Contraintes et
Potentials (Québeéc: Ministére des Affaires intergouvernementales
Dec., 1978), pp. 2 and 221.

(2) ;e :
This is from a resolution of the P.Q. convention in 1977,

quoted in Pierre Fournier, "The Parti Québecois and the Quebec

Economic Situation", Synthesis, vol. 2 #4 (Fall, 1978), p. 20.

(3) ’
McRoberts and Posgate, Quebec, p. 201.

(4)

Fournier, "The Parti Québécois and the Quebec Economic
Situation", p. 20.
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$36 million invested in its Ste-Therese plant in July, 1977, G.M. agreed
to transfer to Quebec its bus factory located in Ontario that filled 90%
of the Cahadian demand for buses.(1) Concessions were made by both

sides, by G.M. in the form of a side-payment preference for Quebec.

The clarification of the economic orientation in Operation-Amerique
(as it directly ameliorated the perceived risk for the national and
international orientation of American economic interests) and the
specific case of GLM. (indicating thax‘the implementation of Quebec’s
policies would not 1ead to Quebec becoming an “economic ghetto”)(2)
exempllfy the "optlmal hargalnlng" approach--restructuring policy
demands in such a way as’ to reduce the negative elements for cooperation
for the respondent’s most crucial interests. This approach subsequently
led to the return of American investment, a tit-for-tat interaction
resulting in accomodation, both generally and in the case of G.M.. The
preferential procurement policy was not applied in a rigorous
nationalist\mannér,‘gor was it rescinded. The ecohomic orientation of
Operation—Ameri&uevaddiéssed the most significant of American corporate
interests,Mhuﬁ"ﬁge poliéy for political sovereignty was retained. In
both cases, a redefinition of the implementation of policy occurred.
Such an approach was also used in other policy areas, most clearly found

in the case of language legislation.

@Y -
New York Times, 27 Dec. 1977, p. 10.

(2)
Lévesque, quoted in McRoberts and Posgate, Quebec, P- 201.
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Language Policy
Of all the policies initiated by the P.Q., the language legislation
attracted the greatest deal of attention. Taking its cue from the
report of the Gendron Commission which argued for a policy to redress
the inferior economic position of the Queébécois, (1) language policy
specifically addressed the social restructuring of the Quebec economy:
The Quebec we wish to build will be essentially
French. - The fact that the majority of its
population is French will be clearly visible——at
work, in communications and in the countryside. It
will also be altered, especially in regard to the
economy; the use of French will not merely be
universalized to hide the predominance of foreign
powers -from the French-speaking population; this use
will accompany; .symbolize and support a reconquest
by the Frenich-speaking majority in Quebec of that
control over the economy which it ought to have.(2)
During the hearings on Bill 1 (the original draft, in the summer of
1977), the private sector’s costs of the proposed francization programme
were estimated at between $260 and $460 millioms (over a period of three

years for implementation) as the amount required to convert Quebec’s -

(L -

Commission of Inquiry on the Position of the French language
and on Laguange Rights in Quebec, Report, vol. 1 (Queébec: Editeur
officiel, 1972), p. 77: "VWe have defined a socio-linguistic
structure which proves beyond question that the domain of the French
language is particularly characterized by inferior duties, small
enterprises, low incomes and low levels of education. The domain of
the English language is the exact opposite, that of superior duties
involving initiative and command, and large enterprises, and high
levels of education.”

(2) _
Quebec, Quebec's Policy on the French Language (Quebec:
Ministry of State for Cultural Development, March, 1977), p. 52.
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private enterprises to French operations. (1) Subsequent studies
marginally reduced this estimate and indicated that the costs of
francizatibn representé’d Jbetween .2% and .5% of Quebec’'s Gross Interior
Product, a cost not much different from other public programmes such as
metric conversion, labelling, water and air purification, or the control
of cancer-causing substances.(2) These findings relate mainly to the

costs incurred in head and sales office operations.

These costs are by no means negligible, and the movements of head
offices from Quebec Elearly demonstrate a reaction to them. Using the
estimates from Alla;Lreand Miller's study, the costs of the proposed
francization 'program% would be equivalent to a increase in the Quebec
corporate tax rate from 12% to 13-13.3% for American firms. Corporate
operations most easily moved were relocated outside the province,

thereby simply softening the impact of the policy. In the revised

(1) ,

This.estimate included the costs for translating documents
in head offices, changing signs, and language courses for
executives, estimated to cost $230,000 per firm employing 350, also
over a period of 3 years. [Reports on Separatism, vol. 2 #3, p.
_12.]

(2)

Allaire and Miller estimated the short term costs (1 to 2
years) to be $93 million per year (an average of $103,000 per
company for 330 firms with 500 or more employees (or $60 per
employee per year), and an average of $11,700 for 5,000 firms with
50 to 499 employees (or $50 per employee per year)). [See: Yvon
Allaire and Roger E. Miller, Canadian Business Response to the
legislation on Francization in the Workplace (Montreal: C. D. Howe
Research Institute, 1980), pp. 54-5.]1 A study for the Quebec
government by Econosult found that the costs most frequently
approached .1% of corporate operations. [See: Econosult Inc.,
Etude sur les Avantages et les Collts de la Francization (Montreal:
Service des publications, Direction des commnications, Office de la
langue francaise, 1981), pp. 235-8. See also: Quebec Update, vol.
3 %26, 30 Sept. 1980, p. 1.]
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language legislation (Bill 101), the regulations which followed, and the
clarification of those regulations, the Quebec government in turn
removed By stages the copcern for the costs of francization for head
offices, including resea.réh and development activities.‘(l) This was
particularly important for American-owned firms. In Morrison’'s 1964
study, American firms with head offices in Quebec demonstrated a
willingness to adapt to local requirements in their local operations, up
to—-but not including—head office activities and Icommnica.tions with
the parent compeny., He also identified engl.neermg and research and
develomment functions as characterizing this group more than any

other. (2) Wnile both ‘thie: policy statements and Bill 101 indicated that
head office operatioﬁs wouici be given special consideration,(3) it was
not until July, 1978 that the extent of the exemption was clarified

through the release of the regulations to implement Bill 101.

(1 ' :

The concessions granted in Bill 101 (in comparison to Bill 1
and the previous.government's language law, Bill 22) are set forth
by Coleman,®who argies that the revisions in Bill 101 made it "more
attuned to the North American context than even under Bill 22."
[William D. Coleman,: "From Bill 22 tO Bill 101: The Politics of
Language under the Parti Québécois", Canadian Journal of Political
Science, 14 (1981, pp. 479-80.] The New York Times also claimed:
"Most of the concessions were made to private business.” [New York

Times, 17 July-1977, p. 8.}

Morrison, Corporate Adaptability, pp: 45 and 83.

¢))

See: Quebec, Quebec's Policy on the French lLanguage, p. 63.
Bill 101 states in article 143: “"Francization programmes must take
account of the situation relations of business firms with the
exterior and of the particular cese of head offices established in
Quebec by business firms whose activities extend outside Quebec.”;
Article 144 states: “The manner of applying francization programmes
in head offices may be decided by special agreements with the
Office." [Quebec, Revised Statutes of Quebec, 1979, Chapter C-11,
"Charter of the French Language”.l
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The regulations governing the use of French in head offices were
j_mplement.ed only after »consultations with the business community (begun
in late 1977) and subsé&ﬁéntly employed a 50% revenue rule. The
regulations released in July, 1978 stipulated that firms which derived
more than 5% of their revenue from outside Quebec would have their head
office operations exempt from the provisions of Bill 101. Furthermore,
research and developinent offices were included in the classification of
5 head office. (1) Additionally, firms which derived less than 50% of
their revenue outsi?le Quebec.could also apply fof exemption for their
head offices if they_could demonstrate that their business would suffer
from implementing a ‘f‘ra.rftzizafion prograrme (according to the frequency
of contacts outside Quebec, the complexity of technology used, and the
requirements for specially trained staff).(2) When the regulations took
effect in December, 1978, it vas further stipulated that indirect

sources of revenue from subsidiaries would be considered in meeting the

(D
Reports on Separatism, vol. 2 #14, pp. 209-300; and ¥Wall

Street Journal; 21 July 1978, p. 10, which identified the
regulations as a "softening" of the language policy. The
regulations were established after a study of head office operations
of multinationals in Western Europe. In 1978, Henry Giniger
reported: "The provincial government of Quebec has drawn a
generally favourable reaction from business groups to an official
promise of wide exemptions for the headquarters here of large
national and international companies from the general requirements
to use French in Quebec." [New York Times, 24 July 1978, p. D-2.]

(2) ; ‘
Quebec Update, vol. 1 #12, 24 July 1978, p. 1.
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50% Tule.(l) This effectively removed the impact of the policy on
mltinational head offices located in Quebec. A seminar in New York (in
June, 1978), conduoﬁéd:by'Roger Gosselin (president of 1'Office de la
Langue Francaise) also indicated that the government intended to use
"the utmost flexible approach" in implementation--in some circumstances,
francization would take up to ten years to complete.(2) The studies
conducted on the costs of francization do not exclude head office
operations and as a result their estimates of costs were exaggerated in
light of this changg. The study by Allaire and Miller focussed

specifically on.the;dosts for head offices.(3)

o

S

The objective of the regulations for the Charter of the French
language was to demarcate operations within Quebec from operations
outéide the province. The working language of corporate operations with
Links outside of the province would remain in English, but operations
with local oontent;would have to be undertaken in French. The effect of
this orientgtion.becqmé evident as a result of conéultations in late

1977 and early 19v8. I October, 1977, Reader's Digest indicated that
\ .

it was oonsidé}ing the transfer of 150 employees from Montreal to

(1)
Quebec Update, vol. 2 #1, 8 Jan. 1979, p. 1.

(2 - . o
This was the first public explanation in New York of the
language policy. [Reports on Separatism, vol. 2 #12, p. 287.]

(3)
, See: Allaire and Miller, Canadian Business Response, p. 57.
The iEconosult study (conducted with the effect of these regulations
in mind) indicated that the effect of the Charter would be about one
half (.1% of Gross Interior Product) of Allaire and Miller's
results. [Econosult, Etude sur les Avantages et les Cofits de la
Francization, p. 234.]
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Toronto as a result of the passage of Bill 101. The plan was shelved
after discussions with the Quebec government in December, 1977.
Readers’ Pigest’'s Board: of Directors' concluded thaﬁ "with the
co-operation being shown" the personnel would stay. (1) In effect, the
implementation of Bill 101 simply removed this issue from the American
agenda in the area of head office and research and development

operations, the field most significant for American interests. (2)

The other major concern over the Chirter dealt with the educational
provisions requiring enrollment in Francophone public schools, creating
the apprehensioil xthaa;‘gslr.:Llled enployees would be lost if their children
were denied English educatlon Under article 85 of the Charter of the
French language, a three year exemption could be granted for children

entering the Quebec educational system from outside the province with a

(1)

Quoted 'in Reports on Separatism, vol. 2 #2, p. 205. The
president, E. Paul Zimmerman, encouraged by the Quebec government's
Tesponse, claimed: “Representatives of the government approached us
to actively idiscuss:our concerns. Their attitude was to find
solutions. &As long ‘as that continues, we'll remain.”

(2) ‘ _
Pierre laporte (Director of Research and Evaluation of

1'Office de la langue francaise) claimed: "The impact of this

ad justment on-the economic COSUS of the Charter for business firms
is extremely significant since the law as implemented removes from
their agenda the need to change in a basic way their customary
pattern of linguistic functioning. The adjustment took the form of
a particular regulation which, by the way, was prepared in
consultation with head office and research personnel themselves.
[Emphasis added.] [Pierre Laporte, "The Economic Impact of the
Charter of the French Language (Law 101)", in Contemporary Quebec,
ed. Calvin Veltman (Montréal: Universite du Queébec a Montreal,
1981), p. 153.] Veltman's book was funded in part by Quebec’s
Ministry of Intergovernmental Affairs, and was "designed to present
a basic introduction to the economic and political structure of
Quebec for an English-speaking, largely American, audience." [Ibid,
p. 5.1
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] FIGURE 5-2
QUEBEC GOVERNMENT EXPENDITURES ON EDUCATION:
' PRIVATE SCHOOLS AS A PERCENT OF PUBLIC SCHOOLS(1)
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possible three year extension. In subsequent years, the three year
extension was inmédiately granted in some cases to Americans,
consequentlj( progfid_‘i_tig.a: six year temporary residence status.(2) As
well, Quebec ggyernnxent ";e:@rpenditures for private education continued,
and in fact (compared to imblic school expenditures) substantially

increased in 1978 and 1979 (see: FIGURE 5-2).

The provisiotns of the Charter also created apprehersion due to the

delegation of authority for monitoring and implementing the law and the

(D o
LS Calculated from: Quebec, Ministere des Finances, Public
Accounts vol. 1 (Québec: Editeur officiel du Queébec).

(2)
Business America, 21 June 1985, p. 39.
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regulations. This was also subsequently ameliorated. In March, 1979,
Aimé Gagné, the retired vice-president of public relations for Alcan, (1)
vas appointed as a la;ng‘uage ombudsman and chairman of the Appeals Board
for the Francization of Business. Vhile he had been responsible for
implementing a francization programme at Alcan (even prior to the
passage of Bill 22), he also made it clear that English was the

principal language of business. (2)

In the aspects of Bill 101 relating to American corporate concerns,
the issue was effec%ively removed from the agenda and exemplified the
“optimal bargaamngwapproach The P.Q. was extremely vulnerable to the
perception of the exodus as-this reflected dismally on its ability to
manage relations with the private sector. (3) The government
subsequently settled for provisions to assist in the promotion of the
use of French up to the pon;t of middle management, but beyond this the

language of business would continue to be in Etngl.ish. By late 1978 this

(1 SRR

While Alcan is.listed by the Corporations and Labour Unions
Returns Act as Canadian controlled, it has strong American links.
Tn 1974, the distribution of Alcan's stock was: 45.4% by residents
of Canada, 44.1% by residents of the U.S., [Wallace Clement,
Continental Corporate Power: Economic Elite Linkages between Canada
and the United States (Toronto: McClelland and Stewart Ltd., 1977),
p- 161.] % :

(2) T .

“And while T feel that Quebec must learn to respect itself
as a French-speaking province, this doesn’t mean that English won't
be used. In fact, I believe that every French-Canadian who wants to
get ahead will definitely have to learn English." [Gagne, quoted in
Reports on Separatism, vol. 3 #6, p. 426.]

(3)

See for emmple: Wall Street Journal, 30 Sept. 1977, pp. 1
and 30. :
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oriehtation was effectively communicated to American corporate interests
in Quebec and the U.S. and the response in the decline of American head
office departures indicated a willingness to acocept the provisions. In
1979, two Amérioa.n head offices moved into 'Quebec; from November, 1976
to December, 1978, only one American head office relocated to Quebec, in
February, 1977. The P.Q. was initially extremely “disenchanted” with
the stétus quo, but was simultaneously extremely vulnerable to American
corporate punishment. The case of the implenentatiqn of the language
policy subsequently reverted to "optimal barga.i_ning"“, removing this most

significant concera for American multinationals.

