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The Institute for U.S.-Canada Business Studies

Links with Canada constitute our nation's single most
important economic and financial relationship. Moreover,
as U.S.-Canada relations enter a new phase, the business
communities of both countries face an increased need to
understand the wide range of trade, investment and finan-
cial ties which link the two economies.

The Institute for U.S.-Canada Business Studies was cre-
ated to facilitate access to resources -- human and docu-
mentary -- to enhance knowledge and understanding of
this critical relationship. Our particular, though not exclu-
sive, emphasis is on designing and providing materials

and services for business school programs.

Such materials and services include course modules,
brief case studies using U.S.-Canada examples to illus-
trate generic business transactions, consultations with
faculty to integrate U.S.-Canada examples into course
content, availability of Institute staff as guest lecturers,
and assistance to students working on Canada-related
projects. New materials are constantly evolving as new
contacts are made, custom-tailored services are made
generic, and collaboration with students generates new
case studies. - Stephen Blank, Director

Evaluating
Free Trade

How the Experts
Assess the Deal

Institute Teaching Modules

Our teaching module program is designed to take the guesswork out of ordering
classroom materials. We offer a range of readings, cases and backgrounders on Canada -
'U.S. Business Relations. And we can combine this material in a unique package to fit your
particular needs. You can even write your own students’ guide to bring out the points you
want to emphasize, describe exercises your way and we'll be happy to put your copy in the
material we send you. This guarantees students will get only the material they will actu-
ally use, all in the same attractive format, for added focus and impact. To take advantage
of this service, call Susan Sorrell at the Institute: (212) 346-1865.
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About the Module

Canadaand the United States, which together preside over
the largest bilateral trading relationship in the world, have
negotiated a free trade agreement. The agreement, while not
particularly controversial in the United States, triggered one
of the most controversial campaigns in Canadian history.
For, while most economists foresaw substantial material
benefits flowing to Canada, a great many Canadians feared
that closer relations with the United States would over-
whelm Canadian culture and institutions.

This set of readings allows students to assess the agree-
ment. The selections will be of particular interest to students
in a first year international business course, a course in
international relations or trade policy.

Some questions students might consider: Were the nego-
tiations successful? Did the resulting deal fulfill its initial

promise? What fresh opportunities does the FTA create?
Does it create any country-specific advantages for Canada
or for the U.S.? The readings will allow students to come to
conclusions about these questions.

The first reading, "The Canada-U.S. Free Trade Agree-
ment; Origins, Contents and Prospects,” by Peter Morici,
provides a comprehensive assessment of the deal including
a comparison of results and negotiating objectives.

The nextreading, "U.S. Trade Pacta Two-Edged Sword,"
Financial Times, surveys Canadian hopes and fears.

The boxes on security of access to U.S. markets and
"Concerns of [Canada's] Cultural Community,” focus on
specific provisions of the FTA. A more detailed assessment
of the impact on Canadian industry, produced by Canada's
Trade Negotiator's Office, follows. Finally, an assessment

by Peter Morici

Concerns of the Cultural Community,

negotiators achieved.

Summarizes the case against the FTA.

The Canada-U.S. Free Trade Agreement: Origins, Contents and Prospects 5

Summarizes the background, main points of the FTA and discusses implications.
U.S. Trade Pact: A Two-Edged Sword, Financial Times
Looks at Canadian fears that the price of free trade will be too high.

by Richard G. Lipsey and Robert C. York

Discusses concerns about Canadian culture and free trade
How the Agreement Increases Access, excerpt
by Richard G. Lipsey and Robert C. York

Itemizes how much of their principle objective Canadian

The Canada-U.S. Free Trade Agreement and Industry, Government of Canada 37
Evaluates the impact of the FTA on Canadian industry.
Introduction from The Free Trade Deal, edited by Duncan Cameron

Continued next page....
Table of Contents
About the Module 2
Teaching the Canada-U.S. Trade Agreement 3

25

29

33

49

The Institute for U.S.-Canada Business Studies

This teaching module is published with funding from the Canadian Imperial Bank of Commerce. Please address
requests for information to: The Institute for U.S.-Canada Business Studies, Pace University, One Pace Plaza,

New York, NY 10038. Teiephone: (212)346-1865

Prof. Stephen Blank Guy Stanle
Director Dkector,%’ubﬁcai’ions

Susan Sorrell
Program Manager

Peter Morici
Senior Fellow

2 Institute for U.g.-zanada Business gtudies



About the Module, cont'd..

opposing the deal is included. This
selection, the introduction from The
Free Trade Deal, Duncan Cameron,
ed., (James Lorimer & Company,
1988) provides an overview of the best
arguments against the deal, from a Ca-
nadian perspective. This last selection
raises some themes and questions that
were popular a decade ago - the costs
and benefits of foreign investment, the
impact on domestic policy of increas-
ing interdependence, the effects of
international competition on domestic

social programs - in short, the impact of
high levels of trade on “sovereignty.”
Especially noteworthy is the article’s
criticism of “bilateralism™ as opposed
to a strategy of “multilateralism” for
liberalizing international trade. Should
the U.S. and Canada have pursued
these gains through the GATT? How
successful would that likely have
been?

Other questions students might con-
sider: what are the opportunities cre-

ated by the agreement? Is there any
longer a good reason to locate in Can-
ada? Can students suggest three indus-|
tries specifically advantaged under th
deal? What about the energy provi
sions - are they understood?

Finally, students might like to con-
sider what steps the new Canadian
government would have to take in
order to deliver some quick success
under the FTA in order to weaken lin-|
gering opposition to the deal.

Teaching the Canada-U.S.
Trade Agreement

Not often does an instructor in a
subject have presented an actual event
that illustrates most of the salient
points to be covered in a one semester
course and which can be studied in
detail. For instructors in international
business, trade policy, negotiation and
business strategy, the trade agreement
thatcomes into effect this year between
Canada and the United States is such an
event.

The Institute for U.S. - Canada Busi-
ness Studies, Pace University, isableto
make available topical readings on all
aspects of the FTA for classroom use.
Using this material can help instructors
ground the insights of trade theorists
and text books of international busi-
ness in the reality of the institutional
framework that is now in place to shape
the largest bilateral trading relation-
ship in the world.

What follows is intended to suggest
just some of the ways this material
mightbe of use. Backing up this discus-
sionis a selection of readings and notes
on the FTA, on Canada’s strategic

options, on the FT A negotiating proc-
ess, on evaluating the FTA and on the
dispute resolving mechanism.

Canada’s Strategic Options

To start'with, there is the question
why a country lagging in productivity
and yet with an affluentliving standard
should choose a free trade strategy.
True, economists generally counsel
such a course of action. But that in no
way guarantees such advice will be
taken. Yet it appears that Canada - far
more than the United States, despite its
rhetoric - actually chose such a course.

Related to that is a strategic issue:
what other strategic choice did Canada
have to guarantee access to a so-called
“triad” power?

On the U.S. side, there are other
compelling strategic choices. Why
pursue a trade liberalizing agreement
bilaterally? What, if any, are the ad-
vantages of a “two-track” process of
concluding a bilateral deal while pur-
suing trade liberalization in the
GATT? What about the danger of

encouraging the development of exclu-
sive trade blocs?

Evaluating Free Trade

From the company perspective,
there are some other issues: given the
volume of bilateral trade, most of
which is duty free already, what differ-
ence will this deal actually make? Will
italterCanada’srolein the provision of
goods and services for the North
American or even the global market?

What are some of the risks as well as
the benefits? For instance, what degree
of “ensured access” to the U.S. market
would be required to offset the advan-
tages of locating in the United States
and shipping to Canada?

The foreign exchange risk - as inter-
national investment moves the C$
upward - is something else to consider.
Will this affect the competitiveness of
Canadian plant? Indeed, can students

Continued overleaf...
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Teaching the FTA continued..

explain why conclusion of the FTA would move the C$
upwards?

Having examined how a country like Canada readies
itself for undertaking this course of action, students can
move on to examine the negotiating process itself.

Negotiating Free Trade
Canada and the U.S. followed very different strategies. In
fact the differences in approach were so great that the pro-
fessional negotiators failed to secure the agreeement - they
had to be rescued by the political side of the respective
governments. Understanding how these divergences arose,
why differences were so hard to reconcile and, finally, how
a deal came to be concluded anyway, provides a detailed
picture of what managing large scale negotiations involves.
Ratification of the FTA was not especially controversial
in the United States. But in Canada the agreement was the
focus of the most emotional and divisive election campaign
_in generations. Why? What was the impact of the deal that
“sparked such anxiety on the part of opponents and propo-
nents alike?

4 Institute for U.S.-Canada Business Studies

Dispute Settlement

One of the most intriguing outcomes in the FTA is the
development of a new, bilateral institution, the dispute re-
solving mechanism. Opinion is divided about this applica-
tion of binational “judicial review”. But the principle - that
major trading partners have a voice in the case by case
application of each other’s trade law - is pathbreaking. A
precondition for leaming how this mechanism works is an
understanding of the structure of trade law in the GATT and
its implementation in the U.S., especially.

Finally, there are the big questions: the FTA and its effect
on trade relations with the Japanese, on the management of
the U.S. merchandise trade deficit, and the implications of
a federal spending deficit as well.

There is also the question of the development of trading
blocs in the “triad” regions of North America, Europe and
Asia-Pacific. How will FTA likely affect these develop-
ments and what should companies do to take advantage of
the trends.



The Canada-U 2.
Free Trade Agreement:
Origin, Contents, Prospects

This selection, by Peter Morici, is from Economic Aspects of Regional Trading Arrangements, New York University
Press, (1989) New York. Reprinted with permission.

Discussion Note

This reading summarizes the history of Canada's trade policy, includ-
ing the earlier attempts at negotiating free trade, then summarizes the
main points of the FTA and makes clear that its successful implementa-
tion will depend on political will in both countries.

Key Questions
Mr. Morici's article sets out the key questions "always close at hand”

in any consideration of Canada-U.S. relations:

- How much should market forces be permitted to determine pattemns
of trade, ownership and specialization?

- How much should governments intervene in the process?

- How do costs and benefits compare for Canadian measures designed
to reinforce national institutions?

- What costs are there for Canadian cultural and political sovereignty
in closer ties with the U.S.?

Canada's Trade Policy

Particularly interesting is Morici's discussion of the trade policies of
the Trudeau years (in essence the decade of the 1970s). A period of
economic nationalism, the Trudeau years saw Canada pursue an ambiva-
lent policy of trade liberalization abroad and protectionism at home--by
pursuing tariff reduction in multilateral trade talks and, at the same time,
pursuing a national industrial policy by means of non-tariff barriers.
These included screening foreign direct investment through the Foreign
Investment Review Agency (FIRA), the urging of performance require-
ments-including local sourcing requirements--on the multinational sec-

Institute for U.S.-Canada Business Studies 5
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Discussion Note cont'd...

sought to isolate Canada from world economic
pressures on oil supply.

These were accompanied by cautious attempts at
expanding trade with the U.S. through "sector by sector”
agreements, an approach which came to nothing.

Then in less than four years Canada turned its back on
its previous ambivalence about markets and trade liber-
alization and has now put together a path-breaking trade
liberalizing agreement with its largest trading partner.
What explains this tum-around?

U.S. Trade Policy

Throughout the same period, there is also U.S. trade
policy to consider. Of particular concern to Canadians
were the changes in application of trade remedy laws as
offshore imports began to surge into the United States,
transforming its traditional merchandise trade surplus

Institute for U.S.-Canada Business Studies

into a chronic deficit.

Howrealistic were Canadian fears that U.S. protectionism
could exclude them from their main export market? How
successful will the FTA be in enhancing access to the U.S.
market?

The Canada-U.S. FTA as a Prototype
Finally, there is the question of the usefulness of the
FTA as a prototype agreement: good as it is, it failed to
make progress in some noteworthy ways, such as
government procurement, transportation and,perhaps
most seriously, a common approach to subsidies.
Do the limitations on Canada-U.S. progress suggest the
existence of absolute barriers to trade liberalization
that neither bilateral nor multilateral talks can resolve?
Mr. Morici's article enables us to begin to formulate
informed answers to these questions.



THE CANADA-U.S.

FREE TRADE AGREEMENT:
ORIGINS, CONTENTS
AND PROSPECTS

INTRODUCTION 1/

The idea of a U.S.-Canadian free
trade area has a long history. Since
1846, when Great Britain abandoned
Imperial Preferences for its colonies
in favor of universal free trade,
Canadians have been attracted to the
idea of free access to the U.S.
market. From 1854 to 1866, under
the provisions of the Reciprocal Free
Trade Agreement, Canada enjoyed
limited duty-free access — the
agreement covered mostly resource
products and only a few manufac-
tures.2/

Since that time, there have
been several attempts to revive the
concept, including a sweeping
agreement proposed in 1911.
Approved by the Congress, the
agreement was stillborn in Canada
as the Conservatives defeated the
Liberals in part on the slogan of ‘No
Truck nor Trade with the Yanks.’
The next major initiative did not
come until after World War II.
During 1946 and 1947, Canada
encountered serious balance of
payments problems, compelling it to
borrow from the U.S. Export- Import
Bank and in commercial capital

By Peter Morici

markets. One long-term solution
considered was a bilateral free trade
arrangement that would encourage
Canadian patterns of economic
development along lines comple-
mentary to that of the United States.
Secret negotiations followed, and the
concept of a free trade area emerged
in 1948 as the likely outcome.
However, as Canada’s balance of
payments problems abated with its
participation in Marshall Plan
procurement, Prime Minister Mack-
enzie King developed second
thoughts about establishing such
close ties with the United States.
Subsequently, both countries turned
their attention to the newly estab-
lished GATT, where they became
strong partners working for a liberal
multilateral system.

