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Canada

SUMMARY OBSERVATIONS

(1) Canada in World Trade

I. Since the last trade policy review of Canada
in mid-1992, economic growth has resumed, svith low

inflation but continuing high unemployment.

Exports, driven partly by recovery in the U.S.

market, have made an important contribution to

growth. However, Canada's external competitiveness
has also improved as a result ofmodest increases in

wages and real depreciation of the Canadian

currency against the U.S. dollar. The Canadian

authorities have also made serious efforts to improve
the efficiency of the economy through more rational

trade and industrial policies, including a greater
opening of the economy.

2. In the period, two-way trade under thefree-

trade agreement with the United States has increased

rapidly, with growing integration in several sectors

including, notably, automobiles. Thefirst stage of
the NAFTA Agreement, implemented inJanuary 1994,
is likely to lead to even greater integration in North

America andto stimulate further restructuring ofthe
Canadian economy. The effects of the Uruguay
Round agreements on Canada will be felt
progressively over the next decade, as world markets

become more open to Canadian exports and Canada 's

own commitments are phased in. The major

pressuresfor continued rationalization in the next two

years, however, are expected to stem from the

ongoing implementation of the NAFTA and from
further autonomous budget cuts which could affect
sectoral assistanceprogrammes both in industry and

in agriculture. There has already been some useful

liberalization in telecommunications, but greater
opening ofother services sectors could reduce costs

across the economy. The Canadian authorities

recognize that, as a result of the development of
regional agreements, the tariffstructure has become
more complex, and an autonomous tariff
rationalization and simplfication process has begun.

(2) Institutional Framework

3. Canada 's institutionalframework has not

changed over thepast two years, nor have there been

significant changes in trade legislation, with the

exception of the Implementing Act for the North

American Free Trade Agreement (NAFTA). The

principal tradepolicy objectives ofthe past two years

have been met with the completion of ANAFTA and
the Uruguay Round. Canada 's major objectives in

the Round included better overall market accessfor

its goods and services, placing agricultural trade

under the disciplines ofthe General Agreement, the
development of rules for trade in services and

trade-related aspects of intellectual property and

investment measures, the establishment of fairerand
more equitable GATT rules, and the strengthening

of the institutional framework for world trade.

4. Under the Uruguay Round Agreements,

Canada has agreed to eliminate tariffs in a number
ofkey sectors and to reduce other rates on industrial
products by an average of40 per cent over the next

five to ten years. Provisions in the Subsidies
Agreement will allow Canadian provinces to continue

providing regional development subsidies and

applying generally available subsidies within their
jurisdiction without risk of countervail.

5. On 1 January 1994, NAFTA succeeded the
Free Trade Agreement between Canada and the
United States (FTA), and brought Mexico into the
enlargedfree trade area. The NAFTA retains the

existing provisions of the FTA in the fields of
agriculture and energy, but goes beyond it in

services, land transportation, intellectual property
and government procurement. Import prohibitions
and restrictions are also to be abolished between the

parties, except to the extent permitted by GATT
Article XI on the elimination of quantitative
restrictions. The parties explicitly affirm their
existing rights and obligations with respect to each
other under the GATT; however, in the event ofany

inconsistency between NAFTA provisions and those

ofthe GATT, the NAFTA provisions prevail, unless

stipulated otherwise.

6. In the past two years, provincial policy
considerations continued to weigh heavily in the
regulation of the domestic economy, with indirect

effects on international trade. Although consultations
betweenfederal and provincial authorities continued

throughout theperiod, limited results were obtained
on such issues as free internal flow of goods and
services in electric energy, agriculture, or

procurement. While provincial assistance was

reduced in several cases following external challenge,

C/RM/S/51
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its persistence, and the distortions to competition
which remain, bear witness to the difficulty of

establishing clecrly defined areas of federal and

provincial competence infields affecting the economy
and trade.

(3) Trade Policy Features and Trends

(i) Evolution since the last review

7. Since the last review, Canada has introduced
a number of autonomous trade reforms,

complemented by deregulation in some domestic

markets. Tariffs have been reduced or eliminated

on certain textiles, motor vehicle components and

chemical products; the long-distance
telecommunications market has been liberalized, and

some revisions have been introduced into patent

protection law.

8. Under the NAFTA, tariffs will be eliminated
over time on imports from Mexico; restrictions on

foreign direct investment have already been

considerably reduced and a number of sectors in

transportation and professional services were opened
to regional competition. The NAFTA thresholds for

investment will be extended to all contracting parties

under Canada 's Uruguay Round commitment.

9. In the short to medium term, certain

agricultural sectors covered by supply management

schemes remain effectively excluded from market

opening under the NAFTA and Uruguay Round

agreements. Moreover, restrictions on ownership,

pricing or trade in certain tertiary industries, such

as electric energy, transport and distribution continue

to hinder a more rational internal allocation of

resources as well as international trade and

investment.

(ii) Type and incidence of trade policy
instruments

10. Since the previous review, Canada has
extended m.f.n. treatment to theRussian Federation
and Ukraine, while negotiations on further
agreement, are under way with Estonia, Latvia,

Lithuania, Kazakhstan, Vietnam andMongolia. All
GAIT contracting parties are accorded m.f.n.

treatment.

11. Canada's GSP system (the General

Preferential Tariffor GPT) continues to apply to all

developing countries eligible for m.f.n. treatment,
as well as to most countries in Central and Eastern
Europe. It covers most manufactured and semi-
manufactured goods, with the exception of most

textiles, apparel, leatherfootwear and certain steel
products. Since the last review, GPTstatus has been

extended to Armenia, Estonia, Latvia, Lithuania, the

Russian Federation, Slovenia, Ukraine and the other
former Soviet republics. In March 1993, Cambodia,

Liberia, Madagascar, Mozambique, Solomon Islands,
Zaire and Zambia were designated as Least
Developed Countries under GPT. In March 1994,

legislation was passed by the Canadian Parliament

to extend the GPT scheme for a further ten-year

period until 30 June 2004. The erosion ofGPTand

otherpreferencesfollowing the Uruguay Round and

NAFTA has also prompted a full review of the

scheme, in consultation with Canadian

manufacturers, with the objective of reducing rates

and broadening product coverage.

12. Preferential tariffredutions undertheFTA
with the United Statesproceeded on schedule, while

duty elimination on trade with Mexico willfurther
increase regional importcompetition in thedomestic
market.

13. Canada still maintains a number of high
m.f.n. tariffs. To offset their cost on inputs to
Canadian industry, duties have been eliminatedfor
many goods not produced domestically, thus
increasing the dispersion of the tariffstructure. In

addition, tariff concessions, remissions and other

drawback schemes continue to detract from the

transparency of the trade régime. Since the last

review, the number of different tariff régimes has
increased to eleven, including new régimes for
Mexican and Mexican-U. S. goods. Other régimes
include preferences for certain Commonwealth

countries, CARIBCAN, GPT and least developed
countries. Recognizing the difficulties caused by this

complex structure, Canada began a review oftariff
policy in early 1994, to be implemented over three

years.

14. New rules of origin, adopted under the

NAFTA, are likely to increase trade diversion in

favour ofNAFTA partners, notably in the clothing
sector (the "yarnforward rale ") and motor vehicle
component sector.

C/RM/S/S1
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15. While no major changes have taken place
in Canada's import licensing system since the last
review, the Uruguay Round and the NAFTA
agreement will, over time, result in multilateral
and/or regional liberalization. Quantitative
restrictions on agricultural products are to be
eliminated from the date of implementation of the
Uruguay Round provisions, while integration of
textiles and clothing into the WTOframeworkshould
bring long-term liberalization. Imports ofused motor
vehicles from the United States were liberalized in
1993. Licensing remains in place for monitoring
purposes on imports of steel.

16. Federal and provincial government
procurement accounts forabout 17per cent ofGDP.
Since the last review, Canada has made substantial
market opening commitments in this field, notably
by undertaking to place federal contracts for
construction works and services under the disciplines
ofboth the GATTand NAFTA. In addition tofederal
departments, nine public companies underfederal
jurisdiction will be subject to GATTdisciplines, while
procurement by two railways has been made
accessible exclusively to U.S. and Mexican suppliers
under the NAFTA. Uruguay Round commitments by
the provinces on entities to be covered by newpublic
procurement disciplines have yet to be made. These
entities are mostly responsible for such areas as
power and water utilities, airports, ports and urban
transport.

17. Anumber ofgovernment-owned enterprises
continue to have "special or exclusive privileges " as
defined in GATTArticle XVII (state trading). Most
ofthese companies, mainly in the agro-food sector,
will continue to operate in thepost-Uruguay Round
era.

18. The maintenance of export taxes,
prohibitions or local processing requirements, in
some cases byprovincial authorities (e.g., herring,
logs, uranium, other ores and minerais) may affect
export growth. The Export Development
Corporation 's export assistanceprogrammes, partly
conditioned on local content requirements, have
recently been enhanced; since mid-1993, this agency
has been empowered to take equity stakes, invest and
manage companies and deliver special consulting
services to exporters.

19. The Internal Trade Agreement, concluded
in June 1994, abolished inter-provincial
discrimination on grounds of ownership or control
in the provision ofprovincial incentives to industry,
recognizing thai such subsidies distort both external
and internal investment, trade and employment
patterns. At the federal level, there has been a
certain shift awayfrom direct industrial subsidization
to such measures as tax credits for scientific research
and development.

(iii) Temporary measures

20. The number of anti-dumping and
countervailing investigations and actions undertaken
by the Canadian authorities increased markedly in
the last two years, with a large share affecting U.S.
trade, despite Canada 's stated trade policy priority
of reducing resort to such trade remedies through less
disruptive consultative procedures under the FTA and
NAFTA agreements. The Canadian Bureau of
Competition Policy has recommended the mutual
replacement of anti-dumping legislation by
competition rules as a way to improve efficiency and
competitiveness in both countries.

21. With over 80 anti-dumping actions inplace
in 1994, Canada remained the third largest user
among contracting parties. The average margin of
dumpingfound during investigations carried out in
1992-94 was nearly 33 per cent, creating a
substantial degree of price protection for the
industries concerned. Concentration ofcases in the
steel industry reflects the problems of worldwide
over-capacity in the sector.

22. Canada has, in the last two years, notified
one GATTArticle XIX safeguard action, on boneless
beef imports from all countries except the United
States. This measure, whichfollowed the tightening
of import restrictions on "commingled" beef in the
United States, raised questions regarding unilateral
restraints on m.f.n. trade in the presence of afree
trade agreement.

23. A bilateral policy coordination issue arose
between Canada and the United States from the
application of differential excise taxes in the tobacco
products market, whereby cigarettes exported duty-
free were smuggled back into Canada; as a
consequence, thefederal Government reduced excise
taxes while introducing an export tax.
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(iv) Sectoral policies

24. Transfers toagriculture declinedduring 1992
and 1993, mainly because ofreductions in subsidies
for transport to cereal exports and in income support
levels. Production andprice management, combined
with import quotas, continued to shield large
segments of Canadian agriculture, notably livestock,
dairy and poultry, from internal or international
competition.

25. Under Canada's Uruguay Round
commitments, over 1000 import quotas in agriculture
are intended to be replaced by tariffrate quotas with
above quota duties averaging 205 per cent in 1995
and 174 per cent in 2000.

26. Recognizing the burden of farm support
policies on food manufacturers, the Government
implemented a number of rebate programmes in
1992 and 1994 cove ring skim milk, cheese, frozen
pizza, frozen desserts end confectionery, to reimburse
a share ofthe difference between Canadian and U.S.
prices of inputs to domestic processors.

27. During the period, several provincial liquor
monopolies, which have authority over the
warehousing, marketing and distribution ofalcoholic
beverages, abolished certain discretionarypractices
that had been highlighted by trading partners as
discriminating infavour ofsuppliers located within
the respective provinces.

28. The recent collapse ofthe Canadian Atlantic
fishing industry has confronted policy makers with
both an economic and environmental policy
challenge, reflecting the difficulty of internalizing
external costs associated with the depletion of a
common resource. A ban on commercial codfishing
introduced in July 1992 idled some 40,000fishermen
and employees in the processing sector, with little
prospect of recovery in this century. In the same
connection, in May 199.4, Canada adopted new
legislation allowing the stopping and searching of
vessels outside the 200-mile limit. Theseprovisions,
which are intended to prevent fishing in spawning
grounds, has attracted complaints by trading
partners. Trade and environment policy problems
also arose between Canada and the United States
relating to salmonfishing on the Pacific coast. In
June 1994, Canada introduced afee for the use of
its coastal waterways leading to Alaska, to exert

pressure for an agreement regarding conservation
measures to limit salmon fishing.

29. A number of measures were taken in the
mining and energy sectors, notably in the context of
NAFTA. The requirement of 50 per cent Canadian
ownership in the oil and gas sector was abolished;
however, takeovers are still required to pass a "net
benefit test" if the transaction value exceeds
Can$5 million. Differences between NAFTA and
other foreign investors remain regarding the
application ofnational treatment in the energy sector;
in particular, the threshold of the net benefit test
has been increased from Can$5 million to
Can$150 million in constant 1992 dollars for U.S.
and Mexican investors. Other changes in the sector
included the elimination, on an m.f.n. basis, ofthe
requirementfora licence forproduction offshore or
on federal land above the 60th parallel. An
ambitious exploration project off the coast of
Newfoundland continued to be developed with
government subsidies and, from 1993, a federal
Government 8.5 per cent stake in the project.

30. The electricity industry is not, to date,
subject to the disciplines of internal or external trade
agreements. All Canadian power utilities are
provincially-ownedCrown corporations. Pricesetting
by government-owned power-generating agencies
is permitted under the NAFTA, provided price
differentials do not discriminate against U.S.
customers by setting minimum export prices or
restricting quantities traded. Provincial price setting
and restrictions on the use of the grid remove all
domestic and international competition between
electricity suppliers. The resulting differences in the
cost ofenergy inputs may affect exports ofgoods and
services and imports and may introduce distortions
between domestic suppliers.

31. Regional liberalization of trade in textiles
and clothing was accompanied by a remarkable rise
in textile and clothing trade with the United States.
In addition, the number and scope of quantitative
restrictions on imports into Canada has increased
both under the MFA and unilaterally. At the same
time, tariffs have been reduced or abolished on
certain textiles used as inputs in order to reduce costs
and improve competitiveness, while duty remission
schemes remain for the same reason.
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32. Stringent rules of origin for textiles and
clothing under the NAFTA are intended to ensure that
the benefits of free trade accrue toproducers located
in member countries, As a result, a number of
clothingproductspreviously considered as originating
underthe FTA willnot, under the NAFTA, qualify
for preferential access. These new measures may,
by redefining origin more strictly, increase costsfor
Canadian exports to the United States. which have
traditionally relied on imported fabrics.

33. Tradepolicy developments in the woodand
paper sectors during 1992-94 were dominated by
environmental issues. The growing world-wide
concern for environmental protection in forestry
translated into trade measures agains. Canadian
exports. Domestic restrictions defining maximum use
of pollutants, as well as minimum recycling
requirements in the United States, caused some
restructuring in Canadian pulp andpaperproduction
and trade and could lead to a relocation of mills
nearer to supplies of waste paper for recycling.

34. Since the last review, measures to protect
the Canadian book publishing and other cultural
industries have been reinforced. Amendments to the
Investment Canada Act effective in June 1992
increased the coverage of companies subject to
notification and review to determine whether a
business in the cultural sector is Canadian-controlled.
The Government reviews all investments, acquisitions
and the establishment ofnew businesses foreigners
in activities related to Canada 's cultural heritage or
national identity, including the production and
distribution of books, magazines and newspapers,
the publication, distribution and sale of films,music,
video, audio recordings, radio and television
broadcasting.

35. A number ofsignificant changes have been
made to the regulatory framework surrounding the
pharmaceuticals sector since the last review. notably
regarding patent protection. In 1993, drug patent
compulsory licensing was eliminated; there should
therefore now be no differentiation in patent
protection between drugs invented in Canada and
those invented abroad, or between drugs for
domestic consumption and those for export. Drug
patents now benefit from a full 20-year term of
protection from the date offiling of application.

36. Over-capacity in several metal producing
sectors worldwide led to a number of trade policy
measures. In March 1994, the six largest aluminium
producing countries concluded an agreement to cut
global production in order to prevent price falls,
inducing a brisk rise in prices on world markets.
The Memorandum of Understanding contains a
commitment to "refrain from maintaining existing
protectionist pressures or introducing new ones in
the trade in aluminium ". According to the Canadian
authorities, this agreement, made between
governments rather than producers, is not a cartel-
type arrangement, because it does not set out a
schedule ofshared, coordinated production cuts, and
producers can make decisions on the basis ofnormal
commercial considerations.

37. Since the beginning of 1992, imports ofsteel
products have been subject to over 40 new anti-
dumping investigations. The averagefinaldumping
margin was over 35 per cent, increasing the cost of
such foreign supplies by over a third. Dumping
marginson U.S. imports alone averaged 9 per cent.

38. Government strategy to promote
telecommunications, computer services and software
and computer-assisted manufacturing and design
systems encourages partnerships between government
and the private sector, and coordination between
relevant programmes of federal government
departments. Joint R&D between producers in
industry, research in universities and provincial
laboratories and buyers in both the public andprivate
sectors is strongly encouraged, including through a
tax credit régime.

39. Following complaints from a U.S. firm
(AT&T) that a Canadian company (Bell Canada)
favouredaCanadian telecommunications equipment
supplier (Northern Telecom), in March 1994, the
United States and Canada reached an agreement
under which Bell Canada agreed to terminate its
'preferred supplier" arrangement with Northern.

40. Under the 1993 Telecommunications Act,
the government may deregulate certain services; in
this connection some liberalization of rates has
already occurred. The Act also placed under federal
jurisdiction telecommunications common carriers that
own and operate their ownfacilities. Competition
in voice carrier services was increased in June 1992,
following the deregulation of retail long-distance
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services. A decision was expected in 1994 regarding
the continuation ofprice regulation through rate-

setting, with implications in terms of the degree of
competition within the industry. The effects of this

deregulation in tems offoreign access and national

treatment may, however, be limited, as carriers

providing basic telecommunications services have to

be 80 per cent Canadian owned. There is no

limitation on foreign access for reselling and sharing

of lines.

41. Duty-free trade is provided for motor

vehicles andparts by January 1998between Canada

and the United States under the NAFTA, compared

to a modal m.f.n. duty of 9.2 per cent, and a

maximum of 25 per cent on certain car parts. M.f.n.
tariffs are expected to be reduced by 30per cent on

average in the Uruguay Round. Auto Pact provisions
remain inforce under the NAFTA, andparticipating

companies continue to be entitled to import duty-free
eligible automotive products from all sources.

42. The duty remission schemes which attracted

Asian producers to Canada will eventuall; be

terminated in NAFTA trade. A new duty refund

system is to be introduced, designed to reduce input

costs for non-Pact manufacturers. In March 1994,

the Government announced thatm.f. n. importduties

on car parts would be eliminated or considerably
reduced, in order to reduce the effort ofabolishing
the import duty drawback system under NAFTA.

43. Canadian manufacturers will gain access

to the Mexican market for new cars. medium and

heavy trucks and buses, subject to certain trade and

production requirements during an adjustmen period.
More liberal trading conditions with Mexico have also

been agreed for other vehicles and parts. By

January 2004, Canadian-basedfirms will havefull
access to the Mexican market on equivalent tennis
to domestic suppliers.

45. The new rules of origin for moter vehicles

under NAFTA increase the North American content
requirement for NAFTA benefits,. from 50 per cent

under the FTA to 62.5 per cent after January 2003.

This more stringent rule of origin may penalize

manufacturers which buy from the cheapest source

worldwide. However, new rides established to define

and "trace " North American content may,to a certain

extent, facilitate m.f.n. imports of components.

(4) Trade Policies and Foreizn Trading

Partners

46. Developments in the past two ears have

reinforced the rôle oftrade as a major determinant
of Canada's economic performance. Improved

international competitiveness resulted from more

rational trade and industrial policies, stemming in

partfrom the effects of the FTA and NAFTA and in
part from police responses to fiscal constraints;
monetary police, in turn, contributed to containing

inflation and maintaining a competitive real exchange

rate. All these factors have led to a remarkable

expansion oftrade, particularly two-way trade with
the United States.

47. Continued fiscal restraint at both federal and

provincial levels shouldhelp to contain inflation and

maintain Canada's overall competitive position.

Further rationalization - particularly in certain

primary and services sectors - would also improve

intersectoral resource allocation. Similar benefits

could derive from improvements in the legal

framework for inter-provincial trade, currently being

discussed. The Uruguay Round agreements should
benefit Canada both through greater market access

opportunitiesfor its exports and through the effects

stemming from its own commitments; however,

developments in the context ofthe NAFTA may raise

furtherconcerns about thebalance between regional
and global liberalization and the risks of trade

diversion.

44. Canada maintains its import ban on imports
of used or second-hand motor vehicles ofall sorts,

except those importedfrom the United States, which

were liberalized in 1993. Under the NAFTA, imported
ofused cars over ten years oldfrom Mexico will be

authorized from 2009 and, by 2019, all used cars

from Mexico will be freely importable.
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1. THE ECONOMIC AND TRADE ENVIRONMENT

(j) Major Features of the Canadian Economy

1. Aftertwo years offalling real GDP in 1990 and 1991, the Canadian economy is now recovering,
although at a slower pace than in the emergence from previous recessions.¹ Real GDP grew by
0.7 per cent in 1992 and 2.4 per cent in 1993. Exports have remained buoyant over the past two years,
benefiting from improved competitiveness associated with reduced cost pressures, a lower exchange
rate. and resurgent import demand in the United States. Inflation remains moderate and some components
of business investment have rebounded. Despite this relatively good performance, the unemployment
rate is still over 11 per cent, the public debt is high, and large fiscal and current account deficits persist.
Canada's GDP per capita is close to US$20,000. However, relatively large regional disparities mean
that living standards and employment conditions differ widely among provinces.

2. Overall. the prospects for sustained non-inflationary growth appear to have improved. It is
expected that real GDP will grow by between 3 and 3.9 per cent in 1994 (estimates by the Government
and the OECD, respectively). The expectations for further upturn in the economy rely on improvements
in the external environment and in the domestic macro-economic policy mix.

3. Foreign trade remains important for the Canadiaxi economy, whose performance is closely linked
with the performance of the world economy, and especially with the United States, its major trading
partner. Over the past two years, exports have been the main engine of growth, with both merchandise
and services exports performing remarkably well.

4. Canada's exports of services amounted to about Can$25 billion in 1992, or roughly one-sixth
ofmerchandise exports. Exports ofcommercial services have grown almost twice as fast as merchandise
exports since 1980. Most services are exported to the United States, but an increasing number of
Canadian firms are successfully exploring new export markets.

5. Over the last 15 years. there has been a steady change in the structure ofoutput and employment
in the Canadian economy. reflecting changing patternsof demand (Box I. 1). Manufacturing now accounts
for around one-fifth of GDP (Chart 1. 1). Services form the fastest growing sector of the economy.
accounting for close to three-quarters of GDP. 70 per cent of employment and about 20 per cent of
total exports (Table AI. 1). The most important sub-sectors in contribution to GDP are finance. insurance
and real estate, retail and wholesale trade; and community, business and personal services.

¹While in previous economic cycles since the 1950s output had resumed to its pre-recession level within three
quarters from the trough, this time the similar stage was only achieved after two years. Output growth remained
weak until the fourth quarter of 1992. It was not until early 1993 that output regained its pre-recession level.
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Box 1.1 The changing structure of the Canadian economy

Like other advanced economies Canada is moving away from mass production manufacturing towards an
economy driven by high technology and skills, in which education is increasingly important. The
structure of output and employment has been changing over the last fifteen years. The economic
performance of the sectors has also been different. For example, output in business services,
communications, and electrical products increased more than 165 per cent from 1975 to 1991.
Employment in business services and services incidental to mining each increased more than
145 per cent. By contrast, a number of more traditional industries saw a sharp decline in employment
and output. For example, output in tobacco manufacturing, mineral fuels, and leather products all
declined more than 30 per cent over this period. Employment in these sectors also fell considerably (by
almost 60 per cent in the Ieather industries).

As a result of these different performances, industries which were once relatively small parts of the
economy have become some of the largest sectors, while many of those which were the primary engines
of the economy have dwindled in importance. For example, in 1975 business services output was less
than half that of mineral fuels (3.1 versus 7.9 per cent of business GDP). However, by 1991, these
shares were virtually reversed, with business services at 6.5 per cent and mineral fuels 3.6 per cent of
business GDP. The communications industry's share of output in 1991 (5.3 per cent) was substantially
larger than the transportation equipment manufacturing sector (3.4 per cent).

A major factor promoting these changes, as in many other economies, has been the rapid development of
new technologies, which reduces the relative prices of, and shifted demand towards, products that embed
these technologies. Output and employment have. on average, grown much more slowiy in low- than in
medium- and high-technology and education-sensitive industries.

Since 1981, the most dramatic change in the industrial structure of Canada has been the decline in the
manufacturing sector. Its share of output declined from almost 25 per cent in 1981 to around 20 per cent
in 1992, while its employment share fell from 19 per cent to 15 per cent between 1981 and 1992. These
declines were accentuated by the k-cent recession, since manufacturing in Canada tends to be more
cyclically sensitive than other sec.or. Over the 1980s, the share of the services sector in GDP increased
steadily, mainly in sectors such as community, business and personal services, and finance. insurance and
real estate.

Source: Government of Canada (Economic Analysis and Forecasting Division), February 1993. For a
broader discussion of education and skill-related changes in economic structures, see Wood
(1994).



Chart I.1
Sectoral distribution of GDP, at factor cost, 1992
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6. Natural resources. the source of wealth in Canada for many years, still remain a strong basis

for economic growth. The five groups included in this sector - forestry, mining, energy, agri-food
and fishing - directly employ more than 760,000 workers. Resources-related industries remain a major
source of export earnings, accounting for around 45 per cent of total merchandise exports.²

(2) Recent Economic Developments

7. In 1990 and 1991, Canada's economy underwent a recession. Cyclical factors, including

tightening monetary conditions, a slowdown in domestic demand and the onset of the recession in the

United States, had a severe impact on the economy. The effects of the recession were compounded

by structural factors such as excessive growth of unit labour costs in manufacturing.

8. According to the Canadian Government, the economy has been performing below its potential

for several years, with substantial excess capacity in production and inthe labour market. Until recently,
interest rates have been high, the recovery from the recession has been slow and unemployment has
remained high. The private sector's efforts to improve productivity through restructuring slowed
employment growth, thus aggravating unemployment.

²Over the recent past years,Canadian natural resource industries have come under pressure to adapt to new
global market conditions and challenges. resulting from increased competition from other countries.
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9. Economic activity in 1992 turned out much weaker than expected; real GDP grew by only
0.7 per cent (Table 1. 1). This appears to be partly explained by the effects of low commodity prices
on resource-based sectors of the economy. In 1993, real GDP expanded more rapidly at 2.4 per cent
(Chart 1.2). Despite this gradual recovery, recent growth rates are still lower than those registered
in the mid-1980s.³ Reflecting the substantial slack in the economy, inflationary pressures have been
subdued. With better cost control, advances in productivity and a lower Canadian dollar, Canadian
firms are expanding their sales abroad.

Table 1.1
Performance of Canada's economy, 1989-93
(Annual percentage changeand per cent)

1989 1990 1991 1992 1993

Real GDP 2.4 -0 2 -1.7 0.7 2.4
Private consumption 3.4 1.0 -2.0 1.1 1.6
Public consumption 4.0 3.4 2.1 0.2 -0.1
Gross fixed investment 6.1 -3.5 -2.0 -1.3 0.7

Exports of goods and services 0.8 4.4 0.8 7.9 9.6
Imports of goods and services 6.3 1.7 2.7 4.9 7.6

Consumer prices 5.0 4.8 i.6 1.5 1.8
GDP deflator 4.8 3.3 2.4 1.1 0.8

Real effective exchange rate 8.6 2.3 3.6 -4.5

Money supply (M2) 13.6 10.9 6.9 3.7 3.2

Discount rate (per cent. end-period) 12.5 Il.8 7.7 7.4 4.1

Federal government balance (per cent of GDP) -3.2 -3.8 -4.5 -3.8 -4.3
Current account balance (per cent of GDP) -3.6 -3.9 -4.3 -4.0 -3.6

Memorandum items:
Gross domestic investment (per cent of GDP)a 23.0 20.5 19.2 18.1 18.0
Gross domestic saving (percent ofGDP)b 17.1 14.2 12.5 11.7 12.1

a Private and government investment (including the federal, provincial and municipal governments).
b Private saving and government balance.