P

~,

Asbestos Corporation -

The case of the takeover of Asbestos Corporation exemplified all
three manipulative tactics: "disénchantmen * with the level of 1qcal
processing of asbestos fibre, :ﬂboth the "hard” and "soft" landings of
threats and counterthreats and "optlma.l barga.nmng" or the formulation
of demands in such a way as to minimize the costs for the respondent of
mak.'x_ng a conoessmon Of @.ll the P.Q.'s sectora.l policy concerns which
had a bea.m_ng on the U.S., the takeover of Asbestos Corporation most
directly affected American corporate interests. The largest four of the
rive asbestos mines were American—controlled, the fifth was
British—owned. ij.icy statements by the P.Q. prior to the 1976 election
nad tended to focus on'the asbestos industry as a whole. During the
1973 election campaign, the P.Q. pledged to “"ensure a majority control

that is quebécois, where Québec enjoys a solid position in terms of
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international competition (asbestos for example).”(1) In 1975, the P.Q.
proposed the creation of a government controlled marketing office which
would be the exclusive agent for the buying and selling of asbestos. (2)
When it came to implementing these policies, the P.Q. initially settled

for only a portion of the industry, Asbestos Corporation.

The Quebec incentive for some form of local control was based on
dlssatisfabtion w1th the level of local processing. Only 3% of asbestos
mined in Quebec was prooessed within Canada, a flgure that the P.Q.
wanted to see raised to at least 20%, and within Quebec(3) (see: TABLE
A-5-1 in the appendlx)*il’he government estimated that (circa 1977) the

degree of fabrication resulted in only 1,200 Quebec workers employed in

asbestos processing (brake linings, asbestos paper and asbestos cement )
and 240,000 elsewhere (80, OOO in the U.S. ), in spite of the fact that
a0% of the world's asbestos is mined from Quebec, v:.rtually none in the
U.S..(4) The P.Q.'s concern over vwhat 1t regarded as foreign

exploitation -of Quebec’s natural resources was also a concern of the

S
. <

@D)

Quoted in Roma Dauphin, "Asbestos,” in Natural Resourses in
U.S.-Canadian Relations. Volume II: Patterns and Trends in Resource
Supplies and P Policies, eds. Carl E. Begie and Alfred O. Hero, Jr.
(Bou.lder Colorado Westview Press, 1980), p. 258.

(2)

W:.J_llam D.-Coleman, The epgndenge;_ MQV ement in Quebec:
1945-1980 (Toronto: University of Toronto Press,: 1984), p. 114.

(3)
Fournier, "The Parti Quebecois and the Quebec Economic
Situation", p. 21l. .

(4) )

A. Brian Tanquay, "Quebec’s Asbestos Policy: A Preliminary
Assessment” Canadian Public Policy, 11 (1985), pp. 230-1; and
Dauphin "Asbestos”, P. 254.
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previous Quebec government. The difference between the two governments
was that the P.Q. added specific demands (thereby clearly indicating
its disenthantment) and’ furthermore implemented the policy that the

previous government allowed to lapse.

Partial nationalization had been suggested by the Liberal
government in 1973, and had been aiaproved by Gilles Massé (Liberal
Minister of Natural Resources). Instead of carrying on with
nationalization immediately, a study was commissioned (completed by
Normand Alexandre in 1975) which specifically pointed to the foreign
control of the asiaesp_os:.ndustzy as the primary cause for the lack of
local processing. Alexandre ';réCOIrurxended the purchase of one mining
company-—specifically Asbestos Corporation-—the policy the P.Q.
subsequently implemented.(1) In April, 1975, the federal Department of
Regional Economic Expansion (DRE’E) offered financial suppoﬁ to Quebec’s
Ministry of Natural Resources in order to achieve the purchase of
Asbestos Corpora.tion, _in line with the study'’s fmgs. The IREE
recommendation wés reieééed by the Quebec government to the Montreal
Gazette on Ju.ne 2\0 1979 \Cthe day Bill 121, empowering nationalization
if bargaining failed, was passed) in an effort to support its bargaining
position at a time when General Dynamics (which controlled 55% of
Asbestos Corporation’s. shares) refused to sell.- IREE had claimed that

Asbestos Corpora,tié'n’s? failure "to exploit the compétitive advantage

(L ’

An abbreviated version of this report was tabled in the
Quebec National Assembly in 1978. [See: Normand Alexandre, "Vers
une Politique Québeécois de 1'Amiante”, in Quebec, National Assembly,
Documents de la Session, 1978, document number 37.]
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usually gained fr.om resource ownership has not worked out in favour of
Quebec. ... Because 1t 1s u:nder foreign ownership, a large part of its
profits from sales are taken out of the province."(1l) The P.Q.
consistently used these reconmendatlons in order to legitimize its
policy and thus to soften the effect on its image, a point consistently

raised by General Dynamics in its press statements.

In almost all i'espects, the choice of Asbestos Corporation as the
target Tepresented the case of minimizing the costs of this takeover to

~

the U.S.. Vhile 1t was an American-controlled enterprise, it was not
the largest mine by a:ny\standaxds (2) Canadian Johns-Manville, the
principal producer, was orlgn_nally thought to be the target (after
Iévesque’'s speech in New York) because of its size. However, Alexandre
had recommended against the eg;propriation of this company since it was
continuously expanding marketé and did some processing in Quebec. In
contrast, Asbestos f-Corporation shipped raw asbestos to its plant in
Nordenham, West Germa.ny, for processing.(3) As well, the takeover of
Asbestos Corporatlon would not effect U.S. supply to any great extent.

Iess than 10% of its raw fJ_bre shipped went to the U.S. Furthermore,

Asbestos Corporation constituted a peripheral operation of General

(1) i” ko - '
Montreal Gazzette, 21 June 1979, p. 1.

(2)

_ Deuphin, “"Asbestos”, p. 247.

3

Coleman, Independence Movement, pp. 114-5; and Quebec,
Challenges for Quebec: A Statement of Economic Policy, Synopsis,
Policy Objectives and Measures (Queébec: Editeur Officiel du Quebec,
September, 1979), p. 119.
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Dynamics, primarily an aerospace enterprise.(1l) The process of
purchasing Asbestos Corporation subsequently took over five years.
While thé official a.rfnounoement of this company as a target took place
in October, 1977, the day before Iévesque’s speech in New York, Parizeau
stated that Asbestos Corporation was the most likely target.(2) An
agreement witﬁ General Dynamics was finally reached on November 9, 1981,
and control was ha.nded over to the government in February, 1982. The
lack of quick, defémdmate action, potentially alienating the investment
commnity, combined,with repeated statements that Asbestos Corporation
would be the only téti*get for takeover effectiveiy mitigated this action\ ‘

as a general concern, (3).

The threat of a takeover of the asbestos industry, at first

ambiguous in terms of target, and veiled as a punishment for failure to

(1) :
Dauphin, "Asbestos", pp. 250-1; and Tanquay, "Quebec’'s
Asbestos Policy", pp. 232-3.
= ! |
- Wall Street Journal, 24 Jan. 1977, p. 20.
(3)

Alexander C. Tomlinson, "U.S. Perceptions of Investment
Opportunities and Risks in Quebec"”, in Problems and ortunities in
U.S.-Quebec Relations, eds. Alfred O. Hero, Jr., and Marcel Deneau
(Boulder: Westview Press, 1984), p. 42. Vhile acknowledging the
takeover of ‘Asbestos Corporation, in 1981, an (unidentified)
American speaker from the Council on Foreign Relations remarked that
no "major" Américan corporation had been the object of
expropriation. [The Council on Foreign Relations Inc. and the
Canadian Institute of International Affairs, Canada and the United
States in the 1980s: The Fifth Lester B. Pearson Conference, Oct.
14-17. 1981 (Copyright: Council on Foreign Relations Inc., 1982),
pp. 30-1.] On March 30, 1979, at the New York Executive Sales Club,
landry claimed: "That the Quebec government is dedicated to the
nationalization of industry is obviously a myth." He stressed the
desire for joint ventures with private capital. [Quoted in:

Reports on Separatism, vol. 3 #6, p. 425.]
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undertake local fabrication, also received an immediate response from
the entire industry. In February, 1977, Quebec’s asbestos industry, "in
an apparent effort 156‘ ’,plaCate the province’s new Parti Quebecois
government", announced the undertaking of a study to determine the
feasibility for an asbestos-processing industry in Quebec. (i) All five
producers proposed spending $225,000 on the study in order to satisfy
Quebec’'s aspiration$ for increased employment, and also indicated that
they would consider a joint venture with the government as a partner in
manufacturing fa,cju,,lities. This subsequently took the form of an
agreement in 1979 between the Quebec Asbestos Mining Association and the
government ' s Socneté' nationale de 1'amiante (SNA, created in May, 1978,
as the corporation to ta.ke over the government'’'s asbestos interests) to
form 1'Institute de recherche et de developpement de 1'amiante. This
was jointly funded (the Asbestos Mining Association contributed .5% of
its net sales for § years, and the government contributed $5 million) in
order to seek new uses for asbestos fibre.(2) As an initial response,
in late Febmary 19‘?‘? Quebec’'s Ministry of Natural Resources stated
that the-government wou.ld not nationalize the asbestos industry if “the
mining companies mvolved cooperate with government aims to further

local processing."(3) The conditional nature of the P.Q. response to

(1 7 .

Quoted in Wall Street Journmal, 16 Feb. 1977, p. 27.
(2)

Quebec Update, vol. 2 # 27, 9 July 1979, p. 1
(3

Quoted in Wall Street Journal, 1 Mar. 1977, p. 7.
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the American reaction indicated that nationalization was the "ultimate
step” to be used as a penalty should processing not increase. This
conditidnal orientét—i:dx;;:a‘lso had the desired effect on part of the
industry. In March, 1977, Canadian Johns-Manville decided to proceed
with $77 million investment in its mine at Asbestos, Quebec (which
investment had been put on hold after Iévesque’'s New York address). A
spokesman stated that the company did not expect the government to
nationalize the industry "so long as the compa.ni@ cooperate with the

governments objectives."(1 )

The protracte&negotlatlons for the purchase of Asbestos
Corporation were part of the government ‘s policy to divert attention
from this issue. During 1978, the P.Q. expended considerable effort to
improve its image in the U. S which effort would be jeopardized by any
direct, harsh action. ‘I'he issue at stake was not simply that of a
takeover, but more the question of fair compensétion. In this respect,
the nationalizaﬁion of Quebec’s electric utility éompanies in 1962 hung
over this case* l;x_ke a g‘host In 1962, compensation for the takeover had
been set umlatera:l_ly by the Ministry of Natural Resources.(2) ILévesque

(as the Minister), with Jacques Parizeau, Bernard landry and Claude

(1 '
Quoted in: . Business Week, 28 March 1977, p. 63.

()
Reports on Separatism, vol 3 # 19, p. 449.
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Morin (as aides) were the architects of that scheme.(l) In the Asbestos
Corporation case, tht? P.Q. in power consistently sought a negotiated
price séttlement. | Blll 121, empowering the government to expropriate
Asbestos Corporation (but hot requiring it), was not passed until June,
1979, and was viewed by General Dynamics as only a measure to pressure
it to negotiate. Spokesmen for the government consistently stated that
they desired a nego’éia.ted settlement, and Parizeau clearly Stated that
the purpose of the legislation was simply to indicate that the
government was "serious" about acquisition.(2) In the event that a
negotiated seﬁtzlenieé‘; could not be reached, Bill 121 provided for a
price setting arbit‘r;é:i%ﬁ \trn.bunal to consist of three members: one for
General Dynamics, one for the SNA, and one for the government (appointed
from the provincial judiciary). General Dynamics stated that it had no
hesitation in appearing before such a tribunal, since the corporation

felt that it would get more than the $42 per share the government was

4

N
v

(L ' '

Graham Fraser, René Lévesque and the Parti Quebecois in
Power (Toronto: Macmillan of Canada, 1984), p. 213. While this
case involved only Canadian-owned enterprises, it indicated the
identical reaction by the Canadian investment community also evident
in the U.S. in late 19v7. In 1962, after the announcement, the
Quebec government subsequently had great difficulty in raising funds
on the Canadian bond market, and in fact had to acquire funding in
the U.S. for the nationalization. ({Coleman, Independence Movement,
p. 103.] The American reaction in 1977 is evident in the rise in
bond yield differentials (see the figure in Chapter 2) in late 1977,
after a period. of decline from February, i.e. reversing the trend.

(2)
¥Wall Street Journal, 15 Dec. 1978, p. 29; 6 June 1979, p.
14; and 25 June 1979, p. 16.
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proposing—General Dynamics was demanding $99.75 per share.(l) The

difficulties evident in 1962 and the concern over fair compensation were
' B

effectively mitigated in order to soften the American reaction to a

takeover which General Dynamics was exploiting.

The costs to the P.Q.’s image, if it proceeded with direct
expropriation, were ’_not the only costs involved. If nationalization
occurred, the payment to General Dynamics would be subject to both
Canadian and American taxes unless special arrangéﬁ\ents could be
negotiated, or Au%;g\nlg‘ss the payment was quickly re-invested in Canadian
natural TESOUTCes (;t;ﬁé;ggppiqn General Dynamics proposed to its
shareholders). (2) In an effort to placate the government, in May, 1979,
Asbestos Corporation proposed a joint venture with the government to
undertake processing. However, the company admitted that the employment
effect would be mm_tnal~~thé government refused the offer.(3) The offer
by General Dynamics, in order to induce the govei"nzrtent’s concession, was
"sub-optimal ba.rga.mlng especially in light of the taxation costs.

However, Genera.]x Dyna.mlcs subsequently used delaying tactics in the

(1)
Wall Street Journal, 21 June 1979, p. 20; and Reports on
Separatism, vol. 3 # 18, p. 524.

¥Wall Street Journal, 27 Mar. 1979, p. 10; 28 Mar. 1979, p.
16; and 21 June 1979, p. 20.

(3)
; Wall Street Journal, 10 May 1979, p. 16; and New York Times,
10 May 1979, p.- D-5. In February, 1977, Yves Berbue (Minister of
the Office of Natural Resources) indicated that nationalization
would result only if the asbestos industry did not comply with the
aim of increasing processing from 3% to 20% [Wall Street Journal,
1 Mar. 1977, p 7.] :

204



attempt to remove the threat of expropriation.

The length of time involved in resolving this issue was due to two
factors. First, the P.Q. did not make its first formal offer to Gemeral
Dynamics until April, 1979, while Bill 121 was still pending in the
National Assembly. Second, immediately following the passage of Bill
121, General Dynamics launched a court challenge on the
constitutionality of the legislation, based in part on the argument that

the legislation was passed only in French. In the series of appeals

“r

~ (and subsequenthj_njunctions against expropriation) which were not

ultimately set aside until March 5, 1981, General Dynamics was partly
relying on the next. ele;tidn"rémoving the P.Q..(1) On March 31, 1981,
General Dynamics agreed to negotiate——the election occurred two weeks
later on April 13--and on November 9, an agreement was reached. (2)

¥hile the threat of expropi;iation also entailed oostsb as a punishment,
General Dynamics:' was able to soften this tactic‘, but only to the point

where it was finally vunvable to avoid negotiation.

¥hile f@rw\strategi‘q Teasons the takeover of Asbestos Corporation
was the ideal éhoioe in terms of redressing the level of processing and
minimizing the pquntia.l American backlash, in one respect the choice
was sub—optj_ma.]_.,._ The subsequent delay was used by the P.Q. to overcome

this disadvantage—Asbestos Corporation owned no- processing facilities

(1) - :
Wall Street Jourmal, 27 Mar. 1979, p. 10.