The only major bilateral
initiative prior to the recently
completed negotiations was the 1965
Automotive Agreement, which, as
discussed below, established man-
aged duty-free trade in new vehicles
and original equipment parts. Never-
theless, during the 1960s and 1970s,
the concept of a comprehensive free
trade arrangement continued to be
discussed. The endurance of this

subject among Canadians reflects the
attraction of preferential free access
to the large U.S. market as a means
for achieving greater economies of
scale and improving productivity in
Canadian industry. Yet, Canadians
approach their commercial relation-
ship with the United States cau-
tiously, reflecting their strong
concemns about the pervasive influ-
ence of U.S. investment, culture and
politics on the Canadian economy
and identity. Indeed, the free trade
issue has been part of a broader
debate in Canada about how Canadi-
ans can maximize their benefits from
the most extensive bilateral trade
and investment relationship in the
world through trade and industrial
policies, diplomacy and negotia-
tions. Always close at hand are these
key questions: How much should
market forces be permitted to
determine pattems of trade, owner-
ship and specialization between the
United States and Canada? How
much should federal and provincial
governments intervene in market
processes? ~ What costs do
Canadians bear for measures that
seck to reinforce separate or
distinctive Canadian economic and

Institute for U.S.-Canada Business Studies 7



cultural institutions? How do the benefits and costs
compare?  What costs in terms of Canadian cultural
and political sovereignty would be imposed by closer
commercial ties with the United States? The decision to
negotiate a comprehensive bilateral agreement encom-
passing tariff and nontariff barriers to trade in goods and
services, as well as important aspects of foreign invest-
ment policy, was an historic step for Canada.

For the United States it was a bold step too. The
basic thrust of U.S. post-war foreign economic policy has
been multilateralism. Admittedly, new competitive
realities and the limitations of the GATT system have
impelled the United States 10 increasingly pursue bilateral
solutions to trade and investment issues. The means
have included orderly marketing agreements and volun-
tary restraint agreements to limit imports in trade-
sensitive mature industries, a series of bilateral invest-
ment treaties, and efforts to negotiate improved access 1o

were generally developed after U.S. resources.

This, coupled with Canada’s less extensive domestic
market, encouraged Canadian specialization in resource-
based products for export. Second, many natural resource
industries are particularly capital-intensive, and their
development in Canada required substantial foreign
investments. Third, for 100 years starting in 1879,
Canada maintained high tariffs. This limited U.S.
exports, and many U.S. manufacturers jumped the tariff
wall to establish branch plants in Canada to service
customers there. While U.S.-Canadian trade has generally
reflected underlying patterns of comparative advantage,
bilateral trade and specialization have been reduced to
some degree by the tariff. Capital flows have substi-
tuted for trade flows but at a price. As of 1970, Cana-
dian manufacturing productivity stood at about 70
percent of U.S. levels.3/ The significance of the free
trade agreement for Canada is best appreciated in the
context of post-war

the Japanese market in
- products ranging from
automobile parts to
semiconductors to
construction engineering
services. The United
States entered into a
more limited free trade
agreement with Israel in
1985. However, a com-
prehensive agreement
covering goods, services
and investment with its
largest trading partner
considerably extends the
scope of present and
prospective U.S. in-
volvement in bilateral
arrangements.

The purposes
of this paper are: to

h

Hchshoum mafke ! forcég o
determine patterns

Canadian trade, invest-
ment and industrial policy.
Following the termination
of the 1947-48 negotia-
tions, Canadian foreign
economic policy em-
barked on a period of what
might be characterized as
easygoing international-
ism. During the 1950s,
Canada and the United
States worked together to
encourage the multilateral
liberalization of trade and
capital flows through the
GATT, IMF and World
Bank. Canada was open
to — indeed welcomed —
foreign investment, and
Canada had a minimum
of institutions to encour-

examine both countries’
motivations for seeking an agreement and their negotiat-
ing goals; to describe the contents of the agreement; and
to evaluate how effectively the FTA address U.S. and
Canadian objectives.

CANADIAN AND U.S. MOTIVATION
AND GOALS

Canadian Objectives

Several factors have governed the evolution of
U.S.-Canadian commercial relations. First, Canadian
natural resources, being located further from principal
North American markets and in more hostile climates,

age or regulate industrial development. From 1951 to
1972, the U.S. share of Canadian exports grew from 59
percent to 69 percent; by 1970, foreign ownership of
Canadian mining and manufacturing stood at 59 and 53
percent, respectively, with about three-fourths in U.S.
hands.

Starting in the late 1950s and early 1960s,
though, several internal and external trends precipitated a
reevaluation of Canada’s basic approaches to trade and
industrial policy and, importantly, of its relationship with
the United States. Among these developments three
warrant mentioning here.

First, the emergence of the European Commu-
nity (EC) and the European Free Trade Association left
Canada as one of the few advanced industrialized
economies (AICs) without tariff- free accesstoa market

8 Institute for U.S.-Canada Business Studies



of 100 miilion people. It became apparent that Canadian
industry would benefit from rationalization and greater
economies of scale if free access to a broader market
could be obtained. The consequences of establishing a
free trade area with the United States diracted interest, as
evidenced by the publication of several important
academic studies,4/ and the discussion of bilateral free
trade among private sector leaders.5/

Second, the liberalization of trade and capital
flows helped create a favorable environment for the
growth of multinational corporations. MNCs became
important vehicles for expanding trade and disseminating
capital and technology. Some in Canada perceived
MNCs, especially U.S.-based companies, as exerting
considerable influence over the location and structure of
production and employment, and over the character and

content of trade. Whether
high levels of foreign owner-

dian market behind a 17.5 percent tariff became quite
limited and increasingly uncompetitive. Duty-free trade
with the United States, permitting rationalization of the
four major automakers’ Canadian operations, emerged as
the only viable option. In negotiating duty-free trade,
Canadians were concerned that the industry would flee to
the United States, supplying the Canadian market from
more efficient plants there, even though Canadian
locations might prove more cost effective in the long run.
Consequently, in the body of the Agreement and in side
letters with the major manufacturers, Canada sought and
obtained production safeguards. Essentially, in exchange
for duty-free access to the Canadian market, the major
manufacturers agree to achieve value added in Canada
equal to 60 percent of their sales there and to assemble
approximately one vehicle in Canada for each vehicle
sold there.8/ The United States admitted duty-free all
Canadian made cars and original equipment parts
(excluding tires) with at least

ship best served Canada’s
national interest emerged as a
critical public policy ques-
tion.6/

Third, Canadians
were becoming increasingly
concemed that ¢conomic
integration with the United
States was fostering cultural
and social integration in
which U.S. institutions would
dominate. In discussing
expanding commercial ties,
the 1970 Canadian White
Paper on foreign policy
stated: “while such develop-
ments should be beneficial for
Canada’s economic growth,

- "Some in Canada perceived
MNCs, especially U.S.—-based

' companies, as exerting

 considerable influence over
the location and structure
of production and employment
and over the character and

_ content of trade.””

50 percent U.S. and/or Cana-
dian content, while Canada
afforded duty-free entry only to
the products of North Ameri-
can manufacturers meeting its
strict production and invest-
ment goals. However, Canada,
unlike the United States, also
permitted the qualifying
automakers to import cars and
parts duty-free from Asia,
Europe and Latin America.
When the agreement was
signed, the U.S. negotiators
understood that these safe-
guards wére to be temporary,
but they have become perma-
nent.

the constant danger that
sovereignty, independence and cultural identity may be
impaired will require a conscious effort on Canada’s part
to keep the whole situation under control”.7/

In retrospect, the policies that ultimately
emerged during the Trudeau years (1968-1984) became
apparent during the early and mid-1960s. Canadians
grappled with approaches that might be taken to encour-
age foreign MNCs to operate in ways consistent with
Canada’s industrial development aspirations, and the
federal government spawned a number of industrial and
regional development programs. In particular, Canadian
policies toward the automobile industry became an
important precursor of future policy directions.

During the 1950s and early 1960s, the North
American automobile industry underwent consolidation.
The scope for economies of scale greatly widened, and
only four major North American automakers survived.
The potential for making cars in Canada for the Cana-

‘The Automotive Agreement is contrary to the
most-favored- nation requirements of the GATT. The
United States requested and received a GATT waiver.
Canada did not seek one; instead, it offered the benefits
of the agreement to offshore producers that would meet
the safeguards. Volvo and a number of truck and
specialty vehicle manufacturers have qualified but,
importantly, the Japanese, Korean and other European
suppliers of passenger cars in North America never did.
Consequently, Asian firms producing in the United
States, such as Honda, do not qualify for duty-free access
to Canada or their American made cars unless they
choose to participate in Canada’s duty remission program
(discussed below).

This approach proved to be a precursor of future
Canadian policies in the sense that Canada sought
efficiencies that could be gained through the reduction of
tariffs (in this case to zero), while at the same time
seeking to manage the patterns of trade and specializa-

Institute for US.-Canada Business Studies 9



tion that would follow. In this case, the industrial policy
tool was performance requirements for foreign compa-
nies seeking duty-free market access.9/

Indeed, Canadian policy may be characterized
as having moved on two tracks during the Trudeau years.
First, throughout the postwar era, Canada has recognized
the benefits of market entry it received through the
GATT. Through the first five rounds, it participated fully
in item-by-item negotiated tariff cuts. However, Canada
did not view the across-the-board tariff reductions agreed
to in the Kennedy Round as serving its interests and did
not fully participate in these cuts. When tariff cuts were
completed in 1972, Canada still had much higher tariffs
than the other AICs, and these permitted many Canadian
industries to remain much less productive than their
American counterparts. Under Prime Minister Trudeau,
Canada agreed to full participation in the Tokyo Round
across-the-board tariff reductions. Implemented from
1980 to 1987, these
reductions are imposing

adequate capital for high-technology activities. During
the 1970s, Canadian optimism about these strategies was
buoyed by strong markets for its energy and other re-
source-based exports. The October 1980 federal budget,
introducing the National Energy Program, and the
November 1981 federal budget included plans to use the
rents from high energy prices to provide increased
industrial, regional and R&D incentives. Similar policies
were discussed for the minerals sector but never imple-
mented. During the final Trudeau years, as the global
economy became gripped in a major recession and the
outlook for Canada’s resource exports weakened, these
policies were curtailed.

Despite these efforts, Canada’s economic future
continues to be linked to American prosperity and
policies. U.S. ownership of Canadian enterprises has
declined but remains high, and the U.S. share of Cana-
dian trade has not fallen. More important, the industrial

policies failed to apprecia-
bly improve Canadian

much new competition on
Canadian industry and
encouraging significant
industrial restructuring.
Second, Trudeau sought to
lessen Canada’s depend-
ence on the United States,
the so-called Third Option,
and to manage the struc-
ture of industrial develop-
ment through an aggressive
industrial policy. Among
the goals of this policy
were: increased processing
in Canada of natural re-
sources and more secon-
dary manufacturing; ration-
alization of manufacturing
to improve its international
competitiveness; greater
Canadian participation in

"Canada did not view the

_ across-the-board tariff

reductions agreed to in the

Kennedy Round as serving

__ its interests and did not fully
_participate in these cuts.”

competitiveness — in
1986, Canadian manufac-
turing productivity stood
at 70 percent of U.S. pro-
ductivity, the same as in
1970. Meanwhile, com-
petitiveness problems in
the United States gave im-
petus to protectionist senti-
ments there. U.S. actions
in sectors important to
Canada raised concerns
among Canadians about
their continued access to
the U.S. market. They
began to search for
alternative approaches to
economic policy, and the
federal government
undertook two important

R&D and high technology industries; increased Canadian
ownership and control over the means of production; and
better balance in employment opportunities and growth
among Canada’s regions. The tools of this industrial
policy included extensive financial incentives to promote
industrial adjustment, regional development, and technol-
ogy-intensive activities; performance requirements for
foreign investors, enforced through stringent monitoring
and screening of new investments by the Foreign
Investment Review Agency; the National Energy Pro-
gram; aggressive federal and provincial procurement
policies; duty remission programs to encourage Asian
and European automakers to source or produce in
Canada; and establishment of the quasi- public Canada
Development Corporation (a holding company) to ensure

investigations — the Trade Policy Review and the Royal
Commission on the Economic Union and Development
Prospects for Canada (the Macdonald Royal Commis-
sion).10/ These reports ultimately established a new
agenda for Canada’s trade policy, centered around
negotiating a free trade agreement with the United
States.

The consensus that emerged among Canadian
advocates of free trade was that Canada’s global market
opportunities in natural resources were no longer
sufficient to generate rapid export-led growth, and
consequently Canada would have to become more
competitive in world markets in manufacturing. Further,
with the Tokyo Round tariff cuts in place, Canada’s
tariffs are no longer sufficient to shield its manufacturing

10 Institute for U.S.-Canada Business Studies



from foreign competition, and foreign tariffs are no
longer the major impediment to Canadian export success.
The principal impediments to export- oriented invest-
ment and the restructuring of Canadian manufacturing
are foreign nontariff barriers and the threat of new
barriers emerging, particularly in the United States. With
respect to the latter, the recent U.S. safeguard actions,
such as in specialty and carbon steel, and countervailing
duties, such as in lumber and fish products, galvanized a
Canadian view that the threat of such U.S. contingent
protection is a principal impediment to investment in
Canadian manufacturing.

As such, Canada’s objectives in the negotiations
were fairly straightforward. Canada sought to enhance its
access to the U.S. market through the elimination of
tariffs and quotas and the liberalization of other nontariff
barriers. With respect to the latter, specifically cited by
the Canadian government were: discrimination in U.S.
federal and state procurement;
and standards, licensing,

standards, resource policies and government procure-
ment, would limit present and prospective barriers to
commerce within Canada imposed by provincial govern-
ments.