Source: Bank of Canada Review, Winter 1993-94; IMF, International Financial Statistics, March 1994 (for the real effective exchange
rate). Memorandum items provided by the Government of Canada.

10. The recent strengthening ofeconomic activity reflects strong export performance resulting from
improved Canadian competitiveness and renewed growth in the United States. Exports of goods and
services combined increased by around 8 and 10 per cent in 1992 and 1993. Business investment,
particularly in machinery and equipment, has also supported economic activity, reflecting increased
profitability and lower interest rates. The recovery has, however, been held back by slow growth of
domestic demand, high unemployment and a low level of consumer confidence, which has restricted
household spending on goods and services and held back residential investment.

³The recovery appears tohavebeen constrained by anumberoffactors, such as fiscal policy aimed at containing
the rapidbuild-up ofpublic debt ratherthan supporting demand. Financial-market concerns about the deterioration
in public finances have also prevented greater easing of monetary conditions. Finally, the upturn in the
United States was initially weak and uncertain.



Chart I.2
GDP annual growth, 1990-94
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11. The newly elected Government, which took office in October 1993, has put job creation and
economic growth at the forefront of its policy objectives.4 According to the Covernment, current macro-
economic policy is aimed at creating a domestic environment conducive to sustained growth by reducing
budget deficits and government debt, while keeping inflation under control.

12. In line with the government's economic and social priorities, the 1994-95 Budget reflects a

balanced approach to job creation, economic growth and deficit reduction. A number of initiatives
are expected to improve the economic performance of the economy and help to create jobs. These
include initiatives outlined in the Liberal Plan for Canada, Creating Opportunity, new approaches for
social security and adjustment assistance programmes, stable funding for Canada's participation in

aerospace research and development, and lowering unemployment insurance premium rates. Employment
opportunities are to be encouraged through improving the environment for small businesses and reshaping
policies and programmes in their support.5 To this end, the Government intends to ensure that the
tax system does not inhibit growth and job creation, to improve the availability of financing for small
business, to cut back the burden of regulations and paperwork, and to make the delivery of services
more efficient.

4Liberal Party of Canada, Creating Opportunity,the Liberal Plan for Canada, Ottawa 1993. The Liberals
have identified five major problems facing the Canadian economy: lack of growth, high unemployment, high
long-term real interest rates, high levels of foreign indebtedness, and excessive government debt and deficits.

Small businesses are described as firms having fewer than 100 employees in the manufacturing sector and
fewer than 50 in the services sector. In 1991, small businesses accounted for 38 per cent of GDP.
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13. Economic activity has varied greatly among provinces in 1993. The economies of
British Columbia and Alberta expanded most strongly, while the burden of structural adjustment fell
most directly on the manufacturing sector in central Canada and on the fisheries-dependent Atlantic
provinces. Improvements in competitiveness stemming from restructuring, reinforced by the depreciation
of the Canadian dollar, generated strong growth in exports of goods from central Canada, in which
the automotive sector was an important driving force. Low prices for certain primary commodities
had negative implications for a number of provincial economies, particularly in the western regions.6
While the decline in crude oil prices was a negative factor for the Prairie provinces, firm natural gas
prices provided some offset. A positive development for the western coastal regions was a sharp rise
in lumber prices resulting from tighter logging restrictions in the United States and a strong rebound
in the U.S. housing market.

14. Investment in machinery and equipment and exports have provided the main support for economic
activity in Ontario and Quebec. Non-residential construction has remained depressed, while household
spending was dampened by uncertainty about employment and by provincial income tax increases in
July 1993.

15. Demand indicators for the Prairie provinces were mixed. While retail sales increased
substantially, housing starts remained flat. The Alberta economy has been the strongest of these
provinces with the continued firm market for natural gas in the United States. Prairie farmers appear
to have benefited from earlier decisions to diversify away from wheat into new higher-value crops
(such as canola).7 On balance, Prairie farm incomes were about the same as in 1992, despite a decline
in direct payments.

16. Economic activity in the Atlantic provinces has remained weak over the past two years. The
severe decline in fish stocks in the North Atlantic, essentially caused by overfishing by many nations,
has caused severe problems for the Atlantic region.8 Government programmes again helped to support
incomes in 1993. Under the 1994-95 Budget, the Government will provide Can$1.7 billion over the
next five years in new spending for a long-term adjustment programme for the Atlantic groundfish
industry (Chapter V).

17. Economic activity in British Columbia was buoyant in 1993. Its economy continued to be
fuelled by strong immigration and continuing diversification into business services and away from
resource-related activity. Retail sales rose at a robust pace, partly reflecting the fall in cross-border
shopping, and exports increased significantly.

(i) Output and demand

18. Canada's GDP rose at an annual rate of 2.4 per cent in 1993, increasing its pace in the fourth
quarter, when the annual rate of growth was about 3 per cent. A key feature of output growth over
the past two years has been the dominant contribution of net exports; domestic demand stagnated in

6Prices declined for pulp and for most base metals, including zinc, copper, aluminium and nickel.

7In 1993, the wheat crop was of below-average quality for the second year in a row.

8See also GATT (1994c).
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1992 and recovered only slightly in 1993.9 The economic recovery has thus relied heavily on foreign
demand; exports of goods and services grew by 7.9 per cent in 1992 and 9.6 per cent in 1993.

19. The gradual upturn of domestic demand in 1993 reflects widely divergent developments in
its major components, with private consumption showing a relatively steady upward trend since late
1991, non-residential construction investment declining sharply before recovering somewhat, and business
investment in machinery and equipment growing steadily. '° Private consumption has broadly followed
income developments. After falling in 1991, real disposable income of households resumed in 1992
and 1993, leading to an increase in consumption of durable goods. Public consumption declined
marginally in 1993 (Table I. 1). Business fixed investment, especially in machinery and equipment,
accelerated in 1993, while residential investment remained weak, despite a decline in mortgage interest
rates and in the price index for new housing.

(ii) Prices

20. Inflation in Canada has fallen over the past two years, to one of the lowest rates among the
G7 countries; the annual rate has remained predominantly below 2 per cent for most of the period
since the beginning of i992. Government policy remains to maintain price stability, as specified in
the inflation-reduction targets announced in early 1991.11 The annual increase in the CPI was targeted
to be within a range of plus or minus 1 percentage point of 3 per cent by December 1992, 2.5 per cent
by mid-1994, and 2 per cent by December 1995. According to the Government, this path aims to
provide a downward trajectory sufficiently steep to indicate serious commitment to price stability, but
with a range broad enough to ensure that it is achievable and hence credible (this approach is also pursued
to avoid excessive short-term exchange rate or interest rate volatility).1'2

21. To date, the price stability objective appears to have been successfully achieved, with inflation
in December 1992 (at 2.1 per cent on an annualized basis) at the lower end of the first target range.1'3
Average annual inflation, as measured by the rate of change of the CPI, dropped to 1.5 per cent in

9Increased taxes and uncertainty concerning employment prospects weighed on the confidence of consumers
and made them cautious in their spending decisions. As a consequence, growth in consumption spending contributed
onlyv modestly to the recovery in overall economic activity in 1993 (Bank of Canada, 1993).

'°Business spending on machinery and equipment in 1992 was boosted by purchases ofnew office computers,
and, by early 1993, it had spread to industrial machinery. Restructuring efforts on the part of Canadian firms
have also been reflected in an increase in machinery and equipment spending.

11These targets are framed in terms of the consumer price index (CPI), although for operational purposes,
the focus is on the CPI excluding food and energy.

12According to the Bank of Canada, the Bank's intervention in the money market depends on whether or
not a change in measured inflation is associated with a shift in the underlying trend of inflation. In assessing
what is happening to the underlying trend of inflation, the Bank monitors closely changes in the consumer price
index, excluding the volatile food and energy components and excluding the estimated one-time effect of changes
in indirect taxes.

'3However, given that the inflation targets were implemented during a period of declining economic activity
and weak commodity prices, the extent to which the announcement ofthe targets contributed to these developments
remains unclear.
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1992 from 5.6 per cent in 199.' At the end of 1993, inflation stood at 1.8 per cent (Table 1. 1).
The most important source of upward pressure on prices in 1993 was changes in the price of imported
goods arising from the depreciation of the Canadian dollar.15 The broadest measure of domestic
inflationary pressures, the rate of change of the GDP deflator, showed a fall to 0.8 per cent in 1993
compared with 1.1 per cent in 1992 and 2.4 per cent in 1991 (Table I. 1). The rate of change of the
CPI declined further in the first two months of 1994, reflecting the transitory price effects of recently
announced indirect tax measures, such as tobacco tax cuts.

22. The Government and the Bank of Canada have agreed to extend the inflation reduction targets
from 1995 to 1998 and to maintain the objective of holding inflation inside the range of 1 to 3 per cent
during that period. A decision will be made by 1998 on the target range for the rate of change in the
CPI that would be consistent with future price stability.

23. Unit labour costs have increased at annual rates of only 1 per cent since early 1991 (combined
with the depreciation of the Canadian dollar, this has substantially improved Canada's overall
competitiveness). In 1992, unit labour costs in manufacturing, when measured in U.S. dollars, decreased
by 5.2 per cent, resulting, to a large degree, from the depreciation ot the Canadian currency against
the U.S. dollar. The level of unit labour costs (in domestic currency terms) fell in 1993, for the first
time since the early 1960s. According to the Government, this performance reflects very low wage
increases and strong growth in labour productivity.

(iii) Labour market

24. During 1992 and 1993, employment growth averaged a little over 1 per cent per year. Part
ofthis weakness can be explained by the slow growth in output and the uncertainty concerning short-term
economic growth. However, a number of structural factors (such as industrial restructuring and the
substitution of capital for low-skilled labour) also appear to have contributed to the weakness in
employment growth.

25. Over the recent years, the labour market in Canada has been characterized by relatively high
levels ofunemployment. Total unemployment has increased since 1989 to reach a peak of 11.3 per cent
of the labour force in 1992, with a small decline in 1993 (Chart I.3 and Table AI. 1). 16 At that level,
the unemployment rate is about 3 percentage points above estimates of the non-accelerating-inflation
rate of unemployment, NAIRU (the unemployment rate at which inflation is expected to be stable).17
Unemployment would have been even higher, had it not been for a pronounced fall in the labour-force

14Part of the increase in inflation in 1991 was due to the introduction of the federal Goods and Services Tax
(GST). The change in the CPI, excluding food and energy, was 2 per cent in 1992 and 2.1 per cent in 1993.

15Although the magnitude of the effect cannot be precisely determined, it appears to be potentially large as
the import content of the CPI basket is estimated to be over one-fifth (Bank of Canada, 1993).

16The unemployment rate declined further to 10.6 per cent in March 1994 from 11.2 per cent in
December 1993.

17The NAIRU has been estimated at about 8 per cent for Canada (OECD, 1993a).
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participation rate, which brought supply growth temporarily almost to a halt. 18 Before picking up more

recently, the participation rate declined by more than 2 percentage points during the three years to

early 1993, reducing the labour force by nearly half a million persons.19

26. The regional dispersion of unemployment remains high. In 1993, unemployment was above

the national average in the Atlantic provinces (15.4 per cent) and Quebec (13.1 per cent), while it was
below the average in Ontario (10.6 per cent), British Columbia (9.7 per cent) and the Prairie provinces
(9.2 per cent). The Atlantic provinces (Nova Scotia, New Brunswick, Newfoundland and Prince Edward
Island) currently have the highest unemployment rates.

Chart I.3
Unemployment rate in Canada, 1985-93
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Source: Bank of Canada Review Winter 1993-94.

18According to Corak (1993), most of the increase in the unemployment rate reflects a longer duration of
unemployment rather than an increased number of newly unemployed. The mean duration of unemployment
has increased from about 16 weeks in early 1990 to almost 26 weeks in the third quarter of 1993, indicating
a substantial increase in the proportion of the long-term unemployed in total unemployment.

19The fall in the participation rate appears to reflect structural factors, including a sharp increase in people
trained under the Labour Force Development Strategy along with unemployment-insurance reforms that reduced
the generosity of benefits, more women staying at home, and an increase in full-time school attendance. In addition,
it appears that large numbers of new immigrants have not entered the labour force (OECD, 1993a). It was
estimated that the participation rate stood at 65 per cent in February 1994.
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27. Over the past two years. certain adjustments were made to the unemployment insurance system
of Canada.20 While these amendments were made primarily for fiscal reasons, they also contributed
to a reduction in work disincentives. It is expected that these measures will encourage the creation
of, and access to, jobs.

(iv) Public finances

28. Fiscal policy has an impact on foreign trade through its effect on domestic demand. Canada's
fiscal policy during 1990-93 attempted to offset the cyclical increase in the deficit and to seek a path
towards budgetary balance. However, fiscal consolidation has suffered a setback as a result of the
slow recovery of the economy, the decline in inflation and the accompanying weakness in nominal
incomes.21 Indeed, the weakness of economic activity during the 1990-93 period worsened the fiscal
situation and overwhelmed some significant deficit-reduction measures implemented by the Government.
In fiscal year 1993-94, the general-government deficit (federal plus provinces) stood at 8.3 per cent
of GDP.

29. The problems faced by the public sector are further compounded by a marked deterioration
in provincial deficits, which largely account for the widening of the general-government deficit since
the late 1980s, by around 4 percentage points to the equivalent of 6.7 per cent ofGDP in 1992 (national
accounts basis).22 Provincial governments have, since 1993, introduced substantial restrictive measures
to reverse the rise in their budget deficits and debt ratios, particularly through reducing programme
spending, including in those areas (like health and education) where pressures have been most difficult
to resist, and increasing revenue.

30. The federal government deficit fell from 4.5 per cent of GDP in 1991 to 3.8 per cent in 1992
(calendar years). It then rose to 4.3 per cent of GDP in 1993 (Table I.1). In 1992, measures aimed
at reducing fiscal spending included the Spending Control Act, which limited programme spending
up to 1995-96 to the levels projected in the 1991-92 Budget, and increased unemployment-insurance
premiums to compensate for rising unemployment outlays.23

20Modifications to the unemployment insurance system implemented in November 1990, reduced the
disincentives to take available jobs, primarily through a reduction in the minimum duration of benefits and an
increase in the minimum period ofwork required to qualify for benefits. Unemployment benefits were also slightly
reduced under the 1994-95 Budget (for example, the minimum required period of work to be eligible for benefits
was further increased from 10 to 12 weeks).

21The source of Canada's persistent fiscal problem appears to be the emergence of a structural imbalance
between government spending and revenues in the decade following the first oil shock in 1974. In combination
with rising interest rates, this led to a very rapid growth in public debt in the first half of the 1980s. In the
subsequent years, fiscal restraint and strong economic expansion brought down budget deficits considerably.
However, with weak economic activity since 1990, the public-sector deficit has widened markedly again, despite
corrective fiscal action.

22The general-government sector includes the federal government, provincial and local administrations, as
well as hospitals and the Canada and Quebec pension plans. Deficits at the provincial level account for a large
part of the deterioration in the public sector finances. The share of the ten provinces in the total public-sector
deficit has climbed from 22 per cent in 1988 to more than 40 per cent in 1993.

23Under the Spending Control Act, the Government is required to indicate how current spending projections
comply with the spending limits set out in the Act. The Act covers all programme spending, comprised of total
spending less public debt charges, with the exception of expenditures relating to a limited number of self-financed
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31. Spending ceilings were globally respected in fiscal year 1992-93, with higher than predicted
transfers to provinces outweighed by reductions in expenditure programmes in other areas; the situation
improved also because interest rates and, hence, debt charges were lower than expected. The
deterioration in the fiscal position to 6.4 per cent of GDP in fiscal year 1993-94 was, for the most
part, due to the weakness in the growth of revenues.

32. The current Government's first budget, presented in February 1994, aims at reducing the deficit
to Can$39.7 billion (5.4 per cent of GDP) in 1994-95 and to Can$32.7 billion in 1995-96 (Table 1.2).
The Government is committed to reducing the deficit to 3 per cent of GDP by 1996-97.24 Despite
these cuts, net debt is expected to rise from around 68 per cent of GDP in March 1993 to 75 per cent
of GDP in March 1996.

Table 1.2
Summary statement of Canada's 1994-95 Budget
(CanS billion and per cent)

1992-93 1993-94 1994-95 1995-96

Budgetary transactions

Revenues 121.5 114.7 123.9 132.0

Spending 122.5 121.8 122.6 122.7

Operating balance -1.1 -7.1 1.3 9.3

Public debt charges 39.4 38.5 41.0 42.0

Budgetary deficit -40.5 -45.7 -39.7 -32.7

Non-budgetary transactions 6.0 12.0 9.5 10.0

Financial requirements -34.5 -33.7 -30.2 -22.7

Net public debt 465.3 511.0 550.7 583.4

Gross domestic product 688.5 711.2 739.1 777.7

(Percentage of GDP)

Budgetary revenues 17.6 16.1 16.8 17.0

Programme spending 17.8 17.1 16.6 15.8

Public debt charges 5.7 5.4 5.5 5.4

Budgetary expenditures 23.5 22.5 22.1 21.2

Deficit 5.9 6.4 5.4 4.2

Financial requirements 5.0 4 7 4.2 3.1

Net public debt 67.6 71.9 74.5 75.0

Note: Numbers may not add due to rounding.

Source: The Budget Speech, Department of Finance, Canada, 22 February 1994.

programmes. The current Government has decided to adhere to the spending control limits, but it is not
recommending the extension of the Act beyond fiscal year 1995-96.

24The Government intends to bring down the federal deficit to no more than Can$25 billion, or the equivalent
of 3 per cent of GDP in fiscal year 1996-97. Detailed fiscal projections are presented until 1995-96 only.
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33. The 1994-95 Budget introduced measures intended to broaden the tax base, mainly by curtailing
exemptions and reductions. The budget contained an announcement that the Government is undertaking
a comprehensive review of the customs tariff (Chapter IV).

(v) Money

34. Monetary policy also has an impact on the level of foreign trade through its effect on domestic
demand.25 As mentioned before, the main objective of Canada's monetary policy remains the
achievement and maintenance of price stability, as specified in the inflation-control targets agreed upon
between the Government and the Bank of Canada. In response to subdued inflationary pressures and
a relatively moderate pace of economic growth, monetary conditions eased over the past two years.
This has been evidenced both by a marked decline in short-term interest rates and by a decline in the
value of the Canadian dollar.26 The Government remains committed to a low inflation policy as a key
ingredient in keeping interest rates down and promoting economic growth.

35. Short-term interest rates fell from over 7 per cent at the beginning of 1993 to below 4 per cent
in early 1994.27 Since these declines occurred in the context of a monetary policy oriented towards
price stability, the entire structure of interest rates of various terms to maturity shifted downwards.
Short-term real interest rates declined from around 5.8 per cent in 1992 to 2.3 per cent in 1993.
Although long-term interest rates came down by almost a full percentage point from their level at the
beginning of 1993, they remain high relative to current inflation. This would suggest that long-term
.nflationary expectations are adjusting only gradually and that political and debt factors continue to
weigh on financial markets.28 These latter factors contributed to the rise in the long-term rates differential
vis-à-vis the United States in 1993. In February and March 1994, interest rates rose sharply and the
Canadian dollar further depreciated following the tightening of monetary policy in the United States
in early February, and the subsequent rise in short-term interest rates in that market.

36. Narrow money. as measured by M1, has continued to grow at a fast pace in 1993 (at an
annualized rate of 13 per cent), partly reflecting the cumulative decline in short-term interest rates
in recent years. as well as the strengthening of economic activity. The broad aggregate, M2, has risen
at a slower pace (3.2 per cent in 1993). The slowing in the rate of growth of M2 appears to reflect
in large part attempts by investors to find higher returns than those available on deposits (such as equity,
bond and mortgage mutual funds).

25In implementing the monetary policy, the Bank of Canada assesses the extent to which monetary conditions
(the combined impact of interest rates and the exchange rate on aggregate demand in the economy) need to be
tightened or eased, based on a forward-looking view of the evolution of the economy and its judgement about
the impact of short-term interest rates and exchange rate on spending and inflation.

26Inflation has been reduced from over 5 per cent in 1991 to less than 2 per cent in 1993, while the prime
lending rate fell from 14.8 per cent in mid-1990 to 5.5 per cent in 1993. The prime lending rate at the end of
August was 7.25 percent.

27Short-term interest rates fell considerably from their peaks in the spring of 1990 to their lowest levels since
1971. In 1993, the differential between Canad.an and U.S. short-term rates narrowed to less than 50 basis points.
The prime lending rate in Canada was 5.5 per cent, ahalfpercentage point below that in the United States (Canada,
The Budget Plan, February 1994).

28According to the OECD (1993a), the high level of long-term interest rates appears to be related to political
uncertainties and reflect the increased attention given by financial markets to Canada's large budget deficits and
rising public debt.
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37. The growth trend in the monetary aggregates appears to be consistent with growing economic
activity in a stable inflation environment.29 According to Bank of Canada's Annual Report (1993),
the continued acceleration in the rate of growth of the narrow monetary aggregate together with the
slowing in growth of the broad aggregate is characteristic of an economy about to experience an increase
in the pace of economic expansion combined with low inflation.

(vi) Exchange rate developments

38. As noted in the previous TPRM reports on Canada, exchange rates in Canada are determined
on the basis of demand and supply conditions in the exchange market. There are no foreign exchange
restrictions or controls;30 surrender ofexport proceeds is not required. and exchange receipts are freely
disposable. There are no taxes or subsidies on purchases or sales of foreign exchange.

39. Nevertheless, the Bank ofCanada views the exchange rate as an important price variable because
of its effects on aggregate demand, output and prices. Thus, it may intervene in the foreign exchange
market to help maintain orderly conditions and mitigate fluctuations in the value of the Canadian dollar.
The Bank influences the exchange rate principally through the changes in short-term interest rates that
it effects by changes in the supply of settlement balances available to financial institutions. It also exerts
some short-run influence by buying and selling foreign exchange reserves.

40. The real effective exchange rate ofthe Canadian dollar has been declining since the third quarter
of 1991 (Chart I.4). The downward pressure on the exchange rate was partly due to Canada's weak
economic recovery and its large fiscal and current account deficits. In 1993, the Canadian dollar
depreciated by about 4 per cent both on a trade-weighted basis against the currencies of the other G10
countries and against the U.S. dollar.'' With wage and price inflation held to lower levels than in
its major markets, especially the United States, the nominal depreciation of the currency has also been
translated into real depreciation. The real depreciation was somewhat greater (between October 1991
and December 1993, it was 20 per cent when measured in terms of relative unit labour costs, and
17 per cent in terms of relative CPIs).32

29OECD (1993a).

30The only exception is that, in compliance with United Nations Security Council Resolution No. 757, certain
restrictions had been imposed on payments and transfers for curren: international transactions with the Federal
Republic of Yugoslavia (Serbia and Montenegro) (International Monetary Fund, 1993).

3'Contributing to the decline of the Canadian dollar were a narrowing of short-term interest rate differentials
vis-à-vis the United States, weak commodity prices, concerns regarding the fiscal situation of the federal and
provincial governments, and heightened political uncertainty in the period leading up to the federal general election
in late October (Bank of Canada, 1993).

32The real effective appreciation of the Canadian dollar that had taken place between late 1986 and late 1991
was fully reversed by the end of 1993.
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41. Comparisons between the actual exchange rate of the Canadian dollar vis-à-vis the U.S. dollar,
and estimates ofthe purchasing power parity (PPP) show a strong decline in the Canadian dollar, partly
indicating a continued increase in the competitiveness of Canadian exports (Box I.2).

Chart I.4
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42. There appears to be a clear link between Canada's merchandise trade balance and the exchange
rate developments. in particular vis-à-vis the United States. The exchange rate also plays a rôle in

the services balance, especially in the travel account. For example, most of the deterioration in the

travel account between 1986 and 1991 can be explained by the increase in the cost of travelling in

Canada relative to the cost of travelling in the United States. Most of that increase was due to the

appreciation of the Canadian dollar over that period.
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Box I.2 The Purchasing Power Parity (PPP) in Canada

The purchasing power panrity (PPP) value of a country's currency is the value of the currency measured
against another country's currency, which equates price levels with those in the other country. For
example, the purchasing power parity of the Canadian dollar in U.S. dollars is the exchange rate at
which a basket of goods would cos. the same in both Canada and the United States. When the actual
trading value of a currency is above its PPP, goods in the country are relatively expensive in the other
economy's market, and vice versa.

The OECD and Statistics Canada have both estimated the PPP value of the Canadian dollar in 1990 using
the basket approach of comparing domestic prices for a wide range of goods and services. In both cases,
the measure is for the basket of goods and services produced in the economy, that is for GDP deflators.
The Statistics Canada measure is based on a bilateral comparison with the United States, while the OECD
measure is based on a muItilateral approach. Statistics Canada estimated that the PPP was US$0.813 in
1990, while the OECD estimate is US$0.769. The actual average exchange rate in 1990 was US$0.857.

Estimates for the years following 1990 show that the PPP exchange rate has been rising since 1990 due
to Canada's more favourable inflation performance. As of the fourth quarter of 1993, the PPP estimates
are at a high of USS0.856 (based on the Statistics Canada 1990 benchmark) and a low of US$0.809
(based on the OECD 1990 benchmark). The actual average exchange rate of the Canadian dollar was
US$0.755.

The recent fall in the value of the Canadian dollar to near US$0.73 has brought the Canadian dollar well
below both estimates of the PPP. The dollar is about 10 per cent below the low estimate of the PPP and
about 15 per cent below the upper estimate. This is an important explanation of the improved
competitive position of Canadian industry in the last few years (together with structural changes and
improved labour productivity).

Source: Government of Canada.

(vii) Balance of payments

43. Canada has run a current account deficit in all but six years since 1956. with surpluses occurring
only during times of booming commodity exports and comparatively weak domestic demand. Prior
to the 1980s. the size of the deficit remained broadly stable at less than 1 per cent ofGDP. Following
a brief period in the early 1 980s. when the current account recorded thrce successive surpluses between
1982 and 1984, there has been a precipitous deterioration in the external position." Canada's foreign
funding requirements and a narrowing in its merchandise trade surplus have combined to bring about
this marked swing in the current account position.' The loss of trade surplus during the mid-to-late
1980s has meant that the services balance has become increasingly dominant in determining the size
of the current account deficit.

33According to the Government, the threc factors explaining the large current account deficits between 1986
and 1991 were: poor domestic performance in terms ofuni.labour costs which lead to adecline ofcompetitiveness;
a strong appreciation of the Canadian dollar (exacerbating the deterioration in competitiveness); and high interest
rates which caused an upsurge in interest payments abroad.

34Comparatively strong domestic demand, weak commodity prices and declining competitiveness have reduced
the size of the trade surplus by almost 50 per cent in the decade since it reached a peak of Can$17.6 billion in
1982.
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44. The current account deficit continued to deteriorate throughout the 1990-91 recession, reaching
some US$25 billion or around 4.3 per cent of GDP in 1991. The current account deficit fell to 4 and
3.6 per cent of GDP in 1992 and 1993, respectively, as the services account deficit stabilized and the
merchandise trade surplus increased (Table 1.3).