(2)

Reports on Separatism, vol. 5 #5, p. 792; and vol. 5 #6, p.
800; and Tanquay, "Quebec’'s Asbestos Policy”, p. 234.
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in Quebec. Its output was shipped to West Germany for processing.

while the court challenges continued, the SNA opened the Lupel Pilot
Plant td use asbestos for the backing of linoleum and constructed a
pilot plant at Thetford Mines (the location of Asbestos Corporation’s
mine) for the production of brake linings.(1) In 1979, the SNA acquired
oﬁe half the shares of Distex Canadienne Ltée (in Montreal), a producer
of automotive brakes.(2) In May, 1980, the government concluded an
agreement to purchase Bell Asbestos Mines Ltd. from its British owners
(which had been negoﬁiated only since November, 1979). Bell Asbestos
had the largest iplant in Que.bec‘ for secondary processing in addition to
a developed sai@is I;étwéi‘k both included in the deal.(3) While the
court cases and negdtiationé 'with General Dynamics went on, the
government abquired the ab;i.lity to enhance its objectives, without which
the acquisition of Asbestos’ Corporation would have been—-other than
symbolically--useless. The final agreement with General Dynamics turned
over one half of 1ts 55% ownership of Asbestos Corporation, with an
option to acquire the remaining half (vhich option was exercised in

1084), therehy offsetting General Dynamics’ taxation concerns.

The dissatisfaction over the level of processing, substantiated by

the Alexandre report and legitimized by the DREE recommendation, coupled

o

(D)
Quebec Update, vol. 2 # 19, 14 May 1979, p. 1.
2
€ Quebec, Challenges for Quebec, p. 121.
(3)

Reports on Sémgtism, vol. 4 #9, p. 638; and Coleman,
Independence Movement, p. 115.
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with the demands to increase processing exemplify the “"disenchantment”
with the state of affairs. The punishment tactic (nationalization) was
clearly réstricted td §h3$‘was,perceived to be the greatest violator,
Asbestos Corporation. The’choioe of AsbestosACorporation also
demonstrated "optimal bargaining" as this target would affect U.S.
interests in supply least, as well as the corporate interests of General
Dynamics the least of all the possible targets.(1) The phasing in
period for the actual transfer of complete ownership also demonstrated
this tactic. The ree¢iprocal punishment involved in the damage to the
image of the P.Q. wasoffset by the protracted negotiations and the
renunciation of a go;;af:ﬁ»m‘ent\ '—se-'tvprioe (i.e. the landing was
"softened"), which also permitted the time to acquire processing
facilities. However, the use of the threat to expropriate was also a
factor for General Dynamics’ ‘taxation costs, and shortly after the legal
proceedings were éxhausted (exemplifying General Dynamiés' employing a

"soft landing", with the aspiration that the P.Q. could disappear) an

i3

(1) T .
General Dynamics initially linked the Asbestos Corporation

issue with its aerospace concern, thereby attempting to inflict a
"harder" landing on the government. When Bill 121 empowering
expropriation was passed, the president of General Dynamics
threatened to stop investing in Quebec, a clear punishment since at
that time Gengral Dynamics was slated to re-invest $2.3 billion into
Quebec from the expected contract to build fighter aircraft for the
Canadian armed forces. [Reports on Separatism, vol. 2 #22, pp.
365-6.] However, General Dynamics soon changed this position and
subsequently received the political support of the ILevesque
government. On March 27, 1980, Lévesque urged Ottawa to purchase
the F-16 from General Dynamics rather than the F-18 from McDonnell
Douglas. At that time, General Dynamics claimed that one-half of
the' work would be done in Quebec. [Reports on Separatism, vol. 4
#6, p. 614.] The contract eventually went to McDonnell Douglas which
at the last minute increased in its offer the benefits to Quebec:
one-half of its expenditures for the contract were to be spent in
Quebec. [Reports on Separatism, vol. 4 #7, p. 618.]
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agreement removing this consideration was reached. The case of Asbestos

Corporation most clearly exemplifies the bargaining approach. (1)

' .
Quebec Government Borrowing

Apart from Bill 101 and the takeover of Asbestos Corporation, the
other major issue in Quebec’s relations with the U.S. concerned Quebec’'s
borrowing on the New York bond maiket, principally to finance
Hydro-Quebec's Jémes Bay project. The tactic employed after the P.Q.
came td power was to avoid the U.S. market by concentrating debt
financing overseas and by pla01ng its bond issues with Quebec’'s Caisse
de dépbt et de placement and the Hydro-Quebec pension fund, i.e. to
“soften” the impact of the Amerlcan negative reaction and the costs this
entailed.(2) In 1977, Quebec had retained its prized double-A bond
rating from both Moodys and:Standard and Poors. In its feview, Moodys

virtually discounted the factor of the P.Q.’s policy of an'independent

COIN j
. Thls was also conveyed to the U.S. In an article in

Sygth951§ (published. in San Francisco) Plerre Fournier explained:
"The government's asbestos strategy is part of an attempt to
renegotiate Quebec’s position with respect to U.S. capital. The
main objectives are to obtain a greater share of processing, more
subcontracting. for Quebec firms and a larger share of managerial
jobs for French Canadians." [Fournier, "The P.Q. and the Quebec
Economic Situation", p. 21.]

(2) Co .

This was also consistent with previous P.Q. statements.
During the 1973 election, when Parizeau presented as a platform a
budget for the P.Q.; he emphasized that Quebec should find the
"materials for its development at home". "The traditional attitude
of only looking outside to finance major Quebec projects is an
expression, in a country that is industrial, developed, and
collectively quite rich, of the colonialist reactions represented by
our traditional polltlcal leaders." [Quoted in: John Saywell, The
Rise of the Parti Québécois: 1967-1976 (Toronto: University of
Toronto Press, 1977), p. 82.] '
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state, and generally found the province to be well managed

financially. (1) While the effect of these statements of confidence was
not immediately a.ppé.reﬂi.: : itb ‘had been estimated that a drop in the
credit rating would have cost the‘ government an additional 1% on its
borrowing, making the P.Q. extremely vulnerable.(2) During 1977 and
1978, until the bond market in New York returned to pre—election levels,
Quebsc virtually avoided New York in its placements, thereby softening
the impact of the increase in bond yield differentials (see: FIGURE

5-5.)

&
N

T
B r-,

Prior to 19‘7‘? Qxiébec had ‘traditionally borrowed one-half of its
requirements in the U.S. but in 1977 and 1978, this dropped to below
20%. It had been estimated that the government would require
approximately $2 billion per year for the period 1977 to 1981 in order
to finance the James Bay project.(3) However, in 1977, because of a

financing flurry in 1976, Hydro-Quebec had $1 billion on hand and as

. . .’)
"The province has generally enjoyed first-rate

administration of its governmental affairs, and its government is
generally considered as capable. Typifying this is the Hydro-Quebec
operation, which is among the best managed electric enterprises in
Canada and perhaps the continent. Financial capabilities are fully
accounted for in the development of the power resources, and the
self-supporting nature of the business is carefully managed." The
uncertainty over the issue of separatism was discounted as at that

time vague. [Moddy's Bond Survey, 14 Mar. 1977, p. 1533.]
(2)
Reports on Separatism, vol. 1 #6, p. 42.
(3

Douglas Fullerton, "Quebec Government Borrowing," in
Quebec’s Access to Financial Markets (Government of Canada Report
for the Federal-Provincial Relations Office, 1979), p. 6; and Andre
Thibeault and Iarry Wynant, "Investor Reaction to the Political
Environment in Quebec", Canadian Public Policy, 5 (1979), p. 237.
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R FIGURE 5-3
) - QUEBEC GOVERNMENT BORROWINGS:
BY MARKET AS A PERCENT OF TOTAL

PERCENTARGES

- |
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such made the principal government borrower initially less vulnerable.
The 1977 budget allowed Hydro to borrow only $1 billion.(1l) Quebec’s
efforts in offshore fl.na.ncmg were also substantial. In July, 1977, the

province arranged a $v5 million loan from a syndicate of Japanese banks,

(1) .
Fullerton, "Quebec Govermment Borrowing", p. 6; and Wall
Street Journal, 13 Apr. 1977, p. 18.

’
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at that time Japan's largest foreign loan.(1l) While the American media
paid particularly _cl_c;se_attention to the pattern of Quebec’s borrowing,
claj_m'_ng. that the réaiy”’tést of investor confidence would come only with
the first issue in the U.S., no public bond issues were undertaken until
July, 1978, when the yield differentials had returned to normal.(2)
Quebec simply avoided the U.S. market at a time when this action would
have indicated on.ly a willingness to pay the price:

Ma.rkets have a tendency to view the willingness of a
borrower to pay unusually high yields, in a
desperaté search for money, as a sign of weakness;
in sope instances this leads to a drying up of
buymg and-even active selling of outstanding bonds.
The recently: narrowing gap between Quebec and
Ontario réflects in part a decline during this
period in Quebec borrowing in North American markets
outside Quebec.(3)

(L
Wall Street Journal, 26 July 1977, p. 31.

In Thibeault and Wynant's study which included this bond
issue,” two issués comparing Hydro-Quebec and Ontario bonds in 1975
showed :a differential of 70 basis points. The 1978 issue showed a
differential of only 66 basis points. However, these findings must
be treat&d with caution as in all three instances, the bond issues
were separated by a period of one to two months. [Thibeault and
Wynant, "Investor Reaction", pp. 242-4.]

(3)

Fullerton, "Quebec Government Borrowing", p. 14. This 1is
evident in the figure on Bond yields in Chapter 2; the yield
differential d.ropped dramatically in June and July 1978;
Hydro-Quebec‘s bond issue was released in late July 1978, resulting
in a temporary peak in August. In fact, at the time, Hydro-Quebec
did not desperately require the funds, and was perceived as paying a
high price (70 basis points above comparable U.S. utilities) simply
to gain re-access to the market for possible future issues in 1979.
[Business Week, 7 Aug. 1978, p. 68.] One New York analyst commented
on both the price of the 1978 bond issue and the impact of the
message of Opération-Amerique: "There still is a lot of uncertainty
over Quebec, but a 10% yield-—combined with the passage of time and
a softened tone from Quebec on separatism—-goes a long way toward
appeasing those fears." [Ibid.]
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The effect of the "willingness to pay the price" was also evident in the
sharp, but temporary, rise in bond differentials in August, 1978, the
. ,

month after Hydro-Quebec bought its return to the New York market with a
high yield issue. By avoiding going to the market when most vulnerable
and when not necessary due to the availability of offshore finanecing,
the P.Q. simply "softened” the impact of the negative American Teaction.
By going to the U.S. earlier, its vulnerability would only have been

made apparent.

%

Apart from. the d;Lver31f:Lca.t:Lon of borrow:.ng in 1977 the Quebec
government selected Robert Boyd as the new president of Hydro—@Quebec in
what was perceived to be "a move to reassure the international financial
commmity".(1l) Boyd was viewed as less likely to bend to the political
concerns of the P.Q., and more apt to run Hydro as a business than the
alternate candidate, Laurent Picard. Picard was noted as having close
contacts with the Quebec cabinet, and not being averse to having Hydro
play a more actlve polltlca.l and social role such as by using the
utility as.a traam_ng ground for French-Canadian executives. (2)
Furthermore, in July, 19‘78, Boyd (along with the former president of

Hydro-Quebec, Roland Giroux) was appointed to Hydro's board of

(1) c
© ¢ i Business Week, 15 Aug. 1977, p. 54.

(2) _
Business Week, 27 June 1977, pp. 39-40.
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directors.(1l) The drop in bond yield differentials in July, 1978 was
also apparent. In May, 1980, Standard and Poors conducted another
review of Quebec's fmancm.l ‘and political situation, and announced that
it would not change its rating, even if the referendum vote should give
the government a mandate for negotiating sovereignty-association.(2) In
the case of the American reaction, "softening" the impact, the direct
efforts to reverse the perception of risk via Opération-Amérique, and -
the appojntméntswto Hydro-Quebec démonstrate the Use of the "soft
landing” and "optiﬁ\al bargaining” tactics to return to a state of

stability. TE
Labour legislation, »the MmJ.mum Wage, and Taxation

¥hile the language legislation, the takeover of Asbestos
Corporation and @Quebec government borrowing were the specific issues
which attracted the greatest deal of attention, .several other issﬂes
related to the P.:Q. 'S purpose of emhancing the economic status of
French—CanadJ_ans a.lso reoelved some mention, mainly: @Quebec’s minimum

wage, the. taxatlon measures of the 1978 budget, and the revisions of the

(1) o

: Quebec Update, vol. 1 #24, 24 July 1978, p. 2. In 1979, the
high regard held for Boyd became apparent when he was honoured in
New York (by the U.S. publication Engineering News-Record as the
only Canadian among a list of 40 international persons) for his
administration of Hydro and his ability to meet the tight
construction schedules of the James Bay project, bringing La Grande
2 phase of the project into operation three months ahead of
schedule. [Quebec Update, vol. 2 # 10, 12 Mar. 1979, p. 2.]

(2)
Quebec Update, vol. 3 #15, '5 May 1980, p. 1.
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labour cbde.( 1) Vhile all of these were relaxed to a degree, they were
also all implemented. The revision of Quebec’'s labour code (termed the
"anti-scab” legislatj‘.;ﬁ) was perceived in the U.S. as making "Quebec the
strongest bastion of organized labour on the continent."(2) The
legislation made it easier for unions to organize (requiring only a 35%
vote for certification) and prohibited employers from hiring new
employees to replace striking workers.(3) While this had been a P.qQ.
election promise, it was subsequently revised after consultation with
the business commumrity in several respects. Employers could submit to
an arbitration commlttee a list of employees they did not wish to rehire
after a strike; stmckeompames could continue to operate with
management and non-unionized employees hired before the strike; and
companies could hire personnel during a strike to protect property
against both destruction and deterioration.(4) After this, the issue

was effectively removed and virtually disappeared from consideration.

(L 5 sl

‘The 'redistributive orientation of these policies to favour
the Quebee-working class was also retained in the 1979 economic
policy paper: "The ultimate goal of coordinated effort by economic
agents is a viable economy for all and the perfecting of a type of
social contract which would make possible an equitable distribution
of the proceeds from growth. The freedom of agents to act depends
on a mutual sense of responsibility." [Quebec, Challenges for
Quebec, p. 37.]

(2) oo

Business Week, 10 Oct. 1977, p. 60.
(3)

Business Week, 24 Oct. 1977, p. 108.
(4)

Jean-Marc Piotte and Pauline Vaillancourt, "Toward
Understanding the Enigmatic Parti Quebecois", Synthesis, vol. 2 #4
(Fall, 1978), pp. 39-40; and McRoberts amd Posgate, Quebec, pp.
204-5.
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In early 1977, the P.Q. raised the minimum wage in the province to
$3.15 per hour, reportedly the highest in North America,(1l) and
furthermore J_ndexed this f;'o --thé cost of living, raising it to $3.27 in
January, 1978. In the spring of 1978, the govermment commissioned a
study by Pierre Fortin who admitted that, prior to undertaking the work,
he personally' favoured the measure. However, his final report indicated
that (with other wage emulations through indexation to the minimum wage)
the inflation impact would be between .3% and .5% a.nd unemployment would
be increased from bétween .6% and 1% through corporate relocations
outside the provn_noe (2) .The report, released in June, led the
government to remove the J_ndexatlon immediately, a move clearly prefered
in American reports on the issue.(3) The minimum wage was frozen at
$3.27 just prior to the July, 1978 indexation increase, allowed to
increase 6.1% in October, 19;?8 (while the cost of living index indicated

an 8% rise) to $3.37, and was thence to be staggered until comparable

(L) o
' Herbert C. Meyers, "Business has the Jitters in Quebec,"
Fortune Magazine , 96 (Oct 1977), p. 244.

(2) ~ :

Pierre Fortin, "The Price, Employment, and Redistributive
Effects of the Minimum Wage: Lessons from the Quebec Experience”
(Paper presented at the conference on Incomes in Canada, Winnipeg,
Manitoba, May 10-12 1979, sponsored by the Economic Council of
Canada.) Fortin also found that the unemployment effects would be
found predominently among the Quebec youth, the age group that the
minimum wage policy was originally intended to assist.