United States

The United States had strong motivations of its
own for entering into the negotiations. During the late
1960s and 1970s, as U.S. competitive performance waned
in a succession of mature labor-intensive and capital-
intensive industries — textiles, footwear, consumer
electronics, steel, and compact cars — and the cost of
imported oil rose dramatically, many policymakers and
economists expected that the United States would be able
to pay for increased imports by emphasizing its compara-
tive advantages in agriculture, high-technology manufac-
tures and services. In the 1980s, these expectations have
been frustrated by the confluence of several sets of
trends. Of immediate concemn,

patents, and copyrights.
Frequently mentioned was the
Jones Act, which limits the
transport of goods between
U.S. ports to U.S. ships. Also,
Canada sought to secure its
access to the U.S. market by
limiting the effects of U.S.
trade remedy laws on Canadian
exports. This included exemp-
tion of Canadian exports from
U.S. safeguard measures aimed
at third countries (for example,
U.S. import actions for spe-
cialty and carbon steel) and a
clearer, bilaterally agreed upon
definition of what constitutes a
countervailable subsidy.

"U.S. actions in sectors
_ important to Canada raised
~_concerns among Canadians
_about their continued access

large budget deficits, capital
inflows and the surge in the
dollar from 1981 to 1985 im-
peded the competitive perform-
ance of even the most export-
oriented American industries.
Taking a longer-term view,
fundamental shifts in compara-
tive advantages have perma-
nently weakened U.S. export
prospects in some sectors and
portend difficulties, even after
fiscal and current account im-
balances are resolved. In agri-
culture, technology-driven
improvements in productivity in
India, Indonesia and other
middle-income developing

Further, Canada sought to enshrine Canadian market
access through a strong agreement that would include a
dispute settlement mechanism that provided for fair, ex-
peditious and conclusive solutions to differences of view
and practice. Finally, Canada was seeking to maintain
Canadian independence of action in areas of national
endeavor — most notably, to maintain its discretion to
support cultural industries and to limit foreign investment
in some sensitive sectors.

It also warrants mentioning that an FTA with
the United States was seen by many of its proponents in
the Canadian government and the private sector as a
means for reducing government intervention in the
domestic economy. For example, Canadian negotiators
expected to accept significant disciplines on various
forms of domestic subsidies as part of a bilateral regime
for subsidies and countervailing duties, thus limiting the
future role of such subventions. Also, it was hoped that
FTA disciplines on nontariff barriers, such as product

countries have reduced the demand for U.S. farm
exports, as has a shift away from policies in many
developing countries that encouraged industry and penal-
ized agriculture. In knowledge-based manufacturing and
services, much more rapid expansion of commercial
R&D efforts in Japan and northern Europe and lagging
U.S. performance in primary and secondary education
have reduced, though not eliminated, U.S. comparative
advantage. Although U.S. comparative advantages in
these industries are still significant, they are no longer
commanding; therefore; foreign practices that limit U.S.
market opportunities abroad have attracted increasing
attention in Congress and among U.S. trade negotiators.
This trend has brought to the foreground the limitations
of GATT treatment — or nontreatment — of agriculture,
industrial development subsidies, intellectual property
issues, government procurement, trade- related invest-
ment performance requirements, and services. All of
these issues were put on the agenda for the Uruguay
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Round at Punta del Este.

In the multilateral context, the negotiations with
Canada were a useful opportunity for the United States in
at least two ways. First, many American policymakers
and trade analysts believed an effective negotiating
process, and a resulting comprehensive agreement with
Canada, could provide models for multilateral efforts in
the GATT in several of the areas listed above. Second, a
bilateral agreement with Canada provides a big lever in
the multilateral process. It serves notice on the European
Community, Japan and other trading partners that
although the United States remains committed to the
GATT process and mulitilateralism, the United States is
prepared to pursue other avenues if the Uruguay Round
does not deliver on areas of major concem to the United
States.

Focusing on bilateral objectives, the negotiations

offered the United States

federal and provincial levels. Important among these
were: discriminatory federal and provincial government
procurement practices; discriminatory mark-up and
listing practices in liquor and wine, as well as problems in
obtaining access to local distribution systems for U.S.
liquor, wine and beer; barriers to U.S. exports of poultry,
eggs, dairy products and meats; and Canadian technical
standards, such as those limiting U.S. access in certain
agricultural products and plywood.

The United States was seeking controls on
Canadian subsidies for regional and industrial develop-
ment purposes. The general awareness in the Congress
about the impact of subsidies offered by all U.S. trading
partners has made them an increasingly important issue
for U.S. negotiators. Also, the Canadian practice of
offering Asian and European automakers remission of
duties, in exchange for sourcing or producing in Canada

for export, was seen in the

an opportunity to assure
the permanency of the sub-
stantial gains achieved
during the final years of
the Trudeau govermnment
and under Prime Minister
Mulroney. For example,
Canada has significantly
liberalized its rules with
respect to inward foreign
investment, and is indeed
encouraging U.S. invest-
ment, except in the cultural
industries and energy
sector.

In the energy
trade, Canada has greatly
loosened restrictions on
exports to the United States
and even permits some
U.S. investment in the

k"g e budg et def CIIS capzta!’
inflows and the surge of the dollar
5:61985 zmpea‘ed the -

industries.”

United States as compromis-
ing the Automotive Agree-
ment.

The United States
was seeking to liberalize
trade in business services.
Particular areas of interest
were trucking,information
and computer services, in-
surance, professional
services and advertising. In
addition, the United States
set as a high priority
improved access in financial
services, including commer-
cial and investment banking
and brokerage services.

Finally, the United
States was hoping to resolve
a number of bilateral issues,
including better protection

energy sector. The United
States was seeking assurances that Canada would not
again impose performance requirements on foreign
investment, and the negotiations provided the United
States with an opportunity to seek access to Canadian
energy and other resources on the same basis as Canadian
customers.

The United States was seeking elimination of
higher Canadian tariffs. On dutiable items these average
9 to 10 percent, while the comparable figures for U.S.
duties were only 4 to 5 percent. Also, the United States
was seeking to eliminate Canadian seasonal tariffs on
fresh fruits and vegetables.

In the nontariff area, the United States was
seeking to eliminate measures imposed at both the

for U.S. pharmaceutical
patents and copyright protection for U.S. broadcasters
whose signals are retransmitted in Canada.

MAJOR CONTENTS
OF THE CANADA-U.S.
FREE TRADE AGREEMENT 1y

The Canada-U.S. Free Trade Agreement (FTA) is the
most sweeping agreement establishing a free trade area
under the GATT. It provides for at least some liberaliza-
tion in all major sectors of the economy. Unlike other
free trade agreements, it includes binding commitments
on trade in services and comprehensive rules limiting the
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regulation of direct investment.
Objectives and Scope

In the Preamble and Chapters 1 and 2 of the
FTA, the two countries state their political commitment
to establish a free trade area that builds on and is
consistent with their mutual obligations under the GATT.
Their objectives in entering into the agreement are to:

-Eliminate barriers to bilateral trade in goods and
services and facilitate conditions of fair compet ition
within the free trade area;

-Significantly liberalize conditions for bilateral
investment flows;

-Establish effective procedures for the joint

administration of the FTA and for the resolution of dis-
putes;

-Lay the foundation for further bilateral and

multilateral cooperation to

for automotive products, and the agreement limits the
amount of apparel made from offshore fabric that
qualifies for duty-free treatment.

Import quotas are specifically prohibited
unless grandfathered into the agreement or in accordance
with each party’s rights under the GATT — the latter
exception is particularly important for import actions
taken as part of domestic agricultural support programs.
The agreement ends Canadian embargoes on used
aircraft and used automobiles and U.S. embargoes on
lottery materials; it prohibits the reimposition of U.S.
restrictions on imports of Canadian unprocessed uranium
and eliminates Canada’s requirement that uranium be
processed before it is exported.

Again, unless grandfathered or GATT author-
ized, the FTA prohibits export controls, the dual pricing
of exports, and export taxes. In situations of short
supply, export controls may be used only to allocate
available supplies between the
two countries on the basis of

expand and en hance the
benefits of the agreement.
The two countries agree to
seek observance of the FTA
by the states and provinces,
unless otherwise stated in
the agreement.

Trade in Goods

"GATT" :.

General Provisions

Canada and the
United States have agreed to
afford each other’s goods
national treatment — GATT
Article IIT is incorporated into
the agreement.

"The Canada-U.S. Free Trade
Agreement (FTA) is the most
sweeping agreement establishing
afree trade afed under the

consumption patterns established
over the previous three years.
These provisions will be
particularly important in the
energy sector where Canada has
restricted exports in the past and
charged higher prices for exports
than for domestic consumption.
Canada and the United States
both reserve the right to restrict
exports of logs, and Canada
reserves the right of Quebec and
the Atlanta Provinces to restrict
exports of unprocessed fish.
However, such activities remain
subject to GATT disciplines.

Duty drawbacks —
i.e., refunds of duties on im-

Tariffs will be
eliminated in three groups — immediately (January

1989), five year staging, and ten year staging. Import-
sensitive sectors were generally accorded ten-year staging
to conclude by January 1998; these include most agricul-
tural and fish products, most wood products, textiles and
apparel, footwear, steel, lead, zinc, rail cars, tires,
consumer appliances, and precision instruments. Cus-
toms user fees are prohibited, and the United States
agrees to phase out its fees in five years.

Rules of origin define whether goods incorporat-
ing components or materials from third countries qualify
for duty- free treatment. Generally, materials and com-
ponents must be incorporated into other goods or
transformed in ways that are physically or cornmercially
significant. In most cases, this requirement is met if the
production process results in a change in tariff classifica-
tion or if the process results in 50 percent U.S. and/or
Canadian value added. This 50 percent rule is required

ported goods from third countries that are incorporated
into goods subsequently exported — will not be permit-
ted on Canadian (U.S.) goods destined for the United
States (Canada) after January 1994. Also, for goods
made in a U.S. or Canadian Free Trade Zone and not
exported to a third country, duties must be paid on third
country components regardless of whether final products
are sold in the United States or Canada. Finally, duty
remission programs, outside the automotive sector, that
refund tariffs as an incentive to meet domestic perform-
ance requirements — such as sourcing local products for
export or establishing local production facilities — may
not be expanded and will be phased out as they expire no
later than January 1998. In the automotive sector, the 13
overseas manufacturers receiving remission of duties on
their imports into Canada, in exchange for purchasing
and exporting components from Canada, will not receive
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benefits for exports to the United States effective imme-
diately; all other export-based duty remission will be
phased out by January 1998. Overseas firms receiving
duty remissions for achieving production (value added)
goals in Canada (notably Honda, Hyundai and Toyota)
will lose those benefits when their existing arrangements
expire, but no later than January 1996.

Standards

The agreement recognizes each country’s right
to establish product standards and technical regulations
to protect human, animal, and plant life and health, and
the environment. However, such regulations can become
unnecessary barriers to trade, and the two countries have
agreed to avoid measures that pose unnecessary obstacles
to trade. Further, they
agree to work towards

over U.S.$171,000 by these agencies. For the United
States, 11 of 13 federal departments are covered (the
Departments of Transportation and Energy are excluded,
as are many purchases by the Department of Defense).
A comparable list of Canadian federal departments is
included.

The FTA lowers the threshold for purchases
under the Code to U.S.$25,000. It also provides for
greater transparency in bidding procedures to ensure
better enforcement of the Code’s commitments on a
bilateral basis. According to the Canadian government,
the lower threshold opens up important new opportuni-
ties for Canadian producers of motor vehicles; scientific
apparatus; industrial machinery; aircraft equipment;
mineral products; plastic, rubber and leather products;
electrical machinery; power generating equipment;
chemicals; and heating and lighting equipment. Accord-
ing to the U.S. Department of Commerce, the lower

threshold more than doubles

harmonized standards,
where appropriate, so
that similar products do
not have to work or be
made in different ways in
order to be sold in both
countries.

The two coun-
tries have agreed to make
standards-related meas-
ures and procedures for
product approval compat-
ible, and to promote har-
monization of standards
set by private standards
setting bodies. Impor-
tantly, though, these
private bodies are not
bound by the standards
provisions of the FTA.
The United States and

opportunities for U.S.
suppliers in Canada.

Being built upon
the GATT Code, the FTA
chapter on procurement
-{ inherits its limitations. The
- { Code covers purchases of
-1 goods — services are
| covered only to the extent
that they are incidental to
1 the purchase of goods. The

| FTA does not expand the list

{ of covered federal agencies
and has no impact on state,
provincial and local purchas-
ing practices. However,
Canada and the United
“ 1 States in the FTA state their
commitment to seeking
further multilateral progress
as quickly as possible.

Canada have agreed to

recognize each other’s
laboratories, testing facilities and certification bodies.

The two countries have agreed to undertake negotiations,
as appropriate, to achieve these objectives. The FTA
provides for a 60-day comment period for new standards
and regulations, as well as other efforts to improve
transparency. These commitments do not apply to
measures taken by the states and provinces.

Government Procurement

The FTA deepens, but does not widen, the
benefits each country receives under the GATT Procure-
ment Code. The Code establishes rules of access for
foreign vendors to a specified list of agencies in each
signator country. It opens to foreign bidders purchases

Sectoral Provisions

In agriculture, support programs in Europe,
North America and Japan — and the plethora of other
trade restrictions they necessitate to insulate domestic
markets — require a multilateral solution if the agricul-
ture sector is to be brought into adjustment. Neverthe-
less, the two countries have agreed to take steps to
liberalize bilateral trade. All tariffs will be eliminated
within 10 years. The sector most affected will be fresh
fruits and vegetables — in these products, tariffs may be
temporarily reinstated for the next 20 years during
periods of depressed market conditions.

The FTA prohibits the use of export subsidies in
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bilateral trade, and both countries agree to consult and
take into account the export interests of the other in
offering export subsidies in third markets. Canada has
agreed to eliminate import restrictions on U.S. wheat,
oats and barley when U.S. government support levels for
these products are reduced to Canadian levels. The FTA
excludes each country from the other’s quantitative
restrictions on red meats. Canadian quotas on poultry and
eggs have been slightly increased, and U.S. quotas on
sugar-containing products have been moderated. The two
countries have agreed to semi-annual meetings to discuss
agricultural issues.