Table 1.3
Balance of payments, 1989-93
(US$ millien)

1989 1990 1991 1992 1993

Current account balance -19,735 -22,172 -25,343 -23,012 -19,601
Merchandise trade balance 5,986 8.785 5,162 8,183 9.859

Merchandise exports.. f.o.b. !122,971 128.713 126,858 133,303 143,994
Merchandise imports. f.o.b. 1;6.9R5 119,928 121.696 125,120 134.135

Services. net balance -7,805 -10,350 -11,313 -11:,450 -i()560

Income, net balance -18,157 -20.506 -19.142 -20,007 -19,132
Private unrequired transfers 763 766 710 869 647

Official unrequired transfers -523 -867 -759 -606 -414 |

Direct investment, net -2,550 3,322 -233 2,015 -3.707

Portfolio investment. net 14,676 8,492 15,144 8,248 20,782
Other capital. n.i.e. 7.416 12.192 11.890 3.526 7,590

Errors and omissions 486 -1,208 -3,944 3.416 -5,558
Overall balance 293 625 -2.486 -5.807 -492

Change in reserves -264 -1.276 2.231 5.,43 347

Memorandum items:

Total reserves, except gold 16,055 17.845 16.252 11.431 12.481
Export price index (1986=100)ª 102.7 1(0.9 96.6 98.6 103.5

Import price index (1986=100)ª 96.0 97.0 94.1 95.8 99.7

Terms of trade (1986= 100)ª 107.0 104.1 102.7 102.8 103.8

ª Paasche index-

Source: IMF, International Financial Statistics. May 1994: Bank of Canada Review, Winter 1993-94 (forprice indicesand termsof trade).

45. While cyclical variations in the current account have reflected those in the merchandise trade
balance, the major element behind the deterioration in the current account has been the worsening non-
merchand.se trade balance. largely due to a growing deficit in the investment income account. The
major factor explaining the larger deficits in this account has been Canadas growing international
indebtedness and a consequentsharp increase in interest payments abroad. The worsening in the services
account balance can be attributed to the travel account, in particular in 1992 when the travel deficit
stood at Can$8.2 billion. This deficit decreased in 1993 and reached CanS7.7 billion.
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46. Buoyant exports increased the merchandise trade surplus from around US$5.2 billion in 1991
to US$8.2 billion in 1992 (Table 1.3)." However, the deficit on investment income (resulting from
high net foreign liabilities) rose in 1992, as did the deficit on travel and other services.36 With the
widening trade surplus outweighing the rise in the deficit on non-merchandise transactions, the current
account deficit fell from US$25.3 billion in 1991 to US$23 billion in 1992, when it accounted for
4 per cent of GDP. In 1993, the value of exports expanded slightly more than that of imports; the
merchandise trade surplus increased to US$9.9 billion, while the current account deficit declined
(Table 1.3).

47. The combination of high fiscal deficits, persistent current account deficits and the associated
growth of foreign debt have become a matter of concern for the Canadian Government.37 Canada's
deteriorating current account position is mirrored in the fluctuation of the savings-investment gap since
1980.38 The lack of domestic savings was compensated for by increased foreign borrowing. As a
result, since 1980, foreign liabilities have more than tripled to around Can$541 billion, or 80 per cent
ofGDP in 1992.39

48. On the capital account, net long-term inflows continued to be strong in 1992, though below
the pace in 1991. The slowdown in the rate of inflows was most likely attributable to the declining
interest-rate differential with other countries. In 1993, inward portfolio investment rebounded to more
than US$20 billion (there were record purchases of Canadian portfolio securities in the first half of
the year). The fall in direct investment in Canada and the rise in direct investment abroad in 1993
generated a net outflow of direct investment funds for the first time since 1989 (Table I.3).

49. At the end of 1993, total official reserves, excluding gold, stood at US$12.5 billion, a slight
increase over the end of the previous year. Leading to the increase in official reserves was the sale
of Canadian bills in the U.S. market and the sale of Canadian gold. These two contributions to the
reserve stock outweighed the decline in reserves associated with official intervention in support of the
Canadian dollar during the year.

35Higher surpluses were recorded, in particular, for trucks, cars and forest products, and, to a lesser extent,
for agricultural and energy goods. Trade deficits widened over a range of consumer goods, auto parts and
machinery and equipment.

36The major factor behind the growingtravel imbalance inprevious years was cross-border shopping (motivated
in part by high Canadian import duties on basic consumer goods). However, in recent years this factor appears
to be less important in explaining the travel balance deficit.

37Canada's current account deficit is the largest, relative to GDP, among the G7 group of countries (Govemment.
of Canada, 1994a).

38During the 1980s. the general government generated annual fiscal deficits of over 4 per cent of GDP.
The need for foreign savings was moderated during the first half of the decade because of large declines in private
and government investment. However, during the latter halfof the decade the need for foreign savings increased
as private investment rebounded.

39Over the same period. net foreign liabilities had risen from Can$110 billion to Can$301 billion, around
45 per cent of GDP.
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(3) Trade Performance

50. Foreign trade plays an important rôle in Canada's economy. Exports and imports of goods
and services, each accounted for close to 30 per cent of GDP in 1993 (Chart I.5). The trade sector
has performed relatively well over the past two years, with exports becoming the main engine ofgrowth.
The volume of merchandise exports increased by 8.7 per cent in 1992 and 10.1 per cent in 1993.
Imports were also buoyant, to some extent reflecting increased two-way automobile sector trade with
the United States, rising by 6.4 per cent in 1992 and 10.3 per cent in 1993. The value of exports in
1993 was around US$145 billion, while imports stoodat US$139 billion. Mostofthegrowth in exports
reflects increased sales to the United States of products such as natural gas, motor vehicles and parts,
office machines, and other manufactured goods.40

Chart I.5
Trade in goods and services as a share of GDP,
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Source: IMF, International Financial Statistics, May 1994.

40There appears to be a strong re-orientation towards export markets by the Canadian business sector, which
the authorities attribute in large degree to the effects of the Free Trade Agreement with the United States.
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51. As discussed earlier, Canada's competitive position has markedly improved over the past two
years. Relative unit labour costs and export prices have fallen. As a result, Canada's share of world
markets. which had been declining since the mid-1980s, grew from 3.6 per cent in 1992 to 3.9 per cent
in 1993.41

52. Import volume growth in the 1980s and early 1990s has followed the behaviour of domestic
demand growth in Canada. However, in 1992 and 1993. the behaviour of imports diverged markedly
from historical patterns, with volumes raising by 6.4 and 10.3 per cent, respectively, while domestic
demand was almost unchanged. The strength of import demand is party explained by the restructuring
efforts of Canadian businesses, with imports of machinery and equipment particularly buoyant, accounting
for 45 per cent of import growth in 1992. Another factor explaining import strength in 1992 was the
high import content of Canadian automobiles sold in the U.S. market.

(i) Direction of trade

53. Canada's foreign trade remains strongly and increasingly linked to the U.S. market, whose
share ofCanadian exports increased from around 75 per cent in 1990 and 1991 to more than 80 per cent
in 1993 (Table I.4). Total exports to other countries remained stagnant between 1991 and 1993.

54. The U.S. share of Canadian imports also increased from around 64 per cent in 1991 to
67 per cent in 1993 (Table I.5). The phasing-in of the Canada-United States Free Trade Agreement
has added to the importance of bilateral trade.42 With the implementation of NAFTA and the strong
economic recovery enjoyed by the United States, it is expected that Canada's regional trade with the
United States and Mexico will continue to increase more rapidly than that with the rest of the world.
Currently, trade with Mexico is relatively smali (TablesI.4 and I.5).43

55. The U.S. market dominates Canadian exports for all products, but particularly manufactured
goods and fuels; about 85 per cent of all manufactured Canadian exports are shipped to the
United States. Merchandise exports to the U.S. market contain a much higher proportion of final
products than do merchandise exports to the rest of the world, where export flows reflect Canada's
revealed comparative advantage as an efficient exporter of raw materials and resource-based products.
Automotive products remain the main items in bilateral trade. accounting for over 30 per cent of
Canadian exports to the U.S. market and one-quarter of Canadian imports from the United States.

56. Other significant markets for Canada's merchandise exports are the European Union, which
in 1993 accounted for around 6 per cent of exports, and Japan, which accounted for 4.6 per cent of
total exports (Table I.4). On the import side, other main suppliers are also the European Union and
Japan (Table I.5). Over the past two years, imports from Asia-Pacific, Latin America and the Caribbean
have relatively improved.

41Its share in world merchandise exports was 4.5 per cent in 1985 and 3.8 per cent in 1990. This decline
was attributed to two factors: a deterioration of Canadian competitiveness and the high concentration on resource-
based products. Another external factor was related to newly industrialized countries joining the ranks of major
exporters.

42In contrast to exports, the share of the United States in Canada's total imports declined after the passage
of the FTA in 1988, from 64.5 to 63.7 per cent in 1991, but rebounded subsequently to 67 per cent in 1993.

43The Canadian Government expects two-way trade with Mexico, which was US$2.8 billion in 1992, to raise
to US$3.2 billion in 1994 and US$5 billion by the year 2000.
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Table 1.4
Exports by region and principal country of destination, 1990-93
(US$ million and share of total exports)

Partner 1990 1991 1992 1993

World 125,056 124,797 132,222 142,429

America 77.6 77.5 79.8 82.9

- USA 75.8 75.6 77.8 80.9

- Mexico 0.4 0.3 0.5 0.4

- Other America 1.4 1.5 1.6 1.5

Europe 10.1 10.4 9.1 6.9

- EC 12³ 8.0 8.2 7.2 5.7

- EFTA 1.1 1.0 0.9 0.7

- East Europe 0.8 1.1 0.9 0.4

- Other Europe 0.2 0.1 0.1 0.1

Asia 10.7 10.9 9.9 9.1

- East Asia 9.6 9.7 8.9 8.2

- Japan 5.5 5.0 4.7 4.6

- South Asia 0.4 0.3 0.4 0.2

- India 0.2 0.2 0.3 0.1

- Middle East 0.8 0.8 0.6 0.6

Africa 0.8 0.7 0.6 0.6

- Saharan Africa 0.2 0.2 0.2 0.2

- Other Africa 0.6 0.5 0.4 0.4

Oceania 0.7 0.5 0.5 0.5

- Australia 0.6 0.5 0.4 0.4

a Including the former Geran Democratic Republic.

Source: UNSTAT. Comtrade database.
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Table 1.5
Imports by region and principal country of origin, 1990-93
(US$ million and share of total imports)

Partner 1990 1991 1992 1993

ª Including the former German Democratic Republic.

Source: UNSTAT, Comtrade database.

(ii) Commodity pattern of trade

57. The commodity patternof Canadian exports has not changed since the last review. Manufactured
products accounted for 62 per cent of merchandise exports in 1993 (Table I.6). However, resource-based
exports are still significant.44 Manufactured exports are dominatedby automotive products (Table AI.2).
Other main items are wood products, paper and paperboard, natural gas, and crude petroleum.

44Canada has the lowest share of manufactured goods in total exports among the G7 countries. An analysis
of exports done by the Economic Council of Canada indicates that Canada's comparative advantage is, for the
most part, related to resource extraction and processing (Létourneau, 1992).

World 115,881 117,633 122,06C0 130,538

America 67.8 67.5 68.7 70.6

- USA 64.5 63.7 65.1 66.9

Mexico 1.3 1.9 1.9 2.1

-Other America 2.1 1.9 1.7 1.5

Europe ,4.9 13.9 12.6 11.1

- EC 12ª 11.5 10.9 9.8 8.8

EFTA 2.9 2.6 2.4 1.9

- East Europe 0.4 0.3 0.3 0.4

-Other Europe 0.1 0.1 0.0 0.1

Asia 14.4 15.4 15.5 14.7

- East Asia 13.4 14.4 14.5 13.8

- Japan 7.0 7.6 7.3 6.4

- South Asia 0.3 0.3 0.3 0.4

- India 0.2 0.2 0.2 0.2

- Middle East 0.7 0.6 0.6 0.6

Africa 0.8 0.8 0.7 0.9

Saharan Africa 0.6 0.6 0.5 0.6

-Other Africa 0.2 0.2 0.3 0.3

Oceania 0.7 0.6 0.6 0.8

- Australia 0.6 0.5 0.5 0.6
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Table 1.6
Merchandise exports by broad product group, 1990-93
(US$ million and share of total exports)

Commodity 1990 1991 1992 1993

Source: UNSTAT. Comtrade database.

58. According to the Government, the growth ofexports in the fabricated materials and final products

categories represents the most important new pattern in the product composition of Canada's trade.

The FTA concluded in 1988 with the United States has led to a significant increase of bilateral trade

in most categories of products, which previously were faced with high levels of protection in both

markets.

59. Canada's intra-industry trade with the United States is markedly higher than that with other

destinations. In 1993, the level of intra-industry trade excluding the United States was 29 per cent,

compared with 56 per cent when the United States is included in the calculations (Table AI.3).

Total trade 125,056 124.797 132,222 142,429

Agriculture 17.7 17.1 17.9 16.8
- Food 8.7 9.1 9.5 8.2

- Agricultural raw material 9.1 8.1 8.3 8.6

Mining 18.6 18.7 18.0 16.8

- Ores 4.2 3.6 3.0 2.3

- Non-ferrous metals 4.4 4.3 4.3 3.8

- Fuels 10.0 10.9 10.7 10.7

Manufactures 58.8 59.4 59.7 62.0

- Chemicals 5.4 5.4 5.4 5.2

- Textiles 0.5 0.6 0.6 0.7

-Imn and stecl 1.7 1.9 1.8 1.9

- Other semi-manufactures 9.8 9.9 9.6 9.6

- Power generating machinery 2.7 2.3 2.2 2.4

- Agricultural machinery 0.6 0.4 0.4 0.4

- Office machinery 2.0 2.3 2.5 2.4

- Other non-:lectric machinery 3.2 3.3 3.2 3.5

- Telecommunications apparatus 1.3 1.3 1.4 1.5

- Other electric machinery 3.5 4.0 3.6 3.2

- Automotive products 21.6 21.4 22.4 24.5

- Other transport equipments 2.5 2.9 2.1 2.0

- Furniture i.0 0.9 1.1 1.2

- Travel goods and bags 0.0 0.0 0.0 0.0

- Clothing 0.3 0.3 0.4 0.5

- Footwear 0.0 0.0 0.0 0.1

- Other miscellaneous manufactures 2.6 2.7 3.0 3.0

Other 4.8 4.7 4.5 4.4
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60. The share of manufactures in total merchandise imports increased from 80 per cent in 1990
to 82 per cent in 1992, and 83 per cent in 1993 (Table 1.7). Automotive products remain the principal
import items; in 1993 they accounted for around one-fifth of total imports. Other main import items
are electric and non-electrical machinery and office machines (Table Al.4).

Table 1.7
Merchandise imports by broad product group, 1990-93
(US$ million and share of total imports)

Commodity 1990 1991 1992 1993

Total trade 115,881 117,633 122,000 130,538

Agriculture 7.7 7.8 7.8 7.8

- Food 6.1 6.4 6.3 6.3

- Agricultural raw material 1.6 1.4 1.5 1.5

Mining 9.1 7.4 6.9 6.4

- Ores 1.2 1.1 1.2 1.1

- Non-ferrous metals 1.5 1.3 1.3 1.3

- Fuels 6.3 4.9 4.4 4.0

Manufactures 80.5 81.6 82.1 83.0

- Chemicals 7.0 7.3 7.7 8.0

- Textiles 2.0 2.1 2.0 2.1

Iron and steel 2.0 1.9 1.7 1.9

- Other semi-manufactures 7.2 7.3 7.5 7.6

- Power generating machinery 4.1 4.0 4.1 4.4

- Agricultural machinery 0.9 0.8 0.8 1.0

- Office machinery 4.2 4.6 4.9 4.9

- Other non-electric machinery 9.1 8.3 7.8 8.1

- Telecommunications apparatus 2.2 2.3 2.4 2.5

- Other electric machinery 8.4 8.8 8.8 8.9

- Automotive products 19.1 19.6 19.1 19.2

- Other transport equipment 2.0 2.3 2.2 1.4

- Furniture 1.0 1.1 1.3 1.3

- Travel goods and bags 0.2 0.2 0.2 0.2

- Clothing 2.1 1.9 2.0 1.9

- Footwear 0.6 0.6 0.6 0.5

- Other miscellaneous manufactures 8.4 8.7 9.0 9.0

Other 2.6 3.2 3.2 2.8

Source: UNSTAT, Comtrade database.
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(4) Outlook

61. A gradual economic recovery is expected for 1994, with rising productivity and subdued
inflationary pressures. Real GDP growth is projected to accelerate in 1994 to a rate of between 3 and
3.9 per cent from 2.4 per cent in 1993, though the upturn is expected to be modest by historical
standards. In the 1994-95 Budget planning assumptions, the Government estimates that real GDP will
grow by 3 per cent in 1994 and 3.8 per cent in 1995 (Table I.8).

Table 1.8
Economic assumptions for fiscal planning
(Per cent change and per cent)

1993 1994 1995

Nominal GDP 3.3 3.9 5.2

Real GDP 2.5 3.0 3.8

Employment 1.2 1.4 2.5

Unemployment rate (per cent) 11.2 11.1 10.8

Consumer price index 1.8 0.8 1.3

GDP deflator 0.8 0.9 1.4
90-day commercial paper rate (per cent) 5.0 4.5 5.0

Long-term government bond rate (per cent) 7.2 6.4 6.1

Source: Government of Canada, The Budget Plan, February 1994.

62. In the short term, sustained export-led growth seems set to continue. Canadian export markets
(mainly the United States) are expected to expand rapidly, while improved competitiveness should allow
Canadian exporters to gain market shares while restoring profit margins. Exports ofgoods and services
are expected to grow by 8.4 per cent in 1994. By contrast, domestic expenditure is likely to strengthen
only gradually.45 Employment is expected to strengthen, but further declines in unemployment are
likely to be slow (as the cyclical fall in labour-force participation can be expected to reverse). The
current account deficit is expected to narrow following recent improvements in competitiveness as a
result of the real depreciation of the Canadian dollar, but will probably remain substantial. Inflation
is expected to remain low, partly because there is still substantial excess capacity in the economy.
Commodity prices are expected to rise with the recovery in the world economy. This will improve
Canada's terms of trade, as commodities account for roughly 50 per cent of Canada's merchandise
exports; indeed, the terms of trade had already shown improvements in 1992 and 1993.

63. These prospects depend heavily on the international economic environment, in particular, on
the pace of recovery in the United States, Canada's major export market, as well as on success in
controlling federal and provincial budget deficits. Provincial governments fiscal balances are expected
to improve; however, the possibilities for a major reduction in the federal deficit still appear to be
constrained by high unemployment; over the medium-term, high levels of unemployment will act both
as a drain to the social security budget and a constraint on personal income tax growth. Productivity
gains are expected to stem from further reductions in trade barriers resulting from the implementation
of NAFTA and the Uruguay Round Agreement, while removal of barriers to inter-provincial trade
would also make a valuable contribution to increasing the competitiveness of the Canadian economy.

45Despite lower interest rates and substantial pent-up demand following the recession, consumer confidence
may be slow to recover as unemployment remains high, and low capacity utilization appears to damp investment
growth. Household spending is expected to lag behind the pace of expansion.
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Il. TRADE POLICY REGIME: FRAMEWORK AND OBJECTIVES

(1) Overview of Developments since the Previous Review

1. Canada's basic trade policy régime has not changed since the last review. Foreign trade and
trade-related matters continue to be defined in a body of laws and regulations which were described
in the previous two TPRM reports on Canada. The institutional framework under which trade policy
is formulated and implemented also remains the same.

2. One major recent development affecting foreign trade in Canada is the conclusion of the North
American FreeTrade Agreement (NAFTA) and its ratificationby theCanadian Parliament inJune 1993.
The implementation ofNAFTA began on 1 January 1994. A second major development that will have
a considerable impact on Canada's trade is the conclusion of the Uruguay Round negotiations and the
establishment of the World Trade Organization (WTO). Canada signed the Agreement on 15 April 1994,
and is preparing for its implementation from 1 January 1995. Over the past two years, Canada has
also continued the development of closer trade and investment links with Asia and Oceania through
the Asia-Pacific Economic Cooperation (APEC) forum.'

3. On the domestic side, a number of changes have been implemented in trade legislation. These
partly result from amendments to trade regulations in order to implement the NAFTA and other
autonomous adjustments. For example, in the 1994-95 Budget, the Government announced a new
initiative to simplify and streamline the Canadian tariff, including the reduction of tariffs on imported
inputs used by producers in Canada. The Department of Finance has, in this connection, embarked
on a three-year comprehensive review of the tariff structure. The changes are also expected to lessen
the regulatory burden and associated costs to both the business community and the government by making
the tariff system simpler, more transparent and predictable. The review will include an examination
of such issues as the reduction or removal of m.f.n. duties on manufacturing inputs and the adoption
of a simpler tariff rate structure (Chapter IV).²

4. Another important development on the domestic side concerns negotiations between the federal
and provincial governments aimed at eliminating inter-provincial trade barriers. These restrictions
are not, in principle, directed against imports from foreign countries, but may indirectly affect them,
positively and negatively (Chapter IV), including throughtheir impact onthe Canadianeconomy overall.

(2) Structure of Trade Policy Formulation

5. There have been certain organizational changes since the last review in the main executive
bodies of the Canadian Administration. The Department of Foreign Affairs and International Trade
remains the main government agency responsible for formulating and implementing Canadian trade
policy.

'The members ofAPEC are Australia, Brunei, Canada, China, Chinese Taipei, Hong Kong, Indonesia, Japan.
Republic of Korea, Malaysia, Mexico, New Zealand, Papua New Guinea, the Philippines, Singapore,Thailand
and the United States.

²Communication by the Government of Canada (GATT document L/745 1 of 6 May 1994). As part of the
tariff review exercise, the Government proposed the reduction or removal of customs duties on a wide range
ofindustrial inputs (around 1,500 items), which would beundertaken after consultation with the Canadian industry
(Financial Times, 24 February 1994).
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6. As a result of reorganizations of the federal government departmental structure, which in 1993
reduced the number of departments from 32 to 22, the rôle and functions of a number of departments
have changed. For example, foreign investment issues, formerly held by Investment Canada, have
been taken over by the Department of Foreign Affairs and Trade. The Department of Industry, Science
and Technology was renamed the Department of Industry and was strengthened to reinforce its rôle
as the government's main microeconomic department.

(i) Federal and provincial responsibilities

7. The formulation of Canada's trade policy is a federal responsibility. The Government is
committed to close consultations with the provinces and territories on international trade matters.³
Certain activities, such as support programmes for industry and agriculture, by provincial authorities,
may indirectly affect foreign trade. These are discussed further in relation to specific products in
Chapter V.

8. According to the Canadian Government, the decision on whether a measure is properly a subject
of provincial or federal legislation depends on whether it is directed at importation, or merely affects
it.4 In several cases, the jurisdiction of the federal and provincial governments authorizes them separately
to formulate and implement policies which may affect trade, such as income support, price stabilization,
credit subsidization, marketing boards, standards, health and safety requirements, and tax concessions.
When Canada enters into international agreements regarding subjects which fall within provincial
jurisdiction, provincial cooperation and agreement is required.

9. Responsibility for agricultural policies is shared between federal and provincial governments.5
For example, cereals are assisted by federal-provincial stabilisation programmes and federal transportation
subsidies; livestock production is mainly assisted by stabilisation programmes, funded by the federal
and provincial governments and producers. Supply-managed products (milk, poultry and eggs) are
regulated by production quotas. Provincial marketing agencies set prices for these products and imports
are controlled by quotas (Chapter V). Trade barriers appear to impede inter-provincial trade in many
agricultural products.

(ii) Barriers to inter-provincial trade

10. Although Canada does not impose measures directly affecting foreign trade on the basis of
provincial boundaries, nor does it have any specific authority to do so in its trade remedy laws, some
provincial regulations create barriers to trade between Canadian provinces.6 Inter-provincial trade

³In recent years, for example. during the NAFTA and the Uruguay Round negotiations, the level of
federal-provincial consultation on trade issues has been unprecedented.

4Constitutional rules and judicial decisions in this field are complex. There is considerable scope for the
provinces to pursue their own objectives in trade-related areas, with the result that federal and provincial jurisdiction
tends to overlap.

5OECD (1993b).

6There is no specific authority to apply measures affecting imports or exports by a province; however, the
Special Import Measures Act allows the application of anti-dumping and countervailing duties to imports into
a regional market. A regional market which has been the subject of several anti-dumping injury findings has
been the province of British Columbia.
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barriers have become a major problem for Canada, hampering economic growth and job creation, as
well as reducing competitiveness of Canadian-based firms.7 The Canadian Manufacturers' Association
noted that inter-provincial trade within Canada is affected by around 500 trade barriers, ranging from
preferential procurement practices to non-harmonization of standards and environmental regulations.
A study done by the Federal Government estimates that procurement policies ofprovincial governments,
their municipalities and other agencies which restrict inter-provincial trade cost taxpayers across Canada
about Can$4 billion a year.8 In some cases, for example on beer, foreign access to the Canadian market
may be more liberal than provincial trade.

11. In 1987, a Committee of Ministers for Internal Trade (CMIT) was established to propose
measures to remove inter-provincial trade barriers. This process has so far led to agreements on beer
marketing and government procurement. For example, the beer marketing agreement provided for
the elimination of discriminatory provincial listing and pricing practices, while the agreement on
government procurement committed provincial governments to open tendering among national suppliers
of goods-procurement contracts above a minimum threshold (Can$25,000) and included provisions
for a dispute-settlement process.9

12. Negotiations are under way between the federal, provincial and territorial governments to continue
eliminating barriers to the free flow of goods, services, people and capital within Canada. According
to the Government, these negotiations are designed to reduce the cost of doing business in Canada
and to reduce the cost to taxpayers of the myriad regulations preventing free trade among provinces.
An internal trade agreement was signed on 18 July 1994. The proposed Internal Trade Agreement
is broad in scope, addressing 11 major sector and issue areas.10 Some other potential trade barriers
are also being reviewed bilaterally between provinces.11

7Hart (1994).

8The study concludes that this amount represents the extra charges paid by provincial governments and agencies
to buy goods and services at higher prices because provincial restrictions prevent the governments and agencies
from going to other provinces to make purchases at lower prices (The Globe and Mail, 4 May 1994).

9For example, in November 1993, Quebec and New Brunswick reached a bilateral agreement that opens
their government procurement to mutual bidding. The agreement applies to the purchase, lease or rental of goods
worth Can$25,000 or more, services valued at Can$200,000 or more and the supply of construction materials.
However, the deal excludes power utility contracts, municipalities, universities, schools and hospitals.

10 These include government procurement, agricultural and food products, alcoholic beverages, environmental
policy, consumer standards, technical standards, labour mobility, investment, communications, transport and
energy policy.

11In December 1993, Quebec and Ontario agreed to open negotiations on a protocol to eliminate bilaterally
trade barriers between the two provinces. This followed a dispute originally centred on the restrictions imposed
by Quebec on access to its construction sector. A trade agreement between the two provinces was signed in
May 1994, solving this issue as well as liberalizing government procurement practices.
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(iii) Advisory and independent review bodies

13. No statutory body, independent of any government ministry, has the authority to conduct periodic
and public reviews of trade policy in Canada. Such reviews were carried out by the Economic Council
of Canada, which was abolished in February 1992 for budgetary reasons.'

14. The Canadian Government has established a permanent advisory committee system, which
is to provide an on-going, confidential. two-way flow of information and advice between the Govermnent
and the private sector on international trade matters. The advisory committee system has two principal
components. The first, the International Trade Advisory Committee (ITAC), has multi-sectoral terms
of reference on all international trade matters. including issues relating to trade policy. market access
and trade development. The second component consists of 15 Sectoral Advisory Groups on International
Trade (SAGITs) interacting with the Government to ensure sectoral views are taken into account on
international trade matters.13

15. The Government can also consult with other independent bodies on an ad hoc basis to get advice
on certain topics of importance to the country. For example, from February 1994, the Government.
in a new foreign policy review process to be conducted annually, assembled 120 experts from various
universities. companies and voluntary agencies to make a complete review of Canada's foreign relations."4

(3) Trade Policy Objectives

16. The general objectives of Canadian trade policy have not changed since the last Trade Policy
Review. These objectives are the development of a stronger, more competitive. non-inflationary domestic
economy. and the promotion of a more stable, rules-based and open international trading environment.
Within this context, the principal trade policy objectives pursued by Canada in the past two years have
been the completion of the Uruguay Round and the NAFTA.

17. Current and future trade priorities for the Canadian Government include challenges in a number
of areas such as the implementation of the World Trade Organization (WTO), the expansion of the
NAFTA and further discussions in working groups concerning trade remedy laws on anti-dumping,
subsidies and competition issues in the NAFTA context. Another objective for Canada is to extend
and intensify trade relations with countries in the Asia-Pacific region through, inter alia, the Asia-Pacific
Economic Cooperation (APEC) forum, and with countries in Latin America.