3
Wall Street Journal, 19 Sept. 1978, p. 2%2.
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with the Ontario minimum wage.(l) While the increases were phased out,
which effectively also removed this issue, the redistributive basis of

L -
the legislation was simply transferred to the tax system in 1978.

The April, 1978 budget substantially increased the personal income
taxes for income over $30,000 per year.(2) It was specifically
presented as reducing the tax burden on lower income groups, and thus
also contributed to the incentive to relocate head offices.(3) The ‘
effect on head office Ereloca.tions out of Quebec is a_'Lso apparent in the
figure in Chapter 2. ‘fI"here is a marginal rise in departures in the
latter half of 1978, bit mot nearly as severe as occurred with Tespect
to the passage of Bill iOl. In an effort to soften the impact of the
tax changes, in the following March, 1979 budget, a stock savings plan
was introduced. This plan allowed deductions of up to 20% of income (to

a maximum of $15,000, less registered retirement savings plans and

(1) . = } °
Quebec Update, wol. 1 # 10, 10 July 1978, p. 1; vol. 1 #13,
31 July 1978, p. 2; and vol. 1 #23, 7 Oct. 1978, p. 2.

(2)

In a comparison between Quebec and Ontario, it was
determined that for a single person the rate in Quebec was 4% higher
at $7,500 income, and 16% higher at $25,000 to $100,000 income.
Furthermore, the upper rate for Ontario was 61.9%, for Quebec,
68.9%. [McRoberts and Posgate, Quebec, p. 203; Judith Maxwell,
Gerard Belanger and Penny Basset, Taxes and Expenditures in Quebec
and Ontario: a Comparison (Montreal: C. D. Howe Research Institute,
1978), Ch. 4.] Quebec’s corporate taxes were not changed.

(3)

Wall Street Journal, 19 Apr. 1978, p. 6. The president of
DuPont .0f Canada Ltd. explicitly stated that the tax action "adds
substantially to the already strong pressures for relocation of head
offices." [Quoted in Wall Street Journal, 8 May 1978, p. 23.] DuPont
did not move its office, but in January, 1979, it announced that 100
persons would be moved from Montreal to Toronto in April. [Reports
on Separatism, vol. 3 #2, p. 395.]

216




registered home ownership savings plans contributions) for investments
in new shares of s’t}vocl;‘ y{ith corporations maintaining a head office or i
main pla;)e of business‘-’ﬁ;rQuebec.( 1) While this measure was initially
poorly reviewed as too littile and too late, by December, 1979, its

popularity grew, and was described by the New York Times as Quebec's

"first success in three years of attempts to improve relations with
business."(2) Instéad of directly participating and guiding the economy
in terms of the PQ 's redistributive orientation, in this respect the

emphasis shifted t& mitigating disincentives, "optimal bargaining".

S |

Defense Issues and ’the U S. Government

¥hile the preoed_mg a.na.lys;Ls has exemplified the use of bargaining
tactics to reach an accommodation with reference only to the American
economic commnity, the objective in relation to the U.S. government was
simply to have it remain neutral. The major political impact for the
U.S. of an independent Quebec was initially perceived to be in
re-negotiating Anerlcan .Security arrangements, especially significant

E
{

5y
ey

(1)
Maxwell and Pestieau, Economic g;ltlgg of Contemporary
Confederation, p 86.

(2)

New York Times, 26 Dec. 1979, pp. D-1 and D4. The direct
benefits were also described: an individual earning $40,000 had to
pay $2,513 more-in taxes in Quebec than in Ontario, but if he
contributed his maximum of $8,000, his taxes would be reduced to
$351 more than in Ontario. For an individual earning $75,000,
investing $15,000, the figure before would be $5,805, and after
$994, more than in Ontario. The stocks had to be held for a minimum
of two years. [See also: Quebec Update, vol. 2 #13, 2 Apr. 1979,
p- 1.1 :
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given the P.Q.’'s apparent social democratic neutrality prior to

1977. (1) 'Defense arrangements between Canada and the U.S. have always
been a controversial iss}L'ie", not without examples of perceived
interference by the U.S. in Canadian affairs. In early 1963, during the
House of Commons debate over the arming of Bomarc missiles with nuclear
warheads (as part of the NCRAD system against the Soviet bomber threat )
and Canada’s nuclear role in NATO, the debate revolved in part around a
U.S. Department of State dispatch on Jamuary 30. “The State |
Department 's releasg contradicted a speech by Prime Minister Diefenbaker
on January 25 conoerm_ng arrangenents for, and the appropriateness of,
nuclear arms on Ca.nad_lan SOJ.l and for Canada’s NATO forces. The result
of the debate was a non-confidence motion, subsequently passed on
February 5, which led to the election of 1963.(2) An independent
neutral Quebec would put in ,j";:eopa.tdy the effective use of the Bagbtvi].le

air-base and would generally complicate NORAD. (8)

The P Q effectlvely removed U.S. strategic military concerns from

the agenda .in ea.nly 1977 by pass:.ng a resolution at its May convention

(L
Howard Tentner, "Canadian Separatism and its Implications
for the United States", Orbis, 22 (1978), pp. 375-93; and Nicholas
Stethem, "Canada's Crisis: The Dangers", Foreign Policy, (Winter,
1977/78), pp. 56-64.

(2) .
d.L. Granatstein, Canadian Foreign Policy Since 1945: Middle
Power or Satellite (Toronto: Copp Clark Publishing Company, 1969),
pp. 126-7; and Jon B. McLin, Canada’'s Changing Defense Policy.
1957-1963: The Problems of a Middle Power in Alliance (Baltimore:
Johns Hopkins Press, 1967), pp. 162-4.

(3)

John Starnmes, "Quebec, Canada and the Alliance", Survival,
19 (1977), p. 215. '
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reversing the previous objection to participation in Western defense
systems, specifioally NORAD and NATO.(1) As early as September, 1977,

in an interview with U. S ews & World Report, Levesque made the change

in P.Q. policy clear. Involvement in defense would only be conditional
on the economic costs of participation.(2) Subsequent statements in
1978 continued in this vein(3) and became part of the focus of addresses
in the U.S., such asb Lévesque's speech to the National Press Club in
Washington (Ja.nua.ry,‘ 1979) designed to retain Amemca,n neutrality J_n the
upcoming referendum &"ebate. (4). The policy paper for the referendum,

"Quebec-Canada.: A Neszea;L also retained the position that an

o =

(1

: New York Times, 30 May 1977, p. 4, lauded as "a striking
example of the moderation shown in the first convention since the
party assumed power !

(2

"As far as defense agreements are conoemed our party in
the late 1960s hastily voted a retreat from everything—-a lets get
out of all foreign entanglements. Its now being rehashed and it
might take a couple of years to sort out our thinking, but
membership in “NATO polltlca.lly is probably a must for Quebec
eventually."” In reference to NORAD, levesque also stated: “That’s
something we should be part of as long as it didn’t ruin us
financially. Our doubts would be only about the cost, not the
principle of continental air defemse." [U.S. News & World Report,
vol. 83 #13, 26 Sept. 1977, p. 71.]

(3
On March 7, 1978, Intergovernmental Affairs Minister, Claude

Morin, clearly stated the Quebec position: "We must not create a
vacuum in North ‘Ametrica by detaching ourselves from the defense
system of the continent, NORAD. In short we accept our share of
responsibility for collective security and east-west cooperation.*
(Quoted in Piotte and Vaillancourt, "Toward Understanding the
Enigmatic Parti Quebécois", p. 40.1]

4
New York Times, 25 Jan. 1979, p. 4, and 26 Jan. 1979, p. 7.
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independent Quebec would "play a role in the North Atlantic Treaty
Organization as well as other treaty obligations."(1) The neutrality of
the American govermment-was achieved by the removal of the neutrality of

the P.Q..

(1
¥Wall Street Journmal, 2 Nov. 1979, p. 32.
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Conclusion

In general, all the specific issues areas and the orientation of
Operatlon~Aner1que 1;1d.10ate concessions to U.S. corporate interests.
This is also evident genera.]_ly by a resolutlon passed at the P.Q.
convention in May, 1977 which a.llewed for "majority foreign
participation (up to 99%) in all sectors ... which are too heavily
dependent on foreig"r; ﬁxarkets for the sale of their production and in
those where Quebec does not have a good competitive position or that
depend on a technology that is non-existent in Quebec."(1) With
reference to thé‘ PQ 's intention to establish foreign investment
guidelines, this sgiaeequently employed the alternate tactic of forming

joint ventures with private capital.(2) Where concessions were made to

the greatest extent (the emphasis on economic association in

(L '
Quoted in: Fournier, "The Parti Québecois and the Quebec
Economic Situation", p. 1.

(2)

In Aug‘ust 19‘?9 Gulf Canada Ltd. and Union Carbide entered
into an agreement with the government owned General Investment
Corporation to produce ethylene feedstock in Montreal in order to
support the ailing petro-chemical industry. [Wall Street Journal,
21 Aug. 1979, p. 7.] A similar deal was struck between the
province’s steel corporation, SIDBEC, and U.S. Steel in order to
gain greater access to the U.S. market. [Michel Nadeau, "An
Overview of ,the Quebec Economy", in Contemporary Quebec, p. 29.] In
an interview for the New York Times and in a speech to the New York
Executive Sales Club in March, 1979, Minister of Economic
Development, Bernard Landry, emphasmed the policy of seeking joint
ventures as preferable to nationalization. [New York Times, 15 May
1978, pp. D-1 and D-2; and Reports on Separatism, vol. 3 #6, p.
425.] While the P.Q. economic programme set forth in 1979 severely
criticized foreign control in Quebec, and indicated that a set of
foreign investment guidelines would be forthcoming if Quebec gained
independent status,-it also claimed that joint ventures with foreign
corporations would be the preferred orientation of the government.
(Quebec, Challenges for Quebec, p. 52.]
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Opération-Amérique, revisions to Bill 101 and the regulations governing
head offices, and restricting nationalization to Asbestos Corporation),
they weré done in such : & manner as to have the greatest inipact on
American corporate interesté while at the same time retaining some of
the thrust of the policy orientation. In many other respects, the
concessions, only partial, in effect removed the issue from the agenda |
(e.g. the "anti—scab"‘ legislation, the minimum wage and taxation), and

led to a return to a state approaching normalcy.

%

The conoessions ‘'were also most evident in the areas where the
Quebec govemnent was mo§t vulnerable to retaliatory reactions. The '
government could nelther prevent nor place sanctions on the moves of
head offices and personnel (in relation to its language policy and
taxation); it could not prevent the changes in J.nvestment (1) However,
it could influence all of these by preventive measures related to its
image in the U.S..: At the same time, the P.Q.'s Vlﬂ_nera.bn.llty to
sanctions was not as - sem_ous as orlgn_na.J_'Ly peroelved Fund_i.ng was not
crucial du(_evto aux smc’plus»n_n 1977 and expanded efforts overseas led to a
reduction of th:Ls mﬂnerabjjity. "As well, concessions were granted by
the American corporate sector as in the case of G.M. and the asbestos
industry (although this did not have the desired effect). What is most

clear is that the demands accompanying statements on the "disenchantment

(1)
o "Businessmen are using the threat of leaving as blackmail.
We are like a bunch of workers who have gone on strike. They're
trying to scare us with the consequences. Over the long run, we
don’t much care if corporations keep their headquarters in Quebec.”
[Ievesque, Quoted in: Herbert C. Meyers, "Business has the Jitters
in Quebec, " Fortune Magazine , 96 (Oct., 1977), p. 239.]
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with the status quo" all took place in 1977, leaving ample time to
negotiate a return to normalcy in 1978. Of the three manipulative
tactics: "optimal ba;rga.uu_ng clearly applied most strongly to the
post-1977 period, "disenchantment with the status quo” to the 1977
period, and the "hard" and "soft" landings approach to both. All of the
economic policies, which incorporated demands to redress what the P.Q.
viewed as undermi_nix;g the economic status of Francophones, were adopted
and/or legislated in 1977. In essence, the P.Q. redefined the issues
which dissatisfied* it into demands which were locally oriented, making
the conoessionfsfl J_nj:he areas beyond local concerns, the field where the
concessions had the greatest -impact for American corporate interests.

In this regard, and referring to Marchak's contention that the provinces
are able to manage their own external relations,(1l) this case study
demonstrates how a provincial government can have an influence on. its
international rel_atio’ns via the use of signals accompanied with explicit
communication to bfi_:‘set the events predicted by other models. In
general, the cdse of Quebec exemplifies the initial temet of this study
that a subinatioml perspective is a requisite for the analysis of
Canadian foreign policy.

One of the most significant findings of this study relates to the

stated intervening variable of information. In the case of Quebec

specifically, the American economic community reacted markedly

differently than its Canadian counterpart. It is apparent that

(1)
Patricia Marchak, "The Two Dimensions of Canadian
Regionalism"”, Journal of Canadian Studies, 15 (Summer, 1980), p. 92.
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corporate actions were on the most general 1e§fel partly conditioned by
nationality. Statements cited throughout do indicate that this was in

s T
turn related to an unav}"arepes's (by the American private sector) of
events in Quebec due to the generality and vagueness of statements made
in 1977. As well, the amount of time and expenditure that Quebec spent
on influencing the U.S. economic community was relatively minute. It is
also the case that the American economic community reacted to the direct
influence of‘jnteﬁded information. In the reaction to Lévesque’s speech
in New York, Bill 101 and Opération-Amérique, the response was
practically mmed_la:}:e and furthermore, there was virtually no "lead"
reaction. A littlé*?e;fgjzf't~ goes a long way and is significant for
provincial economic interests given the degree of American control
W provincially and the Qperation of the international corporate market.
While a provincial mfluence related to Canadian foreign policy has been
evolving since at :lea,’st the 1970s, in periods of perceived crisis for
provincial interests, the influence can be more fbroeful and

revolutionary. 5

\

Related to all of the above is the inclusion of a perspective
herein termed the operatlon of the international corporate market—-the
tendency for J.mport and export. flows to be determined by the supply and
sales patterns of‘nm.lta_na.tlonal corporations out-. of all proportion to
their production. The presented material has demonstrated that the
operation of the :Lnterna.tlonal corporate market has a profound effect
vhen foreign oontrol is vested primarily in one locale, and that it is
also an inter-provincial as well as an international phenomenon. The

complexity of Canada’s foreign policy is exacerbated due to the
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multi-furcation of control in this field in both the public and private

sectors. With regard hfco the P.Q.'s policies exemplifying cognizance and
disenchan{:ment with thé y’c"j’p‘eration of the international corporate market,
bargaining with the America.n‘ economic community revolved around the

international facet in order to gain concessions in local operations.

While the "critical risk” model can be applied to dynamic
situations, it also retains the potential for analysis beyond the four
derived ma.nipulativeM tactics. A particularly useful application would
be in weighting}cggtént analyses of conflict, such as in the World
Interaction/Event’sﬁ%%éyj(ngs). WIES begins with cooperative behaviour
and conflictual pehaviour as :a'—dychotomous taxonomy. These two classes
are subsequently dissected into over 200 sub-categories, which
sub-categories are applied to media reports in order to determine.
whether an event exhibits (or more precisely, is "perceived" to exhibit)
conflict or' cooperation.(1) However, WIES is only a taxonomy. The
200-plus sub-categories are not weighted in the aggregation and as a
oOnsequenové__ tMS@emtsomy analysis on an nominal basis. The basic
elements of the "oriticallrisk" model, the payoffs (Temptation, Reward,
Pﬁnislm\ent, and the Sucker's payoff), could be aggregated into sets
(using two actors, into 256 sets) which could then be used to classify

the WIES sub-categories into a metric scale, then applied in content

(L

See: Charles A. McClelland and Gary D. Hogard, "Conflict
Patterns in Interactions Among Nations", in International Politics
and Foreign Policy (Revised Edition), ed. James N. Rosenau (New
York: The Free Press, 1969), pp. 711-24; and Stephen G. Walker et
al., "Evidence of Learning and Risk Orientation During International
Crises: the Munich and Polish Cases", British Journal of Political
Science, 14 (1984), pp. 33-51.
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analysis, and then aggregated. The potentiai of thé "critical risk"”
model is for more prgc;sion in analysis of the kind of behaviour it
specifi‘cally address;éé*;' - At the same time, WIES permits a more rigorous
analysis of the propositiohs implied in the concept of "critical risk",

beyond the descriptive application used above.