Also, the two countries have agreed to work
closely to harmonize technical regulations affecting
agricultural products, food, beverages and certain related
products, and thereby pursue an open border policy.
Areas that will be addressed include feeds, fertilizers,
seeds, animal health, animal drugs, plant health, pesti-
cides, food additives, packag-

above, Canada only permits those automakers meeting
strict goals for vehicle assembly and value added in
Canada to import cars duty-free. The two incentives for
the three major North American automakers to meet the
Canadian safeguards are: (1) tariff-free access for their
U.S. produced cars and (2) tariff-free access for their
captive imports. (It is important to remember that among
the major Japanese and European vehicle producers only
Volvo has qualified for these privileges.)

This arrangement worked fairly well for Canada
until Volkswagen, followed by several Japanese manu-
facturers, began establishing plants in North America in
the late 1970s and early 1980s. Decisions to produce in
North America were in part a response to protectionist
sentiments in the Congress and the resulting voluntary
restraint agreements which began in 1981. Conse-
quently, Japanese choices between Canadian and U.S.
plant locations were not merely the result of market

forces. In 1985, 330,000

ing and labeling, meat and
poultry inspection, dairy
inspection, and fruit and
vegetable inspection. Eight
working groups, which will
meet at least once each year,
have been established to
achieve these goals.

U.S. wine and liquor
producers will receive national
treatment in Canada. Dis-
criminatory listing will be
eliminated and discriminatory
pricing practices will be
phased out by January 1995.
Generally, U.S. producers are
guaranteed full and equal
access to provincial distribu-

__tk zrd market.s" i’

"The FTA prohibits the use of
Zexporr subsidies in bilateral trade,
and both countries agree to
consult and take into account
:rhe export interests of the other
in offering export subs:d:es in

Japanese vehicles were pro-
duced in the United States but
none in Canada. Canada
responded by offering duty
remission on imported vehicles
when Asian automakers
purchased parts in Canada for
export or produced parts or
vehicles in Canada for export.
In 1978, Volkswagen received
duty remission benefits for both
its Canadian exports to the
United States and to the rest of
the world. When the United
States objected, Canada
dropped benefits for exports to
the United States. In 1980, duty
remission was offered to

tion systems. Canadian
practices with respect to beer remain unchanged under

the agreement.

The energy chapter covers petroleum, natural
gas, coal, electricity, uranium, and other nuclear fuels.
The FTA guarantees the United States access to Cana-
dian energy supplies at prices equal to those paid by
Canadians under comparable commercial circumstances.
With respect to market access issues, the regulation of the
energy sector in both countries is too complex to be
brought into alignment. However, in the FTA, each’
country recognizes that its regulations could discriminate
against the energy products of the other; if Canada (the
United States) believes its products are placed ata
disadvantage by actions taken by the Federal Energy
Regulatory Commission or the Economic Regulatory
Commission (National Energy Board) it is entitled to
consultations to resolve the issue.

The automobile industry proved one of the most
challenging areas for the negotiators. As discussed

Japanese automakers but again
excluded benefits for exports to the United States. In
1984 and 1985, as duty remission agreements were
renewed, the exclusion for exports to the United States
was dropped, greatly angering some U.S. trade poli-
cymakers. This program significantly shifted the incen-
tives for Asian manu-facturers as to the choice of location
among North American plant sites. Current estimates
indicate that by 1990 some 15 percent of 2 million East
Asian cars and trucks produced in North America will be
produced in Canada. Under such circumstances, a U.S.
countervailing duty suit — charging that duty remissions
constitute an unfair subsidy — would be highly probable
and would threaten the Automotivé Agreement.12/

In negotiating the FTA, American officials
might have liked to start all over: eliminating duties
subject to rules of origin, and eliminating the Canadian
safeguards. However, the three major North American
manufacturers currently receive an important benefit:
they may bring their captive imports into Canada without
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paying a 9.2 percent duty by meeting the safeguards (this
saves them Cdn.$300 million per year). In addition, the
major automakers have long-term investments that
already reflect the safeguards, and Canadian plant sites
compare favorably with U.S. sites in terms of cost.

For the automotive sector, the FTA includes the follow-
ing key provisions:

(1) A phased reduction of tariffs on bilateral
trade that does not currently qualify for duty-free
treatment under the Automotive Agreement.

(2) A tougher 50 percent U.S. and/or Canadian
content requirement. Currently under the Automotive
Agreement, the United States permits manufacturers to
count overhead and indirect costs. By disallowing these
costs, the new content requirement is the equivalent of a
70 percent requirement under the old rules.

(3) As discussed above, elimination of Canadian
automotive duty remission programs.

(4) The three
major manufacturers

when an industry in one country is substantially injured
as the result of the reduction or elimination of tariffs
under the FTA. The global track defines how the United
States (Canada) must treat imports from Canada (the
United States) when domestic industries are injured by
imports from third countries.

During the transition period, which ends Decem-
ber 31, 1998, either country may respond to serious injury
to domestic producers resulting from the reduction of
duties under the FTA by restoring tariffs for a period of
no longer than three years. Such action may be taken
only once in each industry, and the exporting country is
entitled to compensation in the form of equivalent trade
concessions. After the expiration of the transition
period, neither country may continue or undertake a new
import action without the consent of the other country.

The lone exception is the 20 year snapback
provision for tariffs on fresh fruits and vegetables.

The United States and
Canada continue their rights

maintain the option of
meeting the Canadian
safeguards.

By doing so they
may continue to bring
captive imports into
Canada duty-free. Canada
has agreed not to extend
these benefits to firms that
do not currently qualify, in
particular Asian producers
locating production facili-
ties in Canada. This
arrangement removes the
most important threat to the
Automotive Agreement —
the potential for U.S.
countervailing duties on
vehicles and parts made in
Canada by Asian and Euro-
pean producers receiving

_?_i_';f pmduced in Nortk Amenca will
e pmduced in Canada. S

under GATT Article XIX.
However, in taking global
actions, they agree to
exempt each other except in
cases where imports from
the other country are
substantial (i.e., more than 5
to 10 percent of all imports)
and are an important,
though not necessarily the
most important source of
injury. If, however, the
United States (Canada) de-
termines that imports from
Canada (the United States)
meet these requirements,
Canadian (U.S.) exports to
the United States (Canada)
may not be reduced below
the trend of imports over a
reasonable recent base

duty remission benefits. At

the same time, the privileged position of the three major
automakers continues — they may continue to bring
vehicles made offshore into Canada duty-free. For the
first time, the United States accepts Canadian perform-
ance requirements, namely the safeguards, in the automo-
tive sector.

Safeguard Actions

A traditional feature of most trade agreements is
the ability of the participating countries to provide
temporary relief from import competition to firms and
workers substantially injured by the elimination of trade
barriers. The FTA provides two sets of rules for these.
The bilateral track defines actions that may be taken

period with allowance for growth.13/

In many industries where the United States is
likely to take safeguard actions, Canada supplies more
than 5 to 10 percent of U.S. imports. However, the
global track does two things for Canada: it assures
Canada that its industries will no longer be sideswiped in
situations in which they are not an important source of
injury to U.S. producers (as was the case in U.S. import
actions in specialty steel commencing in 1983), and
Canadian suppliers will still be given preferential market
access in situations where they are found to be an impor-
tant source of injury (for example under the current
carbon steel program). Overall, the global track provides
Canadian producers more certain and predictable access
to the U.S. market. This may prove particularly impor-
tant in many resource-based industries, such as nonfer-
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rous metals and minerals, that could face continued
contraction and restructuring during the next recession.
However, this arrangement will impose costs on other
U.S. trading partners, who will likely face greater reduc-
tions in their exports when the United States takes formal
safeguard actions or negotiates orderly marketing
agreements or voluntary restraint agreements.  Dis-
putes that arise from safeguard actions will be subject to
binding arbitration.

Subsidies and Countervailing Duties

The negotiators could not agree to new bilateral
rules for dumping and subsidies during the 20 month
negotiating period. Given the priority attached by both
sides to achieving a more orderly regime, the two coun-
tries are committed to negotiating common rules over the
next 5 to 7 years.

In the interim, they

judicial precedents to the extent a court of the importing
Party would rely on such materials in reviewing a final
determination of the competent investigating author-
ity.’14/

The United States and Canada already have quite
similar antidumping and subsidy/countervailing duty
laws. The most significant Canadian complaints relate to
subsidies. Many Canadians maintain: (1) that U.S.
procedures for determining the presence of injury and
whether Canadian exports are subsidized have become
politicized and vulnerable to Congressional and regional
pressures; (2) that the Department of Commerce (DOC)
interprets the definition of a countervailable subsidy too
broadly to include (a) what Canadians view as legitimate
regional development aids and (b) natural resource
pricing, an area where governments can reasonably
disagree about what are optimal pricing policies for
publicly-owned resources; (3) that the cost to Canadian
exporters of mounting an
adequate legal defense in

have agree to continue to apply
their existing laws and proce-
dures for determining the
presence of dumping and
subsidies, for determining the
presence and extent of injury
and for imposing countervailing
or antidumping duties. After
the agreement comes into force,
existing laws can be changed,
as they apply on a bilateral
basis, only after timely consul-
tation, only if the new provi-
sions specifically name

Canada (the United States), and
only if such provisions are
consistent with the general
intent of the FTA and the

4 {3 assurgs;Canada that its
ndusmes wzlllno Ionger be |

countervailing duty cases is
excessive and can impose
significant burdens on
smaller firms; (4) that
judicial review of Interna-
tional Trade Commission
(ITC) and DOC findings of
the presence of injury
subsidies can take years;
and (5) that in levying
countervailing duties on
subsidized imports the
United States does not con-
sider the benefits received
by U.S. industries from
federal and state programs,
so that only a differential
rate of subsidy is calculated.

GATT. In applying domestic
laws, after the U.S. International Trade Commission and
the Department of Commerce (the Canadian Department
of National Revenue and Import Tribunal) have issued
findings, judicial review in the United States (Canada)
will be replaced by a binding binational dispute settle-
ment mechanism. The purpose of such review will be to
ensure that agency findings are indeed consistent with
domestic law.

Final determinations will be reviewed by five
member binational panels. Each government will select
two panelists from standing rosters and these four will in
turn select the fifth panelist — a majority must be
lawyers. These panels will examine whether the final de-
terminations of the appropriate government agencies
with respect to the presence of dumping or subsidies and
injury were made ‘in accordance with the antidumping or
countervailing duty law of the importing Party.” For this
purpose the ‘law consists of the relevant statutes, legisla-
tive history, regulations, administrative practices, and

The latter problem is parucularly significant in agricul-
ture and food products and was an issue when the United
States applied countervailing duties on Atlantic
groundfish in 1985 and hogs and porks in 1984.

The FTA bilateral dispute mechanism will
provide relief for Canadians on several counts. The
binational character of the review panels under the FTA
should encourage impartiality on both sides of the border
and encourage moderate, as opposed to extreme, inter-
pretations of the laws of both countries. It should help
restore confidence in the objectivity of the application of
subsidy and dumping laws. Binational review will be
faster, simpler and cheaper than the current systems of
judicial review: binational review panels will review
agency findings within 315 days, and small businesses
wishing to challenge agency findings can ask their
government (o represent them before a binational review
panel.15/ Problems with respect to the cost of mounting
an adequate defense before the ITC and DOC remain,
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although the bilateral review process should discourage
frivolous cases.

The critical questions that remain are: In recent
cases where Canadian exporters were found to benefit
from subsidies, how often did political considerations
actually tip the balance, not in the decision to bring suit
but rather in findings that countervailable subsidies and
injury were indeed present? Again in these cases, how
often have affirmative findings reflected a broader
American view of what constitutes a countervailable
subsidy that is consistent with U.S. law? Rugman, citing
the 1986 softwood lumber and 1985 Atlantic groundfish
cases, argues that most of Canada’s problems have
emerged from the politicization of ITC and DOC
decision making processes.16/ 1 suspect that although
binational review will reduce the potential
impacts of political pressures on ITC and DOC delibera-
tions and reduce bilateral tensions, Canada and the
United States will continue to have their differences

about what should consti-

by nationals of the other Party.’18/

The national treatment requirement does not
apply to existing nonconforming measures; therefore,
most of the benefits are prospective. Sectoral annexes
explain how these provisions apply to architecture, tele-
communications and tourism. The two countries are
committed to begin negotiations to remove the discrimi-
natory effects of existing regulations in other sectors
after the FTA is ratified.

Financial Services

The FTA does not provide the kind of overarch-
ing blueprint for the liberalization of financial services
that it does for other business services. The FTA had to
accommodate substantial differences in the regulatory
structures and in the pace of deregulation underway in
the two countries. At the federal level, the United States

still maintains a rather strict

tute a countervailable
subsidy and that in the end
these differences can only
be comprehensively
addressed through the nego-
tiation of a new bilateral
subsidies regime.