12Under Sections 18 and 19 of the CITT Act, the Government may have the CITT inquire into any trade
matter which could include a public review of trade policy. The CITT has conducted inquiries on trade and
tariff matters under these sections. The CITT also publishes staff papers on trade issues. The Economic Council
of Canada did not have an explicit trade policy review function but could undertake whatever study it felt
appropriate on economic matters and did produce a number of trade-related studies.

13Members ofthe ITAC and SAGITs are appointed by the Minister for International Trade. ITAC comprises
approximately 40 members from the business, labour, consumer. cultural, research and academic communities.
Membership of each SAGIT should be broadly representative of the specific sector, with the size and composition
of each group depending on the sector.

14The Economist. 16 April 1994. A report is to be delivered to Parliament in October 1994; the Government
will publish a policy paper in late 1994 or early 1995.
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18. According to the Government, improvements in international trade rules have been vital to
Canada's prosperity over the years, and remain fundamental objectives of Canadian trade policy, Canada
will, therefore. continue actively to pursue a better international trading framework at every appropriate
opportunity, including through the expansion of the NAFTA free-trade area to other countries in the
region and elsewhere.

19. The Government is ofthe view that the central challenge of Canadian trade and economic policy
in the late twentieth century is to develop a more dynamic and focused trade agenda based on a strategic
assessment of Canadian interests 15 The first part of this more strategic approach to trade policy is
to target Canada's global economic priorities more clearly. mainly with respect to markets for Canadian
exports (in the United States, Europe, Latin America and the Pacific Rim) by securing further access
to traditional markets while actively expanding economic linkages with high-growth markets overseas.
The second part of this strategy is to devise ways to target government programmes and resources
more effectively. to assist Canadian companies. Of particular concern is the rôle of small and
medium-sized enterprises, which have the potential to be the growth engines of the future but currently
lack the critical mass. the financial resources. or the technical expertise to penetrate foreign markets.
Finally. the third element in the new strategy is to foster a domestic economic environment conducive
to exported growth. In this respect, regulatory and tax policies that unnecessarily inhibit export sectors
and restrictions that block constructive international investment are to be revised.

20. According to the Government. Canada's tariffpolicy is undergoing a rapid evolution as a result
of government initiatives such as regional free trade agreements and multilateral trade liberalization
agreements. There have also been recent unilateral tariffchanges. ` It is recognized by the Government
of Canada that the tariff régime continues to be an important element of economic, trade and industrial
policies. affecting the competitive position of Canadian firms both domestically and internationally.

21. Trade in certain sectors of the Canadian economy, such is agriculture, transport equipment
and textiles. is governed by specific rules (Chapter V provides a detailed analysis by sector). For
example. trade policy in the agricultural sector aims at supporting the goals of market responsiveness.
self-reliance. environmental sustainability. and regional sensitivities.

22. A broad range of laws and regulations has been implemented over time to meet Canada's
agricultural trade policy objectives. These include the Farm Income Protection Act (providing for
the creation of the Gross Revenue Insurance Programme. GRIP. and the Net Income Stabilization
Account. NISA). the Farm Products Marketing Agencies Act. the Canadian Dairy Commission Act.
the Canadian Wheat Board Act. the Western Grain Transportation Act. the Special Income Assistance
Programme, the Farm Support and Adjustment Measures. and the Cash Flow Enhancement Programme.17
A description of recent developments under this legislation is given in Chapter V.

15Address by the Honourable Roy McLaren. Minister for International Trade, at the Canadian Luncheon
in Davos, Switzerland. 29 January 1994.

16These are, for example. the unilateral reductions in m.f.n. tariffsona range oforiginal equipment automotive
parts and the extension of Canada's General Preferential Tariff until 30 June 2004.

17According to Canadian authorities. agricultural support. programmes aim to provide income protection rather
than to influence particular commodity prices.
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23. The Agri-Food Policy review, which began in 1989. involving federal and provincial governments
in co-operation with producers and processors, continued in recent years with the main focus on supply
management and grain transportation. A. Regulatory Review Panel recommended in November 1992
the elimination or partial removal of certain regulations pertaining to food and inspection and to the
grains and oilseeds sector. Also in 1992, the federal and provincial governments agreed to reduce
inter-provincial barriers to trade in agriculture and processed food products by reducing technical barriers
through the adoption of common standards across all provinces.

24. Canada's basic objectives in the fisheries sector are to provide forth conservation, development
and sustained economic utilization of the country's resources in marine and inland waters. 18 The fisheries
sector is governed by 15 Acts of Parliament. Inter-provincial and international trade in fish, including
importation, is governed by the Fish Inspection Act. The aim of this legislation is to ensure the
production of safe and wholesome fishery products.

(4) Trade Laws and Regulations

25. Canada's trade policy continues to be governed by the array of laws described in the reports
presented for the first and second Trade Policy Reviews in 1990 and 1992 (Annex Il. 1).19 Four main
statutes govern foreign trade in Canada: the Customs Tariff. the Customs Act, the Exports and Imports
Permit Act. and the Special Import Measures Act.20

26. Over the past two years, a number of amendments were made to certain trade regulations to
implement Canada's obligations under the NAFTA. To implement the phased elimination of customs
duties under NAFTA, schedule I of the Cusioms Tariff (which sets out the rates of duty applicable)
was modified. While maintaining current m.f.n., GPT and U.S. Tariff rates, the new schedule I
introduces the "Mexico Tariff"(for goods originating in Mexico) and the 'Mexico-United States Tariff"
(for goods jointly produced in Mexico and the United States). The Customs Act was also amended
to implement new provisions of a number of customs procedures such as corrections to declarations
of origin, marking of goods. importers and exporters' records. origin verification. advance rulings.
and drawback and duty deferral.

27. A number of other regulations have also been (or are in the process of being) amended under
the NAFTA Implementation Act to accommodate Canada's commitments. These cover general trade
issues such as trade remedies under the Canadian International Trade Tribunal Act as well as specific
aspects, such as those under the Distilled Spirits for Bottling in Bond Remission Order, which eliminates
the Canadian restriction requiring distilled spirits imported in bulk from the United States or Mexico
to be blended with Canadian spirits. The Act also amends other regulations such as the Canadian Wheat
Board Act. to permit unrestricted imports of wheat from Mexico.

18The Atlantic Groundfish Strategy, a labour adjustment programme designed for people employee in the
Atlantic fishing industry, will tie income support for displaced fishermen and plant workers with job counselling,
training. skills development and other programmes. The strategy is aimed at improving the employability of
individuals in sectors outside the fishing industry. The labour adjustment components will include, among others,
training, self-employment assistance. and mobility assistance (Chapter V).

19See GATT (1990) and GATT (1992).

20An explanation of these and other trade-related regulations is given in the TPRM report presented by the
Government of Canada for the 1992 review (GATT, 1992. Vol. 11).
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(5) Trade Agreements

28. An important feature of Canada's external policies has been the negotiation of trade agreements
to liberalize trade and establish mechanisms for settling disputes, with the aim of encouraging
improvements in competitiveness and making trade relationships more secure and predictable. Over
the past two years, Canada has pursued these objectives through a two-track approach: multilaterally
through the GATT and the Uruguay Round and regionally through the NAFTA with Mexico and the
United States.

29. The more stable, rules-based multilateral trading system resulting from the Uruguay Round
and the establishment of the World Trade Organization should benefit the Canadian economy overall'
Direct economic benefits for Canada are expected to result from improved market access in foreign
countries, as well as from a better allocation of resources in Canada facilitated by a reduction of
distortions in the domestic market. The cuts in tariff and non-tariff barriers in foreign markets should
help sustain the current export-led economic recovery.

30. All Canada's trading partners that are signatories to the GATT, or with which Canada has
negotiated bilateral trade agreements. are given m.f.n. treatment. Countries that do not receive m.f.n.
treatment include Albania, the Democratic People's Republic of Korea, Libya, Mongolia and Oman
(Chapter IV). Imports from these countries are subject to the payment of the General Tariff rate, which
is set at 35 per cent under Section 46 of the Customs Tariff.

(i) Canada and the Uruguay Round

31. Canada has demonstrated its firm commitment to the multilateral trading system through its
active participation in the Uruguay Round. It was one of the main players in the negotiations, having
aprominent rôle in areas such as agriculture. services, intellectual property, and trade-related investment
measures, in addition to promoting fairer and more equitable GATT rules and a stronger institutional
framework for world trade. Subject to approval by its Parliament, Canada has accepted fully the results
of the Uruguay Round. The Government is currently considering amendments to some 28 Federal
Statutes (Acts) to accommodate the implementation of the Uruguay Round results in domestic legislation

32. It is expected that legislation to implement the results of the Uruguay Round will be considered
by Canada's Parliament in the fall of 1994. The legislation will take the form of an omnibus bill (as
was used for the FTA and NAFTA). Parliament will be asked to approve legislation to implement
the agreement in its entirety. Provincial governments may have to modify certain laws and regulations
in areas that are under theirjurisdiction, particularly in the services sector. In the negotiations, Canada

21In the short and medium term, it is likely that certain sectors of Canada's economy, mainly those which
were relatively heavily protected and isolated from import competition, will be under pressure to adapt to new
market conditions. In the long term, all sectors will benefit from a more stable, and predictable trading
environment.

22These are, for example, the Customs Tariff, Customs Act, Export and Import Permits Act, Special Import
Measures Act, Canadian. International Trade Tribunal Act, Agricultural Products Marketing Act, Canadian Wheat
Board Act, Western Grain Transporation Act, Investment Canada Act and the Patent Act.
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made no commitments in areas requiring changes in provincial legislation without first gaining the
approval of the provinces.23

33. The successful conclusion of the negotiations was a priority for Canada. In the negotiations,
Canada pursued five major objectives, which were: to improve overall market access for Canadian
goods and services, to bring agricultural trade under the General Agreement, to develop rules for new
issues such as trade in services and trade-related aspects of intellectual property and trade-related
investment measures, to achieve fairer and more equitable GATT mules, and to make the GATT's
institutional framework stronger. Canada also pressed for (and obtained) provisions in the Subsidies
Agreement which. would allow Canadian provinces to continue providing regional development subsidies
and applying generally available subsidies within their jurisdiction without the risk of countervail.

34. As amember ofthe Cairns Group, Canada worked for a substantial reduction intrade-distorting
agricultural policies, although it wished to retain its supply management programmes covering milk,
eggs and poultry. under reinforced and clarified GATT provisions.

35. Under the Uruguay Round Agreements, Canada has agreed to eliminate all tariffs in a number
of key sectors and to reduce remaining tariffs by an average of 40 per cent over the next five to ten
years.24 The Canadian Government estimated that customs import duties in 1995-96 will be about
Can$200 million lower as a result of the tariff reductions under the Uruguay Round Agreement.

36. Canada has also accepted to replace its import quota restrictions on certain agricultural
commodities, such as dairy, eggs and poultry, by tariff rate quotas (Chapter IV). The above-quota
tariffs are scheduled to decrease annually over a six-year period (by 15 per cent overall), at the end
of which they will still be very high.25 According to the Government, the purpose of these high
above-quota tariffs is to provide sufficient protection to allow supply management systems to continue
to operate effectively. At the same time, minimal access for imports during the transition period has
been accepted.26 For the supply-managed commodities, minimum access opportunities are not expected
to result in an increase in imports from current levels, except for butter and ice cream.

37. The timing of export subsidy cuts in agriculture, agreed in the Round, is slower and less extensive
than Canada would have preferred. Canada was also disappointed that there was no support, in other
countries, for a strengthened and clarified Article XI. However, the Uruguay Round Agreement to

23The provinces were fully consulted and involved in developing the objectives and negotiating positions for
the Round. This consultative process will continue as the agreements of the Uruguay Round are implemented.

24Tariffs will be eliminated on all paper and paper products, pharmaceuticals, beer, some spirits, steel,
construction equipment, agricultural equipment, medical equipment, office furniture and toys. Tariffs on chemical
products and a wide range of non-ferrous metals will be reduced and harmonized at low rates.

25By 1995, the tariff equivalents will be as high as 351 per cent for butter, 289 per cent for cheese and
283 per cent for milk. These rates willbe reduced to reach (in the year2001) 299 per cent for butter, 246 per cent
for cheese and 241 per cent for milk. The Government has announced that the deal would mean the status quo
for the supply management system, no price breaks for consumers and no loss of income for farmers (The Globe
and Mail, 16 December 1993).

'According to a Press Conference given by Ministers Ouellet, Goodale and Manley on 15 December 1993,
the Government intends to preserve its supply management system for the dairy and poultry sectors.
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tariffy previous import restrictions has, according to the authorities, allowed Canada to preserve the
integrity of its supply management system in the dairy, poultry and eggs sectors.

38. On the other hand, Canada expects the Uruguay Round to stimulate its economic growth through
increased exports, in particular by lowering tariffs and non-tariff barriers worldwide, and to provide
improved multilateral rules in areas vital to Canadian competitiveness.

39. In the area of anti-dumping rules, Canada will amend its legislation so that price undertakings
would only be accepted after the preliminary determination of dumping and of injury caused by such
dumping.

40. With respect to the "new areas", such as intellectual property, Canada already provides a high
level of protection to holders of intellectual property rights. In anticipation of the Uruguay Round
results, Canada revised its legislation ina number of Intellectual Property areas, such as pharmaceuticals
(Chapter IV). As a result, Canada will generally not need to make significant changes to its intellectual
property laws. The main exception is that it will need to institute broader protection for the geographical
indications relating to Canadian and foreign wine and spirits. Similarly, according to the Canadian
Government, investment legislationand practice is generally inconformity with the provisions included
in the Agreement on Trade-Related Investment Measures (TRIMs) and, as such, no major regulatory
change is required to meet the obligations contained in this Agreement.

41. The Canadian Government has undertaken an environmental review of the implications of the
Uruguay Round Agreement. The review was conducted by an inter-departmental comrnittee, comprising
representatives of the Departments of Foreign Affairs and International Trade, Agriculture, Environment
and Finance. The principal purpose of the review was to identify the extent to which the results of
the Uruguay Round were consistent with the federal government's commitment to protect the environment
and promote sustainable development. The conclusions of the review are that, in general, the direct
impact on the environment of the agreements on agriculture, technical barriers to trade, subsidies and
countervailing measures, the application of sanitary and phytosanitary measures, trade in services, and
the dispute settlement system, will be positive and small in Canada. With respect to implications for
Canadian environmental policy making, the review found that the agreements assured the right of
Canadians to choose the levels of environmental protection that are most appropriate for Canada.27

(ii) Regional and bilateral agreements

The Canada-United States Free Trade Agreement (FTA)

42. The Free Trade Agreement between Canada and the United States provides for the phased
elimination of tariffs between the two countries over a ten-year period. On 1 January 1993, duties
on all goods included in the five-year duty phase-out programme were eliminated and duties on goods
in the ten-year programme were reduced to half the rate in force on the introduction of the Agreement. 28

43. There have also been three rounds of accelerated tariff cuts. The first round of early tariff
eliminations (made in response to industry requests) was implemented on 1 April 1990, and included
more than 400 tariff items covering about Can$6 billion iri two-way trade. The second round was

27Government of Canada (1994b).

28Under the FTA, all tariffs between the parties are to be eliminated by 1998. For a description of the FTA
see the previous TPRM reports on Canada and the United States (GATT, 1990 and GATT, 1992).
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implemented on 1 July 1991 and eliminated tariffs on over 205 products with a bilateral trade coverage
ofsome Can$2 billion.29 The third round ofaccelerated tariff reductions went into effect on 1 July 1993,
eliminating duties on about 350 tariff lines with a two-way trade coverage of about Can$1 billion.
In this process, the Government consulted closely with Canadian industries. Further FTA tariff reduction
accelerations will be considered in the context of NAFTA acceleration negotiations.

44. On 1 January 1994, NAFTA succeeded the FTA and brought Mexico into an enlarged free
trade area. By mutual agreement, the FTA has been suspended for so long as both Canada and the
United States remain parties to NAFTA. The NAFTA retains the status quo ante of the FTA in the
fields of agriculture and energy. Outstanding agricultural questions, including the Canadian dairy
programme and U. S. export subsidies, were to be settled in the light of the Uruguay Round agreements.
In the manufacturing sector, the major change introduced by NAFTA is in the area of rules of origin,
where numerous changes were made, including more stringent requirements for textiles and automotive
goods, intended to ensure that the benefits of the Agreement are limited to North American production.
The NAFTA goes beyond the FTA in the areas of services, land transportation, intellectual property
and government procurement.30

45. There is evidence that the FTA has contributed to recent growth in bilateral trade.31 Recent
studies on the impact of the FTA on the Canadian economy indicate that, overall, the FTA appears
to have contributed to placing Canada in a better competitive position in industries vital to the country's
economic future.32 While there may have been a negative employment effect in some relatively
labour-intensive sectors, the industries expanding under the FIA are higher-value-added, higher-paying
industries (such as processed natural resources, high-technology industries and the business services
sector).

46. Bilateral trade between. Canada and the United States has expanded over the recent years, in
particular in the sectors liberalized by the FTA. In these sectors, Canada's merchandise experts to
the U. S. market increased by 33 per cent in value between 1988 and 1992, compared with a 2 per cent
increase in exports to the rest of the world.33 In the same sectors, Canada's merchandise imports from
the United States increased by 28 per cent in value, ahead of the 10 per cent increase in imports from
the rest of the world.34

29The second round included tariff changes recommended by the CIIT to eliminate tariff anomalies in FTA
tariff reduction schedules. The anomalies resulted from more rapid reductions on final products than on the
inputs used in those products.

30U.S. Chamber of Commerce (1993).

310ECD (1993a).

32Schwanen (1993). This has also been facilitated by the restructuring efforts of Canadian industry, whether
of its own accord or in response to the FTA. While recent depreciation cf the Canadian dollar has encouraged
exports, the net increase in Canadian exports to the United States is a clear trend over the entire 1988-94 period
(Chapter 1).

33This increase was widespread, but was particularly strong in non-rescurce-based manufacturing industries.

34The increase in manufactured imports from the United States was concentrated in processed food, clothing,
furniture, household furnishing and other household goods.
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The North American Free Trade Agreement (NAFTA)

47. The North American Free Trade Agreement (NAFTA), signed by Canada, Mexico and the
United States on 17 December 1992 35, was ratified by the Canadian Parliament in June 1993. Canada's
decision to participate in NAFTA appears to be expiained in economic terms both as a defensive move
to safeguard the gains of the FTA and as a positive effort to improve upon the FTA so as to create
new export opportunities. According to the Government, Canada's primary objectives in the NAFTA
negotiations were to secure better access to the Mexican market, safeguard and improve the gains made
in the FTA, and maintain Canada as an attractive investment location in North America.36

48. Before proclaiming the Agreement, the new Canadian Government expressed five concerns

about labour standards, trade-related environmental issues, the lack of clear definitions in the area of
countervailable subsidies, the lack of clear definitions and disciplines in the area of anti-dumping, and
protection of Canadian energy resources similar te that afforded to Mexico. The first two concerns

were resolved with the negotiation of side agreements on labour and the environment (Box II. 1). The
energy issue was resolved when the Canadian authorities made a unilateral declaration clarifying
obligations regarding energy resources. In December 1993, the three countries reached an understanding
concerning future work to seek solutions that would reduce the possibility of disputes regarding subsidies,
dumping and the operation of trade remedy laws.37

35GATT document L/7176, 1 February 1993.

36Canada's broad objectives in the NAFTA negotiations were: to establish an open access to Mexico's market
for Canadian goods and services, while allowing for tariffphase-out provisions and a safeguard mechanism which
reflected Canadian import sensitivities; to improve access to the U.S. market in such areas as financial services
and governmentprocurement; to improveconditions underwhich Canadianbusiness could make strategicalliances
within North America to compete better globally; to ensure that Canada remained an attractive place for foreign
and domestic investment; and to establish a fair and expeditious dispute settlement mechanism.

37Two trilateral working groups (on subsidies and countervailing duties, and on dumping and anti-dumping
duties) were established to build on the results of the Uruguay Round and on experience in regard to these issues.

Box 11.1: NAFTA's side agreements on labour and the environment

The NAFTA Agreement together with the side agreements came into effect in January 1994. The side
agreements concern labour and the environment. The accord en environment seeks to ensure that
economic growth is consistent with the goals of sustainable development. It creates a Commission on
Environmental Co-operation and a Joint Public Advisory Committee. Also agreed was a dispute
settlement mechanism, ultimately backed by fines and trade sanctions, available to a party which believes
that another party has demonstrated a persistent pattern of failure to enforce its national environmental
laws effectively. Canada agreed to make dispute settlement panel judgements on fines and remedial
actions automatically enforceable in its domestic courts; accordingly, trade sanctions may not be applied
vis-à-vis Canada.

The labour accord is intended to promote improved labour conditions and stronger enforcement of
national labour laws in the three, countries. It creates a Commission on Labour Co-operation and a
Secretariat to provide technical support. The labour accord also creates a dispute settlement mechanism,
similar to that of the environmental side accord, for cases of persistent non-enforcement of national
labour laws. Cases brought against Canada will aIso be enforceable through Canadian domestic courts.

Source: OECD (1994).
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49. Initial gains to the Canadian economy are likely to be modest.38 In addition, bilateral trade
with Mexico is still very small. The long-term gains to Canada are expected to be in industries producing
goods intensive in the use of skilled labour and capital.

50. Overall, the purpose of the Agreement is to create an expanded and secure market for goods
and services produced in the three countries, to ensure apredictable commercial framework for business
planning and investment opportunities, and to enhance the competitiveness of firms from the three
parties in global markets. Its objectives are to eliminate trade barriers, facilitate cross-bordermovement
of goods and services between the territories of parties, promote conditions of fair competition, and
provide equitable treatment for investment in the territories of members.

51. As in the case of the FTA, there is an article in NAFTA under which the three federal
governments shall ensure that all necessary measures are taken to give effect to the Agreement, including
its observance by state and provincial governments. However, not all provisions of NAFTA apply
to provincial or local governments. For example, the government procurement disciplines do not cover
provincial or local government entities.

52. The parties explicitly affirm their existing rights and obligations with respect to each other
under the GATT. However, in the event of any inconsistency between its provisions and those of
the GATT, the NAFTA provisions prevail, unless NAFTA provides otherwise. National treatment
(as defined in Article III of the GATT) is accorded to traded goods. Import prohibitions and restrictions
are also to be abolished between the parties, except to the extent permitted by GATT Article XI on
the elimination of quantitative restrictions.39

53. Under the Agreement, all tariffs on qualifying goods traded between Canada and Mexico will
be eliminated immediately or phased out over ten years, with two exceptions. Certain agricultural
goods in the dairy, poultry, egg and sugar sectors are exempt from the tariff-elimination provisions,
and the Mexican tariffon corn and dried lentils is being phased out over 15 years with respect toNAFTA
partners. Tariffs on qualifying goods traded between Canada and the United States will continue to
be subject to the tariff phase-out negotiated under the provisions of the FTA, with remaining tariffs
being eliminated by 1 January 1998. The Canadian Customs Tariff schedule also provides for an
additional column related to tariffs on goods jointly-produced in Mexico and the United States.40

54. The agriculture chapter in NAFTA includes two parts: general provisions which apply equally
to each Party and two sets of bilateral market access agreements (between Canada-Mexico and between
United States-Mexico). The three countries have agreed to general provisions covering domestic policies
and programmes that provide support to farmers, export subsidies, and sanitary and phytosanitary

38General-equilibrium models confirm that gains to Canada are likely to be modest. However, such models
do not capture possible dynamic gains from trade liberalization, so that the effects of NAFTA on the Canadian
economy may be higher than implied by general-equilibrium results (OECD, 1993a).

39Article III and XI of the GATT, including any interpretive notes, or any equivalent provision of a successor
agreement to which the three countries are party, are incorporated into and made a part of the NAFTA.

40Currently, U.S. goods assembled or processed in Mexican plants do not meet the origin requirements under
the FTA and consequently do not qualify for the preferential FTA rate. Also, these goods may not be eligible
for the developing country GPT rate, as there is insufficient Mexican content. Under NAFTA, the base rate
(i.e., the starting point for calculating tariffreductions) for these goods will either be the m.f.n. rate or the higher
of the GPT or the FTA rates.
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measures that affect trade in agricultural products. Market access for agricultural products between
Canada and the United States will continue to be governed by the FTA provisions. In general, non-tariff
barriers to agricultural trade will be converted to tariffs or tariff-rate quotas to be eliminated over the
transition period. Neither Canada nor the United States has moved to harmonize domestic support
measures.

55. Tariff reduction schedules of 0, 5, 10 and 15 years apply to defined product groups in
U.S.-Mexico farm trade. With respect to Canada-U.S. farm trade, the existing provisions of the FTA
generally continue to apply, providing for the removal of agricultural tariffs by 1 January 1998, and
allowing the United States to maintain its Section 22 quotas (dairy and sugar-containing products) on
Canadian exports. Canada retains its import quotas in support of supply management (poultry and
dairy). The FTA prohibition on the use of export subsidies on agricultural goods in bilateral trade
is maintained. Regarding third country markets, both the FTA and NAFTA require the parties to take
into account the interests ofthe other parties in the use of export subsidies on agricultural goods. Under
the Canada-Mexico market access agreement on agriculture, other than dairy and poultry which have
been excluded, Mexico has converted its import licence requirements to tariffs or tariff-rate quotas
to be eliminated over the transition period of up to 15 years, and Canada has eliminated its non-tariff
barriers immediately

56. During the transition period, a special safeguard provision will apply to sensitive products for
each country. Existing tariffs can be reimposed should imports exceed specified volumes. Canadian
products covered by the safeguard provisions include fresh, cut flowers and certain fruits and vegetables.

57. Other goods-related provisions of the Agreement include a series of arrangements and disciplines
relating to key sectors (automotive, textiles and apparel, energy, and agriculture): rules and procedures
governing domestic measures (standards-related measures, sanitary and phytosanitary measures, and
government procurement); provisions relating to the administration ofspecific national rules for review
and dispute settlement in anti-dumping and countervailing duty matters; provisions to facilitate
transparency through publication, notification and administration oflaws; and institutional provisions.
As already noted, the Agreement breaks new ground by including commitments in areas such as
investment; cross-border trade in services, including telecommunications, financial services and
temporary entry for business persons; competition policy, monopolies and State enterprises; and
protection and enforcement of intellectual property rights.

58. NAFTA extends to cross-border trade in services some ofthe basic obligations, such as national
treatment and most-favoured-nation treatment, which have long applied to trade in goods. However,
specifically excluded from this framework are social services provided by governments, basic
telecommunications and most maritime and air services. Each NAFTA country has two years to list
the State or provincial measures that do not comply with the rules and obligations of the services chapter
of the agreement but which the member country intends to retain. The agreement will also establish
a comprehensive, principles-based approach to financial services. These principles will include national
treatment, m.f.n. treatment, transparency and the "right of establishment".

59. NAFTA is the first free trade agreement to address certain trade-related aspects of domestic
and international environmental regulation. The Preamble to the Agreement confirms the parties'

41For imports from Mexico, the Canadian tariff on frozen boneless beef will be phased out over a five-year
period, with other beef tariffs ending immediately. Meat exports from Mexico will be exempt from the Canadian
Meat Import Act. Canada also removed, on implementation of the Agreement, import licence requirements on
Mexican wheat and barley and their products, and ended the prohibition on the import of Mexican margarine.
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commitment to environmental protection and conservation, as well as the promotion of sustainable
development. Provisions on standards-related measures and sanitary and phytosanitary measures refer
directly to the protection of the environment, while the provisions on investment state that no party
should be prevented from taking appropriate measures to ensure that investments are sensitive to
environmental concerns.42 Furthermore, parties are discouraged from lowering their environmental
standards to promote investment. Other provisions also relate to the enhancement and enforcement
of workers' rights, and improvement of working conditions in each member country.