The orientation throughout this work has been to emphasize .
similtaneously a.dynamic and diéaggregate perspective both ‘in the
evidence used and the model applied. While these’ two components have
been exaggerated :m importance to the extent that a rigorous static and
aggregate perspective:has been largely ignored, change and the influence
of sub-national actjors \do \feﬁresent complicating elements in
Canadian-American interaction. The data does exist for a much more
rigorous analysis of the thrust of this work, and given the trend. of
provincial participation m extra—natioha.l affairs, at the very least

the employed perspective can no longer be ignored.
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‘ L
Statistical notes on Expért and Import data.

A1l trade data from both Statistics Canada and Québec, Bureau de la
Statistique, use the concept of "Province of Lading" for exports,
defined by Statistics:Canada as: "the province in which the goods were
first laden aboard a carreir for export."(1l) This does not imply
"Province of Origin" and the data is therefore subgect to interference
from J_nterprovmcml tra.nsport before export. Beginning in 1985, the
category of "Provmoe @f OI‘ng_n" will be the classification used for
exports, and 1984 represents a tra.ns:Ltlon pemod As well, both
Statistics Canada and Québec, Bureau de la Statistique use the concept
of "Province of Clearance" for imports, which is the port of entry and
does not necessarily represent the ultimate destination of those
imports. As a coris’equenoe, import data is also subject to interference
from lnterprovmolal tra.nsport more soO than the category "Province of

Lading” for expox'ts

(1)
Statistics Cahada, Exports by Countries: January-June. 1984
(Ottawa: Supply and Services, Canada, 1984), catalogue no. 65-003,

p. 6.
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TABLE A-1-1
TOTAL GOVERNMENT EXPENDITURES AR TRADE AND INDLETRY:
FROVINCIAL GOVERNENTS AS A 7 CF THE FEDERAL GOVERWENT(1)

TOTAL
YEAR«  ND.  P.EIL N.S. N.B. QE. ONT. MM SAX.  ALTA. B.C. FROVINES
19R/71 1.63 74 163 1.68 757 3.8 62 2 2’ 1.4 5.9
1971/ 2.82 & 2.8 61 10.41 3.1 1.@ B 3 14 3%
1972/73  2.45 1.7 245 317 84 397 1.6 1.9 248 1.5 MM
1973/74  2.52 42 252 1.8 7B 43 1.52 7S 3B 211 B®S
1974/75 2.6 L2 286 2485 712 4B 1.46 146 428 275 27
1975/76  2.67 1.8 267 38 1112 521 1.5 1.64 424 114 3.6
1976/77  2.94 7 294 45 PR 43 1.5 1.47 & 24 377
1977/78  3.60 1.7 - 368 110 1314 4 1.9 1.42 &2 1.8 M4
1978/79  3.49 1.8 349 218 1354 4.4 1.10 1.78 B 274 6.8
1979/80  1.16 1.58 1.6 1.8 10.63  16.41 K-S 1.6 119 472 4%
W/ 2.3 e 2.3% 1.6 . 198 10.9 S 1R 17T 4R DB
1B/ 9.9 50 929 12 94 7.8 8 142 1.7 214 3743
1980/83 1.8 B . 48 212 128 1478 1.01 1.3 4% 214 4.6

-

* Fiscal Year (Apr. 1 to Mar. 3{)‘

TABLE A-1-2
COVERNMVENT EFENDITLRES ON TRADE AD INDLSTRY, TRANSFERS TO BLSINESS AND PERIINS,
By FROVINCIAL AND FEDERAL GOVERWMENTS, ($ THOBANDS)(2)

YEARe  NID. PEI. NS. NB. QE OF. MN. SAK ATA.  B.C. ALFRV. FD.
19%/71 1468 81 1710 2M3 1224 2585 484 1 9312 224 46119 104897
1971/72 23110 & 124 T3 145D PR 545 5 9410 203 54128 1874%
1972/73 167 B NL R 1B 2BR 1B7 54 577 IH0 SHB 160626
973/74  8¥® 77 34 43 92 M M3 140 11877 3M3 3019 21
1974/75 110 1263 . 194 @@ 80 4115 344 4B 182 86 5717 190991
1975/76 14301 1948 ¢ 43 4@ 16110 IR 2104 1613 2081 XES T4 2080
1976/77 1804 39 \ 207 4T3 11963 BI84 1047 29 1454 T3 6318 245064
G778 ATIN3 464 TR 2142 55497 6166 46 X6 30 TM0 GNI5 1947
1978/ 240572 940 236 9IW 646 B/E 0 W3 T8 43 1237 IWOH 191978
1979/ a3 @ 229 BB 5977 141N 247 5136 1486 31800 281283 3590
198/81 9601 723 1821 10726 92D MR 2104 4475 16R  BIIS TH® TR
1BIR 12643 35 X506 6787 748 65583 46 6847 636 15871 225110 S867R
193 BE5 98 210 10 Ro444 13678 2%3 3191 AR 5644 3167 606455
* Fiscal Year (Apr. 1 to Mar. 31) S

(M
Calculated fram:  Statistics Canada, Provincial Goverrment Finance: Revenwe ad Bxpenditure (Ottasa: Supply
od Services, Cawodo), catalogue ro. 68-207; ad Statistics Canods, Federgl Goverrment Finance: Revenwe and
Poeenditures, Assets gnd Lichilities (Ottama: Supply ond Services, Canoda), catalogue mo. 68-211.

@ g
‘ Statistics Canoda, Provincial Goverrment Finance: Revenue and Expenditure (Ottowa: Supply and Services,
Canada), catalogue o, 68-207; and Statistics Canada, Federal Goverrment Finance: Revenue gnd Expenditures. Assets
ond Licbilities (Ottosa: Supply ad Services, Canda), catalogue no. 63-211.
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TABLE A-1-3
EXRCRTS TO THE U.S. AS A PERCENT OF CANADIAN EXRCRTS TO THE U.S., BY FROVINCE(1)

YEAR NFD.  P.E.IL. N.S. N.B. QE. ONT. MAN.  SAK. ALTA. B.C.
1973 R .26 1.74 1.97 1587 51.77 1.8 2% N2 12Z
1974 77 & 1.7 1.9 16.4 4.2 1.75 3.8 18.97 9.60
1975 74 Ro 1.84 1.98 16.13 44.81 1.64 3.2 2.8 9.44
1976 .6 o4 1.64 1.4 15.62 48.88 1.57 295 15.74 11.18
1977 T2 K] 1.7 1.2 158 5.2 1.38 28 1316 n.&
1978 T2 .26 172 1.4 1646 KRB 1.47 24 123 1206
199 74 a7 1.48 215 1743 483 1.88 34 1286 1174
1980 N .6 1.50 24 188 4.2 1.8 3.8 154 9.2
1981 .8 .97 1.41 254 1872 48.16 1.83 3.3 15.48 7.61
1982 .64 K] 1.44 1.48 16.42 S2.84 1.81 3.1 14.81 7.26
1983 .55 .10 1.247 1.1 16.07 55.48 1.8 3. 12.% 7.e2
1984 47 .8 1.21 1.7 1568 S8B.2 1.57 2% N.7Z7 6.8

IVECRTS FROM THE U.S. AS A PERCENT OF CAVMDIAN IMRCRTS FROM THE U.S., BY FROVINCE(2)

YEAR NFLD.  P.E.I. N.

S. NB.  QE. ONI.  MN. SAX. ATA. BC.
1974 21 23 .65 &6 1@ 65 38 1.3 3% 748
1975 21 8 .6 B 1537 B3 414 18 445 677
1976 15 ' 55 & 1407 6.3 404 1.6 491 63
1977 1 -/ B 8 1281 e’ 35 1.9 48 59
1978 15 ®° 4 B 122 e 3% 15 53 626
197 A7 @ 8 - e 1373 6.4 3@ 1.8 525 678
1980 18 .0 4 78 145 .10 38 1.8 533 668
1981 21 ® ;.3 64 138 .11 3® 177 524 6%
1982 24 &’ .52 & Mg ®e&e 371 1.8 519 58
1983 19 e & .8 1241 7.5 3B 17 493 514
1984 12 e .\ 781221 7248 3277 142 426 4T3
Q)

vExports are by Province of Loding. Calcalulated fram: Statistics Canodo, Exports by Countries (Cttowa:
Supply ond Services, Canada), catalogue no. 65-0@3.

@
Inports are by Province of Clearance. Calculated fram: Statistics Canode, Imports by Countries (Ottowa:
Suply and Services, Canade), catalogue no. 66-006. .
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FIGRE 1-1: TABLE
BERTS TO THE U.S. AS A PERCENT CF TOTAL BERTS(1)

YEAR ND. P.E.T. N.S. N.B. QE. QNT, MAN. SAX.  ALTA. B.C. CAN.
1973 2.7 64.0 71.2 6.4 §3.3 81.2 71.6 8.3 3.1 42.4 67.4
1974 2.5 62.1 8.9 0.2 82.5 78.6 n.7 8.3 6.5 .3 6.9
1975 3.1 5.8 57.7 46.2 49.9 77.8 68.1 &8.7 93.2 37.5 €5.2
1978 6.7 27.7 0.5 43.9 8.3 81.3 68.1 g7.0 91.1 42.1 67.5
1977 43.9 48.2 €3.9 46.6 £4.8 8.9 77.8 8.9 0.3 4.9 9.7
1978 49.3 51.8 .1 . 46.3 57.0 8.1 7.8 g7.0 8.7 47.4 R.2
19/ 48.1 5.0 8.5 42.3 56.4 2.9 81.9 R.3 0.9 2.7 67.7
192 45.0 3.4 5.2 37.9 0.6 76.9 7.2 HE >4 .3 63.1
1981 42.2 83.2 A 82.8 £5.9 n.7 77.9 *H6 B3 31.8 6.3
19| 2.3 48.4 5.9 51.3 8°.5 8.5 74.4 6.3 87.8 33.1 €8.2
1983 48.9 57.8 =5 6.2 $6.7 8.8 8.1 9%6.5 87.7 37.0 .9
1984 49.2 8.4  &R5 61.8 3.0 9.1 8.6 94.7 87.8 3.0 75.6

(1
Exports are by Province of Lading. Calcalulated fram: Statistics Cawdo, Dports by Cantries (Ottowa:
Supply and Services, Canada), catotogue no. 65-083.
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TABLE A-1-4
DIVERSIFICATION OF EXECRTS:  BY FROVINCE ARD CANADA(1)

YER MWD, PEI NS, N8B/, QE . OF. MN. S AJA BC. OM.
1973 62 .43 I 6 54 . 2% 30 .1 e 5 (34
1974 714 4B 4% 5B 547 2B B AR ®s7 - 6B .40
9% 6@ 515 & 613 S8 TP B 1T @6 &2 415
9 e 783 453 &0 546 2@ B 1w 1@ 6l 3
g7 612 56 421 e 81 .28 IR e A® 5 .37
198 .51 583 .47 577 .42 - @1 .24 1% 1® 588 3B
9n 57 519 .44 6@ .6 2B 22 2 13 el .3
1980 &2 483 515 667 50 .28 20 7 1R 661 437
181 618 464 518 547 4B 248 .21 b .45 62 .4
1| &® 514 s %7 51 8 %6 e 1 &7 3B
1983 563 0 .4 .48 451 4B ™ 245 o4 12 613 .35
1984 B4 .4 42 454 418 A4 2% 86 1% 618 2B
19 491 4@ B0 46 6. 112 24 e 1@ 55 2

DIVERSIFICATION INDEX FOR

gy

-~

"j*!s transactions "X" with "i"

1 -

- \ _,, N

Xij ",j"’s‘transactions "X" with target "i1i"
Xt "j"’s total "t" (i.e. "i" through "N") transactions "X"
N = Number of targets (here, N=23)

Here, diversification is measured by the value of exports to 2 CHD cantries ax ‘other countries’ as
targets of exports, moking fof a total of 23 aress. For an example of a use of this diversification index, see:
Harold ven ‘Riekhoff, "The Third Option in Canadian Foreign Policy", in Canada’s Foreign Policy, ed. Brion W. Tanlin
(Toronto: Methuen Publications, 1978), pp. 1@2-3. The lower the index, the more the exports are concentrated in
one or a few countries. Corversely, the higher the index, the more the exports are equal ly spread out anong the
targeted countries. The index range is between @ ad 1, i.e.: 120IVj20. Dota were taken fran: Statistics
Canoda, Exports by Countries (Cttowo: Supply ond Services, Canada), catalogue no. 65-9@G5.
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FIGRE 1+-2: TABLE
EFEORTS TO THE U.S. AS A PERCENT OF GROSS DOMESTIC PROIDLCT(1)

YER MWD, P.EI. NS, NB.'  QE  ONI. MN. SAX. AJA.  BC. A\
973 7.8 2.8 9235 13.8 878 1668 604 878 1645 13.8 13.5
1974 836 2.6 10.68 138 9.3 155 58 1.7 248 11.48 1372
197 719 1.83 9.8 1285 850 1414  4.94 . 9.63 2.37 10.37 1245
1976 591 2000 9.8 10.88 841 16.13 495 9.3 185 12.41 12.9
1977 7.3 282 103 123 9.3 1854 497 10.06 1613 14.12  14.14
1978 8.3 2% 11.21 - 11.94 105 BB 577 942 142 1549 15.23
1979 848 403 1047 17.00 12.83 2048 7.8 12.06 16.86 1559 15.9
‘18 838 35 Née 194 1228 190 7R 138 168 1.2 1527
1981 801 3® 103 234 1280 19 7.9 1.9 17.01 949 152
19 721 4R 956 128 10.8 2145 7.2 11.23 1561 9.2 15.66
1963 648 5.4 849, 15.2 1147 BE 7.7 1.8 1431 1041 16.56

; FIGRE -3: TABLE
BALA\CE CF TRAGE WITH THE US. ($ MILLIOS)(2)

YER  NID. PEI NS, NB. QE N  MN. SAX. AJA. BC. OM.
1974 1156 43 2123 200 -96.0 —453%4.5 —449.5 4437 X0 W6 -60.9
1975 1962 2.4 23%.2 182 -2R.7 -619.3 -67.6 X0.3 3615 3.4 -246.9
1976 1163 59 283 175.4 3119 493 -64.7 3127 20661 11747 -56.9
1977 1842 93 34 28B4 907 -5174.9 -6%6.6 IWVS5 5106 1944 6.8
1978 7.1 125 4727 2688 14486 -EX6.3 -AW.5 3.7 200 21865.0 1271.3
1979 2455 236 3B 6215 1340.4 -9487.0 910.0 6332 IV6.3 W60 -1952.4
190 2425 234 S®@2 629.5 1617.7-10090.6 -968.6 1066.0 4X%3.0 112.5 —158.7
1981 2507 B.8  546.6 10R2.4 263.0-106R.5 —1@33.2 8641 562 V6 —4%6.3
12 2422 402 S840 4073 3445 -I7B8 -FB.4 7.6 5768 1296.2 8646
1983 2524 465 4518 60N 656.0 2048 -710.3 10107 S21.9 2136.9 10424.4
1984 3.5 -52.6,. 5343 873.9. 4618.2 —1473.6 -941.5 1476.2 6412.7 2400.4 14258.9

b
k!