Trade in Services

The United States
and Canada have essen-
tially agreed to accord
national treatment and to
provide right of establish-
ment to each other’s pro-
viders of a list of over 150
commercial services. With
the exception of doctors,
lawyers, childcare, basic

separation between the
activities of commercial
banks, on the one hand, and
investment banks and the
brokerage houses, on the
other, as enshrined in the
Glass-Steagall Act. While
the United States has

- | afforded a significant
measure of national treat-
ment to foreign financial
institutions, substantial
though eroding barriers
remain to nationwide
interstate banking. In
Canada until recently,
foreign participation in the
commercial banking and
securities industries was
limited. For example,
subsidiaries of U.S. commer-

telecommunications, transportation, and government pro-
vided services, the FTA covers virtually all business
services. The provisions of the services chapter apply to
the insurance industry but do not apply to other financial
services (discussed below).17/ The agreement also
provides for access to domestic distribution systems. For
example, providers of computer and enhanced telecom-
munications systems, which are on the covered list, are
guaranteed access to the basic telephone systems, which
are not on the list. The two governments agree that
licensing and certification procedures should relate to
competence and should not be structured with the intent
of discriminating against providers from one country or

- the other. The two governments further agree to ‘en-
courage the mutual recognition of licensing and certifica-
tion requirements for the provision of covered services

cial banks (Schedule B Banks) were limited to 16
percent ownership of all Canadian bank assets; the
Canadian subsidiaries of U.S. insurance companies were
more constrained in their investment practices and in
their ability to diversify into other financial services than
their Canadian-based counterparts; and U.S. investment
banking companies could not apply for membership on
the Ontario stock exchange or underwrite public stock
and bond issues for Canadian companies in Canada.
Also, until recently, a rather strict separation was
enforced between the Canadian commercial banking and
securities industries. Starting in 1986, the Ontario and
Canadian federal governments began substantial steps to
afford U.S. financial services companies more equal
treatment in Canada and to integrate Canada’s commer-
cial banking and securities industries. Reflecting these
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reforms, the FTA removes most discrimination against
U.S. financial institutions operating in Canada. U.S.
commercial banks will no longer be subject to the 16
percent rule, U.S. financial institutions will be free to
purchase up to 100 percent of a Canadian securities
company, and U.S. investment banking and securities
companies will be able to participate in the Ontario and
Quebec securities markets. Although the financial
services provisions of the FTA do not apply to the
actions of the states and provinces, current regulations in
Ontario and Quebec — the principal financial centers —
do not pose major difficulties. Subsidiaries of U.S.
insurance companies will now be free to diversify into
other financial services on the same basis as Canadian
companies.

In return, the United States has made several
concessions to Canada but these are not as sweeping as
recent Canadian reforms. Most notable, though, should

Glass-Steagall be repealed, the

services with local goods and services, or achieve goals
for domestic content. Further, the two countries have
agreed not to impose such performance requirements on
investors from third countries if such performance
requirements would significantly distort bilateral trade.
The United States and Canada remain free, though, to
seck commitments from foreign investors relating to
product mandates, R&D and technology transfers.
Canada has sought such undertakings from U.S. and
other foreign countries, and we may expect them to
emerge in the future screening of acquisitions.

The FTA contains investor safeguards regarding
expropriation and the transfer of proceeds from sales,
dividends, royalties, and interest. As such, it is a rather
comprehensive agreement.

The FTA investment chapter does not apply to
financial services (these are discussed in a separate
chapter — discussed above) or transportation services.
Existing limitations on
foreign ownership in specific

U.S. government is committed
to affording Canadian banks the
same treatment as U.S. banks.
It is not required to do so for
other foreign banks. As the
two countries continue their
respective processes of
financial deregulation, they will
continue to work together with
the goal of assuring that
benefits are shared by both U.S.
and Canadian firms.

Investment

In the FTA, the United
States (Canada) agrees to
accord national treatment to

"3oth counmes have agreed

t to screen the establishment
:f“new busmesses. Canada

sectors are grandfathered — in
particular, U.S. restrictions in
the communications and the
atomic energy industries and
Canadian restrictions in the
communications, oil and gas,
and uranium industries. The
FTA codifies the substantially
more liberal treatment U.S.
investors have enjoyed under
Prime Minister Mulroney.
Moreover, although the United
States has been generally open
to Canadian investors, the
FTA assures Canadian
businesses that they will not
be subject to screening or
certain trade-related perform-

Canadian (U.S.) businesses,
once established and operating in the United States

(Canada). Both countries have agreed not to screen the
establishment of new businesses. Canada reserves the
right to screen direct acquisitions of existing businesses,
but the threshold for screening direct acquisitions will
rise to Cdn.$150 million by 1992. The threshold for
screening indirect acquisitions in Canada will rise from
Cdn.$100 million in 1989 to Cdn.$500 million in 1991;
after 1991, indirect acquisitions will no longer be
screened at all. Both countries agree not to impose
minimum equity participation by local investors or to
require the sale of an enterprise by reason of the owner’s
nationality.

The two countries agree not to impose certain
performance requirements on each other’s investors that
may distort trade — specifically, requirements to export
given shares of output, substitute imported goods and

ance requirements should the United States adopt such
policies in response to rapidly growing foreign direct
investment in the United States.

Cultural Industries

Cultural industries are exempt from the nontariff
provisions of the agreement — most notably, the provi-
sions relating to services, foreign investment policies and
subsidies. These industries are defined to include: the '
publication, distribution, sale or exhibition of books,
magazines and newspapers; films, audio and video
recordings; and radio, television and cable broadcasting.
Where applicable, tariffs will be eliminated; however,
Canada will be free to take most other actions to ensure
the viability of its domestic industries. In this context,
Canada has agreed to provide copyright protection to the
owners of U.S. programs retransmitted in Canada
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and not to require that newspapers and magazines be
typeset and printed in Canada for advertisers to qualify
for tax deductions. Also with regard to other Canadian
actions to promote or protect cultural industries as
defined in the FTA, the United States ‘may

take measures of equivalent commercial effect in re-
sponse to actions that would have been inconsistent with
the Agreement’ but for the exemption of cultural indus-
tries.

Institutional Provisions
and Dispute Settlement

A Canada-United States Trade Commission will
supervise the implementation of the FTA and mediate
any disputes that may arise, other than those relating to
subsidies, dumping and financial services. 19/ The
Commission shall be
composed of representa-

under this Agreement) are or would be impaired by
implementation or maintenance of the measure at issue,
the Party shall be free to suspend the application to the
other Party of benefits of equivalent effect until such time
as the Parties have reached agreement on a resolution of
the dispute”. 20/

If both parties agree, binding arbitration may be
selected at the point in the process where the panel of
experts is established. Disputes involving dumping and
subsidies (countervailing duties) and safeguard actions
are subject to binding arbitration in all cases.

THE FTA'S PROSPECTS

When evaluated in terms of U.S. and Canadian
negotiating objectives, as well as the broader goal of
creating an integrated
North American market for
goods, capital and services

tives of both countries —
the principal representa-
tive from each side will
be the cabinet level
officer or minister re-
sponsible for international
trade or their designated
representatives.

Either party may
request consultations to
resolve a dispute under
the FTA. If consultations
fail to resolve the dispute
within 30 days, either
party may request a
meeting of the Commis-
sion or seek dispute
settlement under the
GATT. If the Commis-
sion fails to resolve that
dispute within 30 days,

;Elther party ma y

articulated in chapter 1 of
the FTA, the FTA makes a
good start. It brings down
many trade barriers, it
ensures that many remain-
ing barriers do not become
more restrictive, and it es-
tablishes processes for
achieving continued
liberalization.

It eliminates all
tariffs, a key goal of both
countries, and the FTA’s
provisions about rules of
origin, duty drawbacks,
duty remission programs,
and other export subsidies
generally ensure that
many of the potential
efficiency benefits of a
fully integrated duty-free

either party may request :

that a panel of five qualified experts be formed to
examine the issue and make recommendations to the
Commission. Each government will select two panelists
from standing rosters and these will in turn select the
fifth panelist. Unless the Commission agrees otherwise,
panel findings, along with dissenting opinions, will be
published. After receiving the panel’s findings, the
Commission will seek to resolve the dispute. “Whenever
possible, the resolution shall be non-implementation or
removal of a measure not conforming with this Agree-
ment or causing nullification or impairment ... or, failing
such a resolution, compensation.” If the Commission
does not reach an agreement on a mutually satisfactory
resolution and “a Party considers that its fundamental
rights (under this Agreement) or benefits (anticipated

market for goods will be
realized. The combined effects of the provisions for
foreign investment and financial services should ensure
many of the benefits of a fully integrated U.S.-Canadian
capital market. The chapters on foreign investment and
energy resolve longstanding disagreements about the
appropriate scope of national prerogatives in these areas.
The comprehensive standstill agreement in business
services is built on the principles of national treatment
and right of establishment; it acknowledges the need for
and commits the two countries to work toward compat-
ible licensing and certification requirements; and it could
prove to be a model for future pluralateral or multilateral
arrangements.

With respect to nontariff barriers to imports, the
FTA deals with several longstanding problems of interest
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to one side or the other — market access issues in energy
products, wine and liquor, red meats, grain products,
fresh fruits and vegetables, and other food products, as
well as more general concerns such as certain trade-
related foreign investment performance requirements.
Similarly, on the export side, the provisions dealing with
export restrictions, the dual pricing of exports and export
taxes should substantially contribute to the rationaliza-
tion of markets, especially in the energy sector.

The global safeguards provisions should provide
Canada with substantial relief from the U.S. use of
safeguard actions as an instrument of contingent protec-
tion. The FTA provides a standstill on trade barriers
imposed by standards. The FTA promises additional
progress through negotiations and consultation in several
areas including standards, trade in business and financial
services, government procurement, and dumping and

subsidies/countervailing
duties. Although the

continue importing offshore vehicles duty-free into
Canada by meeting the Canadian safeguards clearly
discriminates against U.S. parts manufacturers, as well as
European and Japanese firms selling parts and cars in
Canada. However, the new provisions with respect to
this sector extend the potential scope of duty-free trade
and eliminate the distorting effects of Canada’s duty
remission programs. Also significant were the
FTA's failure to include: new rules for subsidies and
dumping; government purchases of services; and state
and provincial procurement practices and product
standards. However, the temporary procedures for
dumping and subsidies should ensure that each countries’
laws are applied without political prejudice, and these
procedures should help moderate tensions until the two
countries can negotiate common bilateral rules. The
provisions for federal procurement are an improvement
over current arrangements. The provisions with respect
to national product standards are a major improvement,

negotiators were not able to
include a chapter on intellec-
tual property rights, U.S.
concerns with respect to
copyright protection for
border broadcasters and
patent protection for phar-
maceutical patents have
been addressed. The FTA
contains a promising dispute
settlement mechanism. It
should provide for timely
resolutions, although its
ultimate effectiveness will
become apparent only with
experience. Canada
achieved its goal of main-
taining considerable latitude

.bqth gqv_er_n_ments had to

nsider domestic patzncal
amts and the pmspecls

10w far rhey could ga.

and the prospects for contin-
ued liberalization in this area
are encouraging.

A great deal was
achieved in just 20 months of
negotiations. Yet it is clear
that many of the benefits
from the liberalization of
nontariff barriers to trade in
goods and services are
prospective. These include:
the benefits to be achieved
through further negotiations
and consultations in stan-
dards, business and financial
services, procurement, and
dumping and subsidy rules,
as well as the avoidance of

to encourage and promote
autonomous cultural industries.

As in all negotiations, both governments had to
consider domestic political constraints and the prospects
for ratification when deciding how far they could go in
removing barriers and establishing new rules. The
agreement falls short of expectations in that important
trade restrictions are grandfathered or their scope is only
circumscribed — examples include Canadian practices
with respect to poultry, dairy products, and beer; U.S.
import quotas on sugar-containing products and the Jones
Act; export embargoes on logs; and Canadian preroga-
tives with respect to the export of unprocessed fish
caught off the Atlantic coast. However, in none of these
areas did the agreement extend the scope of sectors
vulnerable to controls. In the automotive sector, the new
rules of origin perpetuate a measure of protection for
U.S. and Canadian parts manufacturers. The opportunity
offered the three major North American automakers to

— new disputes emanating from
Article XIX actions and the application of countervailing
duties. Among the key questions are:

—First, can the two governments negotiate
meaningful new rules and disciplines for subsidies and
develop concepts of dumping consistent with an inte-
grated continental economy?

—Second, can the United States and Canada
achieve meaningful interface of regulatory procedures
and licensing requirements in services? Can they make
steady progress towards harmonized product standards

and technical requirements for goods. Can they per-
suade private bodies that set licensing requirements and
product standards to meaningfully participate in these
processes? Focusing on product standards, will the states
and provinces be persuaded not to undermine this process
with new requirements?

—Third, how effectively will the provisions
relating to safeguards, subsidies and dumping constrain
the use of trade remedy laws as a mechanism of contin-
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gent protection?

—PFourth, how smoothly and effectively can the
two governments implement the FTA? Will the Canada-
U.S. Trade Commission prove to be an adequate
institutional mechanism? How effectively and promptly
will it mediate and resolve disputes?

Perhaps more than achieving a free trade
agreement, the United States and Canada have embarked
on a process of trade liberalization. The FTA is so broad
and sweeping that good intentions must now be trans-
lated into earnest efforts.

How much loophole seeking will occur on both sides by
national, state and provincial govermnments, as well as by
private groups that establish licensing requirements and
set product standards? The first real tests will follow the
national elections (due by Autumn 1989). The scope and
pace of the work programs established in dumping and
subsidies, standards, services and, perhaps, government
procurement should provide a useful first indicator of the
prospects for the agreement’s success.
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""US Trade Pact a Two-Edged Sword "

This selection, by David Owen, taken from The Financial Times, January 18, 1988, discusses fears that the price of
the trade pact would be too high.

Discussion Note

Fears that the price of free trade will be too high are the subject
of this reading.

Some Economic Fears

The biggest fear was that U.S. branch plants would simply
retreat back to the U.S., displacing thousands of Canadian work-
ers. Yet interviews with CEOs (and the post-FTA experience)
suggest instead that the FTA will enable Canadian operations to
be integrated more tightly into a single North American produc-
tion network.

‘Two major reasons for this behavior stand out: the sunk costs in
plant and country specific advantages, like natural resources. No
company is simply going to abandon plant in which they have

" invested a great deal without more inducements than the FTA
provides. And no oil company, for example, is going to leave
Canada as long as commercially recoverable oil remains in the
ground. A third reason also cited by this reading is that in many
sectors, such as autos and computers, production capacity is
already fully rationalized, with Canadian plant having specific

Continued overleaf
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Discussion INoife confinued...

global mandates that differentiate their producl
range from that of their parents.
The adjustment that is taking place thus involves
increasing volumes of a narrower, more specialized
product range for a global market. In short, the fears
seem to have been groundless.