60. The side agreement on Environmental Co-operation, concluded in August 199343, provides
for a comprehensive work programme, emphasizes co-operation throughout the agreement and retains
the integrity of domestic environmental law enforcement (Box II. 1). It complements the trade-related
environmental provisions in the NAFTA by addressing environmental law issues which may have an
effect on international trade and investment. This is accomplished through commitments related to
levels ofenvironmental protection, transparency, private access to domestic environmental enforcement
remedies; there is also provision for dispute settlement in respect of persistent patterns of
non-enforcement of environmental domestic law.44

61. The NAFTA provisions on investment include general obligations of national treatment, the
right ofestablishment, m. f. n. treatment (except for certain sectors and previous contractual agreements)
and the right to choose senior management without regard to nationality (Chapter III). Investment
performance requirements are prohibited. However, these obligations do not apply to existing
non-conforming federal laws or regulations listed in anAnnex (a negative list containing "grandfathered"
non-conforming measures).

62. The NAFTA agreement also contains provisions governing dispute settlement between the parties.
These provisions are summarized in Chapter VI.

(iii) Other agreements or arrangements

Bilateral trade agreements

63. According to the Government, the multilateral and regional approach (through the new WTO
and NAFTA) are not the only approaches available to Canada to expand its trade relations beyond
North America. Another policy could be to explore the prospects for negotiating bilateral free-trade
arrangements with selected Pacific Rim countries.45 However, so far, no such negotiations have been
initiated.

42Host countries are permitted to require that investors employ a particular technology to meet general
environment and health and safety standards, and may base the granting of investment incentives on location,
provision of jobs or training, or research and development performance within their territories.

43Two other agreements, the Agreement on Labour Co-operation and the Agreement on Import Surges, were
also concluded at that time.

44An important institutional precedent is set by the establishment of a tri-national Secretariat (Thomas and
Tereposky, 1993).

'Address by the Honourable Roy McLaren, Minister for International Trade, at the Canadian Luncheon
in Davos, Switzerland, 29 January 1994.
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64. Other bilateral trade agreements in which Canada has participated over the past two years are
aimed at guaranteeing m.f.n. treatment and have no preferential elements. Such negotiations cover
countries that are not members of the GATT. For example, in June 1992, Canada signed a bilateral
agreement with the Russian Federation on trade and commerce. The objective of this agreement was
to establish a framework of balanced rights and obligations and agreed rules for the conduct of trade
and commercial relations between Canada and the Russian Federation. It contains provisions on m.f.n.
treatment, disruptive trade practices and transparency of information. A similar agreement was signed
with Ukraine in March 1994, while negotiations on further agreements are under way with Estonia,
Latvia, Lithuania, Kazakhstan, Vietnam and Mongolia.

65. At the same time as promoting NAFTA accession, Canada is building other trade and economic
ties with Latin American countries. Agreements on foreign investment protection and double taxation
are being negotiated with countries in the region such as Argentina, Brazil and some Caribbean countries.

Canada's tariff preferences for developing countries

66. Canada's GSP system (known as the General Preferential Tariff or GPT) care into effect in
1974 for an initial ten year period and was subsequently extended until 30 June 1994. According to
the Government, its objective with respect to GPT treatment remains unchanged from that set when
the scheme was first established, i.e. to assist developing countries expand their exports through a tariff
preference that is generalized, non-discriminatory and non-reciprocal. Under the GPT scheme, over
180 developing countries are entitled to reduced Canadian tariffs covering a wide range of products.
Rates of duty on most eligible products are generally two-thirds of the corresponding m.f.n. rates.
Duty-free treatment for all GPT eligible products is granted for Least Developed Countries (LDCs).

67. The GPT system applies to all developing countries eligible for m.f.n. treatment, as well as
to most countries in Central and Eastern Europe. It covers most manufactured and semi-manufactured
goods. However, most textiles, apparel and leather footwear and certain steel products are excluded.

68. The country and product coverage ofCanada's General Preferential Tariff(GPT) has undergone
some changes in recent years. For example. GPT status was extended to Armenia, Estonia, Latvia,
Lithuania, the Russian Federation, Slovenia and Ukraine in April 1992. Subsequently, the GPT was
also granted to the remaining independent States of the former Soviet Union, effective on
26 November 1992. InMarch 1993, Cambodia, Liberia, Madagascar, Mozambique. Solomon Islands,
Zaire and Zambia were designated as Least Developed Countries (LDCs) for special treatment under
GPT.

69. In March 1994, legislation was passed by the Canadian Parliament to further extend the GPT
scheme for a ten-year period until 30 June 2004. With the conclusion of the Uruguay Round, the
Government is now conducting a full review of rates and product coverage with a view to reducing
rates and broadening product coverage. During 1994, consultations will be held with interested parties
(mainly Canadian manufacturers) on the possible expansion of GPT product coverage and reduction
ofGPT rates.46The Government ofCanada intends to exclude from the futureGPT scheme two products
that have been subject to on-going safeguard actions (rubber footwear and rubber inner-tubes).

46Least-developed countries already receive duty-free treatment for all eligible products. Expansion of GPT
to new products now excluded may benefit these countries.
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Annex 11.1
Canadian trade law statutes

The following are the principal Canadian laws which may affect trade:

Agricultural Products Cooperative Marketing Act
Agricuitural Products Board Act
Agricultural Products Marketing Act
Bank Act
Broadcasting Act
Canada Agricultural Products Act
Canada Business Corporations Act
Canada - U.S. Free Trade Implementation Act
Canadian International Trade Tribunal Act
Canadian Commercial Corporation Act
Canadian Dairy Commission Act
Canadian Wheat Board Act
Cape Breton Development Corporation Act
Combines Investigation Act
Constitution Act (1867)
Cultural Property Export and Import Act
Customs and Excise Offshore Application Act
Customs Tariff
Customs Act
Department of External Affairs Act
Department of Industry Science and Technology Act
Energy Administration Act
Explosives Act
Export Act
Export Development Act
Export and Import Permits Act
Feeds Act
Fertilizers Act
Financial Administration Act
Fisheries Act
Fish Inspection Act
Freshwater Fish Marketing Corporation Act
Food and Drugs Act
Game Export Act
Hazardous Products Act
Health of Animals Act
Importation of Intoxicating Liquors Act
Investment Canada Act
Investment Companies Act
Livestock and Livestock Products Act
Meat Import Act
Meat Inspection Act
Motor Vehicle Safety Act
National Energy Board Act
Plant Protection Act
Seeds Act
Western Grain Transportation Act

Source: GATT (1992), TPRM report of the Government of Canada.
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III. INVESTMENT POLICIES AND TRADE

(1) Legal Framework

1. The legal framework governing foreign direct investment in Canada is established by the
Investment Canada Act of 1985.' This legislation seeks to encourage investment that is expectcd to
contribute to economic growth and employment opportunities. Foreign investment is subject to review
in certain cases and specific restrictions exist on inward direct investment in the financial, broadcasting,
telecommunication, transportation, fisheries, and energy sectors. In addition, under the provisions
of this Act, new foreign investments are in general subject to notification requirements. Direct
acquisitions of business with assets exceeding Can$5 million and indirect acquisitions involving assets
exceeding Can$50 million are currently subject to review.2 Investments subject to review are required
to submit business plans indicating that they will yield a net benefit to Canada.3 There are no controls
on outward direct investment by Canadian firms.

2. Overall, there have been no major changes to Canada's foreign investment legal framework
over the past two years. Certain specific regulations were amended to implement Canada's commitments
under the NAFTA Agreement. New legislation currently being finalized will allow greater foreign
ownership in telecommunications.

3. Over the years, Canada has negotiated a number of investment agreements both to protect the
interest of Canadian investors abroad and to provide a rules-based approach to the resolution ofdisputes
involving foreign investors in Canada or Canadian investors abroad. For example, the
Canada-United States FTA included a comprehensive set of rules governing both inward and outward
investment. The NAFTA, building on this experience, includes a more integrated and extensive set
of obligations.4 According to the Government, one of Canada's principal goals in negotiating the NAFTA
was to ensure that Canada remains an attractive place to invest. The Agreement is expected to ensure
that investors in Canada, whether foreign or domestic. have secure access to North American markets
on the same basis as investors in Mexico or the United States.

4. With respect to future changes to the foreign direct investment environment, as part of the
final offer to the General Agreement on Trade in Services (GATS) negotiations, Canada has tabled
market access provisions for all GATS members. The effect of these changes would be to extend to
all GATS (or WTO) members the NAFTA investment thresholds (Can$153 million in 1994) for

¹The Act and other foreign investment provisions are described in the last TPRM report on Canada prepared
by the GATT Secretariat (GATT, 1992, pp. 3746).

2Foreign investment in "culturally sensitive" sectors (such as newspaper, magazine, periodical and book
publishing and distribution, film and video, audio music recordings, and music in print or machine readable form)
is subject to review regardless of size, whether the investment is to establish a new business or to make a direct
or indirect acquisition. The authorities note that no foreign acquisition ofa Canadian business has been disallowed
under the Act.

3Part of the review process involves the examination of the prospective investor's business plan. Approval
of the investment creates a legal obligation on the part ofthe investor to fulfil the business plan, which may include
commitments in specific areas such as research and development.

4For example, land, rail and specialty air transportation services, which were excluded from the FTA, are
covered by the NAFTA.
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investment in the services sector.5 The implementation of this agreement will require a number of
amendments to specific regulations such as the Investment Canada Act and the Investment Companies
Act.

5. There are no restrictions on outward investment by Canadians or Canadian residents. The
only restrictions currently maintained are related to Canada's international commitments. In support
of various United Nations resolutions, Canada has imposed country-specific investment restrictions
with respect to Iraq, Libya. the Federal Republic of Yugoslavia (Serbia and Montenegro), and Haiti.

6. Direct investment is promoted by the Federal Government through programmes such as the
Investment Development Programme and the Going Global Investment Programme. These programmes
assist companies engaged in inward and outward investment activities.

NAFTA's Provisions on Foreign Investment

7. The North American Free Trade Agreement (NAFTA) contains a number of provisions on
foreign direct investment (Box 111. 1). These provisions introduced certain changes to the approach
taken on investment, services and related matters in the Free Trade Agreement between Canada and
the United States (FTA), in a way that underlines the growing importance of foreign direct investment
and services in the process of international economic integration. NAFTA has gone beyond the FTA
by providing Canadian. Mexican and U.S. investors the right to third-party arbitration in
investment-related disputes between nationals of the three parties and the Governments or State enterprises
of the three countries.

8. NAFTA also extends the higher investment review thresholds provided to the United States
in the FTA, to Mexico.6 However, Canada did not commit itself to further liberalization of its investment
régime as a result of NAFTA, reserving all of the current provisions of the Investment Canada Act.
Canada maintained all restrictions on foreign direct investment in sensitive sectors of its economy,
such as air and maritime transportation, telecommunications. social services and cultural industries.
Furthermore, Canada's ability to review major takeovers remains unaffected (apart from the extension
to Mexico of the FTA-based higher review thresholds). The investment provisions of NAFTA did
not required major legislative changes in Canada's legislation.

9. UndertheCanada - United States FTA. the investmentreview threshold level for U.S. investors
was raised to Can$150 million by the end of 1992 for direct acquisitions and phased out entirely for
indirect acquisitions. Now, the threshold level is to be indexed to nominal GDP growth and inflation
in subsequent years. The 1994 threshold for reviewable direct investments by NAFTA investors is
Can$153 million, and reviewable investments over this threshold remain subject to a "net benefit to
Canada" test. NAFTA investors are subject to review under the Investment Canada Act for all investment
in the cultural industries sector, as well as under NAFTA sectoral provisions in the transport, uranium,
and financial services sectors.

5This provision does not include investment in services covered under separate sectoral agreements as part
of both NAFTA and GATT, such as transportation and research and development.

6Under the NAFTA, Canada has agreed to: extend to Mexico the benefit of the preferential higher review
threshold given to the United States under the FTA; extend to Mexico the FTA commitment not to review indirect
acquisitions; and increase the indexing factor to include real economic growth (as well as inflation) beginning
in 1995 (OECD, 1993a).
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Box III/1: Provisions on foreign direct investment of NAFTA

NAFTA's Chapter 1 1 provides comprehensive protection for tangible and intangible investment in the
industrial. service, and energy sectors in Canada, Mexico and the United States. The NAFTA definition
of investment includes minority interests, portfolio investment, and real property as well as
majority-owned or controlled investments from the NAFTA countries. In addition, the coverage extends
to investments made by any company incorporated in a NAFTA country, regardless of country of origin.

The national treatment provision of the Agreement stipulates that each party shall grant investors and
investments of another party treatment no less favourable than that it accords to its own investors.
National treatment prohibits the imposition of requirements that a minimum level of equity be held by
nationals as well as forced divestiture on the basis of nationality. In addition, NAFTA prescribes
most-favoured-nation treatment among the parties and in relation to third countries. These provisions
cover measures imposed at the federal, State, provincial and local levels. The general non-discrimination
standards are subject to reservations included in annexes to the Agreement.

The Agreement prohibits the imposition or enforcement of performance requirements on foreign
companies upon establishment and throughout the life on an investment. It lists the measures considered
to be performance requirements (e.g. export and/or import requirements, local content. domestic
purchasing, trade balancing, licensing of technology, exclusive sales. exchange control requirements).
Some performance requirements (e.g., local content, domestic purchasing, exchange and trade balancing)
are not allowed as conditions for granting subsidies or other incentives. However, the Agreement allows
the granting of incentives or advantages tied to the compliance with certain specific requirements, such as
training or employment of workers. construction or expansion of facilities and research and development.
No restrictions can be applied on the nationality of the senior management of NAFTA investmems.
However. the parties are entitled to require at a majority of the board of director be of a particular
nationality or reside in the territory of the party. so long as this does not undermine the investors'
capabilities to control their investments.

The agrement provides that all transfers of payments shall be made freely and without delay. Transfers
aredefined broadly to include profits, dividends. interests. royalties and management fees, as well as the
proceeds from the sale of all or any part of an investment. The agreement also deals with expropriation;
the parties are permitted to expropriate or nationalize only for a public purpose, on a non-discriminatory
basis with payment of prompt. adequate and effective compensation. Other aspects of the Agreement
include specific areas such as provisions on the settlement of disputes between private investors and any
of the NAFTA parties. cross-border trade in services, operation of State-sanctioned monopolies and State
enterprises. and regulation of temporary entry of people. The agreement also stipulates that all
investment in the territories of its parties should be undertaken in a manner sensitive to environmental
concerns.

Reservations against some of the core obligations contained in the investment and services chapters are
contained in seven annexes to the Agreement.

Source: United Nations (1993). World Investment Report.

10. Canada does not impose performance requirements on investors as a condition oftheir investing
in Canada. As under the FTA. the NAFTA prohibits the use of local content, local equity. import
substitution or export performance requirements. but goes further to bar world-product mandates. as
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well as the granting of incentives in exchange for several requirements.7 However, performance
requirements linked to environmental standards or employee training are permitted.

11. Provincial autonomy is safeguarded by allowing provinces to preserve restrictions within their
jurisdiction. Within two years of the date of entry into force of NAPTA, Canada will have to list any
existing measures to be maintained by each province and territory that do not conform to the NAFTA
obligations.8 Non-conforming measures of local governments may be maintained and do not have to
be listed.

(2) Foreign Direct Investment Policy

12. As noted in the previous TPRM reports on Canada, the Investment Canada Act of 1985 regulates
foreign investment in Canada.9 It is designed to encourage and facilitate investment in Canada. Foreign
investments are reviewed to determine the "net benefit to Canada" when direct acquisitions exceed
Can$5 million or when indirect acquisitions exceed Can$50 million. 10Indirect acquisitions ofCanadian
businesses with assets between Can$5 million and Can$50 million that represent more than half the
value of the entire transaction are also subject to review under the Investment Canada Act. Review
requirements also apply to all acquisitions and new business in activities related to Canada's cultural
heritage or national identity (including the publication. distribution and sale of books; magazines and
newspapers. films. music. video and audio recordings. and radio and television). The investment
review mechanism has not changed since the previous TPRN review in June 1992.

13. Generally. over the past two years. foreign investment restrictions have been liberalized in
order to attract foreign investment to Canada. For example, Canada has removed substantial foreign
investment restrictions in the oil and gas sector and has raised review thresholds for Mexico and the
United States.

14. Canada retains the right to limit foreign ownership in the privatization of State assets on a case
by case basis. 11In addition. the Canada Business Corporations Act stipulates that resident Canadians
must constitute a majority of directors for such companies to be defined as Canadians. Provinces may
also have restrictions for example, on foreign ownership of agricultural land.

Specifically. NAFTA bans performance requirements such as export performance requirements, minimum
domestic content. domestic sourcing. and import substitution requirements (also listed in the FTA) and the linkage
of subsidies to other requirements such - domestic content, trade balancing, and foreign exchange earnings.

8Measures of sub-national governments restricting investment and other aspects of trade in services had to
be reserved under the GATS without the benefit of such an extension ofdeclines (except for a six-month period
of grace for inscribing sub-national tax measures in national schedules).

9No singleagency is responsible for formulating investment policy in Canada. The three principal departments
which have direct responsibility for developing investment policy are Foreign Affairs and International Trade.
Industry and Finance. Review of foreign acquisitions is the responsibility of the Review Division of Industry
Canada.

19After the implementation of the GATS agreement. these levels will be raised to those applicable under NAFTA
(for service sectors).

11Up to date. companies subject to foreign ownership restrictions upon privatization include Air Canada.
Canada Development Corporation, Petro Canada Inc.. Canadian Arsenals Ltd.. ' Dorado Nuclear Ltd., Nordion
Ltd.. Theratronics Ltd.. and Cooperative Energy Corp.
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15. Canada also maintains restrictions on foreign ownership in particular sectors. Sectoral foreign
investment policy is imposed through a wide variety of instruments from public ownership to flexible
regulation and outright prohibition. Specific restrictions remain on foreign investment in the fishing
sector, where only Canadians or Canadian-controlled corporations are permitted to obtain the required
fishing licences. Canadian fish processing companies which have more than 49 per cent foreign
ownership are not permitted to hold commercial fishing licences. Most sector-specific restrictions are
in finance. energy. transportation, culture and communications,12

Finance

16. The financial sector in Canada has traditionally been divided in four sub-sectors according
to type of activity: banking, securities, insurance, and loan and trust operations.13 The entry and
expansion of foreign tanks is closely controlled by the Government through a system, of screening
and monitoring. For example, non-U.S. bank subsidiaries must obtain ministerial approval to open
more than one branch in Canada. Also, until recently, the Bank Act limited the proportion of shares
in a Canadian Bank which could be held by any resident or non-resident individual to 10 per cent and
by non-residents collectively to 25 per cent (the so-called 10/25 rule). Foreign banks were also limited
to 12 per cent of the total domestic assets ofthe Canadian banking system.34 Under the GATS agreement,
Canada accepted to eliminate the remaining significant foreign ownership restrictions in the financial
sector, including the 10 per cent individual and 25 per cent collective limitations on the foreign ownership
of Canadian-controlled, federally regulated financial institutions (e.g. trusts and insurance companies)
and the 12 per cent asset ceiling on the size of the foreign bank sector in Canada. The 10 per cent
maximum remains for any individual ownership (domestic or foreign) of Schedule 1 banks.

17. The securities sub-sector is under provincial control. Until rnid-1988. the most significant
restrictions on foreign investment in the securities business were imposed by Ontario, which regulates
Canada's largest capital market. Since then. non-residents have been permitted to acquire 100 per cent
ownership of securities firms. Foreign investment in insurance companies, loan and trust companies
are regulated by a variety of statutes, depending mainly on whether they are subject to federal or
provincial legislation. For example, under the Insurance Comparies Act, the Trust and Loans Companies
Act, and the Investment Companies Act, non-US foreign acquisition of a federally-chartered
Canadian-controlled company is limited to 10 per cent individuallyand 25 per cent collectively ofany
class of shares.

12According to the Government, many of the transportation, energy and communications sub-sectors are free
of foreign investment restrictions, although air transportation, nuclear power, uranium mining and basic
telecommunications are subject to significant restrictions.

13Although these distinctions have become less important as financial institutions are now allowed to diversify
their operations, they have been maintained for legislative purposes. Certain sectors are under federal authority,
others are under provincial control.

14The Canada-U.S. FTA expressly exempts U.S. controlled Canadianbank subsidiaries from the ceiling and
U.S. persons from the ownership restrictions.
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Energy

18. Sector-specific investment restrictions also apply in the energy sector (although, according to
the Government, many of them have been liberalized). U.S. and Mexican investments in the oil and
gas sector are reviewable according to thresholds established in the FTA and NAFTA rather than the
lower thresholds that apply to other investors.

19. In March 1992, restrictions affecting foreign investment in the oil and natural gas sector were
dismantled. The prohibition on the sale of "healthy" (financially sound) Canadian-controlled oil and
gas companies was abolished, although direct acquisitions by foreigners remain subject to review (the
net benefit test) above a threshold ofCan$5 million. The preferential review thresholds under the FTA
and NAFTA were extended to acquisitions in the oil and gas sector.15 The 50 per cent Canadian
ownership requirements for oil and gas production from Canadian lands under the Canada Petroleum
Resources Act was also abolished.

20. No measures prohibit or limit foreign investment in the electric and gas utilities sector. However,
the fact that many provincial governments own electric utilities which enjoy full or near monopolies
in their respective regions may limit the possibilities for foreign capital.

21. Foreign investment in the nuclear sector in Canada is tightly restricted. The only part of the
nuclear sector --which is not completely closed to foreign investment is uranium mining and processing.
Foreign ownership of uranium-producing products is limited to 49 per cent. Exceptions to the limit
are permitted if it can be demonstrated that effective control is Canadian, as defined in the Investment
Canada Act.

Transportation

22. Investment in the transportation sector in Canada has long been curtailed by two instruments:
government ownership of enterprises and regulatory requirements of Canadian ownership.16 While
the Government has privatized most of its holdings in transportation services, a few ownership restrictions
in air transportation persist. All acquisitions in the transportation sector worth more than Can$5 million
are first reviewed under the Investment Canada Act. Additionally, notification is required in certain
circumstances under the National Transportation Act of 1987.17 A limit of 25 per cent on foreign
ownership is maintained in companies engaged in commercial air transportation. The Canada Shipping
Act stipulates that, in general, cabotage is restricted to Canadian flag vessels. although there is no

15This implies that direct acquisitions of oil and gas companies by United States and Mexican investors are
now reviewable only when the value exceeds Can$153 million instead of Can$5 million.

16The entire transportation sector is expressly exempted from the investment provisions of the FTA. Canada
has reserved the right to require the prior approval of all federalIy regulated transportation acquisitions by foreigners
in its GATS schedule. However, according to the Governrment, this is not current practice.

17The review under this Act is carried out only if the acquisition is already approved under the ICA, the
acquisition is worth more than Can$10 million, an objection to the acquisition is filled by the public, and the
acquisition is a federally regulated transport business.
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restriction on foreign ownership of Canadian flag vessels. Under a number of regulations, there are
restrictions with respect to cabotage for bus and truck transport in Canada.18

Culture and communications

23. Investment Canada may review both new business and acquisitions of existing companies of
any size in areas involving "cultural heritage" or "national identity", with the purpose of ensuring that
investments are of net benefit to Canada. There are also limitations on the share of foreign ownership.
For example, foreign ownership in telecommunications and broadcasting is limited to 20 per cent.19
Most restrictions on foreign investment in basic telecommunications were introduced in the late 1960s.

24. In January 1992, the federal government revised its foreign investment policy in book publishing
and distribution. The revisions strengthened the government's capacity to apply the definition of what
constitutes a Canadian-controlled company through the incorporation of an anti-avoidance clause in
the Investment Canada Act. Foreign investment in new business enterprises in the sector is limited
to Canadian-controlled joint-ventures; acquisition of an existing Canadian-controlled business by a
non-Canadian is only permitted under extraordinary circumstances; successful non-Canadian bidders
for any Canadian cultural businesses are subject to a "net benefit" test under the Investment Canada
Act; and indirect acquisitions ofCanadian book businesses are reviewable under the same Act. Under
the new guidelines, Canadian publishing firms that fall into foreign hands as a result of indirect
acquisition will not have to be divested to Canadian control, provided that review of the investment
confirms a net benefit to Canada, in particular to the Canadian publishing industry.

25. In July 1993. the Canadian Government clarified its policy objectives with respect to the
periodical publishing industry. New guidelines under the Investment Canada Act state that investment
in a magazine by a non-Canadian already publishing in Canada is considered an investment to establish
a new business, and not the expansion of an existing business. Such investments are therefore subject
to notification and review under the Act.

26. The Investment Canada Act also permits special policies on foreign investment in the film
distribution sector. Takeovers of Canadian-owned and controlled distribution firms are not allowed;
investment to establish new distribution firms are only allowed for importation and distribution activities
related to proprietary products; and indirect or direct takeovers of foreign distribution firms operating
in Canada are allowed only if the investor undertakes to reinvest a portion of its Canadian earnings
in accordance with national and cultural policies.

(3) Trends in Foreign Direct Investment

27. Since 1990, the level offoreign direct investment inflows inCanadahas been declining, reaching
Can$3.2 billion in 1993 down from Can$6 billion in 1992 (Chart III. 1). On the contrary, Canadian
direct investment outflows have strongly increased in 1993, reaching a record level of Can$9.2 billion
up from Can$4.5 billion in 1992. The leading foreign investor (in terms of annual inflows) over the
last two years has been the United States.

18To undertake cabotage for domestic business purposes, the driver of a truck must be a Canadian citizen
or a landed immigrant. Foreign owned companies can operate in Canada by hiring such drivers.

19According the Government, undera new regulation currently being finalized, foreignownership in Canadian
telecommunications carriers will be allowed up to 33.3 per cent through holding companies.



Chart III.1
Direct investment flows in Canada, 1988-93
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28. It is not possible to attribute the declining trend in foreign direct investment inflows in Canada
to permanent factors, as annual direct investment flows may be very volatile. Data on the foreign
direct investment stocks show that these reached in 1993 almost Can$146 billion, continuing the upward
trend of the past several years. However, it is evident that Canadian direct investment abroad is

increasing at a higher rate than foreign direct investment in Canada. Between 1990 and 1993, foreign
direct investment into Canada increased by 11 per cent, whereas Canadian direct investment abroad
increased by 26 per cent (Table III. 1). The severity of the Canadian recession as well as the globalization

of Canadian firms contributed to these trends.
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Table III.1
Stocks of foreign direct investment in Canada, by country, 1990-93
(Can$ million)

United States United Other EU Japan Other Total
Kingdom

Foreign direct investment in Canada

1990 84,311 18,217 13,285 5.203 10,502 131,517

1991 86,481 17,058 14,306 5.691 12,460 13S,987

1992 88,468 17,543 14,297 5,866 12,730 138,924

1993 94,632 17,922 14,414 6,172 12,747 145,888

Canadian direct investment abroad

1990 55,420 11,810 6,716 918 16,677 91,541

1991 58,386 13,370 8,147 2,292 18,890 101,085
1992 61,527 11,360 9,251 2,641 21,423 106,534

L 1993 65,072 12,416 10,347 2,973 24,568 115,375

Source: Statistics Canada, Canada's International Investment Position.

29. The United States remains the larger foreign investor in Canada, as well as the main destination
for Canadian direct investment abroad. Approximately two-thirds of the stock of foreign direct
investment in Canada originates in the United States. These are largely concentrated in the energy,
finance and transportation equipment industries. The United States remains the most favoured location
for Canadian direct investment abroad, accounting for around three-fifths of total Canadian investment
abroad. However, during the past few years a slow diversification from and into other countries is
also apparent.20 Other main destinations for Canadian direct investment abroad are Asia and Latin
America. In 1992 and 1993, Canadian direct investment picked up in Mexico and Chile, although
the outflows have not been substantial.21

30. The sectoral breakdown of direct investment stocks is given in Chart III.2. By far, the largest
share of Canadian direct investment abroad is concentrated in finance and insurance concerns, followed
by the metallic minerals and metal products industry. Other important sectors are food, construction,
communications and chemicals.22 Foreign direct investment in Canada is diversified among petroleum
and natural gas, finance, iron products. transportation equipment, chemicals and textiles.

20The Canada-United States FTA has attracted foreign direct investment and has had an impact on imports
and exports. "Defensive export-substituting" investment is said to being made in Canada by both European and
Japanese firms. "Offensive export substituting" investment appears to be drawn from a marginal group of newly
industrialized countries including Korea and to a lesser extent Mexico (Niosi, 1994).

21Chow (1993).