(1
BExorts are by Province of Loding. Calculated fram: Statistics Conada, Bxports by Countries (Cttama:
Supply ond Services, Canada), ocotalogue no. 65-033; ond Statistics Canada, Provincigl Egconamic Accounts:
WMM(th Supply and Services, Canoda, 1984), catalogue no. 13-212.

)] -

Exports are by Province of Lading, Imports are by Province of Clearance. Catoculated fram: Statistics
Canoda, Imports by Contries (Ottowa: Supply and Services, Canada), catalogue no. 66-806; and Statistics Canoda,
Exports by Countries (Ottawa: Swpply and Services, Canoda), catalogue no. 65-023.
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FIQRE +4: TABLE
BALANCE OF TRADE WITH THE U.S. AS A PERCENT OF GROBS DOMESTIC FRCDLCT(1)

YEAR NFLD.  P.E.I. N.S. N.B. QE. QNT. MN. S, ALTA. B.C. CAN.
1974 6.065 1.086 6.0/ 7.419 -2/ -7.53 -7.299 7.08 19.54 228 413
1975 4.924 408 6.064 599 -585 -9.33 -S.eB 43 1689 2642 -1.514
1976 4427 1,101 5946 488 688 -6.48 -85 3.6 1268 518 -2
1977 6286 1.615 7.819 5763 1.89 -6.28 752 475 10282 7.4 296
1978 6629 1.89 853 598 255 -5 760 38 7.7H/ 77D 54
198 6.403 3.1 6.164 11.36 218 9.2 -873 554 9211 615 -7V
1982 6.13 2724 786 1252 2.3 8.2 8588 8046 10077 2.94 -518
1981 5.460 3.0 7.412 17516 323 -7.9%8 -7.82 563 11.26 742 124
1982 488 380 678 631 410 -2.721 5424 5186 108 29815 2178
1983 46% 381 472 855 402 -1.99 -47» 628 950 434 253

- R TALE A5
EFFECTIVE RATE (PERCENTAGES) OF THE CAVOLAN TARIFF QN IMCRTS FR EACH FROVINCE AND CAVOA(2)

YR«  NWD. P.EIL NS. NB. QE. ON. MN SAX. AJA. BC. OM.
1974/75 17 95 31 30 65 58 56 53 77 81 60
9%/ 24 87 35 26 69 54 51 47 74 90 59
67 72 14 27 25 73 55 58 47 74 92 6
w9/B 56 93 32 25 75 53 57 53 74 92 60
9B/ 47 86 40 22 74 50 48 40 68 82 57
19/ 31 65 29 16 66 48 48 35 64 76 53
1980/81 27 79 26 11 58 47 38 37 65 79 5.1
w/R 32 6@ 25 14 55 46 41 29 68 80 50
1A 31 .49 29 22 61 42 43 32 62 81 49
838 4@ 1.3 ;34 21, 62 39 40 30 53 78 46
18485 42 28 36 23X 59 36 33 34 50 72 43
« FISOAL YER (Apr. 1 to'Mar. 31; Inports odjusted)

M ‘
Exports are by Province of Lading, Imports are by Province of Clearace. Calaculated fram: Statistics
Cawda, Imports by Couptries (Ottowa: Supply ond Services, Canada), catalogue no. 65-006; Statistics Canoda,
Exports by Cantries (Ottawa: Supply and Services, Canada), catalogue no. 65-083; ad Statistics Canada, Provincial
mmmmm (Ottosa: Supply and Services, Canada, 1984), cataiogue no. 13-212.

)]

Calculated fram: Statistics Caoda, Imports by Countries (Ottasa: Supply and Services, Canada), catalogue
no. 66-0@3; and Canada, Department of National Revenue, Report of the Department of Natjonal Revenue: Qustams Pxcise
ad Taxation (Ottawa: Supply and Services, Canada). This is calculated by toking the duty paid on total imports by
province of clearance as o percentage of those total imports by province of clearance.
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FIGRE +-5: TABLE
CAPITAL EPENDITURES BY MANLFACTLRING FIRVE:  AVERICAN-OONTROLLED FIRVE BY FROVINCE
AS A PERCENT OF AERICAN-CINTROLED FIRE IN CANADA(1)

P.EI N.S. NB. QE QWL MN. SAK.  AUTA. B.C.

YEAR  NFID.

1976 NA NA 7 2.1 15.2 @.4 .8 1.6 11.9 7.1
1977 NA MNA .9 .8 13.3 64.0 9 6 1.9 6.9
1978 NA MNA 1.0 1.7 1.9 .2 1.0 .3 16.7 7.9
197 NA NA 1.3 2.0 12.7 58.3 1.0 .9 14.7 8.6
1980 NA NA 1.0 1.3 13.2 6.7 3 1 7.8 19.4
1981 NA NA 10 . 5 8.2 5.8 1.0 1 2.7 12.6
198 NA NA 13 5 1.8 0.6 1.5 1 27.9 7.1
1983 NA NA 1.1 7 17.7 62.8 7 1 13.1 4.2
1984+ NA NA 1.4 NA 5.7 5.7 .6 1 6.9 5.0

*reliminary Estimate

b FIGRE 1-6: TABLE
CAPTTAL DXPENDITURES BY MNLFAGTLRING FIRVS:  AVERICAN-CONTROLLED FIRVG AS A PERCENT OF TOTAL FIRVE(2)

NN
A

YR NID. P.EI NS, NB. | -QE  OW.  MN. SAX. ATA.  BC.  CM.
1976 NA NA 6.6 279 249 371 19.7 #6 483 B2 B9
1977 NA NA 190 155 .58 436 267 172 3.3 268 3.7
1978 NA NA 195 B5 216 46 2.4 120 5.8 20 3.6
1979 NA NA 2.4 231 235 442 246 28 464 66  H.1
1960 NA N @1 235 217 45 9.3 45 48 B2 370
1981 NA NA 15.8 92 169 463 215 30 486 2 %7
192 NA NA 14.4 45 .5 #91.3 3.9 3.3 B5 242 26
1983 N N 5.9 87 %9 498 194 22 =8 52 B9
1984 MA NA 248 M 2.9 483 138 31 - 28 238  B5

*Prel iminary Estimote

M

Investment, in the' form of copital experditures, by contry of control, od on a provincial bosis, is

avai lable only for mawfocturing fims, ad only for eight of the ten prwih;:a,s. Calculoted fram: Statistics -

Caxada, Investment Statistics Service Bulletin (Ottowa: Supply and Services, Canada, 1978), vol. 4, mo. 2,
catalogue no. 61-097; and Statistics Conoda, Copital Bxpenditures of Domestic and Foreign Controlled Estoblishments
in Monufacturing, Mining and Forestry, (Ottows: Supply and Services, Canoda), catalogue no. 61-215.

@

Investment, in the form of - copital expenditures, by country of control, axd on a provircial basis, is
availabie only for mawufacturing fims, and only for eight of the ten provinces. Calculated fran: Statistics
Conado, Investment Statistics Service Bulletin (Ottawa: Supply and Services, Canoda, 1978), vol. 4, mo. 2,
catalogue no. 61-097; and Statistics Caoda, Copital Expenditures of Damestic and Foreign Controlled Estoblistments
in Marufeeturing, Mining and Forestry, (Ottowa: Supply and Services, Caada), catalogue no. 61-215.
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FIGRE 1-7: TABLE
CAPITAL DPENDITLRES BY MWLFACTLRING FIRVE:  AVERICAN-OONTROLLED FIRVE AS A PERCENT CF CANVADIAN-CONTROLLED FIRVG(1)

i

YR  ND. ‘P.EI. NS, - KB QE. QT MW, S AJA. BC.  ON.
1976 NA M »B.7 434 4.4 67.1 31.2 56.7 129.3 0.4 61.7
1977 NA NA 4.8 191 410 0.6 48.0 2.1 141.7 49.5 72.8
1978 NA NA ®.5 427 .3 g7.0 43.9 5.3 127.2 46.9 7.5
1979 NA NA 49.6 2.6 3.9 ®.2 3.3 23 1168 3.2 67.2
1980 NA M - 5.6 31.9 25 1128 12.7 5.4 97.9 4.6 63.6
1981 NA NA &.5 19.5 23.4 8.6 B.4 35 124 51.9 €8.5
1982 NA NA 73.3 4.8 3.9 2.0 64.0 3.7 132 3.1 65.0
“1983 NA NA B2 98 47.4 118.4 0.2 2.4 67.3 fN.5 74.1
1984+ NA NA 57:9 NA 5.1 1159 19.0 3.5 8.6 %6 79
+Preliminary Estimate :
%

() :

Irvestment, in the form of cpital expenditures, by country of control, axd on a provincial basis, is
available only for mawufacturing fimms, ad only for eight of the ten provinces. Calculated fram: Statistics
Caodo, Investment Statistics Service Bulletin (Ottasa: Supply and Services, Canads, 1978), vol. 4, mo. 2,
catalogue no. 61-@97; and Stotistics Cawda, Capital Expenditures of Damestic and Foreign Controlled Establ ishments
in Moufocturing, Mining and Forestry, (Ottowa: Supply ad Services, Caxda), catalogue no. 61-215.
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TABLE A-1-6
MANUFACTLRING FIRVB:  TAXABLE INOOME AS A PERCENT OF SHIRMENTS(1)

", CANBDIAN-OONTROLLED FIRVG

YEAR  ND.  P.EIL N.S. NB.  QE ONT. MN. SAK. ALTA. B.C. OAN.
1970 NA NA 2.3 2.42 3.5 4.7 4.17 2.64 3.5 4.81 4.11
1972 NA NA 3.45 2.3 3.46 4.2 3. 3.8 4.0 5.45 3.9
1974 NA NA 3.97 4.62 462 5.61 5.48 4.51 4.34 4.5 5.11
1976 NA NA 3.94 1.91 3R 3.81 4.76 3.9 3.97 4.87 3.8
1978 NA NA 4.2 1.67 3.57 3.58 4.18 4.27 4@ 6.31 4.00
1989 NA NA 5% 82 4.8 4.2 4.5 5.71 5.06 4.52 4.74
1981 NA NA 400 3.9 3.3% 347 43 324 424 244 348
AVERICAN ONTROLLED FIRVS
YEAR ND. P.E.IL N,S. N.B. QE. ONT. MN. K. ATA B.C. CAN.
197 NA NA 8.8 8.13 - 6.83 5.64 8.%5 8.23  12.46 6.04 6.13
1972 NA N T3 7.04 8.0 753 132 17717 1364 7.8 8.01
1974 NA NA - 9.8 7.91 1563 2643 %#.68 13.& 9.9
1976 MNA NA 7.54 673 1474 278 225 1.5 8.31
1978 NA NA - 6.36 513 1.2 1588 168  10.83 6.58
1990 NA NA 11.54 1146 8.91 6.67 185 3397 1654 1.0 8.5
1981 NA NA 8.27  14.19 7.21 597 16.15 27.97 10.67 10.17 7.13
OTHER ROREIGN-OONTROLLED FIRVG
YR MWD, PEL N.S. N.B. QE. QONT. MN., AKX, ATA B.C. CAN.
1970 NA NA 412 . 3.2 5.87 3.37 361 7.8  10.%6 3.24 4.31
1972 NA NA 3.3 4.44 5.74 5.88 6.2 11.47 1297 5.57 5.61
1974 NA NA 521 67 8.51 868 . 7.3 1314 B 6.46 8.86
1976 NA NA 1.66 5.81 473 5.43 445 10.01 155 4.47 5.36
1978 NA M . 412 ‘6.10 3.58 3.8 3.8 353 3.9 7.20 4.18
1989 MT M 9 n.z 7.04 6.74 5.58 7.40  13.31 9.2 7.5
1981 M - MY 4T3 7.5 4.60 4.8 4.5 4.3 6.04 4.8 4.77
TOTAL FIRVG
YEAR N, P.E.L N.S. N.B. QE. QNT. M. SAK.  AUTA B.C. OAN.
197 NA N 440 3.60 472 5.2 5.52 4.65 7.% 5.31 5.13
1972 NA NA 4.94 3.8 5.17 6.15 6.32 6.93 8.2 6.41 5.9
1974 NA N 5.94 6.15 6.63 7.16 8.2 1013 1.3 7.84 7.8
1976 NA M 553 3.44 5.9 5.53 6.96 8.97 11.83 6.0 5.93
1978 NA M 493 297 4.48 4.48 5.7 6.42 . 9.54 7.58 5.13
190 NA NA 8.3 8.76 6.29 5.64 6.97 8.68 9.® 6.94 6.47
1981 NA NA 5.67 5.01 4.61 477 6.2 5.3 6.8 473 4.8

M
Colculated fram: Statistics Canoda, Corporgtions and lebour Uhions Retumns Act: Part 1 Corporations
(Ottawa: Supply ad Services, Canada), catalogue no. 61-201; and Stotistics Canada, Domestic and Foreign Controf of
Mrufocturing, Mining ad Logging Esteblistments in Capoda, 1981 (Ottowa:  Supply and Services, Canoda, 1984),
catalogue no. 31—401.
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FIGRE 2-1: TABLE

IM/STWNE IN MANUFACTLRING: BY- AVERICAN-CONTROLLED FIRVG IN QUEBEC AND ONTARIO(1)

x

— QST (SMIUIONS) . . ONIRIQ (SMILLIONS) = _ QEBCASAZCE ONIARIO

| CAPTTAL | | CAPITAL | | CAPITAL [
YEAR |AMDREPAIR CAPITAL  REPAIR| |MD REPAIR CAPITAL  REPAIR| [A\D REPAIR CAPITAL  REPAIR|
1976 23 B9 204 1669.3  1118.3  541.0 T B2 074
1977 58.1 347  53.4 264 1461 603 2675 DB 0.5
1978 5%.1 283 2578 2468 1376.8 6R.0 6.0 Po7 B4
197 3.9 3.1 2838 241 1656  7BS %65 2.2 B9
1960 760 450 910 3181.8  23%6.5 8145 2408 2O BT
1981 60.8 B44 2464 %5 H13.6 829 180 1471 2823
1982 683.8 442.9 2409 7835 1980 855 245 B3%# D
1983 e 5.6  219.4 21 19%6.8 962 6.7 2006 2.5
1984« 11127 838  28.9 PR35 1981.9  1101.6 BH OB B0

S FIGRE 22: TARLE
INVESTVENT IN MAUFACTLRING B CANABLAN-OONTROLLED FIRVS IN CLEEEC AD ONTARIO(2)