Adjustment and Theories
of International Business

From a teaching viewpoint, this pattern of
adjustment permits a review of various theories
about international trade -why it takes place and
what factors account for the existence of
multinational firms.

Comparative Advantage

It would appear from looking at the composition
of merchandise trade between Canada and the U.S.
that Canada has a comparative advantage in natural
resources and certain types of manufacturing,
especially automotive. These are areas where tariffs
between the two countries were ,generally speaking ,
quite low or nonexistent. The FTA would simply
enhance confidence that these comparative
advantages would continue to operate without
distortion.

Product Life Cycle

Then there is the product life cycle theory. This
suggests that as the market for manufactured
products matures domestically, firms will seek new
markets for those products abroad. And, as more
advanced products follow domestically, that
manufacture of the older products will also shift
abroad. If you remove barriers like tariffs, then this
process should occur more smoothly and without
distortion. And, when you factor in geographic
propinquity (Ontario and Quebec are within a day’s
truck ride of most major urban markets from
Chicago to Washington D.C.), then the shift of
production into Canada for export back into the
U.S. is clearly encouraged.

Organization Cost Theory

Another, more general, theory encompassing both
the insights of PLC theory and of comparative advan-
tage isthatof organization costs. This theory holds that
multinational firms maximize gain by “internalizing”
costs across areas where markets are inefficient (that
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~ “externalizing” activities where market forces operate

is, using management to solve market failures) and

efficiently. The use of administration (vertical and
horizontal integration, etc.) resolves problems of high
transaction costs (time to conclude agreements,
capital shortage, proprietary knowledge, etc) and
market uncertainty. The use of external markets allows
cost reductions that are not possible to achieve
in-house.

This model suggests that adjustment to the FTA
will result in cutbacks in Canadian plant if that plant
has been established for non-economic reasons.

It also suggests that in all other cases, production will
remain the same or grow in Canada. A decade of

tariff cutting that preceded the FTA virtually

ensured that most of the foreign investment

hosted by Canada was there for mainly economic
reasons. The fact that the U.S. market is 10 times that of the;
Canadian market suggests that, contrary to what the
pessimists believed, the opportunities for cost saving
(and thus profit-making) are actually higher in
Canada: through extended production runs aimed at
the U.S. market and lower cost inputs imported from
the U.S. From the standpoint of the cost/benefit
available to a multinational firm, it therefore follows
that the FTA establishes conditions for “externalizing”
production from U.S. plant to Canadian plant for
production aimed at the northern U.S. and other
markets.

What about Canada’s traditional “market
imperfections™ in R&D and access to capital? Here is
where the management power of the MNE can operate

to advantage by overcoming these disadvantages:
improving access to R&D and capital.

The same logic also suggests that continued trade
liberalization to produce more competition would
ensure this kind of rationalization takes place sooner
rather than later.

The Dutch Disease

Yet is there not one fear that may be justified, even
though it remains unspecified in the article -namely,
the Dutch disease, whereby international interest bids up
the price of some Canadian factors beyond the reach of
Canadians themselves to compete for them, thus creating
a two-tiered economy, one international, the other
domestic.

In short, the point of this reading is to stimulate

discussion of muiltinationals and international business.
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David Owen examines Canadian fears over tariff-barrier removals i

" US trade pact a two-edged sword '

“A FRIEND of mine works for a
US company which is building a
chocolate plant in Canada. 1
asked him if they would have
built the plant if they had
known there would be a free
trade agreement. He said proba-
bly not.”
“.Foreign direct investment is
often viewed as a substitute for
trade. Certainly the above
example, recounted by a senior
executive with a large US food
rocessor in Canada, does noth-
g to undermine that conten-
on.
$iSince before the turn of the
¢entury, US companies have
been establishing operations in
Canada, with the primary aim
of circumventing tariff barri-
ers. -
" The re-emergence since the
late 1970s of contingent protec-
:tionism in the US has increas-
ingly encouraged Canadian
ﬁompanies wishing to build
itles south of the 49th parallel
1o adopt a similar approach.
3 The recent conclusion of a
ientative free trade pact
between the two countries,
which sets the goal of essen-
I
|

ally tariff-free bilateral trade
ithin 10 years, has prompted
ncern in Canada that the
moval of barriers will spark
e reverse response — that free
ade will prompt US compa-
ies to sell existing Canadian
Eants and supply their huge
but sparsely populated neigh-
bour from south of the border.
i Conversations with execu-
tives from a wide range of Can-
adiansubsidiaries of US compa-
nies suggest, however, that an
entirely different process will
.(and in some cases has already
started to) take place. Rather
!than shut up shop in Canada,.
‘these conversations suggest, US
companies will = where possi-
ble - integrate Canadian plants
intoc a North American
operations network.

Manufzzturing facilities, in
other words, will be rational-
ised to produce a much nar-
rower range of products for a
unified North American market
rather than sold or mothballed.

While trade liberalisation
may well produce, in the words
of Professor Alan Rugman of
the University of Toronto, “a
gradual slowdown in the rate of
increased direct investment,”
there appear to be at least two
compelling reasons why most
companies will not disinvest
altogether.

The first is the matter of
sunk costs. “Plant,” in the
words of Mr Jon Grant, Quaker
Canada's president and chief
executive, "is an expensive
asset. Shutting down plant is a
last resort.” :

_The older the plant in ques-
tion, of course, the less power-

ful the deterrent. Nevertheless,
as Prof Rugman's studies indi-
cate, there appear to be rela-
tively few cases where overall
exit costs would be low enough
for out-and-out closure to be a
viable option. S

The second reason is Cana-
da’s many “country-specific”
advantages, especially its
resource base. Reduced tariffs
will clearly have little bearing
on investment decisions by the
likes of Texaco while sufficient
low-cost Canadian oil remains
in the ground. iy

The number of US-controlled
subsidiaries tied to Canada by
such considerations is greater
than might at first be imagined.
“There's an advantage in prod-
ucing near the feedstocks,” says
Mr Bob Seath, vice president in
charge of commodity petro-
chemicals operations at Union
Carbide Canada.

If closure is being rejected as
too costly or otherwise undesir-
able, so too is the status quo,
whereby Canadian plants have
traditionally replicated US
product lines without being
able to benefit from the econo-
mies of scale available in the
far bigger US market.

Hence, managers are hitting
on cross-border integration as a
means of maximising the effi-
ciency of pre-existing Canadian
assets.

Some industries and compa-
nies are further down the road
than others. -

Navistar International (for-
merly International Harvester),
which has reaped the benefits
of the “free-trade-with-strings”
Auto Pact since 1966, believes
that its North American plants
— one in Ontario, one in Ohio -
are already fully rationalised.

The heaviest trucks in the
company’s range, an official
explained, are built in Canada;
medium-sized vehicles and
below are turned out in Ohio.

Integration is also at a rela-
tively advanced stage in the
computer sector, where duty
averages only 3.9 per cent.
Canadian subsidiaries have
sometimes developed a degree
of product range differentiation
from their parents by winning
global mandates to supply a
given product, component or
service to subsidiaries of the
same group in other countries.

Digital Equipment's Canadian
subsidiary has five such global
mandates, including one top-of-
the-line personal computer and
the back panels of all Digital
computers.

“"We try to produce large vol-
umes of few products,” says Mr
David Paolini, a Digital execu-
tive. “Free trade will make us
more competitive, which could
lead to more production man-
dates,” he adds.

Several Canadian-based elec-
trical products, appliance and
components manufacturers
have also secured such man-
dates from their parents: Wes-
tinghouse has 19; Honeywell
about 20. .

Essentially, companies are
preparing to phase out produc-
tion of such relatively low-tech
products as valves and transis-
tors, in favour of more sophisti-
cated items.

Rockwell of Canada com-
pleted its abandonment of
Canadian valve production

US direct
investment in
Canada

CS$ bn
70

60
S50
40

30

Source : S Canada

about a year ago, according to
Mr William Marks, director of
Canadian operations.

Honeywell, meanwhile, has
phased out production of some
valves in favour of heat relays
and electrical control equip-
ment. General Electric Canada,
similarly, has stated that it
plans to focus on businesses
"where value is added through
knowledge.”

It is in the area of food pro-
cessing and consumer products
that managers, while express-
ing the intention to rationalise,
are probably furthest from ach-
ieving a meaningful degree of
cross-border integration,

Procter & Gamble, which has
trimmed its Canadian
operations to five plants and
between 3,000 and 3,500
employees in recent years, has
just embarked on the process,
in line with its June announce-
ment that it plans to revamp its
worldwide manufacturing
operations.

At the time, the company
noted that “the increased level
of capital investment required
today for new product intro-
ductions and changes in exist-
ing products further encourages
reducing the number of produc-
tion sites for individual prod-
ucts. .

Mr Bob Anderson, Canada-

based general counsel, elabo-
rates. “The big costs in manu-
facturing are less ingredients
than changeover time. ' -, . -

“If you can run your plant
more hours per day than your
competitor you are OK. It's har-
der up here to do that because
the plants have been geared to
supply the Canadian markets
with all sizes (of a given prod-
uct).” .. S

The bulk of the US-controlled
Canadian food processing sec-
tor, meanwhile, still consists of
branch plants essentially repli-
cating the parent's domestic
market product line. As one
executive. of Kraft said: “The
only business that we are in
here that they aren't (in the
US) is peanut butter.”

While Nabisco Brands is sell-
ing more Peak Freans biscuits
in the US, it is not allowed to
market products made south of
the border by its parent, RJR
Nabisco, according to Mr Ron
Adlam, the company's vice
president for planning, |

Even companies which do
have a range of distinctive
Canadian products, like Quaker
Canada (pet foods, cereals, bak-
ing mixes) and Campbell Soup
(apple juice, steak sauce, gravy
mix), export very little to their
parent company's home market.

Mr Grant of Quaker estimates
that some 3 per cent of the
Canadian subsidiary's sales are
shipped to the US. “We export
some Bisto to the US,” adds Mr
Tom Peddie, Campbell Soup’'s
chief financial officer.

“They are basically riding on
the coat-tails of products devel-
oped in the US,” concludes Mr
Jack Stacey, an analyst with
Moss Lawson.

Nevertheless, most food sec-
tor executives project that free
trade will lead to some cross-
border rationalisation, in a bid
to benefit from economies of
scale and longer production
runs.

However, they add, such res-
tructuring may be less compre-
hensive than in other indus-
tries, due to freight
considerations.

Food industry products are
typically bulky and of low
value. “The shipping costs
might overcome any savings
from rationalisation,” specu-
lates Mr Bruce Murray, an ana-
lyst with Nesbitt Thomson.

“We haven't been able to
determine or identify any spe-
cific product lines where that
sort of rationalisation will
work,” says Mr Bob Hurlbut,
chairman of General Foods’
Canadian operations. “There
will be some dislocation, but in

most instances, we are as
cost-effective as our ,UIS
plants.”
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"Concerns of the Cultural Community'"

This reading is taken from Evaluating the Free Trade Deal: A Guided Tour Through the Canada-U.S. Agreement, by
Richard G. Lipsey and Robert C. York, (1988) C.D. Howe Institute, Toronto. Reprinted with permission.

Discussion Note

The Culture Threat

What about culture? At stake is the ability of Canadians to talk to each
other, in literature, film, theatre, etc., in a small, open economy that
seems unable to sustain an appropriate number of artists without
subsidies. True, as prosperity increases under the FTA, more money
would be available for the arts. But artists contend that there is a set of
subjects and values Canadians as acollectivity wish to see addressed that
are of little interest to outsiders. The problem then, in the context of an
FTA, is to find ways of facilitating Canada’s “national conversations”
that are not trade distorting or subject to erosion by the economic pres-
sures of the country’s giant southern neighbor.

The current critical and commercial success of Anglophone Canadian
authors in the U.S. (parallelling similar success by Canada’s Franco-
phone writers in France) suggests that many of these fears are ground-
less. Notably, however, government subsidies early in their careers en-
abled these writers to develop their talent and reach the master category.
Upsetting that pattern, critics of the FTA fear, could undermine the
ability of many Canadian writers and artists to reach master class in the
future. Compared to many European countries, Canada spends relatively
little on its artists.

The U.S. position on culture is rather different. Cultural exports, like
other “intellectual property” contribute significantly to the plus side of
the U.S. merchandise trade account. The film and recording industries
in particular have become multi-billion dollar global businesses. They
view Canadian concemns as a potential trade irritant.

The question: who’s right?

Institute for U.S.-Canada Business Studies
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""How the Agreement Increases Access'’

This reading is taken from Evaluating the Free Trade Deal: A Guided Tour Through the Canada-U.S. Agreement, by
Richard G. Lipsey and Robert C. York, (1988) C.D.Howe Institute, Toronto, Canada. Reprinted with permission.

©

Discussion Note

This reading summarizes important factual data to show that the FTA
does indeed improve access of Canadian exports to the U.S. (Boxes 2
and 3).

The Importance of Access

Why are these issues important? Access to the U.S. market was the main
goal Canadians wanted to achieve in these talks, for they were concerned
that rising protectionismin the U.S. could exclude them fromtheir best trad-
ing customer (The U.S. absorbs about 25 per cent of Canada’s GNP!).
Canada is also the U.S. 's best customer, taking about 25 per cent of all U.S.
exports. But the U.S. is three times less export dependent than Canada (only
about 10 per cent of U.S. production of goods and services is exported,
compared with 30 per cent of Canada’s GNP.) Canada therefore takes only
2.5 per cent of U.S. GNP-- more than western Europe or Japan, but clearly
Canada isrelatively much more dependent on the U.S. than vice versa. This
selection suggests Canadians made significant gains, although not as much
as they hoped. It should be compared to the situation facing the other U.S.
trading partners in the light of the 1988 Omnibus Trade Bill. (The chart on
the next page compares the salient features of the FTA and the 1988 Trade
Bill).
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A COMPARATIVE SUMMARY

1988 TRADE ACT

Transfers from the President to the

U.S. Trade Representative authority
to decide on investigating and acting

against foreign trade practices, subject
to presidential discretion.