22According to Chow (1993), Canadian direct investors generally invest abroad in the same industry as the
ones in which they operate in Canada. This horizontal investment pattern is more evident for Canadian controlled
than foreign controlled enterprises. Canadian enterprises with the highest relative propensity to invest abroad
are in the electrical and electronic products industry, followed by the metallic and metal products and food, beverage
and tobacco products industry.
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Chart III.2
Stocks of foreign direct investment in Canada by industry, 1992
Per cent
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Foreign Direct Investment and Trade

31. Foreign direct investment has had an impact on Canadian foreign trade. Certain authors conclude
that in Canada, past trends suggest a complementarity between trade and direct investment (inward
and outward) patterns. For example, over the periods from 1971-80 and 1981-89, it was estimated
that a 10 per cent increase in the stock ofCanadian direct investment abroad increased Canadian exports
by 4.8 per cent.23 The impact on exports and imports of manufactured goods was estimated to be even
higher.

32. Direct investment by multinationals also finds a counterpart in intra-industry and intra-firm
trade. Fujimura (1994) concludes that intra-firm trade is a significant and increasing portion of trade
between Canada and the United States.24 Total trade seems to be enhanced by foreign direct investment,
but, according to Fujimura, the net effect of foreign direct investment on exports and imports remains
unclear.

33. The import and export propensities of foreign-owned manufacturing affiliates in Canada were
estimated to be higher than their domestic counterparts. The export propensity offoreign manufacturing
firms was found to be 73 per cent higher than that ofdomestically-controlled firms, while the propensity
to import was five times greater.25

13Ahmad et al. (1994). The authors conclude that increases in Canadian direct investment abroad could expand
Canada's trade flows through intra-firm trade.

33
57

24Another study by Krajewski (1992) finds that on average, U.S. subsidiaries operating in Canada export
per cent of their production to affiliated firms in the United States, and of their imports from the United States,
per cent were from affiliated firms.

25Covari and Wisner (1993). Intra-firm trade was found to be higher in high-technology industries and those
with greater vertical integration. The authors conclude that foreign firms in Canada are trade-enhancing, not
trade-substituting.

--- - ------
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IV. TRADE POLICIES AND PRACTICES BY MEASURE

(1) Measures Directly Affecting Imports

(i) Tariffs

1. Changes in Canada's tariff régime since 1992 have been numerous, and have led to a decrease
in tariffprotection in the economy. However, these changes have also further increased the complexity
and number of preference levels of the Canadian tariff, which in 1994 included eleven different tariff
treatments depending on origin. The Uruguay Round Agreement implies a further reduction in tariffs
of over a third on average; quantitative restrictions on imports of agricultural and food products are
to be replaced by tariff rate quotas (TRQs); above-quota tariffs will reach three-digit figures in some
cases.

2. Canada's tariff has become particularly complex, and increasingly costly to administer, with
different types of tariffs and numerous levels of preference.¹ Furthermore, import duties can depend
on the end use in Canada as well as on origin. To a certain extent, this complexity resulted from the
implementation ofsuccessive international negotiations to liberalizetrade, and from unilateral reductions
of individual tariff rates. The authorities have recognized this, and a review, launched in 1994, is
intended to simplify and increase the transparency of the tariff (see below). This is being carried out
by a task force within the Department of Finance.

3. The 1994 Customs Tariff of Canada contains five columns. M.f.n. rates are in Column 1;
General Preferential Tariff rates apply to imports from most developing countries and countries of
Central and Eastern Europe under the generalized system of preferences. Column three applies to
products originating in the United States; column four applies to products originating in Mexico;
and column five applies to imports from Mexico or the United States which have been further transformed
in another North American Free Trade Agreement Party with the use of labour or materials deemed
to originate in a non-Party (if the increase in value added exceeds 7 per cent). The last two columns
have been added in 1994 as a result of the NAFTA.

4. Inaddition, Canada maintains five kinds oftarifftreatment reflectinggeographical andhistorical
factors:2

- the Least Developed Country TariffTreatment affords duty-free imports on GPT eligible
goods;

- the British Preferential Tariff applies to developing countries members of the
Commonwealth; it provides reduced rates of duty on a few items not covered by the
GPT scheme;

- the CARIBCAN provides duty-free access to Commonwealth Caribbean developing
countries;

²For more details regarding these preferences, see GATT (1990), p. 202.

¹Government of Canada (1994a).
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- the Canada-Australia Trade Agreement, negotiated in 1932, entitles imports from
Australia to BPT rates, and additional preferences for selected items; and

- the Canada-New Zealand Trade Agreement, providing similar conditions as the
Canada-Australia Trade Agreement.

5. Albania, the Democratic People's Republic of Korea, Libya, Mongolia and Oman are subject
to the General Tariff, currently levied at 35 per cent for most products.

(a) M.f.n. tariffs

6. Canada grants m.f.n. treatment to all GATT contracting parties. Since the last Canadian Trade
Policy Review, in June 1992, Canada has extended m.f.n. treatment to a number of the republics of
the former Soviet Union, including Armenia, Azerbaijan, Belarus, Estonia, Georgia, Kazahkstan,
Kyrgystan, Latvia, Lithuania, Moldova, Russia, Turkmenistan and Ukraine.

7. Canada's 1994 Customs Tariff contains 7,914 lines at the 8-digit level. All but 600 lines are
based on and consistent with the Harmonized System. The remaining 600 lines describe concessional
tariffs to be granted if the goods are to be used in the production of specified goods ("the end-use
criterion"). These measures reduce the transparency of the tariff régime.

8. Over 98 per cent of tariff lines are fully bound in GATT. In Most cases, bound rates are the
effectively applied tariff rates. More than 93 per cent of the tariff consists of ad valorem rates.

9. Canada has made three unilateral reductions in tariffs since its last Trade Policy Review:

- in February 1992 and August 1993, tariffs on certain consumer goods not produced
in Canada were cut in order to restore the competitiveness ofCanadian retailers vis-à-vis
cross-border shopping in the United States³;

- in January 1993, the Government began to reduce tariffs on imports of certain textiles,
so as to reduce the comparative costs of the textile-using industries on international
markets; and

- in January 1994, duties on a range of original equipment automotive parts were either
removed or reduced.

3Products which became duty-free include golf bags (previously dutiable at 17.5 per cent), ski-boots, hair
curlers, calculators, food mixers, juice extrators, electric can openers, bread makes, fabric steamers, microphones,
headphones, cassette players and audio jack boxes, tape recorders, certain VCRs, laser video disc players, remote
controls, certain cameras and projection screens, accessories for electric train sets, slot cars, billiard and bowling
and croquet bails, badminton rackets and birds (Canadian Retailers Duty Remission Order, 1993, 26 August 1993).
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10. The unweighted average of ad valorem m.f.n. includingg duty free) rates was 8.6 per cent in
1994, compared with8.7 per cent in 1990 (GATT, 1990).4 This slightmovement in m.f.n. rates reflects
the fact that the main changes were made to preferential rates. Nearly 28 per cent of all ad valorem
tariff lines are duty free. Some 15 per cent of ad valorem tariffs are levied at 15 per cent or over.
while the maximum ad valorem rate is 30 per cent. The dispersion of Canadian tariffs continues to
be relatively high. The tariff average exceeds 9 per cent in manufacturing, but is below 2 per cent
in agriculture, while products from the mining industries face an average m.f.n. rate of 2.5 per cent.5
Average tariffs for selected sectors are presented in Chart IV. 1.

Chart IV.1
Unweighted average and dispersion of m.f.n. ad valorem
tariffs, selected sectors, 1994
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11. In fact, because of tariff concessions by end use and duty drawbacks under various schemes,
customs duties in 1992 represented less than 3 per cent of total imports (Chart IV.2).

4This does not take into account the reductions in tariffs for automotive parts announced in early 1994.

5The classifications are those ofthe Unted Nations (1971). Under this classification (ISIC), processed food
products are included under manufacturing activities.
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Chart IV.2
Value of tariff revenues relative to import values,
1981-93
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12. Although in decline since 1988, the use ofnon-ad valorem tariffs remains relatively widespread,
diminishing the transparency of Canada's tariffschedule. Some 7 per cent ofthe total number oftariff
lines consist of other than ad valorem rates:

- Specific duties (2.9 per cent of lines) are concentrated in the food, beverage and tobacco
sectors, and apply also to a few other manufactured products.

- Compound duties (1.3 per cent) combine an ad valorem component with a specific
duty; they are levied on certain beverages and medical drugs containing alcohol, but
apply mostly to textile fibres and yarns and clothing6. The average ad valorem
component of compound duties was 10 per cent in 1994.

- Mixed duties (1 per cent) are generally set in ad valorem terms, but include a floor
rate and in certain cases a ceiling rate expressed in specific terms. They are levied
mostly on imports of meat, fruits and vegetables.

6Several compound rates for textiles were replaced by ad valorem rates in the 1993 textile tariff reduction

package implemented following recommendations by the ClTTin its 1990 report on textile tariffs.
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(b) Tariff concessions and duty drawbacks

13. Canada maintains both duty drawback schemes conditional on exports, and tariff concessions.
The latter include performance-based remission schemes, which are due to be abolished before January
1998.

Tariff Concessions

14. Tariff concessions may be granted for various products on the basis of statutory provisions
or by Orders in Council under certain conditions:

- merchandise used as inputs in Canadian products (Section 68(1)(a)) of the Customs
Tariff);

- chemicals and plastic products;

- motor vehicles and original equipment automotive parts under the Automotive Products
Trade Agreement with the United States.

- machinery and equipment not produced in Canada (Section 75.1);

- civil aircraft and products under the Trade in Civil Aircraft Agreement;

- products enumerated or prescribed for domestic consumption, (Article 69 of the Customs
Tariff).

15. Performance based duty remission programmes have been established in the past. to assist
particular companies or industry sectors in rationalising or restructuring their operations to better meet
import competition. These programmes generally provide duty-free entry for components and finished
goods imported by particular manufacturers who are required to meet certain performance criteria.
Products include billiard table slate, laminate wallpaper, eyelets or shells. ferro-niobium, shirts. shirt
fabric, blouses, denim, outerwear, converters, front end wheel loaders and cruiser.7

16. The production-based duty waivers on automotive goods, based on minimum local sourcing
undertakings between specified foreign companies and the federal Government, are scheduled to expire
no later than 1 January 1996.

Duty Drawbacks Based on Exports

17. The Inward Processing Program provides relief from the payment of customs duties on the
importation of goods or materials used in the manufacture or processing of goods in Canada that are
subsequently exported. To qualify for the programme, a firm must provide evidence of an export sales
contract for goods produced in Canada or a pattern of past sales of goods for export. The firm also
must provide a bond or other form of security in an amount equal to the customs duties that would
otherwise be payable on the estimated maximum value of goods in inventory under this programme
at any one time.

7GATT (1990).
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18. The Export Drawback Program complements the Inward Processing Program by providing
for the retrieval of duties paid on imported goods that are subsequently exported or that consumed
in the production of goods that are subsequently exported. This programme is for companies who
may be producing goods for both the domestic and export markets and may not have known of the
potential for export sales at the time of importation. of dutiable goods and materials. Unlike in the
Inward Processing Program, duties are paid at the time of importation.

19. Under the FTA. export duty drawback schemes were scheduled to end on January 1, 1994,
for US.-bound Canadian exports. Under the NAFTA. however, it will now remain in place until 1996
(and until 2001 for goods exported to Mexico). Thereafter, a partial drawback will be available for
dutiable goods traded within the free trade area. i.e., the lesser of the import duties paid on inputs
and the amount of the duties paid on export of the final product will be refundable.

20. Duty drawback on goods exported to non-NAFTA countries. remains in place, as does duty
drawback on goods subsequently exported in the same or substantially the same condition as imported
(some minor processing is allowed).

(C) Recent policy review announcements

21. Recognizing the growing complexity of Canada's tariff policy, the Government in its
February 1994 Budget announced a review of the tariff régimes. with any consequent changes to be
implemented over the next three years. Issues to be covered by the review include:

- reduction or removal of duties on manufacturing inputs;

- the revision of the Customs Tariff legislative text;

- elimination of concessionary codes, remissions and similar regulations, or their
incorporation into the main Tariff(Schedule 1).

- consolidation of Schedule 1 tariff items where rate or product differences are not
meaningful.

- termination of the Machinery Remission Program;

- the conversion of specific and compound rates to ad valorem rates

- conversion of "not made in Canada" provisions, under which suchgods enter duty-free
(Secion (a) above);

- elimination of very low" rates; and

- adoption of a simple rate structure.

22. While developments underNAFTA and theUruguay Round are expected to reduce substantially
the rôle of tariffs in Canadian trade policy, tariffprotection will remain important for labour-intensive

'In July 1994, the Government rested the Canadian International Trade Tribunal to consider requests
for duty relief on imports of textile inputs.



C/RM/S/51 Trade Policy Review Mechanism
Page 58

products, such as clothing, certain machinery, shipbuilding and footwear (Chart IV. 1). The NAFTA
and Uruguay Round reforms maintain. and in some cases accentuate, the escalation present in the tariff.
albeit at lower tariff levels (see Section (e) below).

(d) Tariff preferences

23. In 1993, 17 per cent of Canadian imports came from purely m.f.n. sources, i.e., from trading
partners not eligible for any form of preferential treatment. Some 70 per cent of imports into Canada
derived from partners with which Canada has free trade agreements and 13 per cent of imports was
from other sources eligible for preferential treatment.

24. Bilateral tariff elimination under the Canada-United States Free Trade Agreement (FTA) is
due to be completed by January 1998. Under NAFTA. tariff reductions on trade with Mexico have
been initiated, adding two additional levels to the structure of Canadian tariffs (one for imports from
Mexico and another for joint U.S. - Mexican production). With the exception of poultry, dairy, egg
products and sugar. tariffs between Canada and Mexico will be phased out over ten years (1 5 years
in a few cases). Tariff reductions have either been immediate (1994), or are to be phased in equal
annual reductions over five or ten years. Canada's tariffs on the most highly protected industries will
be phased out over a ten year period; these include clothing, footwear. toys. and plastic and other
iniscellaneous manufactured articles. An indication of the importance of tariff preferences available
to the United States and Mexico is given in Chart IV.3.

Chart IV.3
Value of tariff revenues relative to the value of imports from
the United States and other countries, 1981-93
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25. In 1994, the unweighted average of ad valorem tariffs on Canadian imports from the United States
was 2.2 per cent (Table IV. 1). Reciprocal preferences extended to Mexico translated, inter alia, into
an average ad valorem tariffof 3.6 per cent while GPT beneficiaries received an average of4.0 per cent.

Table IV.1
Indicators of tariff levels and incidence, 1994
(percentage)

M.f.n. United States Mexico GPT

Average of ad valorem duties 8.6 2.2 3.6 4.0

- Standard deviation 6.9 3.1 5.8 4.1

Share of zero-rated specific duties* n.a. 31 38 23

Number of zero-rated compound n.a. 7 3 0
duties*

Rates classified under the specific orcompound type, in the IDB database. but have duty free value in the United States or Mexico
tariff.

n.a. Not applicable.

Source: GATT IDB database and Customs Tariff of Canada, 1994.

26. The NAFTA also implies duty-free trade with the United States and Mexico in a number of
products subject to m.f.n. duties other than those of an ad valorem nature; these are often products
with high tariffprotection. For example. over a third of specific duties are eliminated on imports from
the United States and Mexico, while less than a quarter of these specific duties are zero-rated in the
case of GPT beneficiaries (Table IV. 1). Examples include lamb. mutton and pork, beef not subject
to import quotas, certain sugars and spirits. Reduced (but not duty-free) non ad valorem duties, are
also available to NAFTA partners on products such as textiles, but their nature makes the tariff
preferences difficult to assess.

27. Considering ad valorem duties alone, duties applicable to imports from Mexico are on average
at least 3 per cent lower than those levied under the GPT on a number of products, including:

milled products;
meat preparations;
sugar and confectionery;
miscellaneous food products;
alcoholic beverages:
organic chemicals; and
certain base metals.

The General Preferential Tariff

28. Canada's General Preferential Tariff(GPT) has been extended for a ten year period beginning
on 1 July 1994. Changes in country eligibility under the GPT programme between 1988 and 1993 are
listed in Table IV.2. In 1994. the GPT programme granted reduced duties to imports of products from
over 180 eligible developing countries and territories. The duties. specified at the tariff fine level,
are generally set at two thirds of the m.f.n. rate or lower, but tthe average duty of 4 per cent facing
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GPT beneficiaries is just under half the average m.f.n. rate (Table IV. 1). Canada applies the same
product coverage - and product exclusions - to LDCs as to other GPT beneficiaries.9

29. Three quarters of all lines (or 5996 lines) are covered by the programme. Product exclusions
consist mostly of agricultural products, textile and clothing articles, footwear and some steel products.
Since June 1994, rubber footwear and rubber inner tubes have been permanently excluded from GPT
treatment.

Table IV.2
Changes in country eligiblity under the GPT, 1991-94

Date Countries Action taken

26 September 1991 Namibia Extension

28 November 1991 Yugoslavia Withdrawal

12 December 1991 Czech and Slovak Federal Republic Extension

26 November 1992 Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgystan, Extension
Moldova. Tadjikistan, Uzbekistan, Turkmenistan

9 April 1992 Slovenia, Armenia, Estonia, Latvia, Lithuania, Extension
Russian Federation, Ukraine

9 March 1993 Cambodia, Liberia, Madagascar, Mozambique, Designation as Ieast developed countries
Solomon Islands, Zaire, Zambia

11 May 1994 South Africa Extension

1 July 1994 Czech Republic and Slovak Republic Continuation

Source: Government of Canada.

30. Canadian imports receiving GPT preferences reached US$2.7 billion in 1992, equivalent to
nearly 40 per cent of total m.f.n. dutiable imports from these countries.10 Two-thirds of the imports
in principle covered by the scheme actually entered at preferential duties, a higher share than in other
preference giving countries." The share oftotal imports subject to GPT rates in 1992 was approximately
2 per cent.

31. As a result of the Uruguay Round tariff restrictions, many GPT preferences will be reduced
or eliminated. At the time of writing this report. the Canadian authorities were conducting a full review
of GPT rates and the coverage of the scheme with a view to reducing rates and broadening product
coverage, in particular for the least developed countries.

(e) Undertakings in the Uruguay Round

32. In the Uruguay Round negotiations, Canada, like its trading partners, has undertaken to lower
its bound m.f.n. tariffs significantly:

9UNCTAD (1994a).

10UNCTAD (1994a).

11The difference is frequently caused by competitiveness clauses, or failure to meet origin requirements.
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- duties on agricultural imports will be reduced by an average of 36 per cent, and a
minimum 15 per cent, in equal annual reductions, over a period of six years beginning
in 1995; and

- duties on industrial goods, including such items as fish, rubber and wood, are to be
reduced by 47 per cent on a trade weighted average basis over the same period, or,
in certain cases, by 2004.

As a result of the tariff reduction, actual ad valorem m.f.n. tariffs on industrial products are
expected to average 4.8 per cent on a trade-weighted basis in 2000 (5 per cent on a simple average
basis). The dispersion is also expected to decline. In the view of the authorities, the three main
commitments in the Canadian tariff offer are the following:

- a reduction of rates to duty-free treatment of imports of glass paper and paperproducts,
pharmaceuticals. beer, brandies and whiskies, steel, construction equipment, agricultural
equipment, medical equipment, office furniture and toys;

- a reduction to rates below 6.5 per cent on a number of goods previously dutiable at
higher rates, including chemicals and plastic products; and

- the conversion of quantitative import restrictions in the agricultural sector to tariffs
as of 1995 (see "Tariffication" below).

Given their nature, the importance of tariff commitments on goods subject to specific, compound and
mixed duties is more difficult to assess. These are in most cases to be reduced individually by at least
36 per cent on agricultural products. In certain sensitive sectors however, offers expressed in specific
terms are minimal (15 per cent cuts), such as for certain sugars and alcoholic beverages, fruits and
vegetables.

33. Across industries, the largest ad valorem tariffreductions (excluding products covered by duties
other than ad valorem duties or quantitative restrictions) are to be made in the following product groups:

- fruit and vegetables (tariffs reduced by over 40 per cent to less than 3 per cent);
- fats and oils (reduced by 45 per cent to 5.5 per cent);
- cocoa and confectionery (reduced by 42 per cent to less than 4 per cent);
- beverages (reduced by 45 per cent to less than 7 per cent);
- chemicals (reduced by 47 per cent to less than 4.5 per cent);
- pharmaceutical products (a reduction from nearly 8 per cent to duty free);
- starches and glues (reduced by 42 per cent to less than 6 per cent);
- plastics (reduced by 45 per cent to 6.4 per cent);
- hides and skins (reduced by 42 per cent to less than 4 per cent);
- pulp and paper products (a reduction from over 7 per cent to duty free);
- mineral products (reduced by 83 per cent to less than 1.4 per cent);
- iron and steel (reduced by 93 per cent to less than 1 per cent);
- furniture (reduced by 52 per cent to less than 7 per cent); and
- toys reduced by 58 per cent to less than 4 per cent).
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Tariff Escalation

34. With some exceptions, the tendency for tariff rates to increase with higher levels of processing
has not changed significantly since 1992. Areas where escalation is expected to decrease as a result
of the Uruguay Round include meat preparations, chocolate, paper and pharmaceuticals. Tariff escalation
may increase in instances where the lowering of duties on primary commodity imports is greater than
that on manufactures. These include leather and hides and skins, metal articles relative to iron and
steel, as well as vegetable preparations relative to unprocessed vegetables.

"Tariffication"

35. In agriculture, all import quotas, non-automatic licences and other quantitative restrictions on
imports are to be replaced by bound tariff rate quotas under the Uruguay Round Agreement. According
to the Canadian authorities, 136 tariff lines are currently subject to quantitative import restrictions.
These consist exclusively of agricultural andproducts (e.g. wheat and barley products, beef, poultry.
eggs and dairy products) and are analyzed in Chapter V. As part of Canada's Uruguay Round
commitment, these restrictions are to be replaced by tariff quotas based on "minimum access
commitments". Within the quotas, duties to be applied are generally reduced in relation to "base"
bound or unbound rates. Above the quotas, tariffs to be applied in 1995 will range from 25 percent
(barley. not for maltings) to 368 per cent (milk fats) and average slightly below 181 per cent; in many
cases, minimum specific rates are also applied.12

(ii) Other tariff quotas

36. Canada currently maintains a tariff-rate quota on imports ofboneless beef from countries other
than the United States and Mexico, ((vi) Safeguard actions). Under the NAFTA, tariff-rate quotas
("tariff preference levels") have been negotiated for intra-NAFTA trade on yarns, fabrics, clothing
and other made up goods not meeting the NAFTA rules of origin.

(iii) Other import levies and charges

37. A number of federal and provincial taxes, including provincial sales taxes and excise taxes,
are levied on both domestic production and imports.

38. Excise taxes are levied on gasoline, alcoholic beverages and tobacco products. Traditionally,
these taxes have been considerably higher in Canada than in the United States. As a result of this
difference in taxation policy, here is a strong incentive to export these products tax-free from Canada,
and reimport them illegally for sale into Canada. The problem became acute in 1993 when federal
taxes on cigarettes were reduced from Can$2.31 per pack of 25 cigarettes to Can$0.94 to reduce the
incentive for smuggling.

39. In another development related to tax policy and practice, the United States complained in
March 1994 that Canadiancustoms in New Brunswick were, sinceJuly 1993, imposing an 11 per cent
border sales tax on all imports from the U.S. State of Maine.13 The province of New Brunswick is
one of three provinces (New Brunswick, Quebec and Manitoba) which rely on a federal agency, Canada

12These rates will also apply if the price of imports fails below a given reference price.

13International Trade Reporter, 2 March 1994.
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customs, to collect the provincial sales tax (PST) at border points on purchases made by returning
residents. 14

40. So far, despite the NAFTA and the intensity of trade between the two countries, no harmonization
with the United States has been envisaged with respect to indirect taxes, in order to reduce the incentive
to cross-border shopping and smuggling. Gasoline prices continue to be considerably higher in Canada,
and similar discrepancies exist for alcoholic beverages and tobacco.

(iv) Rules of origin

41. There have been no changes in the rules of origin directly applied in Canada for m.f.n. or
GSP trade. New rules of origin applied under the NAFTA may affect imports from extra-NAFTA
sources. Canada continues to determine origin mostly on the basis of the share of production that has
taken place in the country claimed to be of origin (Box IV. 1).

(a) Rules of origin under NAFTA

42. Merchandise imported from the United States and Mexico is generally subject to duty-free
or preferential tariff treatment provided the products originate in the NAFTA territory. Origin is
determined according to the rules of origin specified in Chapter IV of the NAFTA (Box IV. 1). In
general, a. good incorporating non-originating materials originates in the NAFTA territory if each of
its non-originating components undergoes an applicable change in tariff classification. specified for
each good ir, an annex of 168 pages (Annex 401).

43. Many rules of origin applied under NAFTA are identical to those under the Canada-US FTA,
The Canadian authorities state that some NAFTA rules are less stringent than those of the FTA. More
stringent rules of origin than those in place under the Canada-U.S. FTA have been adopted for textiles
and clothing, motor vehicles (Box IV.2), engines, footwear and certain plastic products. For some
products, including telephones, requirements specify the components - such as printed circuit assemblies -
that are required to originate in North America for the final product to be deemed of NAFTA origin.
Regional content requirements are also present for some products in the NAFTA, particularly in areas
where tariff-shift rules oforigin alone do not guarantee that the benefits ofNAFTA be limited to products
of North American origin.15

14In the view of Canadian authorities, it is the collection of the tax on inter-provincial trade that supplies
the national treatment standard against which the border collection practice is to be measured. therefore,
notwithstanding the different methods of tax collection, national treatment is being accorded to international imports.

15For more details, see GATT (1994a).
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Box IV.1: Rules of origin applied in Canada, 1994

Canada has in place nine different tariff treatments applicable to goods originating in designated
countries. Except in the case of NAFTA, the rules of origin are based on a specified percentage of the
chest of production or the price of the goods produced in countries of origin or Canada. The application
of rules of origin to each tariff treatment is as follows:

(i) Most-favoured-nation (m.f.n.)

At least 50 per cent of the cost of production of the good must have been incurred in one or more m. f.n.
countries.

(ii) British Preferential Tariff (BPT)

At least 50 per cent of the production cost must have been incurred in one or more BPT countries

(iii) General Preferential Tariff (GPT)

(a) Developing countries

At least 60 per cent of the ex-factory price of the good from a beneficiary of the GPT must have
originated in one or more GPT beneficiary country or in Canada.

(b) Least Developed Countries (LLDCs)

At Ieast 40 per cent of the ex-factory price of the good must have originated in one or more LLDC
beneficiary countries or in Canada.

(iv) New Zealand Tariff

At least 50 per cent of the production cost must have been incurred in New Zealand or Canada.

(v) Australia Tariff

At least 50 per cent of the production cost must have been incurred in Australia or Canada.

(vi) Commonwealth Caribbean (CARIBCAN)

At least 60 per cent of the ex-factory price of the good from CARIBCAN beneficiaries must be the
product of one or more eligible Commonwealth Caribbean country or of Canada.

(vii) U.S. and Mexican (NAFTA)

Goods originate in a NAFTA Party if:

(a) Goods are wholly obtained or produced in the NAFTA Parties;
Box IV. 1 (cont'd)
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(b) Goods processed or assembled in the NAFTA Parties if

- non-originating materials undergo the applicable tariff-shift rule set out in Annex 401
and, where specified, the goods satisfy a supplementary regional value-content
requirement, or

- in the case of a few designated parts subheadings or tariff items, the goods satisfy a
regional value-content requirement (no tariff-shift requirement);

(c) goods produced in the NAFTA Parties from materials that originated in the NAFTA Parties; or

(d) if the tariff heading (not further divided into subheadings) or subheading provides for both the
goods and their parts and specifically describes the good, or where the goods are imported into
the territory in an unassembled or disassembled condition but are classified under General Rules
of Interpretation (GRI) 2(a) (note, this provision does not apply to goods of H.S. Chapters 61 to
63), goods produced in the NAFTA Parties and satisfy a regional value-content requirement.