— QESC (SMIUIOS)  _ ONRIO(GMILIINS) = _ QFESTASAZCGE ONIARIO

| CAPITAL . || CAPITAL | | CAPITAL |
YEAR - |MO REFAIR CAPITAL  REPAIR| |AD REPAIR CAPITAL  REPAIR| |A\D REPAIR CAPITAL  REPARR|
1976 06,6 6B5 461 24463 1667.6  TB.7 41.97 W81 4.45
1977 1112.4 7436  ¥8.8  2497.0 . 1617.7  8R.3 455 4597 4.9
1978 128.8 @44 4244 2656 14195  978.1 5.9 56.67 43.48
197 131.3 8741 457.2 B48.1  168B.1  150.0 4674 5148 B
190 X034 14029 505 2 B2 2972 1380 806 @75 49.3
1981 23141 160.4 6747 4085 X07 1578 573 6.8  49.69
19 X33 1300 043 .. BNT  B149 1314.8 57.40 Q.8 .81
1983 19%7.9 1187 TR2 - X2 1667 1285 8673 7249 .47
194s 273 1577.9 -"\819.4 2425 1MB.3 1582 BE  R3 53.44

v g

« Preliminary Estimate

Q)] G o
Calculated fran:  Statistics Conodo, Investment Statistics Service Bulletin (Ottawa: Supply and Services,
Canoda, 1978), vol. 4, ro. 2, catalogue no. 61-087; and Statistics Canoda, Cpital  Expenditures of Damestic and
foreign Controlled Establistments in Moufacturing, Mining and Forestry, (Ottawa: Supply and Services, Canoda),
catalogue no. 61-215.
2
Colculoted fram:  Statistics Canada, Investment Statistics Service Bulletin (Ottowa: Supply ond Services,
Caada, 1978), vol. 4, mo. 2, catalogue. no. 61-087; axd Statistics Canada, Capital Expenditures of Damestic ond
foreign Controlled Estcblishments in Mawfocturing, Mining and Forestry, (Ottowa: Supply and Services, Canada),
catalogue no. 61-215.
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FIGRE 2-3: TABLE
BND YIEi:D AVERAGE. DIFFERENTIALS: NEW YORK MARKET :
e QUEBEC — ONTARIO(1)

MNTH 1975 1978 1977 1978 19B 1989
N, 4977 4816 666 .45 418 4377
FIB. .5543 665 1.315 1.040 .4%6 .48
MR, 5834 e 1.139 1.3 B @
AR. . M6 2667 11188 940 BB 58S
MY 267 BB e l.es BB &3
JN. 9 3 Wb 667 4148 53
L. 47 3823 8437 45D K215 L4231
S, 4D B/ AR %8 M4 5

@ 2 B eR 518 .48 1B

SNV, 2484 248 R4 BB .4ET 5077
oz

CL5%6 26 .88 445 4%m 5857

FIGRE 24: TABLE
NMEERS CF AVERICAN ACQUISITIONS AND NEW BUSINESS CASES IN QLEBEC AND ONTARIO(2)

REVIEWELE NEW _QEBC AZOF NIRIO

FISCAL ACLISITIOS BSINES TOTAL | REVIEWSBLE  NEW I
YEARs AE. QN QE. QW QE.  ONT. ACWJISITIONS BUSINESS  TOTAL
1974/75 18 42 NA NA M NA 42.9 NA NA

1975/% . 16 s NA NA NA NA 2.0 NA NA

1976/77 6 71 15 7 3 148 25 195 29
1977/78 2 1® <18 1@ s 20 23 123 17.3
97R/e T wae S 1B -2 119 @ 54 26  16.8 23.6
1979/80 k'S 141 19 140 55 281 5.5 13.6 19.6
19682/81 S 12 1 137 3% 257 2.8 8.0 14.9
1981/ ) 127 2 146 o 3 157  13.7 14.7
1982/83 » 7 21 176 51 0 172 1.9 14.6
1983/84 8 i® % 18 s IR 58 143 2.2

*Fiscal Year (Apr. 1 toMor. 31)

M
Bond Yield data were taken fran: Moody’s Bond Record (New York: Moody’s Investors Service, Inc., Monthly).
The number of bonds per month for»Chtorio ranged fran a minimum of 13 to a maximum of 29; for the province of Quebec
fran 6 to 8; for Hydro-Quebec fram 24 to 3.

@
Calculated fran:  Caoda, Foreign Investment Review Agency, Amnual Report (Ottows: Ministry of Industry,
Trode and Camerce).
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FIQRE 2-5: TABLE
.- EVPLOWENT IN HEAD CFFICES, SALES CFFICES, AD
AXIEIARY NITS OF MINFACTLRING INLSTRIES,
. QUEBES AD ONTARIO(1)

NMERS OF ALOVEES  QEHC ASA %

YEAR QB QNTARIO (F ONTARIO
1972 7787 3818 ®.2
1973 27294 13 7.6
1974 26427 37514 .4
1975 26601 Ny 6.7
1976 2767 42743 6.4
g7 20055 45277 0.5
1978 26423 48085 54.7
197 26195 48196 53.2
199 25441~ 51618 4.3

MR ) X734 813 45.8

(1) .
Calculated fram:  Statistics Canodo, Mawfocturing Industries of Conada: Sub-Provincial Aregs (Ottowa:
Supply and Services, Conada), catalogue mo. 31-X89.
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FIQRE 2-6: TABLE

NLVEERS OF HEAD OFFICES MOVING QUT OF QUEBEC: NOV., 1975 TO DEC., 1982, BY OOLNTRY OF OONTROL(1)

JAWN., FEB. MR. AR MY JN. JL. AL, SP. T. NV, DOE.
1975 TOTAL NA NA NA NA NA NA NA NA NA NA 4 5
1975 ON. NA NA NA NA NA NA NA NA NA MNA 2 4
1975 U.S. MA NA N M NA NA NA NA NA NA 1 0
1975 O.F.« NA NA NA NA NA NA N NA NA MNA 1 1
JAN. FEB. MR. AR MY JN. JL. AG. SP. . NV. D&
1976 TOTAL 4 4 9 4 5 6 2 19 5 3 % .’
197 ON. 4 3 8 3 5 5 2 g 5 1 23 19
1976 US. © 1 ) 1 ] 1 0 1 0 -. 1 1 0
1976 O.F.» © ") 1 ° o o ) ) 0 1 1 )
JN. FEB. MR. AR, MY JN. JL. AG.  SP. . NV, DR
1977 TOTAL 25 19 7 7 16 23 44 7 17 9 14 1
1977 ON. 23 14 6 6 15 2 40 6 12 6 10 9
1977 US. © 1 5 5 ) 1 1 1 4 3 3 2
1977 O.F.+ 2 4 5 5 1 ) 3 ) 1 0 1 0
JAN. FEB. MR, AR, MY JUN. JL. AL SP. T. NV,
1978 TOTAL 10 15 13 9 9 13 9 8 5 7 5 0
1978 ON. 9 13 19 9 9 12 7 6 3 5 3 o
1978 US. 1 2 1 ) ) 0 2 2 2 1 2 0
1978 O.F.+ © ) 2 0 0 1 ") 0 0 1 e )
JN., FEB. MR. AR MY JUN. JL. AG. SP. T, NV. DX
1979 TOTAL 8 6 6 4 5 6 8 6 4 2 1 1
1979 ON. 7 4 6 1 4 3 7 6 4 2 1 1
1979 US. . 1 ) 1 1 1 0 0 ) ) ) )
1979 O.F.» 1 1 ) 2 ) 2 1 ) ) ) ) 0
JN. FEB. MR. AR MY JN.  JL. AB. SP. T. NV. DT
199 TOTAL 2 4 ) 1 2 3 2 2 2 0 0 0
1989 aN. 2 4 ) 1 2 3 2 ) 2 0 ) )
199 US. © e o o ) 0 0 ) 0 9 ) °
198 O.F.« © 0 ) ) ) e 0 0 0 0 ) o

« Cther Foreign Fimms

M

Chages of Head Office locations in Canada are reported in: Conada, Department of Consumer and Corporate
Affairs, Bureau of Corporate Affairs, Bulletin: Canada Corporgtions Banknuptcy and Insolvency (Ottowa: Supply and
Services, Canada), Dota for March and April, 1977 were not seporated by month, and therefore in this table and the
fingre‘the data was apporticned equally for each month. Country of Controb information was taken fram: Stotistics
Canoda, Intercorporgte Qanership 1975 and 1978/ (Ottowa: Supply ad Services, Canada, 1978 and 1978), cotalogue
no. 61-517. While this document provides country of controi information for foreign fimms operating in Canoda,
Caxadianrowed fims that are mot part of a conglarerate or growp are not iisted, therefore, ail unidentified finms
are listed in this table os Caadian.

’
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FIGRE 2-6: TABLE (OONTINUED)

NMEERS OF HEAD OFFICES MOVING INTO QUEBEC: NOV., 1975 TO DEC., 1982, BY OONTRY OF CONTROL(1)

JAN. FEB. MR. AR MY JUN. QL. AG. SP. CT. NV. [
1975 TOTAL MA NA NA NA NA NA NA NA NA NA 1 7
1975 aON. MA NA NA NA N NA NA NA NA NA 1 6
1975 US. MA NA NA MM NA NA NA NA NA ) ]
1975 O.F.» NA NA NA NA M NA NA NA MNA NA 0 1
JN. FEB. MR. AR, MY JN. JL. AL SP. OT. NV
1976 TOTAL 1 4 5 4 3 2 3 4 0 2 2 5
1976 ON. @ 2 4 4 2 2 3 2 ] 2 2 4
197 US. 1 ) 1 ) 0 ) ) 2 2 - .e ] 0
197 O.F.x @ 2 ) 2 1 ) ) ) ] 0 ] 1
JAN.  FEB. MR, AR, MY JUN. JL. AL, SR, . NV, D
1977 TOTAL 2 4 5 5 2 9 1 ) 1 ) 2 2
1977 ON. 2 3 .5 5 2 ) 1 ] 1 9 2 2
1977 US. @ 1 [ e o 0 ) e ) 0 0 )
1977 O.F» @ ] ] ] ) ) ) ) ) 0 0 ]
JWN. FEB. MR, AR. MY JN. JL. AG. SP. CT. NV. DE.
1978 TOTAL © 1 1 0 1 ] 1 2 ) 9 1 1
1978 ON. @ 1 1 ) 1 o 1 0 0 0 1 1
1978 US. @ ] 0 ) ] 0 ] o o ] 0 ]
1978 O.F.» @ e o o ) ] 0 o ) 0 2 9
JWN.  FEB. MR, AR, MY JN. JL. AB. SP. CT. NV. DX
1979 TOTAL 1 o 2 ) 1 1 ° e 0 ) 0 0
19 aON. 1 . © 1 ] ] ] ] ) ) o 0 0
1979 US. @ 2 1 2 ] 1 ) ] ) o ) ]
1979 O.F.« @ 0 ) ] 1 ] e ) 0 ) 0 )
JN.  FEB. MR, AR, MY  JUN. L. AL, SP. CT. NV,
199 TOTAL © 0 ] 2 e 1 ) ] 1 ) ) ]
1992 ON. © 2 0 o e 1 0 2 ) ° ) )
192 US. o 2 ) ) ) [ 2 ) ) ) o )
1982 O.F.* @ 0 o o ] e %] 0 1 ) 0 0

+ Other Foreign Fims

M

Changes of Heod Office locations in Canada  are reported in: Canada, Department  of Consumer and Corporate
Affairs, Bureau of Corporate Affairs, Bulletin: Canadg Corporations Bankruptey and Insolvency (Ottowa: Supply ond
Services, Canada). Dota. for March and April, 1977 were ot separated by montH, and therefore in this table and the
figure the data was apportioned equally for each month. Country of Control information was token fram: Statistics
Conada, Iptercorporate Qwnership 1975 and 1978/79 (Ottowa: Supply and Services, Canada, 1978 and 1978), catalogue
ro. 61-517. While this document provides country of control information for foreign finms operoting in Canada,
Canadianrowned fims that are not part of a conglamerate or group are not |isted, therefore, all unidentified fims
are listed in this table as Candian.
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FIGRE 2-7: TABLE

QUEBEC’S BALANCE OF TRADE ($ MILLIOS)(1)

YEAR BRRTS MRS DRRIS MRS  BAALE OF TRAE

TOUS. FRMUS.

1968
1968
9%
1971
1972
1973
1974

1981 1

3.9
2177.5
219.9
.7
25721
2747.6
3465.6
X40.9
4062.6
482.7
6136.5
7786.5
;131
4.5
9626.0

1565.7
1660.3
1634.0
1740.1
19%.5
251.7
3414.4
36088
3697.5
3784.8
4517.5
6247.1
758.6
2.9
57/04.1

TOTAL

3083.3
3364.8
3737.8
3687.9
3753.8
431.3
&§631.8
f84.9
€622.8
7487 .4
9434.7
1226.9
14886.4
156838.1
15266.1

TOTAL

3151.5
3483.2
F46.3
338.5
4346.3
5448.1
738.5
8411.2
8729.2
869.7
o98333.4
12168.3
13714.9
163R.2
12766.4

us.

474.3
517.2
585.9
642.6
437.6
186.9
5t.2
-33.8
455.1
1977.9
1619.9
1531.4
184.5
253.6
1.9

TOTAL

-68.2
-128.4
1.5
-181.6
—£02.4
-1867.8
—236.7
—2506.3
—2146.4
-1212.3
-448.7
37.6
171.5
—363.1
228.7

Mm

Source: Québec, Bureau de la Stostique, Evolution du Camerce Internotional du Québec, 1963-1982 (Québec:

Editeur Officiel du Québec, 19B3).
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FIGRE 2-8: TABLE

QUEBEC TOTAL BRRTS TO THE U.S.:  1968-1984

($ MILLIONS)(1)
ACTUAL BECRTS
YEAR [JANAER  ARUN  JU-SFP  QCT-DEC|
1968 2.4 1.8 4953 504
1969 484 s3.3  517.8 6&B.3
197 4435 5436 642 6120
1971 249 529 552 6561
1972 21.1 6152 5B3 4.9
1973 561.4  686.1 647 1.2
1974 7170 8124 B®RS5  948.1
197 7.7 861.4 860 9.0
1976 811.9 1115.0  974.4 1e21.1
1977 124.6 12247 11844 12913
1978 1226.1 14R.5 1530.8 1764.3
197 1715.2  1917.5 1863 21B.4
1990 . 2%8.6 1996.4 1973.3 2341.6
1981 21520  2719.6  2671.6 2540.3
1982 2147.9 2382 220.5 2483.1
1983 2173.1 X468 20859 2208
1984 2661 M2 X368 I319.0

M

Data fran Quebec sources, for total exports to the U.S., wos available for 1968 to the third quarter 1979,
at which point Quebec, Bureau de lo Statistique du Québec, began using data fram Statistics Canoda. [See: Québec,
Bureau de lo Statistique du Qudbec, Review Statistiqe du Quebec (Quebec: Le Service de la diffusion, 1968-1989).]
This data was used for  the pericd 1968 to 1976 as the base for building the model for the projection period,
1977-1982. Dota fram Statistics Canada, for total Quebec exports to the U.S., was available for the period 1973 to
the present. [See: Statistics Canoda, Exports by Countries (Ottowa: Supply and Services, Conada), catalogue ro.
66-023.] Stotistics Canodo dota was used for the *Actual Exports’, for the period 1977 to 1982. Projections were
camputed using the PSS "BJENKING rountine. [See: C. Hadlai Hull ond Nomman H. Nie, SPSS UPDATE 7-9 (New York:
McGraw-Hi | | Book Campany, 1981), pp. 82-53.]