Requires USTR to identify foreign trade
practices whose elimination would most
increase exports.

Toughens existing trade remedy
provisions.

Bans government dealing with foreign-
owned securities firms unless

its home country allows reciprocal
access to its securities.

Allows President to suspend or halt
merger or acquisition of a U.S. firm by
foreign citizens or firms if threat

to national security.

Requires study of Canadian system
of licensing wheat imports,
intermediate export credits.
Attacks subsidies to international
consortia like Airbus.

Requires the President to negotiate
with other countries to achieve

"more appropriate and sustainable..."
current acount balances.

Authorizes agricultural subsidies.

FREE TRADE AGREEMENT

Sets up binational commission
to oversee working of the FTA.

Establishes a dispute resolving mechanism
permitting binational review of
trade remedy action.

Fixes explicit threshholds for
U.S. emergency and other
trade remedy laws.

Establishes rules of trade
in automotive products and
energy.

Establishes rules for trade in services
including financial services.

Grants national treatment to each
other's new investment, preserving
Canada's screening of M&As.

Sets up negotiations for a subsidies code

Bans export subsidies on agricultural
products exported to each other's
country.
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Industry and the FTA

Extracts from a study by the Government of Canada, Office of the Trade Negotiator

Discussion Note

The following reading is a discussion of the impact of the
Free Trade Agreement on Canadian industry prepared by the
Trade Negotiator’s Office, Ottawa, Canada.

The reading surveys studies on trade liberalization and the
Canadian economy and concludes that on balance the FTA
will be beneficial. Interesting, too, are the tariff tables
included in the selection. This shows that the tariff structure
in both countries was broadly similar, which may help to
explain the ease with which tariff elimination was agreed.
Finally, the discussion of employment effects indicates how
dynamic Canada’s economy is — such that a large portion
of the work force changes jobs each year through the normal
course of events. So large is this number that displacements
due tothe FTA are unlikely to appear significantor to require
new assistance programs, the TNO authors argue.

“
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Canada-U.S. Free Trade and Canadian
Industry

Impact on Industries

For manufacturing in Canada, the
gains from the Agreement will be
widespread. However, the net gains,
industry-by-industry, will depend on a
number of factors, including the current
rate of trade protection provided in both
countries, current competitiveness and the
ability to improve price competitiveness,
as well as the potential to exploit new
opportunities in an expanded and more
secure market. Reductions in U.S. levels
of protection will benefit many Canadian
industries as Canadian goods will tend to
be cheaper in the U.S. marketplace. In
addition, removing high levels of domestic
protection will be a strong stimulus for
change in many areas of Canada’s indus-
trial economy. Industries with a high
potential to improve efficiency by achiev-
ing scale economies will clearly gain
substantially over time. Industries using
products from the United States will
benefit from lower input costs.

In assessing the prospects for individual
industries, a variety of other factors also
need to be taken into account. In many indus-
tries, fundamental global changes in
technology, cost and market factors have
already stimulated the process of rationaliza-
tion and specialization. The Agreement will
provide an important further stimulus to
accelerate this trend.
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Indeed, the opportunities from expanded
and more secure access to a market exceed-
ing 270 million consumers will enhance
the ability of Canadian firms to undertake
the adjustments and repositioning required.
According to the findings of researchers
such as Baldwin and Gorecki, such adjust-
ments are likely to include increased
specialization, longer production runs, the
introduction of new technologies, invest-
ment in new and expanded facilities and
the retraining of workers. In addition, firms
will be able to take advantage of lower
priced materials and machinery purchased
from both domestic and U.S. sources to
improve their competitive position.

. Benefits will also come in the form of
increased investment in Canada, parti-
cularly by foreign companies interested in
capitalizing on Canada’s relative com-
petitive strengths as a supplier of both the
North American market and markets in
third countries. Canada's extensive
resource base, its energy supplies, its
skilled labour and its efficient transporta-
tion system, combined with secure access
to the world's largest market, will result in
a climate attractive to investors from all
countries.




For Canadian exporters, preferential
tariff treatment in the U.S. market will help
them to compete more successfully in the
United States with offshore competitors. In
addition, the stimulus provided by the
Agreement towards rationalization and
improved competitiveness will allow Cana-
dian industry to benefit from further
worldwide trade liberalization as a result of
the current round of Multilateral Trade
Negotiations.

Currently, tariff and non-tariff barriers
are higher in manufacturing than in other
sectors in both Canada and the United
States. Manufacturing should, therefore,
have the most potential to realize benefits
from trade liberalization through cost
reductions and improved efficiency. It is
evident from Table 3.10, which shows the
average rates of tariff protection for
manufacturing industries in Canada and
the United States, that levels of protection
vary substantially among industries. In
Canada, tariff protection ranges up to
22.7 per cent in knitting mills. In the
United States, the range of protection is
approximately the same with a high of
20.7 per cent in Tobacco. It is interesting
to note, however, that industries which
are highly protected in Canada also tend
to be highly protected in the United
States. This suggests that the increased
competition from the elimination of protec-
tion in these industries in Canada may be
largely offset by the opening up of new
opportunities for exports to the United
States, particularly with respect to third
country imports.

The Overall Effect

According to a number of studies, by
the Department of Finance, the Economic

Council and various private sector
organizations, such as Informetrica and
the Conference Board, the net result of
the Agreement will be positive since the
benefits to firms adapting to and capitaliz-
ing on the opportunities flowing from the
Agreement are expected to be greater
than the potential costs which may be
experienced by those firms which face
more difficult adjustments. The Department
of Finance estimates that the Agreement
will result in an increase in real manufac-
turing output of over 10 per cent in the
long run.

Implications for Adjustment

Free trade with the United States will
be but one of the influences to which
Canadian industries will need to respond
over the next decade. Other important
factors include the continuing globalization
and growing interdependence of world
markets as well as continuing and accelerat-
ing advances in technology. Canadian
industries have responded positively to
change in the past, including the signifi-
cant liberalization of trade which has
occurred over the past several decades.

The Agreement is designed in such a
way as to ensure a continuation of the
positive adjustment process through:

e the 10 year phase-in period;

e new safeguard provisions and dispute
settlement mechanisms;

e grandfathering of existing policies in
certain areas (services, investment,
beer); and

e exemptions for certain industries
(culture, agriculture marketing boards).
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These elements of the Agreement are
discussed in detail in the next chapter.

Various studies suggest that the neces-
sary adjustment can be readily accom-
plished. Rugman (1987), in a study of
how multinationals will adjust to trade
liberalization’, argues that (1) multi-
nationals can bear the costs of adjustment
themselves; (2) there will be few plant
closures; (3) bilateral trade and investment
will both increase; and (4) the large firms
studied will continue to prosper.

In fact, the economy is constantly
adapting to change. Data developed by
Baldwin and Gorecki® (1983) indicate that,
over the decade of the 1970s, which was
characterized by multilateral trade liberaliza-
tion, the main method of adjustment was
the birth of new firms, usually by the crea-
tion of a new establishment. At the end of
the decade, 30 per cent of existing establish-
ments were new entrants, the large majority
by the creation of new facilities rather
than by acquisition. Conversely, 40 per
cent of establishments which existed in
1970 were no longer in existence by the
end of the decade.

These same researchers® (1984) also
demonstrated that increased trade
liberalization has resulted in increased
specialization in Canadian plants and

longer production runs, thereby allowing
Canadian industries to reap the benefits of
economies of scale and to improve
relative efficiency and competitiveness.
Plants faced with increased import com-
petition tended to carve out specialist
market niches.

As the Economic Council noted in a
recent study of adjustment (1988) “firms
are constantly engaged in a process of
adaptation — contracting or expanding
production and employment, entering or
exiting industries, merging and divesting,
building new plants and closing existing
plants.”'% In the same study, the Council
found that “the Canadian labour market is
undergoing constant change... in a typical
year 8 per cent of the jobs in the
manufacturing sector disappear because
of plant closings and contractions, while
there is an increase of 9 per cent in the
number of jobs created because of plant
openings and expansion. Worker behaviour
adds another important dimension to
labour market turnover. The number of
worker-initiated moves is equal, in a
typical year, to at least 10 per cent of the
labour force in the manufacturing sector.
This excludes temporary movement.”!!

" Rugman, AM., 1987, “Living with Free Trade: How Multinaticnals Adjust to Trade Liberalization”, Business Quartedy, U. of Western

Ontario, Fail 1987.

® Baldwin, J.R. and P.K. Gorecki, 1983, “The Determinants of Entry and Exit to Canadian Manulacturing Industries”, Discussion Paper

No. 225. (Ottawa: Economic Council of Canada).

® Baldwin, J R. and P K. Gorecki. 1984, The Relationship Between Trade and Tanff Patterns and the Efficiency of the Canadian

Manufacturing Sector in the 1970s: A Summary. (mimeo.

*® Economic Council of Canaca, 1988, Managing Adjustment: Palicies for Trade-Sensitive Ingustries, Ottawa, p 39.

" Ibid, p. 18.
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Table 3.10

Canadian and U.S. Tariff Protection in Manufacturing®

Industry Canada United States
{Per cent) {Per cent)

Manufacturing (Total) 5.2 3.2
Food & Beverage 5.2 36
Tobacco 16.5 20.7
Rubber & Plastics 9.4 4.5
Leather 15.7 75
Textiles 11.4 8.5
E Knitting Mills 22.7 12.3
Clothing 19.7 10.9
Wood 2.5 1.5
Furniture & Fixtures 12.5 2.0
Paper & Allied Products 3.5 2.4
Printing & Publishing 2.7 0.6
Primary Metals ' . 42 31
Metal Fabricating 73 2.6
Machinery 49 28
Transportation Equipment 2.3 06
Motor Vehicles 1.8 0.2
Motor Vehicle Parts 1.1 0.6
Aircraft & Parts 0.5 0.9
Shipbuilding 10.1 03
Other Transportation Equipment 8.5 43
Electrical Products 7.8 43
Non-Metallic Mineral Products 6.3 2.6
Petroleum & Coal Products 0.5 0.5
Chemicals & Chemical Products 6.0 3.5
Miscellaneous Manufacturing 6.0 3.9

* 1987 Posl-Tokyo Round most-lavoured-nation tariffs aggregated using production weights.

Sources: Department of Finance and the Institute for Research on Public Policy. .
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Many government programs and services
which support the adaptation process are
already in place. As well, the Federal
Government announced on January 11,
1988 the formation of the Advisory Coun-
cil on Adjustment to assist the Govern-
ment by:

* examining the possibilities for Canadian
businesses and workers to position
themselves for optimum benefit from
the Agreement;

¢ identifying specific adjustment issues
or circumstances; examining various
Government programs that support adjust-
ment by firms, workers and com-
munities; and

* recommending any changes to those
programs which would improve their
effectiveness, efficiency or equity as
instruments to facilitate adjustment to
the opportunities or issues arising from
the Agreement.

Conclusion

Canadian manufacturing approaches
free trade from a base of strong growth,
with a powerful history of benefiting from
trade, and a proven capacity to deal with
and profit from change.

The Agreement will provide a means
of remedying existing weaknesses in the
overall industrial base, especially with
respect to Canada’s competitive position.
It will generate increased investment,
provide larger markets, afford access to
new products and processes, and rein-
force the level of competition. These
effects will all serve to help Canada meet
the increasingly competitive international
markets of the future.
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Elements of the Canada-U.S. Free Trade
Agreement — Synopsis

On October 4, 1987, Canada and the
United States agreed in principle on the
elements to be included in the Canada-
U.S. Free Trade Agreement. The legal
text of the Agreement was tabled in the
House of Commons on December 11, 1987.
The main elements of the Agreement are
the following:

Tariffs and Rules of Origin

All bilateral tariffs will be removed,
starting January 1, 1989 when the Agree-
ment enters into force, on the basis of
three formulas: a) some will be eliminated
immediately; b) some will be eliminated in
five equal annual steps; c) some will be
eliminated in 10 equal annual steps.

Goods which originate entirely in
Canada or the United States will qualify for
" the new tariff treatment. Goods incor-
porating offshore materials or components
that have been sufficiently changed to
warrant a change in tariff classification will
also qualify. In certain cases, goods will
need to incur 50 per cent of manufactur-
ing cost in either country before they
qualify.

Quantitative Resltrictions

GATT provisions governing quantitative
restrictions on imports or exports will con-
tinue to apply. Existing quantitative restric-
tions will be eliminated, either immediately
or according to an agreed timetable, or
will be grandfathered. With respect to
export measures for short supply or con-
servation reasons, the Agreement goes
beyond the GATT to allow for proportional
access to supplies on a historical basis
without any price discrimination being
imposed by governments. The Agreement
provides for co-operation on implementing
any such export measures to prevent
diversion to third parties.

Technical Standards

The two governments agree to build
on the GATT Standards Code. They will
endeavour to make federal standards more
compatible in order to reduce technical
barriers which interfere with trade, while
still protecting health and safety,
environmental, national security and con-
sumer interests. Increased compatibility of
standards at the state, provincial and
private levels will be encouraged.
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Agriculture

Both governments agree to eliminate
tariffs on agricultural trade within 10 years
and not to use direct export subsidies on
their bilateral agricultural trade. There is a
special tariff provision for fresh fruit and
vegetables which enables the temporary
reimposition of current tariffs under certain
circumstances. Both governments will
exclude each other from their respective
meat import laws, and Canadian import
licences for wheat, barley and oats will be
eliminated once grain support levels are
equivalent in both countries. Canada will
be exempt from any future U.S. quanti-
tative restrictions on products containing
10 per cent or less sugar. The Agreement
retains the Canadian supply management

and marketing board system and provides |

for a slight increase in Canadian import
quotas for poultry and eggs. Both coun-
tries agree to reduce technical regulations
which interfere with trade, while still
protecting human, animal and plant health.