For most goods subject to a regional value-content requirement, the percentage content may be calculated
under either the transaction value method (60 per cent, except 65 per cent for certain chemical goods) or
the net cost method (50 per cent, except 55 per cent for footwear and rising to 60/62.5 per cent for
automotive goods); special tracing requirements for calculating content of specified automotive goods.

Goods originate if the value of non-originating materials that do not undergo the applicable tariff-shift
rule does not exceed 7.0 per cent of the transaction value of the goods.

Textiles and apparel goods shall be considered to originate if the total weight of non-originating fibres or
yarns is not more than seven per cent of the total weight of the good.

Goods do not originate if they have undergone:

(a) further production in a non-NAFTA country,

(b) only mere dilution in the NAFTA Parties, or

(c) an operation or practice solely to circumvent the provisions of the NAFTA rules or origin.

(viii) General Tariff

Countries with which Canada has no tariff arrangement are accorded the General Tariff which is set at
35 per cent. The countries or territories to which this rate currently applies are Albania, Korea (North),
Libya, Mongolia and Oman.
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44. New common tariff items have been created between the three parties to ensure that key materials

and parts for the production of a wide range ofgoods are North American for the end-product to qualify
for NAFTA treatment. This harmonization process removed the need for regional value content tests

on a large number of products, including television receivers (where the picture tubes must be North

American), video recording apparatus, radios, hair dryers, etc. These new niles may encourage

investment and production of key parts and components in North America, as manufacturers will be

more reluctant to import them if they wish to ensure that their final product qualifies for NAFTA

treatment. These rules have been negotiated in close consultation with industry.16

45. In a recent development, advance rulings on rules of origin have been introduced, with the

possibility ofappealing both original determinations and re-determinations to the Canadian International
Trade Tribunal.

(b) Specific rules of origin

46. The origin of textiles and clothing subject to quantitative restrictions is determined as the place
where the product has obtained its "essential characteristics". For example, in the case of textiles,

16The NAFTA rules of origin also include improvements over the FTA rules oforigin from the point ofview

of trade facilitation, such as, a de minimis provision negotiated to reduce the rigidity of tariff shift rules, and

an intermediate materials provision which seeks to reduce discrepancies in meeting the NAFTA rules of origin

between integrated and non-integrated producers. The NAFTA "fungible goods and materials" provisions also
reduce the rigidity of complying with the rules of origin.

Box IV.2: NAFTA rules of origin for motor vehicles

Regional value content requirements for automobiles will be 50 per cent during the first four years of
NAFTA implementation, increase to 56 per cent after four years, and reach a minimum of 62.5 per cent
after the eighth year (60 percent for heavy duty vehicles). This value content requirement is higher than
under the FTA where 50 per cent of the cost of processing automobiles be incurred in one of the Parties.
However, more production costs can be included as North American content under the NAFTA formula
than previously in the FTA calculation. With the new rules, it may nevertheless become more difficult
for a producer to import inputs and still qualify for duty free treatment when exporting to the
United States.

The determination of origin under NAFTA's rules for passenger cars and light trucks will require tracing
of the origin of most components. If a vehicle's components identified on the list contain some import
value, the manufacturer must deduct that value from the net cost of production to determine if the car
meets the required percentage. The list is contained in Annex 403.1 to the Agreement, which includes
69 types of components. Another tracing list for medium and heavy trucks is contained in Annex 303.2.
The imported components will have to be traced back to the primary suppliers, as well as through the
secondary firms that provided the components of the parts supplied by the primary suppliers. If North
American origin is denied in the case of trucks, such exports from Canada to the United States would be
subject to the 25 per cent m.f.n. duty).

Under tracing, a producer may count any domestic value added to an input as North American content,
even if North American production of that input does not result in it becoming an originating input. This
rule is specific to motor vehicles and provides more flexibility to companies producing vehicles and
components.
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the origin may be deemed to be where the fabric was woven. Clothing originates where the parts of
the garment are first sewn together, or where the panels of a knitted garment are first fitted to shape.

47. The rule of origin used to determine the origin of goods in government procurement is the
m.f.n. rule: a good is designated as Canadian if more than 50 per cent of the production costs was
incurred in Canada. For procurement not subject to the GATT Code or the NAFTA, rules based en
a change in tariff classification are used to determine origin. However, as noted below (Section IV. I .XI),
federal procurement policy allows a preference to suppliers of goods incorporating at least 80 per cent
domestic content where procurement is not covered by an international agreement. Thus, certain products
considered Canadian under the procurement rule of origin, may not be eligible for preferences.

(c) Rules of origin for services

48. Service markets in Canada were covered by the NAFTA in 1994: a given service could therefore
originate in three different locations: Canada, a NAFTA Party; or another country. After the
ratification of the Uruguay Round by Canada, and the implementation of the General Agreement on
Trade in Services, a further distinction would be made within the third group between a (non-NAFIA)
GATS signatory and a non-signatory.

49. The definitions of service suppliers in the NAFTA and GATS are broadly similar, as indicated
in Table IV.3. In both agreements. the origin of the service is in general the origin. of the supplier.'"
In the case of supply through commercial presence in GATS, criteria relating to ownership and for
control (Article XXVIII(n)) must be met.

Table IV.3
Definition of service suppliers according to the GATS and NAFTA

Type or trade/supplier NAFTA GATS

Trade without supplier presence

Enterprise/juridical person of a An enterprise constituted or organized A juridical person constituted or
Party/Member under the law of a Party. and a branch otherwise organized under the law of a

located in the territory of a Party and Member, and engaged in substantive
carrying out business activities there business operations in the territory of

that Member or any other Member
(Article XXVIII).

Natural person of a Party/Member A person who is a national of the Party A person who is a national or has
and is engaged in international business permanent residence rights in the
activity (Annex 1603) Member (Article XXVIII)

Foreign commercial presence or
presence of natural person
Enterprise/juridical person of a An enterprise constituted or organized An enterprise owned by persons of a
Party/Member under the law of a Party. and a branch member. i.e. if natural or juridical

located in the territory of a Party and persons beneficially own or control the
carrying ou. business activities there. enterprise (Article XXVI)

Natural person of a Party/Member A national of a Party A person who is a national or who has
permanent residence rights in the
Member (Article XXVIII)

Source: GATS. Articles XXVII and XXVIII:NAFTA Articles 1139. 1213 and 1603.

17Hoekman (1993), pp. 84-99.
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50. Rules of origin for foreign service providers appear to be very similar between the two
agreements: origin in the case of commercial presence appears to be more liberal under NAFTA,
and slightly more restrictive in the case of movement of natural persons. Generally, rules of origin
in both agreements are considerably more liberal than those for goods. In turn, the liberal origin criteria
for service providers may imply more liberal origin rule for services themselves and further increase
the differences between treatment afforded to foreign goods and that afforded to foreign services. More
external resources might therefore be shifted to service sectors in Canada following the NAFTA and
the Uruguay Round, whose rules oforigindo not similarly liberalize trade ingoods, notably agriculture.

(v) Anti-dumping and countervailing measures

51. Resort to anti-dumping procedures increased considerably between January 1992 and
December 1993, reversing the continuous decline observed since the mid- 1980s (Chart IV .4). I' Canada
remains. with over 80 measures in place covering 23 products, the third largest user of anti-dumping
legislation (Table AIV. 1 on orders).19 The average margin of dumping in final determinations made
on these measures was nearly 33 per cent, suggesting that, on average. exporters had to increase the
price of these products by this amount if they wished to avoid paying anti-dumping duties.'

(a) Recent developments

52. During the last two years, 67 new investigations were initiated, a sharp rise over the 26 cases
initiated during the previous two years (Table IV.4). Over two thirds - 46-ofthese new cases concerned
imports of five forms of steel products.21 The petitions by the steel industry followed the termination of
the voluntary restraint agreements in place in the United States in March 1992. the subsequent petitions
by the U.S. industry, and the end of import monitoring on specialty steel and carbon steel products
by the Canadian authorities in September 1992. As in the United States, the steel industry has resorted
to anti-dumping duty procedures following the removal of controls on imports.22

18The rôles of Revenue Canada in conducting dumping and subsidization investigations and of the Canadian
International Trade Tribunal for material iniury determination, have been described in the previous reviews tsee
for example GATT (1952), Chapter IV(2)(iii)).

19GATT document L/7315/Corr. 1, 16 December 1993.

20ln the Canadian system, "normal" prices are set and announced in advance, which increases the transparency
of the trading environment for exporters. In addition, this system avoids the actual payment of duties, as the
exporter knows in advance the price at which he must sell in order to avoid the duty. On the other hand, the
exporter cannot have the dumping margin moderated by reducing prices in his home market, unless a review
of the normal valve is carried out.

21Five cases covered imports of footwear, threeconcerned food imports, and five were investigations ofvarious
other imports from the United States (fibreglass insulation, copper and brass fittings, gypsum, aluminium wedge
clamps and file folders).

22According to the Canadian authorities, large shipments of steel products were redirected to Canadian ports
following the beginning of U.S. investigations.
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Chart IV.4
Time-profile of anti-dumping actions by Canada,
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53. Of this group of new investigations, several cases were either terminated or settled through

price undertakings. whereby exporters agreed not to export below a given price. In June 1994, six

products were subject to price undertakings in Canada. including five products from the United States.

Over the two years to June 1994, six undertakings were revoked or allowed to expire, while three
new undertakings were agreed upon with exporters, mostly from the United States.

54. The average of ail preliminary dumping margins found during the period was 32 per cent,
ranging between 5.5 and 87 per cent. Final determinations do not appear to diverge considerably from
preliminary findings. In the cases of steel imports, the average preliminary finding was 37 per cent,
virtually unchanged at 36.9 per cent in the final determination.
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Table IV.4
Initiation of anti-dumping investigations, January 1992 to April 1994

Margin of dumping

Country Commodity HS initiation Final Preliminary Final
Affected code date determination determination Measure

United States
China
Taiwan
United States
United States
United States
China
Korea
Czech Republic
Chinese Taipci
United States
Germany
Belgium
Czech Republic *

Brazil
Denmark
Romania
United States
Macedonia

United Kingdom
Slovenia

United States
Germany
Czech Republic *

Macedonia

Wedge clamps. aluminium
Bicycles
Bicycles
Iceberg lettuce
Gypsum wallboard
Cauliflower

Water proof plastic footwear
Water proof plastic footwear
Water proof plastic footwear
Water proof plastic footwear
Hanging file folders

Carbon steel plate (Non-Heat-Treated)
Carbon steel plate (Non-Heat-Trated)
Carbon steel plate (Non-Heat-Treated)
Carbon steel plate (Non-Heat-Treated)
Carbon steel plate (Non-Heat-Treated)
Carbon steel plate (Non-Ifcat-Treated)
Carbon steel plate (Non-Heat-Trmated)
Carbon steel plate (Non-Heat-Treated)

Carbon steel plate (Non-Heat-Treated)
Carbon steel plate (Non-Heat-Treated)

Tomato paste

Hot-rolled heat-treatedcarbonsteelplate
Hot-rolled heat-treated carbon steel
plate
Hot-rolled heat-treated carbon steel
plate

7616
8714
P,714
0705
68(9
0704
6401
6401
6401
6401
9501
7208
7208
7208
7208
7208
7208
7208
7208
7208
7208
2002
720f8
7208

08.05.92
15.05.92
15.05.92
08.06.92
24.06.92
30.06.92
M9.07.92
09.07.92
09.07.92
09.C7.92
22.07.92
24.08 .92
24.08.92
24.08 .92
24.09.92
24.08.92
24.08.92
24.08.92
24.08.92
24.08.92
24.08.92
01.09.92
08.09.92
08.09.92

7208 08.09.92

34.0
13.0
31.0
27.3
50.0
47.2
47.2
47.2
5.5

12.3
23.6
53.8
43.2
53.8
53.8
10.,

40.9
32.9
0.0
11.2

12.3
53.8

45.0
25.0
31.6
28.0
46.1
18.7

47.2
36.6
5.5

12.8
23.7
39.8
51.3
65.0
45.0
10.2
40.9
40.8
0.0
13.1
12.8
39.8

Undertaking
Injury
Injury
Injury
Injury

No Injury
No Injury
No Injury
No Injury
No Injury

Undertaking
Injury
Injury
Injury
Injuny
Injury
Injury

No Injury
Injury
Injury

Terminated
No Injury

Injury
Injury

40.9 40.9 Injury

Belgium

United States

Denmark

Slovenia

Brazil

United Kingdom

Romania

United Kingdom
United States
Italy
France
New Zealand
Germany

Hot-rolled heat-treated carbon steel
plate
Hot-rolled heat-teated carbon steel
plate

Hot-rolled heat-treated carbon steel
plate

Hot-rolled heat-treated carbon steel
plate

Hot-rolled heat-treated carbon steel
plate
Hot-rolled heat-treated carbon steel
plate

Hot-rolled heat-treated carbon steel
plate

Flat hot-rolled carbon steel sheet
Flat hot-rolled carbon steel sheet

Fiat hot-rolled carbon steel sheet

Flat hot-rolled carbon steel sheet

Flat ho;-rolled carbon steel sheet
Flat hot-rolled carbon steel sheet

7208 R08.Q.92

7208 08.09.92

7208 08.09.92

7208 08.09.92

7208 08.09.92

7208 .)8.09.92

7208 08.09.92

7208

7208
7208
7208
7208
7208

16.09.92
16.09.0:
16.09.92
16.09.92
i6.09.92
16.09.92

23.6

10.2

53.8

0.0

43.2

32.9

_3.' Injury

10.2 No Injury

65.0 Injury

0.0 Terminated

51.3 Injury

40.8 Injury

53.8 45.0 Injury

40.8
11.6
56.5
18.9
39.2
56.6

36.3
10.9
55.4
17.3
3Q.2
55.4

No

No

No

No

No

No

Injury
Injury
Injury
Injury
Injury
Injury

Table IV.4 (cont'd)
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Marginof dumping'g'g
country Commodity HS InitiationFinal Preliminary Final
Affected code date determination Measure

Italy
United Kingdom

United States
France
Germany
United States
United States
Portugal
United States

Spain

Korea
United States
Australia
Brazil
France

Germany

Spain
Sweden
UnitedKingdom
Japan
Korea
New Zealand
United States
Hungary

Czech Republic
poland
India

Average or above
Minimum

maximum

Cold-rolled carbon steel sheet
Cold-rolled carbon steel sheet
Cold-rolled carbon steel sheet
Cold-rolled carbon steel sheet
Cold-rolled carbon steel sheet
Fibreglass pipe insulation
Copper and brass pipe fittings
Synthetic bailer twine
Syntheticbailer twine
Carbon steel plate
Carbon steelplate
Carbon steel plate
Carbon steel plate
Corrosion resistant steelsheet
Corrosion resistant steelsheet

Corrosion resistant steelsheet

Corrosion resistant steelsheet
Corrosion resisitant steelsheet

Corrision resistantsteelsheet
Carrosionresistant steelsheet
Corrosion resistantsteelsheet
Corrosion resistant steelsheet
Corrosion resistant steelsheet
Corrosionresistant steelsheet
Plastic shrinkablebag
12 gauge shotshells
12 gauge shotshells
12 gauge shotshells

Black granite memorials

sheet

sheet

eei
heet

8o.3 R7.3

Not availeablei

0 Pech annd Stiovak FeduralRepuNc.e e investioation cn die Shsak Republic was oernmnated.

aa TuWeighid o-crag maAin ci dumping.

N<te I lnvesstation- on caron stre: platr and hc.ar-tratted carhon stecl plate 'vert joined ai the preliminarv dterrnination

and the Rpubl:c of Slovenia was dropped from the investigation.

2 nThs saMe doci nmt inchlde c>unter:ailing duty ivesngation :niiuated du-. the perkxd.

3 Margins of dumping art based on weighted av-r e margîns of dumping expressed as a percentage of normal value.

Sw«re: GAiT documnents ADP'102«Jdd.8 and previous series. notificatiors to thc Anti-dumpning Code aRd Canadian Gosvrnmemn

LifOnmOunn .

7209
7209
7209
7209

7209
7019
7412
5607
5607
7208
7208
7208
7208
721n
7210
7210
7210
7,10
7210
7210
7210
7210
7210
7210
3923
906
93(5
9306

16.11.92
16.11.92
I6 11..92
1611.92
16.11.92

04.02.93
05.02.93
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55. Of the 52 cases where a CITT decision had been made or are undertaking accepted, a total
of 38 cases ended ina positive injury finding or an undertaking. Thus for the domestic industry. filing
an anti-dumping petition could be expected to provide protection in nearly three quarters (73 per cent)
of the cases. Exporters in these cases had to increase thesexportprices on average by a third. On
the whole. there appeared therefore to be a remarkable stability in the anti-dumping process over both
time and across products.

56. As in previous years. Revenue Canada was active during the period in carrying out reviews
to update normal values (Box IV.3). Ten reviews were carried out by the CITT. resulting in three
cases being rescinded, two cases being allowed to expire. and five cases continuing without amendment.

Box IV.3: Review of anti-dumping and countervailing duty orders

Two types of reviews are conducted: Revenue Canada cames out reviews to update normal values.
experts prices or the amount of subsidy. These reviews are normally carried out on an annual basis, but
the period may be longer or shorter depending on the circumstances of the case. The Canadian
International Trade Tribunal (CUTT) has the authority to determine whether an injury finding is to
continue or not.

A review may be initiated at any time at the initiative of:

- the CUTT;
- the Deputy Minister of National Revenue;
- any other person or government.

A finding by the CUTT of material injury or"retardation" expires after five years unless the finding is
continued by the CUTT as a result of a review. As a result of a review to finding may be rescinded or
continued for a further period of five years, with or without a

Source: Canadian Government.

57. During the two years since 1 January i992. there was one self-initiated anti-dumping
investigation. concerning certain hot-rolled carbon steel plate and high strength low alloy plate, heat
treated or not. nriginating in or exported from Italy, Spain. Ukraine and the Republic of Korea. by
the Deputy Minister of National Revenue.

58. During the same period. two cases were initiated by the Depu:y Minister on a regional basis:

- fresh iceberg lettuce from the United States for use or consumption in British Columbia;
the CITT made a finding of material injury in November 1992; and

- fresh cauliflower from the United States for use or consumption in British Columbia;
the CITTmade a finding of no material injury inJanuary 1993.
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(b) Anti-dumping and countervailing duty rules within trade agreements

59. The reform of trade remedy laws as they apply within NAFTA has become a declared trade
policy priority of the new Administration. In its 1993 Annual Report, the Bureau ofCompetition Policy
has stated that there are no technical barriers to substituting competition law for the existing anti-dumping
régime. and that this replacement would provide clear benefits in terns of enhanced efficiency and
competitiveness for both countries.23Currently, despite unsuccessful attempts by the Canadian side
to reform or abandon anti-dumping laws as they would apply between the partners, both parties to
the Canada-United States FTA continue to apply their anti-dumping laws to imports from the other
country; in the same way as they apply them to imports from other trading partners.

60. In the NAFTA negotiations. each Party reserved the right to apply its anti-dumping and
countervailing duty law to goods imported from another Party.24 Any changes or modifications to
these laws are to b'e made in accordance with the objective of progressive liberalization of trade between
theparties andmaintenance of"effectiveand fairdisciplines onunfairtradepractices" .25 The Agreement
provides for a dispute settlement mechanism similar to that in the FTA with Canada, to apply to final
determinations made after the date of entry into force of the Agreement. According to the Canadian
authorities. the mechanism has however been strengthened, to ensure that panels are established and
their decisions implemented (see Chapter VI for details).

61. Theuse of anti-dumping investigations has increased sharply between the United States and
Canada: in 1991-92, thenumber ofanti-dumping investigationsagainst U.S. exportersgrewto 13 cases,
nearly twice the number of new cases recorded in 1990-91. The number of U.S. investigations against
Canadian exporters also doubled. suggesting that trade laws were increasingly being used as a darnper
to bilateral competition.

62. Similarly. the bilateral dispute seulement mechanism instituted under Chapter 19 of the FTA
to deal with complaints about anti-dumping or counrtervailing measures arising in Canada and the
United States dealt with 15 cases up to the end of 1990; 18 further cases were initiated between 1991
and 1993 (CIla4ek VI).

63. Certain amendments are under consideration for the Special Import Measures Act in order
to enact the new Agreement on Implementation of Article VI of the GATT (Anti-dumping) and the
Agreement on Subsidies and Countervailing Measures. These consist mainly of modifications of existing
definitions. and additions of new ones, as well as certain new obligations:

- the definition of a 'non-actionable' subsidy will have to be incorporated in the
counitervailing duty legislation;

- the notification prior to initiation of investigation will become an obligation;

- new disciplines will be introduced regarding statistical sampling of cases; and

nIndustry Canada (1993). For a discussion of these issues in bilateral trade. sec also GATT (1994a).

2'Article 1901:1.

'Article 1904:2 (b) alinéa (ii).
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- new regulations will be needed regarding currency conversion and exchange rate
fluctuations.

(c) Countervailing measures

64. The number of countervailing duty measures has not changed since March 1992. Four of the
seven cases cover processed meat from the EU, while the three remaining orders concern imports from
Brazil (Table IV.5).

Table IV.5
Countervailing duty measures in force, 31 March 1994

Country Commodity Date of
Code Finding

Denmark Canned ham 1602 07.08.84

EU Canned pork-based luncheon meat 1602 07.08.84

Netherlands Canned ham 1602 07.08.84

Brazil Electric motors 8501 11.10.85

EU Boneless beef 0202 225.07.86

Brazil Women's leather boots and shoes 6403 03.05.90

Brazil Refill paper 4823 06 07.90

Source: GATT documents and data provided by the Canadian Government.

(vi) Safeguard actions

Safeguards

Canada has six possibilities for taking safeguard action:

1) Article XIX of GATT;

2) a bilateral safeguard measure under the FTA with theUnited States; this mechanism provides
that the MFN rate of duty can be re-imposed or the tariff cuts suspended on a product if, as
a result of the reduction or elimination of tariffs, goods are being imported from the other party
so as to cause serious injury. These rights expire in 10 years unless there is mutual consent
to continue them between Canada and the United States;

3) a separate bilateral safeguard measure under the FTA for fresh fruits and vegetables (the
"snapback" mechanism);

4) safeguard provisions for trade with Mexico under Chapter VIII of the NAFTA, for all imports
except agriculture and textiles;

5) a separate bilateral provision for agricultural trade with Mexico, which differs from the snapback
mechanism in place with the United States; and

6) a special safeguard mechanism in Annex 300-B ofthe NATA, for textiles imported from either
the United States or Mexico.
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65. Canada has taken one safeguard action under Article XIX of the GATT since the previous Trade
Policy Review in 1992. In June 1993 the Government announced that a 25 per cent surtax would apply
to imports of boneless beef, exceeding a certain level, originating in countries other than the
United States.26 The tariff rate quota was set at 48.014 tonnes to cover the period from 1 May 1993
to 31 December 1993. This safeguard action was continued in. 1994, with a tariff rate quota of 72,021
tonnes, modified to 85.021 tonnes in May 1994 (Chapter V(2)(iv)).

66. Chapter VIIIof the NAFTA sets out the procedures and remedies available to domestic industries
that have sustained or are threatened by serious economic injury as a result of increased imports. Any
reliefmust be temporary. and compensation is required. in the form of "concessions having substantially
equivalent trade effects" (Article 801). This mechanism applies to all Canada - Mexico merchandise
trade except agriculture, textiles and clothing.27

67. The NAFTA contains a special safeguard provision for agricultural goods which permits the
Parties to apply a tariff rate quota to listed goods in certain circumstances (Article 703). This special
safeguard applies only to trade between Canada and Mexico and between Mexico and the United States.
Under the NAFTA special safeguard, tariffs may be raised back to the prevailing MFN rate or the
applicable MFN rate as of July 1, 1991. when imports reach the specified quota levels.

68. Underthe FTA "Snapbackmechanism" which applies to trade in horticultural products between
Canada and the United States. tariffs may be increased to the M.f.n. rate only when the two following
conditions are met:

- import prices must be below 90 per cent of the average monthly import price of the
previous five years excluding the highest and lowest) during a period of five working
days; and

- planted acreage should be no higher than the average acreage over the preceding five
years.28

Under the "snapback", the additional duties are to be removed ifand when the import price rises above
the benchmark price for five consecutive working days. Instead. under NAFTA, use of the remedy
is conditional only on 'a substantial cause of serious injury. or threat thereof". In the agricultural
sector, safeguard provisions under NAFTA are therefore less specific regarding injury or its threat.
than the "snapback" mechanism which required measurable changes.

(vii) Import prohibitions

69. Canada currently prohibits commercial imports from Haiti and the Republic of Yugoslavia
(Serbia and Montenegro). United Nations-protected areas of the Refub;ic of Croatia, and those areas
of Bosnia-Herzegovina behind Bosnian Serb iunes.

26GATT document L/7219/Add.1. 11 June 1993. This is the first Article XIX action since 1989.

27 Bilateral textiles and clothing safeguard provisions are contained in Annex 300-B of the NAFTA.

28In 1992, six snapback actions werc taken, covering Iettuce. cabbage and peaches. No actions were taken
in 1993.
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70. On September 24. 1993 the Commonwealth Arrangement of August 1986 which imposed a

ban on imports ofuranium, coal, iron , steel and agricultural products from the Republic ofSouth Africa

was terminated foilowing the agreement on a transitional mechanism towards the establishment of a

democratic multi-racial government. Accordingly, the embargo on these goods ofSouth African origin

was lifted and item 68 removed from the Import Control List.

71. The Customs Tariff - Schedule VII - contains a list of 19 products whose importation into Canada

is prohibited (Table IV.6).

Table IV.6
Goods whose importation is prohibited

Products ,-

Live mongooses Environment

Certain starlings Environment

Aigrenes and other wild animal feathers Environment

Coin, base or counterfeit Prevention of crime

Oleomargarine, and other substitutes (except Mexico/U.S.) Assistance to the dairy industry

Used or second-hand mattresses Health

Immoral publications Prevention of crime/public morality

Posters depicting crime and violence Prevention of crime/public morality

Issues of forcign periodicals including a split-run or regional edition Assistance to the Canadian advertising industry
containing advertisement specificallv directed towards the Canadian market

Reprints of Canadian and British works copyrighted in Canada Assistance to the Canadian publishing industry

Goods manufactured with prison labour Social policy

Smoke screen apparatus for use in vessels Assistance to industry

Metallic trading checks Assistance to industry

Used or second-hand motor vehicles of all sorts Assistance to the motor vehicle industrv

Used or secend-hand motor aircraft of all sorts Assistance to the aircraft industry

Weapons Prevention of crime

White phosphorous matches Safety

Goods in violation of the Trade Marks Act Violation of Trade Marks Act

Pomographic films and videos Prevention of crime/public morality

Source: 1994 Customs Tariff. Schedule VII.

Since 1992. changes have taken place in the nature

following products:

of the import prohibition concerning the

The prohibition on imports of used motor vehicles was lifted for those vehicles

originating in the United States under the FTA. Imports of used vehicles from the

United States and Mexico will progressively be allowed to enter Canada at preferential

rates under the NAFTA, with unlimited access by 2019. The prohibition remains on

such imports from all other countries.

Under NAFTA, Canada has ended the import prohibition on margarine.29

29Tariffication of margarine in 1995 will result in a minimumaccess commitment being applied to all sources.
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(viii) Import licensing and other quantitative restrictions on imports

72. As noted in the first Trade Policy Review of Canada, the purpose of the Import Control List

(ICL) is to support action taken under other legislation. In practice, all products on the Import Control

List require a licence prior to importation. Products subject to licensing, and, thus, in most cases,

to quantitative restrictions on imports, are listed in Table IV.7.

Table IV.7
Imports subject to import licensing. June 1994

Legislation Products Purpose

Narcotics Control Act, Controlled, restricted drugs and narcotics. To ensure that the quantity of drugs imported
Food and Drug Act does not exceed medical needs
Explosives Act Blasting explosives, detonators, propellants, To ensure the same degree of safety between

sporting and industrial cartridges, and all imports and domestic manufactures
types of fireworks and pyrotechnic devices.

Atomic Energy Control Act Uranium, thorium, plutonium deuterium, Safety
their respective derivatives and compounds
and radioactive isotopes of all kinds.