’
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FIGRE 2-8: TABLE (OONTINUED)
QUEBES BXRORTS TO THE U.S.:  FROJECTIONS FRIM 1977 AS OOVPARED WITH ACTUAL EXRCRTS AFTER 1976
$ MILLIONS QUEBEC DATA
[ACTAL UFPER 9% LOMR 957 RORCAST| ASAZCF
" YER QARTER  |DRORTS COWIDENE QOWIDENE BECRTS|  STATISTICS

LIMIT LMIT CANADA
1973 (JANMAR) 561.4 i | | 9.9
1973 (AFR-AN) 666.1 | | | 100.0
T 1973 (JU-SEP) 634.7 i | | 9.1
1973 (CCT-DEC) 761.2 | | i 9.1
1974 (JANAWR) 717.0 | | i 100.0
1974 (AR-UN) 812.4 | | | 9.8
1974 (JU-SEP) 8%9.5 | i | 100.2
1974 (CCT-DEC) 948.1 | | . 9.9
1975 (UAN-MER) 2.7 | | | 100.9
1975 (AFR-AN) 861.4 | | | 100.0
1975 (JU-SEP) 83%6.0 | | | 9.8
1975 (CCT-DEC) 911.0 | ] ! 9.6
1976 (JANMER) 811.9 | | | 120.0
1976 (FR-AN) . 1115.0 | | | 122.0
1976 (JU-SEP) g74.4 | | | 8.5
1976 (CT-0EC)  1eet.1 | | I %.7
1977 (JANAWR) 1046 1041.4 mn.se 8%6.4 %.8
1977 (AFRJN) 12247 1297.4 959  1096.0 97.4
1977 (JU-SEP)  1164.4 12508 89.1  1046.4 105.9(1)
1977 (CCT-OEC)  1291.3 14227 616  1163.6 ®.5

1978 (JANHMR) 1206.1° 1236.1 788.0 965.9 100.9
1978 (FR-UN)  14R.5 15375 94708 1266  100.0
1978 (W-SEP)  15%.8 14617 8.7 11%2.0 ®8.6(2)
1978 (C-OC) 17643 1684.0 9745  1281.0 1.0
1970 (JAHMR)  1715.2  1464.1 #B0  1086.6 10.0
1979 (AFRJN)  1917.5 18171 g2  138.4 122.0
19 (J-SP) 1863 1763.1 9123  1288.3 120.0
1979 (C-0E) 2134 1911 ame 1410.3 NA
1960 (JANAMR)  2%B.6 1769 887 11%6.2
1980 (AFR-AN)  1996.4  2148.4 «B.7 1485
199 (JU-SEP)  1973.3 2865 949  136.3
1980 (OCT-0EC)  2341.6 2¥6.4 131 157
1981 (UANR) 21520 22438 8487  1317.0
1981 (AR-UN)  2719.6  243.9  1019.2  1610.2
161 (M-SEP) 2671.6 248 Lh4 15572
191 (CHO) ~ 2540.3 27837 10460 179.4
1982 (JANAMR)  2147.9 24236 &H7.4  1449.9
19 (AFR-AN) 23882 0184 @41 TR
1980 (JU-SFP) 2285 296 g/%.4  16R.4
1982 (CT-DE0) 24831 3.4 916.3  18R2.0

I EEEEEEEEEEE:

!

M
Using Quebec source data: *Actual Exports’ = 122.8.

@
Using Quebec source data: "Actual Exports’ = 1528.0.
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FIGLRES 29 AD 2-10:  TARLE
BERTS TO THE U.S.: QUEBEC AD ONTARIO ($ MILLIONS)(1)

RDE FAERICATED BN — QEFCASAZOFQNIRIO

__MAERIAS ~ _MIRIAS ~ _FROLS  _ TOAL | (ROE FARICATED BND |
YEAR |QE.  ONT. | |QE.  OW. | [QE. ONT. | |QE  ONT. | MT. MT. FRD. TOTAL
1973 3.5 349.2 14182 160.1 637.8 €X6.7 26H.7 &7.0 1107 886 103 D7
1974 4573 4148 180.6 2515 882 638.6 3WB.3 HH40 1102 8.7 135 D2
1975 7.7 395 162.6 2099 1.1 03 J[773 9m2 1541 773 165 6.0
1976 745.9 458.0 1919.8 2986.1 121.6 £90.6 4083.7 1274206 1629 6.3 138 R0
1977 80.3 43.8 2403 376.0 1163.4 10804.3 4R5.0 15486 - 166 649 108 R4
1978 7085 557 X18.9 490.4 17641 12137 R0 189777 12775 643 137 35
1979 9667 Te3.4 BR.0 607.1 233.8 1XN3.7 T5B.4 211864 1374 6.7 177 B9
19 887.8 643.6 4715.6 7SE2.1 26489 129M.2 8669.8 219122 1379 &4 04 B
181 P8 6517 51667 RW.E 137 15H3.6 10636 20434 W32 HI 216  BI
19 622 6448 4962.5 &31.7 295.6 19331.0 9148.7 24®.7 WO B2 153 3.
1983 468.1 3B.1 5427.7 96540 3R0.0 246060 14385 HB.8 1519 6.2 151 2.0
1984 §/8.4 T73@B.2 680.9 11756.7 4657 M4 12841 QW6 1190 B3 132 X9

(1) .
Calculated fram: Statistics Canoda, Exports by Cantries (Ottawa: Supply and Servicec, Canoda), Table 4,
catalogue no. E5-€R0.
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FIGRE 3-1: TABLE

COVERAGE BY THE WALL STREET JOLRNAL
OF QUEBEC FOLITICAL AND EDXNMIC NEWS
(Colum inches by 2.4 inches wide)

MNH 1976 1977 1978 19 1982
Jan. 105 B3 %6.8 12.4 3.0
Feb. 8.6 48.1 16.9 14.2 2.5
Mar. 16.4 42.4 137.4 45.2 5.8
Apr. 1.6 3.7 8.9 51.4 12.8
Moy 21.2 23.9 64.6 6.4 132.4
Jun, 40.5 27.0 0.6 77.5 .3

Jul .3 479 454 B0 8.9
Ag. 443 29 9.9 38 o
Sep. 75 483 4.7 482 . 149
Oct 67 21 29 6.2 10.0
Nv. 971 ‘8.4 425 649 )
Dec. &3 23 187 472 7.0
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TABLE A-3-1

QUEBEC BMPLOWENT IN INTERGOVERNVENTAL AFFAIRS OFFICES(1)

Mar.

3

Mar.
31

Mar.
3

Mar.
31

Mar.
N

Mar.
31

Mar.
3

Mar.
31

1977 1978 1978 1982 1981 1982 1983 1964

Abidjon 1
Atlanta
Beirut
Boston
Brussels
Buenos Aires
Caracas -
Chicago 2
Dakar -
Dalles 1
Dusseidorf 2

NN

Edmonton -

Frankfurt -
Gabon -
Geneva -
Hong Kong -
Lafoyette 2
Lisbon -
London 9
Los Angeles 2
Mexico -
Milan 2
Moncton -
New York 19
Ottawa -
Paris p.
Port-auPrince 3
Rome 4
Tokyo 1
Toronto 3
Wﬁd’\irgton -

. Total (U.S.) 21

v

Total (Can) 3

Total (All) 81

oo =Ny

188

1
4
1
8

16

v NNp oD B oo o I

w NN BB IBR D s wn

24

IR R

- mwasB

- N

16

I R iR

~ P omwas B

288 24 2% 27 28 21

M

Québec, Ministdre des Affaires Intergouvernamentales, Rapport Anpuel (1977-1984).
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TABLE A-32
DESTINATION OF ISSUES OF QUEBET UDATE(1)

1978/79+ 1‘979/&»

NEW YORK 150,000 122,000
BOSTON 26,000 14,000
ATLANTA 15,600 18,020
CHICA®D 21,20 2,000
LAFAYETTE 21,30 11,500
05 AGELES 40,30 14,000
DALLAS 26,020 14,000
U.S. (TOTAL) 320,459 223,500
TORINTO 2,80 25,000
LODON 12,500 10,000

= Fiscal Year (Apr. 1 to Mar. 31)

(1)
Québec, Ministére des Affaires Intergouvemementaies, Rapport Amwel (1979 and 1989).
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TABLE A-3-3
VISITS BY QEBEC OFFICIALS TO THE U.S.

René Lévesque: New York [25 Jan. 1977], at the Econamic Club of New
York and private meetings with American finaxciers,
acoarpanied by Finance Minister Jocques Parizeau, Energy
Minister Ggy Jom, the Deputy Finance Minister, the President
of Hydro-Quebec, and the President of the James Bay
Corporation.

Boston (Horvard), [19 Apr. 1978].

New York [18 Moy 1978], at the Council on Foreign Relations
ad appearing on NBG-TV's 'Today™.

Three city tour: Chicogp [Z7-28 Sept. 1978], at the Council
on Foreign Relations, and the opening of a new Quebec office;
San Fraxisco [29 Sept. 1978]; Los Angeles [2 Oct. 1978].
Louisiana [8-11 Jan. 193], including a meeting of business
ad investment executives at the New Orleans Plimsol! Club
(intemational trode forum).

Washington [25-26 Jan. 1978], the National Press Club.
Boston [ Jul. 1960].

Bermard Landry: Illirois [27 Apr. 1978].
A ten day tour of various American cities [May, 1978],
including an oddress to the Public Relations Society of
America in Atianta on Moy 4, 1978.
New York [3 Mar. 193], at the Executive Sales Club of New
York.
Boston (Harvard) [17 Nov. 1978].

Claxde Morin: Boston [18 May 1977], at the Council on Foreign
Reiations.
Woshington [13 Apr. 1978] at the National Press Club.
Atlanta [Mar. 1979].

Jacques Parizeau: Vermont [2 Jun. 1978], at a meeting of American
bankers.

Yves Duhaime: Washington [2 Feb. 1978], at the opening of the
Washington of fice.

s

Roger. Gosssel in (President of |'Office de la langue francaise) [2 Jun.
1978], New York. a
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Appendix-Chxpter S

FIGRE 5-1: TABLE

DESTINATION OF QUEBEC MANLFACTLRING SHIFMENTS(1)

YER SHIFMENTS BY DESTINATION SHIFMENTS BY DESTINATION
(& MILLIONS) AS AZ O TOTAL SHIFMNTS
OHR OHR

TOTAL QEBEC CANDA DRRIS QEBC  CAMDA  PERTS
198 12Z720.3 6453.4 3|%6.1 2400.8 £52.61 0.8 18.29
19 12726 6488.8 3IB.3 205 48.64 0.78 2.8
1971 1372.4 &3B3 42434 2587 2.3 .78 18.86
1972 1581.6 8274.6 4H67.4 206 .83 0.2 14.97
1973 17461.7 14257.3 4838.2 236.2 88.78 .01 13.73
1974 2677.0 12162.1 - 8882.6 H12.3 8.7 .73 16.82
1975 28665 1X6.6 6/98.6 B9 56.56 .37 15.97
1976 25829 14821.2 7385.3 37X6.4 56.66 8.6 14.71
1977 2210.3 14616.0 9117.9 437%6.4 51.8 .55 15.e2
1978 X3272.8 18613.0 8836.7 5823.1 5.94 26.56 17.50
199 B17.3 22549 1114908 7721.6 51.78 28.48 18.74
1980 44806.3 24326.1 11949.5 8632.7 54.17 2.61 19.2
1981 50437 27358.0 137%6.8 91B.8 54.48 7.%4 18.17

Q) :
Source:  Québec, Bureau de la Stostique, Lg Situation Econanique au Québec (Quibec: Editeur Officiel du
Québec). .




Appendix-Chapter 5

TABLE A-5-1
ASHESTOS FRIOUCED AND MANLFACTLRED IN QUEBEC AND CANADA: (1)
Units in Metric Tomnes:
MANUFACTLRED
WD IN QEBEC ASAZCF

AROOLCTIN  MALFACTIRING AS A% OF FRODLOED
YEAR  CAVDA QUEBEC  CANGDA CANGDA CANDA

1972 152 129 > 81.® 2.2
973 180 1378 » 81.5%  2.15
1974 1644 134 2 @R 315
1955 1686 [257) 49 5.5 468
1976 153 1246 57 81.12. 3.0
97 1517 1253 48 RO 314
1978 142 1263 83 | 3.6
198 1483 138 5 8%  3.68
1989 123 1151 k74 g7 2.8
191 N2 61 2 &.6 2.5
92 8% M5 24 0.3 2.8

Units in$Millions:
MANFACTURED
D IN QEC ASAZCF

FROCTIN  MAFACTIRING AS A% OF FRODLCED

YEARR  CAVDA QUEBEC  CAVOA CAVOA  CANDA
92 26 157 7 7%.16 3.8
973 24 178 8 75.91 33

1974 3 2% 1 7R 37
955 267 177 15 66.21 5.60
9% 42 3B 16 749  3.64
1977 5% 416 17 7756 3.7
9B SR 4 15 e 2.7
199 &7 6 21 8.5 343
T g 618 486 16 ®.12 2.5
1981 58  4® 14 %5 2.5
e 3 28 1 81.73 2.7

Q)] '

Source:  Stastics Conada,. Miscellgneous NomMetallic Mireral Products Industries (Ottawa:  Supply and
Services, Canoda), catalogue no. 44-201; Statistics Conodo, Miscellqneous Nonetallic Mineral Mawfocturers
(Ottona:  Suply and Services, Cawda), cotalogue mo. 44-229; Stostics Canada, Genergl Review of the Minergl
Industries (Ottosa: Supply ad Services, Caoda), cotalogue no. 26-201.

y~1l
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FIGRE 5-3: TABLE

QUEBEC GOVERWENT BORRONINGS BY MARKET(1)

QUEBEC TOTAL: QUEBEC (FROVINCE) AND HYDRO QUEBEC

$ MULIOS £S A% CF TOTAL
YEAR | CAMDA  NEW YO OMER  TOTAL | | CAMDA  NEWYORK  OTHER |
1973 411.326  449.045 H.2X% 86.66 46.4 49.6 4.0
1974 30.000 40.798 230.00 1060.78 3.6 43.9 21.5
1975 567.00 823.653 o 137.653 41.4 58.6 )
1976 765.000 158.265 156.900 2450.165 31.2 2.4 6.4
1977 1072.000 303.094 658.680 2063.754 51.9 14.7 3.4
1978 1005.000 266.0683 372.687 172.70 ®5 163 21.3
1970 1910.620 1455.898 115.000 3481.408 549 4.8 3.3
1980 2155.600 1285.948 1000.373 4461.927 48.3 2.8 2.9
QEBEC (FRVINE)
__$MULIOS AS A% CF TUTAL
YEAR | CAMDA  NBW YORK OHR  TOTAL | | CANVDA  NEW YK OTHRR |
1973 26.36 215.62 9 421.348 4.0 51.0 ]
1974 230.000 200.849 9 43.849 53.4 46.6 )
1975 32000 142.412 0 444,412 63.0 2.0 )
1976 645.000 211.87 o &6.87 7.3 24.7 0
1977 847.620 63.80 137.615 1048.424 .8 6.1 13.1
1978 75.000 114.05 247.547 1086.512 6.7 10.5 2.8
1979 975.620 63B.477 40.000 1654.e7 5.0 3.6 2.4
1980 1250.600 30.713 103.60 1724.972 73.4 2.6 6.1
HYORO QUEBEC
$ MILLIOS AS A% OF TOTAL
YEAR | CAWDA  NEW YORK OHER  TOTAL | | CANDA  NEW YORK  OTHER |
1973 2B.0R 25023 B2A  466.257 4.1 48.4 7.6
1974 140.600 263.949 230.00 638.948 21.9 42.1 3.0
1975 265.000 661.241 o @6.241 2.6 71.4 .0
1976 120.000 1316.438 156.920 1583.33B 7.5 .6 9.8
1977 25.000 2B.25 51.045 1015.30 2.2 23.6 54.3
1978 3.0 171.838 125.140 666.178 6.5 5.7 18.8
1979' 9.0 817.471  75.00 1827.47 51.2 44.7 4.1

190 FB.oR 9B.2LD 916.70 Z76.95 2.8 3.9 3.3

1
Colculated fram: The Bond Record: Canoda and Provincial Funded Debt 1982 (Toronto: The Financial Post
Corporation Service, 1982). Dollar values are adjusted to Candian dol lars according to the exchange rates found in:
Statistics Caoda, Quarterly Estimgtes of the Canadion Balance of Intermotiona! Powments (Ottawa: Supply ond
Services, Canada), catalogue no. 67-091.
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