Wine and Distilled Spirits

The two governments agree to provide
national treatment in listing and distribution
practices, with certain exceptions for B.C.
wineries and private wine outlets in British
Columbia and Ontario. Canada will eliminate
the price mark-up differential between
Canadian and U.S. wines over a seven-
year period, and immediately for distilled
spirits. The Agreement does not apply to
current restrictions on beer. All other price
discrimination in Canada and the United
States will be eliminated immediately.

Energy

Both governments agree to prohibit
most restrictions on energy exports and
imports, subject to existing GATT reasons
for which such restrictions may be applied,
including those related to supply or con-
servation. In the event of short supply
export controls, however, the exporting
country will allow for access up to the
historical proportion for energy com-
modities and will not impose higher prices
for export. As with the general quantitative
restrictions, there is no obligation to

supply.
Automotive Trade

The Agreement retains the Auto Pact
and its safequards for current participants.
Canadian value-added commitments by the
Auto Pact manufacturers are not changed
in any way by the Agreement. Rules of
origin in the Agreement encourage the
sourcing of more parts in North America.
Automotive duty waivers and remissions
will be phased out, as will the Canadian
embargo on used vehicle imports.
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Emergency Measures

Both governments agree to more
stringent standards in the application of
safeguard measures (quotas or restric-
tions) to bilateral trade. Global import ~
quotas or surtaxes imposed by either
government under Article XIX of the GATT
will exempt the other party if its shipments
are not substantial (less than five to 10 per
cent of total imports). During the period of
transition of this Agreement, if imports from
the other country alone are a substantial
cause of serious injury, duty reductions
provided by the Agreement may be sus-
pended for a maximum of three years,but
only one such action per product can be
taken.

Government Procurement

Canada and the United States agree
to expand access of each other's sup-
pliers to purchases by governments at the
federal level, building on the GATT
Government Procurement Code. The
coverage of the Code will be broadened
to purchases between US $25,000
(about Can $33,000) and US $171,000
(Can $238,000). Further bilateral negotia-
tions will be resumed once the GATT
Code is renegotiated.
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Trade in Services

The Agreement provides, for the first
time, a set of disciplines covering many
service sectors. In the future, both
governments will extend the principles of
national treatment, right of commercial
presence and right of establishment, con-
sistent with the investment chapter, to
each other’s providers of services.
Sectoral annexes spell out these obliga-
tions for Tourism, Architects, and Com-
puter and Enhanced Telecommunications
Services.

Financial Services

The Agreement preserves the access
that Canadian and U.S. financial institu-
tions have to each other's markets and
opens new areas of competition in
securities underwriting and banking.

Cultural Industries

Cultural industries are explicitly
exempted from the Agreement.




Temporary Entry for Business Purposes

Business persons trading in goods
and services will benefit from improved
and easier border crossing.

Investment

The two governments agree to provide
national treatment in future to each other's
investors and will not impose export, local
content, local sourcing or import substitu-
tion requirements on each other's inves-
tors. Existing laws, regulations and
published policies are grandfathered. The
Canadian threshold for the review of
U.S. direct acquisitions will be raised
to Can $150 million by 1992. Review of
U.S. indirect acquisitions will be phased
out over the same period.

Dispute Settlement in Antidumping and
Countervail Cases

A dispute settlement mechanism will
guarantee the fair application of respective
antidumping and countervailing duty laws.
Either government may request a bi-
national panel to review final antidumping
or countervail determinations. Panel deci-
sions will be binding. New legislation will
not apply to the other country unless it is
so specified. A binational panel may
review such proposed legislative changes
and issue opinions. Both governments will
attempt to develop and implement a
substitute system of countervail and anti-
dumping laws within seven years.

Institutional Provisions

A Canada-United States Trade Com-
mission will be established to supervise
the implementation of the Agreement and
resolve disputes. The two governments
further agree to binational panel proce-
dures at the insistence of either country
to make recommendations for the settle-
ment of disputes regarding the interpreta-
tion and application of the Agreement in
other than antidumping and countervail
cases. They will refer such disputes to
binding arbitration in the case of safe-
guards and, with the agreement of both
governments, may also do so in other
cases.
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"Introduction'’
The Free Trade Deal

This reading is the "Introduction,” The Free Trade Deal, by Duncan Cameron, ed., James Lorimer Press, Toronto.
Reprinted with permission.

Discussion Note

This reading summarizes the case put by the FTA opponents during the 1988
Canadian election. As an interesting contrast, it should be read alongside the
reading by Mr. Morici earlier in this collection.

Contributors

The introduction summarizes the main points of articles by a wide spectrum
of opponents of the Free Trade Agreement. Some of the contributors to the
volume cited in this introduction are: Giles Gherson, Washington correspondent
of the Financial Post, a Toronto-based business newspaper; Riel Miller, a Ca-
nadian economist who holds a Ph.D. from the New School for Social Research
in New York; Daniel Drache, a professor of economics at York University,
Toronto, and author of a widely-read study,The Other Macdonald Report,
attacking the conclusions of the royal commission on Canada’s economic future
recommending a comprehensive free trade agreement with the U.S.; Mel Wat-
kins, a professor of economics at the University of Toronto, a long-time propo-
nent of a Canadian industrial policy and the author of a pioneering study criti-
cizing the branch plant structure of Canadian industry in the 1960s.

Other contributors named in the introduction are: John Calvert, a senior
researcher with the Canadian Union of Public Employees; Marjorie Cohen, a
professor at the Ontario Institute for Studies in Education and author of works
on women in the economy; John Warnock, a professor of economics at the Uni-
versities of Victoria (B.C.) and Saskatchewan and author of works on the New

Continued next page
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Discussion Note cont'd...

Right; Mary Beth Montcalm, a professor of politics at the
University of Manitoba; Frank Tester, a professor of en-
vironment studies; Patricia Lane, a Vancouver lawyer;
Susan Crean, a journalist and author of works on Cana-
dian media and culture; Deborah Coyne, a professor of
constitutional law at the University of Toronto; and
Donna Desko, Ph.D., a nationally-known opinion poll-
ster.

The Argument

Apart from traditional concern about U.S. intrusion,
the main thrust of these arguments is that the Cana-
dian government has ceded authority to make a cen-
trally-directed national industrial policy. Instead, under
the FTA, it has in effect delegated this right to multi-
national companies. In the process, these arguments
2o, the government has tied its hands on new social
policies, including standards on maternity leave, etc.,
weakened its financial system, and undermined its cul-
tural sovereignty. Combined with other measures
contemplated by the government, such as adding to the
already considerable powers of the provinces vis-a-vis
the central government, the FTA will shift decisions
over Canada’s destiny to the U.S.

The Election

These arguments were not sufficient to overcome
the lack of public confidence in the opposition parties.
The government of Brian Mulroney was returned to
power and the FTA ratified on schedule. But the
opposition parties were returned with significantly

more seats than in the previous parliament. Moreover,
since most of the contests outside Quebec were three-way
races, it was argued by the opposition parties that the major-
ity of voters had voted against free trade. Result?

The opposition parties felt mandated to voice these argu-
ments inside parliament and use them as a litmus test to
judge the implementation of the agreement.

Here are the party standings following the 1988
Free Trade Election, compared with the 1984 election
that brought Mulroney to power:

1988 1984
Progressive
Conservatives 170 203
Liberals 82 38
New Demo-
cratic Party
(NDP) 43 32

The Progressive Conservative party corresponds (0
the U.S. Republican Party, although it favors
considerably more government intervention and
social spending than does the average Republican.

The Liberals are equivalent to Democrats in the U.S.
political spectrum, although, once again, they are
generally more “liberal” than is currently
fashionable among Democrats. The NDP is a non-
Marxist social democratic party, generally to the right
of the Labor Party in Britain.

Question: How stable is the FTA given this political
line-up?
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Teaching Resources
Publications of the Institute
for U.S.-Canada Business Studies

These materials have been produced by the
Pace University Institute for U.S.-Canada
Business Studies and are available for use in
your classes. Where publications contain more
than one element, each is available separately.

Financial Services Series

Financial Services: The Canadian Model
A comparative overview of institutions and management
issues in this sector in the wake of Canadian deregulation

Banking in the U.S. and Canada
A reprint of a three-part series from The Canadian
Banker.

Casting Down Pillars:

Canada's Financial Deregulation

Background to and detailed examination of Canada’s
“Big Bang”.

Chase Manhattan in Canada

A company manager examines the Canadian branch fol-
lowing announced changes in financial services regula-
tions. With introduction and overview.

Power Borrowing:

Hydro-Quebec's Financial Strategy

An examination of developments leading to Hydro-
Quebec's importance in world fina ncial markets. Also
includes How to Borrow a Billion Dollars

A Hydro-Quebec executive outlines the borrowing proc-
ess in U.S. and European markets.

Free Trade Agreement Series

Canada's Strategic Options:

A Small Country Faces its Economic Future

An overview and series of readings showing how a
major trading country decides to adopt free trade with its
largest trading partner.

Evaluating Free Trade:

How the Experts Assess the Deal

An overview and readings about the significance of the
FTA, how business in Canada and the U.S. is likely to be
affected.

Negotiating Free Trade: Contrasting Strategies

on the U.S.-Canada Trade Agreement

Designed for the negotiation element in international
business courses. An insider discusses the arrangements
and strategies of each side.

Dispute Settlement: Assessing a Trade Pact's
Impact on Future Friction :

A series of readings including opinions by legal experts
evaluating the likely practical effect of one of the main
pathbreaking elements of the Canada-U.S. Free Trade
Agreement.

#
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Industry Sector Series

Cross-Border Energy Flows:

Canada-U.S. Energy Trade

An overview and readings discuss aspects of energy pol-
icy. Cases consider electricity trade from an importer
perspective (New York Power) and the financial strat-
egy of a major exporter (Hydro-Quebec).

Automotive Trade
Discussion of auto trade issues prior to the FTA. (Being
updated.)

Telecommunications
In preparation.

Institut. se

U.S.-Canada Business Relations

Chase Manhattan Canada

A company manager examines the Canadian branch fol-
lowing announced changes in financial services regula-
tions.

Issues: International Banking, International Finance,
Strategy and Policy, Services Management

Case Writer: Mary-Ann Cozzati

Developing a Canadian Dollar

Purchasing Strategy

A treasury manager at Inco poses the question of how
much Canadian cash the company should hold.

Issues: International Finance

Case Writer: Melissa Stoehr Brown

A Survey of Teachers

in Canadian Business Schools

Results of a 1986 survey of professors in ieading Cana-
dian business schools about what cases they would rec-
ommend to U.S. professors for illustrating U.S.-Canada
business.

Issues: Finance, General, Marketing, Strategy, Planning
Case Writer: Guy Stanley

Administered Trade Protection and the Case of
Wood Shakes and Shingles

An examination of U.S. trade action.

Issues: International Business, Public Policy and Busi-
ness, Strategy and Policy

Case Writer: Jeffrey S. North

Canadian Patent Reform and a Generic Pharmaceu-
tical Company

A change in Canada’s patent laws threatens the basis of
the company’s business strategy.

Issues: Public Policy and Business, Strategy, Interna-
tional Business

Case Writer: James Mulligan

A Comparative Study of Canadian and Scandinavian
Newsprint Industries

A consultant’s report comparing industry prospects and
performance.

Issues: Strategy, Policy, International Business, Re-
source Firm Management

Case Writer: Erkki Keino

Edison Price Inc.: Evaluating a Licensing Agreement
A U.S. small business looks at its Canadian strategy fol-
lowing successful talks on a Free Trade Agreement.
Issues: Small Business, Strategy and Policy, Interna-
tional Marketing, International Business

Case Writer: Jeffrey Shaver

Quick Messenger: A Small Canadian Courier Tries
the Big U.S. Market

A Canadian messenger service examines its U.S. strat-
egy.

Issues: Small Business, Strategy and Policy

Case Writers: Roy Morrison and Kerry Pernetti

The Privatization of De Havilland Aircraft

Canada sells a crown company to a U.S. aerospace
multinational.

Issues: Strategy and Policy, Public Policy and Business,
Industrial Policy

Case Writer: Christian Bellissen

e e s e e I IR ]
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Safeguarding Innovation: Pfizer Inc. and Reform of
the Canadian Patent Act
A leading innovator evaluates patent reform in Canada.
Forthcoming, .

Occasional Papers

Conference Proceedings: Canada’s New Rules of the
Game — The Impact on North America’s Financial
Services Industries

Essay by Fred Harrison, former Financial Post (Canada)
Washington editor, which describes the impact of Cana-
dian financial deregulation on U.S. and Canadian finan-
cial institutions. Based on June 1987 conference spon-
sored by the Institute.

The Canada-U.S. Relationship: A Strategy for
Teaching International Business
Surveys management issues arising from transborder

trade and how Canadian material can be used in interna-
tionalizing U.S. business education.

Business B rounder

Canada: An Economic and Social Portrait

Places Canada in an international economic framework,
comparing the country with other OECD partners.
Writers: Stephen Blank, Fred Harrison and Julie
Katzman

The Invisible Border

Describes in non-technical language the integrating
economies of the U.S. and Canada.

Writer: Stephen Blank

Absent Partner: The Japanese Response to U.S.-
Canada Free Trade.

Looks at the triangular trading relationship among Japan,
Canada and the U.S. in the light of the Canada-U.S. Free
Trade Agreement.

To order any of the materials listed above,
please call the Institute at (212)346-1865.
: Or write to The Institute for
- U.S.-Canada Business Studies,
" Pace University; Pace Plaza,
" New York, N.Y. 10038
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