Plant Protection Act Plants, plant parts and products. Plant protection
Health of Animals Act Animals, birds and products. Health and sanitary regulations

Canadian Wheat Board Act Wheat and products (U.S. and Mexican Orderly marketing and distribution
imports excluded); barley and products

(Mexican imports excluded).

National Energy Board Act Natural gas and ethane. Equitable distribution of natural gas

Export and Import Permit Turkey, eggs, chicken, broiler hatching eggs Support of actions taken under domestic
Act and chicks. support programmes

Work gloves, outerwear garments. hosiery. To implement restraints negotiated or imposed
pants. blouses and ladies' shirts, pyjamas and unilaterally under the MFA
sleep wear, raincoats. sportswear, foundation
garments. swim wear. underwear, topcoats
and over coats. men's and boy's suits and
jackets. men's and boy's shirts and sweaters
and certain other clothing.

All textile products. To implemtent restraints negotiated or imposed
unilaterally under the MFA

Dairy products (butter. milk. their products. To support the domestic price stabilization
animal feeds. cheese. ice cream and yogurt). programme for milk.

Dry casein and caseinate. Statistical purposes
Endangered species. Conservation

Carbon and specialty steel. Import monitoring

Source: GATT document L/5640Add.10/Rev.5. 10 December 1993.

73. These have only been two additions to the listed products covered by the Canadian import
licensing system since the previous review:

- in November 1992, ail specimen of species of wild fauna or flora or derivatives thereof
were added to the ICL under the CITES (Section (x) - Standards); and

- on January 1, 1994. Canada added certain halons, a family of ozone-depleting
substances, to the Import Control List for six months (Section (x) - Standards).
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74. Several textile and clothing products from developing countries, including member countries
of the Least Developed Country group, were made subject to new restraints both in 1992 and 1993
(Chapter V). In June 1994, Canada had agreements with 34 exporting countries under the aegis of
the MFA to limit their exports of textiles and clothing to Canada. In addition, unilateral measures
affected exports from seven other countries. The NAFTA extended the Canada - U.S. - agreement
to restrain from imposing quantitative restrictions to imports of "originating" textiles and clothing
products from Mexico, provided these meet the "yarn forward" origin requirement. Procedures and
timing for dismantling of all restrictions on textile and clothing imports, whether implemented
unilaterally, bilaterally or under the MFA, have been agreed in the Uruguay Round Agreement on
Textiles and Clothing.

75. Certain important procedural changes will also stem from Canada's Uruguay Round commitments.
In the agricultural and food sectors, quantitative import restrictions are to be abolished on the date
of implementation.30 Licensing may remain in the agricultural sector after the quantitative restrictions
have been abolished, provided that licences are delivered automatically, and not used to restrict import
volumes. In a case regarding imports ofpasta, import licensing procedures operated as a severe restraint
on trade, even in the absence of specific quantitative restrictions on imports.31

76. In 1994, certain amendments were made to the operation of Canada's import licensing system
to implement the NAFTA:

- Certain changes were made to the allocation of import quotas for broiler hatching eggs
and chicks.

- Certain amendments were made to the National Energy Board Act. in particular, the
duration of any import licence is not to exceed 25 years. Imports of natural gas by
order are restricted to 24 months for volumes over 20 thousand cubic metres per day
and to 20 years for less than 30 thousand cubic meters per day. Imports for re-export
for up to 25 years can be made by order. According to the Canadian authorities, these
disciplines will reduce U.S. energy regulation over imports from Canada.

(ix) Measures affectin, Canadian imports implemented in exporting countries

77. Over the past two years, voluntary export restraints continued by the Republic of Korea on
exports of footwear, suitcases and other travel goods, but the Canadian Government is not party to
these restraint agreements. It is unaware of any other such measure, with the exception of export
restraint on textiles and clothing under the MFA mentioned above.

30According to the Canadian Government, tariffication will not necessarily result in the termination of
discretionary licensing programmes, which may shall be used as a means of allocating access to in-quota tariff
rates.

31In February 1994. the Canadian Wheat Board announced new regulations for the granting of import licences
for pasta. These omitted an exemption provided under previous regulations allowing certain small packages
of pasta to be imported. In June 1994, the CWB suspended the licensing requirement that pasta be imported
by persons or retail outlets for retail sale.
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(x) Standards and other technical and environmental requirements

78. Canada recognizes that "a unified, objective and well-coordinated approach to national
standardization will go a long way towards enhancing Canada's competitiveness in international
markets".32 It pursues efforts, regionally and multilaterally, to harmonize standards and conformity
assessment requirements (testing, certification, inspection and registration of quality systems).

79. Canada is an original signatory to the Tokyo Round Agreement on Technical Barriers to Trade
(the Standards Code), whose objective is to ensure that norms and regulations are not used as a measure
to restrict trade. Between January 1992 and April 1994, Canada made 89 notifications regarding
standards and regulations to the Committee on Technical Barriers to Trade. Most notified measures
were for health or safety reasons and environmental protection. Motor vehicles, telecommunications
equipment and services, drugs and food were the subject of most notifications. There have been no
complaints under the Code regarding Canadian notifications.

80. Standards-related provisions of the Canada - U.S. FTA prevent parties from requesting that
testing facilities, inspection agencies or certification bodies be located or established within their own
territory as a condition for accreditation. In 1992 and 1993, the Standards Council of Canada accredited
two U.S. certification agencies and five U.S. testing laboratories, while the Canadian Standards
Association was accredited in the United States to test over 360 product categories.

81. Chapter IX of the NAFTA encompasses the commitments made by Canada, the United States
and Mexico to harmonize their standards, technical regulations or conformity assessment procedures,
taking into account international standardization activities. The NAFTA has established a trilateral
committee on standards-related measures, to standardize and make compatible testing and certification
procedures trilaterally. The NAFTA also established a dispute settlement mechanism for standards-related
trade issues.

82. While pursuing efforts to harmonize standards trilaterally under the NAFTA, members of the
Standards Council of Canada have pointed out that the same effort must be pursued internationally:
NAFTA harmonization must also be consistent with internationally developed norms, including the
International Standards Organization ISO 9000 standards, for Canada's exports to be competitive
internationally.33

83. Canada has also had exploratory discussions with the European Union in 1992 on a possible
Mutual Recognition Agreement (MRA) for conformity assessment of regulated and non-regulated
products. Such an agreement would eliminate the need for double testing.

(a) Application of sanitary and phytosanitary measures

84. Canada may apply import restrictions for sanitary and phytosanitary purposes. Animals, food,
pharmaceuticals, cosmetics, pest control products and most other plant and animal products imported
into Canada are subject to certification and inspection requirements under sanitary and phytosanitary
regulations. The same regulations apply to imports and inter-provincial trade (Section (d) - Barriers
to inter-provincial trade).

32Standards Council of Canada (1993).

33Speech given by Mr Michael McSweeney, Chief Executive Officer of the Standards Council of Canada,
in Washington on 15 March 1994.
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85. In the fishing sector. the Mandatory Inspection List published by Fisheries and Oceans Canada
lists exporters whose products have been found not to comply with Canadian sanitary requirements;
these products are thereafter subject to inspection upon importation. According to the authorities, the
only product types subject to an import ban during the 1992-94 period were live molluscan shellfish
and products thereof. However, imports are authorized provided agreements are in place with exporting
nations to ensure that exported products meet Canadian requirements.

86. A separate Agreement on Sanitary and Phytosanitary Measures (SPS) was reached for the first
time in the Uruguay Round. In certain cases, provisions under the SPS Agreement differ from those
under the Agreement on Technical Barriers to Trade. Unjustifiable distinctions in levels of protection
are excluded; measures must be based on scientific principles, as well as on an assessment of risk
to human. animal or plant health.

(b) Standards and conformity assessment requirements

87. Since the previous Trade Policy Review of Canada, there have been further complaints from
U.S. exporters regarding Canadian packaging standards for agricultural products. Canada's Processed
Products Regulations, stipulated in the Canadian Agricultural Products Act, allow Canadian firms to
market "oversizes" beyond prescribed package sizes if the containers bear registered "Agriculture
Canada" labels, which can be issued only by Canadian registered -ompanies.34 These regulations were
amended in 1993 to allow foreign companies to ship in "oversize" containers on the same basis as
Canadian companies. These regulations also impede inter-provincial commerce
(Section (d) - Inter-provincial barriers to trade).

(c) Initiatives for the protection of the environment

88. Since January 1992, Canada has taken a number of initiatives for the protection of the
environment that may have a bearing on trade policies and practices. The major laws and regulations
regarding environmental protection are presented in Box IV.4. An objective of the Government is
to promote the use of standards and standardization in environmental prograrmmes. The following
measures have been taken since the last review:

- Certain Ozone-Depleting Substances regulations have been amended, to prohibit the
import of products containing ozone-depleting substances from any nation which is
not party to the Montreal Protocol. The new regulations will implement the revised
phase-out schedules for CFCs, halons, carbon tetrachloride. methyl chloroform, and
hydrobromofluorocarbons.35 These regulations will result in a prohibition of both
imports and exports of these substances.

34USTR (1993), p. 32.

35These measures were agreed to at the Copenhagen Meeting of the Parties to the Montreal Protocol. Once
the Ozone-depleting Substances Regulations are in force, the following regulations will be revoked:

- Ozone-depleting substances regulations No. 1 (chlorofluorocarbons).
- Ozone-depleting substances regulations No. 2 (certain bromofluorocarbons),
- Ozone-depleting substances regulations No. 4 (tetrachloromethane (carbon tetrachloride), and

1,1.1 trichloroethane (methyl chloroform)).
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- Export and Import of Hazardous Waste regulations were developed to implement
Canada's commitment to the Basel Convention and the OECD Decision of the Council
Concerning the Control of Transfrontier Movements of Wastes Destined for Recycling
Operations. Accordingly, trade in hazardous wastes with non-parties is prohibited
unless an agreement is in place. Although the United States is not a signatory to the
Basel Convention, the existence of the Canada-U.S. Agreement on the Transboundary
Movement of Hazardous Waste allows Canada to transport hazardous wastes between
Canada and the United States.

- Toxic Substances Export Notification regulations, promulgated in 1992, require Canadian
exporting firms to notify Environrent Canada and give importing nations scientific,
technical, and legal information about substances which appear on the "List of
Substances Requiring Export Notification".

- Pulp and Paper Mill Defoamer and Wood Chip regulations, published in
November 1992. limit the levels ofcertainchemicals indefoamers manufactured, sold,
or used in Canada for mills using a chlorine bleaching process.36 They ban the use
of wood chips made of PCP-treated wood in any pulp and paper mill in Canada using
the chlorine bleaching process. Manufacturers. importers, and vendors of defoamers
must submit quarterly reports for every batch of defoamer sent to mills.

- New Substances Notification regulations will came into force on July 1. 1994. Their
purpose is to ensure that no new chemicals or polymers will be manufactured in or
imported into Canada on a commercial scale before an assessment has been carried
out to determine the risk posed by the substances to the environment and human health. 37

- Gasoline Reulations. issued in 1990 to reduce blood lead concentrations to the lowest
possible level, essentially eliminated the use of leaded gasoline in Canada. The
regulations are currently in the process of being amended to exempt certain categories
of high-performance competition vehicles from the restriction on the use of leaded
gasoline. The sale or import of leaded racing gasoline will be allowed for certain
competition vehicles until December 1996.

- In May 1994. legislation was passed allowing Canadian authorities to stop and search
vessels outside the 220 mile zone (Chapter V).

36These are debenzoparadioxins (DBDs) and dibenzofurans (DBFs).

3'Substances which are not on the Domestic Substances List (DSL) are considered to be new to Canada and
are subject to notification. The Non-domestic Substances List (NDSL), based on the U.S. Toxic Substances
Control ActInventory of 1985, specifies substances which are not on the DSLbut are beiieved to be in international
commerce. Substances on the NDSL require less comprehensive reporting requirements. The environmental
and health assessment is carried out by the Departments of the Environment and Health. New Substances
Notifications Regulations - Part I (New Substances Other Than Polymers and Certain Biotechnology Products)
and part Il (Polymers Includine Certain Biotechnology Products).
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Box IV.4: Major Canadian laws and regulations for the protection of the environment that may
have a bearing on trade policies

The Canadian Enviromnental Protection Act (CEPA), which came into effect in 1988, gives the
Government power to protect human health and the environment from the risks associated with the use of
chemicals and from exposure to toxic substances. It combined several pieces of environmental legislation
to create a comprehensive approach to environmental protection in Canada. The Act is jointly
administered by the Departments of Environment and Health. The CEPA provides the authority to
restrict or prohibit trade in PCB waste.

Migratory Bird Convention Act (1917): This Act implements a 1916 treaty with the United States in
which the two countries agree to adopt a uniform system to protect migratory birds from indiscriminate
slaughter, and to preserve those species that are either useful or harmless to man. The Migratory Birds
Regulations require hunters from other countries to show their hunting permit when leaving Canada.

The Game Export Act (1941) requires exporters to obtain a permit, if the province where the game is
killed requires it, before the dead game is exported from Canada. (This Act will be replaced by the Wild
Animal and Plant Protection Act and the Regulation of International and Inter-provincial Trade Act).

The Wild Animal and Plant Protection Act will control international trade and interprovinciai transport in
wild animals and plants, their parts and products in order better to conserve Canadian and foreign
species, and to protect Canadian ecosystems from the introduction of harmful wild species. The Act will
be administered in cooperation with other federal departments (Agriculture Canada, Fsheries and Oceans
Canada, Customs and Excise, and the RCMP). Once this Act is proclaimed, in November 1994,
regulations will be introduced to implement the Convention on International Trade in Endangered
Species. Upon proclamation, the Game Export Act and the CITES regulations under the Export and
Import Permits Act will be revoked.

Regulations under the Canadian Environmental Assessment Act (CEAA), expected to be implemented in
1994, will establish a federal environmental assessment process.This Act replaces the Environmental
Assessment New Process Guidelines Order (EARPGO). Under CEAA. environmental assessments are
conducted to determine the significance of potentially adverse environmental effects. Until the
assessment is completed, no federal authority can take any action which would enable the project to be
carried out. If the project is not allowed te proceed. trade derived from the project will be affected.

The Customs Act (1986) relates to the importation of goods that may be carried outside Canada, or,
where they do not conflict with the laws of another country, inside that other country. Environment
Canada identifies wildlife and plants species to assist National Revenue (Custorns) in enforcement.

The Hazardous Products Act, administered by Industry Canada, prohibits the advertising, same and
importation of hazardous products.

Box IV.4 (cont'd)
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The Health of Animals Act is administered by the Department of Agriculture, and controls and prevents
the introduction to Canada, spread within Canada, and export from Canada of diseases that may affect
animals or that may be transmitted by animals to persons.

Regulations under the Transportation of Dangerous Goods Act, administered by the Department of
Transport, establish controls on the movement of dangerous goods including hazardous wastes, by any
means of transport, whether or not for hire or reward and whether or not the goods originate from or are
destined for any place in Canada

The Pest Control Product Act, administered by the Department of Agriculture, provides certain limits on
the manufacture, import, use, sale and display of pesticides.

Source: Information supplied by the Canadian Government.

(d) Technical barriers to inter-provincial trade

89. Consumer related measures and other technical standards constitute one ofthe main issues under
the current negotiations aimed at removing inter-provincial barriers to trade. These internal barriers
both reduce the external competitiveness of Canadian industry, and may diminish market access for
foreign products and services. In early 1993, the House of Commons Subcommittee on Regulations
and Competitiveness recommended that the federal and provincial governments adopt mutual recognition
of product standards as a general principle of inter-provincial trade, and called for efforts to coordinate
standard requirements across provinces.

90. Technical barriers to trade occur in most sectors. including services. trade and in the food sector.
Examples of the latter include:

- regulations regarding the colouring of margarine. and its blending with butter; these
lead to product differentiation and cost increases;

- obligations to display labels in one language more prominently in certain provinces,
creating the need for multi-labelling processes across provinces;

- the requirement that all fruit and vegetables crossing international and inter-provincial
boundaries comply with the packaging regulations. unless a bulk impor: authorization
is provided; this obliges producers in one province to ship only packaged products
to another province. potentially increasing the costs of processing.

91. Provincial inspection regulations may also impede inter-provincial trade and may. consequently,
affect international trade. Inspection requirements limit the movement of goods across provinces, notably
milk and meat products. Certain researchers have described inconsistencies with regard to federai
and provincial animal health inspection standards for processing plants.38 Aiso. provinces have different

38Loizides and Grant (1992).
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rules and regulations regarding weight and length of motor vehicles used for transport equipment.39
Construction regulations have also been found to differ between provinces 40As a result, it is more
difficult for construction companies to operate nation-wide at maximum efficiency.

92. The effect of these measures is decidedly negative for export competitiveness. Companies
are obliged to multiply the number of plants in order to market products domestically, which reduces
the possibilities for economies of scale and increases costs. Processing in one province of raw materials
from another province is also made more expensive by inter-provincial regulation.

93. The effects of inter-provincial barriers to trade on imports depends on the type of regulation.
While preferences which exclude products from other provinces are most likeiy also to exclude imported
products or services, certain differences in norms and regulations may actually stimulate imports.'

(xi) Government procurement

94. Government procurement covers all public purchases ofgoods, services and construction made
by the federal and provincial governments, local author-.ies and hospitals. The economic importance
of this expenditure is sizeable: in 1989, non-wage current and capital expenditure on public purchases
totalled over CanS110 billion, or nearly 17 per cent of GDP (Table IV.8), while over 10 per cent of
Canadian industrial output was purchased by the Canadian public sector. Between 1989 and 1993,
the share of the "non-business sector" increased by one-half of a percentage point in real terms to reach
18 per cent of GDP at factor cost.42

Table IV.8
Government current and capital expenditure, goods- and non-wage services, 1989

Canada Share of GDP
(CAN$) (per cent)

All level:111.1 16.9

Federal government 17.7 2.7

Provincial /State governments 54.4 8.3

Local governments 39.0 5.9

658.9 100.0

Source: International Monitary Fund. Government: Financial Statistics Yearbook 1993.

39A number of safety codes. inspection standards and vehicle standards in place in Canada differ across
provinces. These differences make it difficult to transport merchandise across provincial boundaries by truck.
Imports and exports are thus more expensive, with consequences on the volume of trade.

40Internal Trade (1994c).

41Certain companies manufacturing and distributing wine have found that wines in certain provinces have
the same status if produced in another province or abroad. Further, with the implementation of a GATT panel
on distribution practices for alcoholic beverages, provincial liquo: boards have recently listed more foreign
beverages than beverages from other provinces. Companies are thus being encouraged to move to the United States,
rationalize costs and export to Canada (Chapter V).

42Statistics Canada.
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95. Government procurement may. through purchasing practices, technical specifications,
concentration of orders and choice of suppliers. significantly influence the overall industrial structure
and trade patterns. In Canada, expenditure by provincial and local authorities is large relative to federal
expenditure. Policies implemented by provincial governments may therefore be of higher economic
importance than in other countries.

96. Canada is a signatory to four agreements covering international government procurement under
the GATT. the FTA, the NAFTA and the Uruguay Round. All these agreements are designed to ensure
competitive access to government contracts by suppliers of alI signatories.

(a) Developments under the 1979 Agreement on Government Procurement

97. Under the 1979 Tokyo Round Code, Canada had undertaken to subject ali purchases of goods
(and services incidental to their supply) above a threshold value by specified federal government entities
and agencies to stipulated international tendering procedures.43

98. Table IV.9 shows the latest available values of Code-covered procurement notified to the
Committee on Government Procurement by its signatories, as well as the share of procurement above
the threshold value awarded to foreign suppliers. Accordingly. Canadian procurement under the Code
amounted to about SDR 2 billion in 1992, or less than 2 per cent of total Canadian public purchases.
In that year, some 19 per cent of procurement notified by Canada was supplied by foreign companies.

Table IV.9
Procurement by signatories under the Government Procurement Code, 1992 and latest available year

Country Year Purchasesunder the Code (SDR millions) Share of purchases
above the threshold

Total Above the Below the value awarded to
threshold value threshold value foreign suppliers

United States 1991 ... 15.637 ... 9.4
Austria 1992 391 258 133 42.2
Canada 1991 1,843 814 1,029 18.5
European Communities 1991 13.757 6,811 6,947 1.0
Finland 1992 593 152 442 46.2
Hong Kong 1993 249. 155 83 98.0
Israel 1992 117 97 20 94.9
Japan 1992 6,694 3.052 3,641 14.9
Norway 1992 571 214 356 42.3
Singapore 1993 13 12 1 100.0
Sweden 1992 747 247 501 30.9
Switzerland 1992 552 202 351 43.5

.. . Not available.

Source: Notifications to the GAIT Committee on Government Procurement.

43The threshold value was SDR 130,000, equivalent to Can$223,000 as officially notified by Canada for
the period 1994-95. Purchases by provincial or local governments or authorities, whether or not their purchases
are financed through central or federal funds; purchases of federal entities not covered by the Code (in the case
of Canada, purchases for the federal Departments of Communications, Transport, Fisheries and Oceans); certain
defence-related purchases; and contracts for services, such as those required for public works are excluded from
code coverage.
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(b) The Uruguay Round 1994 GATT Agreement on Government Procurement

99. In the Uruguay Round Agreement on Government Procurement (the `new Code"), Canada
has committed itself to liberalize its procurement market further in favour of signatories, albeit not
to the some extent as under the NAFTA (see below). This agreement, when implemented, will allow
signatories' companies to submit bids for all goods (except when specifically excluded), as weli as
for specified services. The Agreement is planned to enter into force on 1 January 1996.

100. The number of federal entities subject to the disciplines of the new Code increases to 100.
Notable inclusions are the Departrnent of Transport (with the exception of purchases of special industry
machinery, computer and other office and data processing equipment), the Department of
Communications and the Department of Fisheries and Oceans (both with the same exceptions).

101. In the specific case of the Department of National Defence, the following products are not
generally open to foreign competition from external suppliers under the new Code and NAFTA:44

- weapons, nuclearordnance, fire control equipment, ammunition and explosives. guided
missiles;

- aircraft, airframe and aircraft components and accessories (47 per cent of Supply and
Services Canada (SSC) procurement in 1993), landing, launching and ground handling
equipment;

- space vehicles;
- ships, small craft, pontoons and floating docks, ship and marine equipment (over

11 per cent of SSC contracts in fiscal 1993);
- engines, turbines and components;
- bearings;
- hand tools;
- communication, detection and coherent radiation equipment (6 per cent);
- electrical and electronic equipment components; fibre optic materials and components;

and
- textiles, clothing, furs, leather, footwear, tents, flags, and food; and metal bars, sheets

and shapes.

Although Canadian governments may purchase these products from foreign sources, no
commitment has been made in the Uruguay Round negotiations to allow foreign tendering for these
goods for supply to the Department of National Defence.

102. Under the new Code, Canada opens to Signatories' competition contracts for a large number
ofspecified services sectors awarded by the federal 100 entities, such as certain engineering, real estate,
accounting and communications services and software.45 All construction services (CPC Division 51)
purchased by these federal entities are placed under the new Code. Important sectors not open to
automatic competition under the new Code include market research services, advertising services,

44Canada has signed Bilateral Memoranda of Understanding (MOUs) between the Canadian Department of
National Defense and other NATO and military allies. Canada maintains MOUs with several countries, both
inside and outside NATO. These MOUs include agreements on Defence Industrial Cooperation (DIC), intended
to encourage, trade and technological cooperation. The DICs facilitate marketing, official visits and reciprocal
agreements for industrial security, quality insurance and contract audits.

45Agreement on Government Procurement, Canada, Annex 4.
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financial management consulting services; public relations services; services related to management
consulting, scientific and technical consulting services, legal services (except on foreign law), estate
agent services, health services and education services.

103. A total of nine federal public companies ("Crown Corporations ") have been offered for coverage
under the new Code. These are already subject to the disciplines of the NAFTA, with two significant
exceptions liberalized only under NAFTA (see below):46

- Canada Post Corporation;
- National Capital Commission;
- St. Lawrence Seaway Authority;
- Royal Canadian Mint;
- Canadian Museum of Civilization;
- Canadian Museum of Nature;
- National Gallery of Canada;
- National Museum of Science and Technology. and
- Defence Construction (1951) Ltd.

104. At the time of writing this report, no specific commitment had been made by the Canadian
provinces to liberalize their procurement procedures under the Uruguay Round Agreement. The
provincial entities and sub-central enterprises are to make specific commitments within 18 months after
the signing of the GATT Agreement in April 1994. Canada is the only federal signatory that has not,
so far made any specific commitment at the sub-federal level. Further, all purchases of steel, motor
vehicles and coal are excluded from commitments (notes to Annex 2) by the provinces.47

105. Some general exemptions to the new Code are provided for some major economic sectors.
Thus, the new Code will not apply to procurement. in respect of:

- shipbuilding and repair;

- urban rail and urban transportation equipment, systems, components and materials
incorporated therein as well as all project related materials of iron and steel;

- contracts respecting Federal SupplyClassification(FSC) 58 (communications, detection
and coherent radiation equipment);

- set-asides for small and minority businesses;

- agricultural products made in furtherance ofagricultural support programmes or human
feeding programmes;

- oil purchases related to any strategic reserve requirements; and

46According to the Canadian Authorities, the Parties to the new Agreement of 15 December 1993 have consented
only to apply Annex 1 (Federal Government Enterprises) and have not officially included coverage of Annex
2 (Sub-central entities) nor Annex 3 (Government Enterprises).

47However, according to the Canadian authorities these exclusions are subject to the overall negotiating process
in the period leading up to January 1996, and reflect the voluntary and reciprocal commitments of the provinces.
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- procurement made in support of safeguarding nuclear materials or technology (national
security exemptions).

(c) Developments under regional agreements

106. In 1989, the Canada-U.S. Free Trade Agreement (FTA) established bilateral disciplines for
all government purchases exceeding US$25,000. It therefore significantly expanded the share of the
Canadian procurement market previously open to U.S. exporters, by covering contracts valued below
the GATT Code threshold.48 Further, the FTA established a bid challenge mechanism to review cases
of suspected discrimination by governments in procurement covered by the FTA.

107. The NAFTA liberalized procurement rules further, first by including construction and services
contracts (Chapter 10). The Agreement covers, and therefore opens to competition from firms based
in Mexico and the United States, procurement by federal entities for goods. services and construction
works valued at over certain amounts (Table IV. 10). As a result, NAFTA companies may now tender
for construction contracts by Public Works Canada.

Generally, Mexican and U.S. companies may tender for federal contracts in a broad range
of business, technical and professional services sectors.

Table IV.10
Government Prucurement NAFTA thresholds
Effective 1 January 1994 through 31 December 1995

Product/Service Institution Threshold

US$ Can$

Goods Federal Government Entities (as between Canada 25,000 31,800
as United States)

Goods Federal Government Entities (as between Canada 50,000 63,700
and Mexico)

Services Federal Government Entities 50,000 63,700

Goods/Services Federal Government Enterprises 250,000 318,500

Construction Federal Covernment Entities 6.5 million 6.5 million

Construction Federal Government Enterprises 8 million 10.1 million

Source: Government of Canada.

However, the significant overlay between the new Government Procurement Code and the
NAFTA implies that suppliers from both signatory countries to the GATT and ofNAFTA Parties should
benefit to a similar extent from national treatment and non-discrimination provisions in federal
procurement.

108. The second major development under the NAFTA was the inclusion of procurement by certain
crown corporations, which account for over 10 per cent of total public purchases annually.
Corresponding threshold values for these Crown Corporations are Can$3 18,500 for goods and services

48In 1991, about 15 per cent of federal procurement of more than SDR 130,000, awarded under the Code
to foreign companies, was supplied by U.S. firms. Less than 1 per cent of U.S. procurement was supplied by
Canadian firms under the GATT Code.
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and Can$10.1 million for construction (Table IV.10). In addition to the nine institutions whose
procurement is liberalized under the new Code, procurement by the two following corporations is
reserved to NAFTA suppliers:

- Canadian National Railway Company; and
- Via Rail Canada Inc.

109. The NAFTA also provides for an independent review authority, which is mandated to receive
complaints, conduct enquiries and make recommendations in cases of disputes. As was the case in
the FTA, the NAFTA stipulates that the procurement entities concerned "shall normally follow such
recommendations".49 The bid challenge procedures are expanded to cover all NAFTA-covered contracts.

(d) General legislation at federal level

110. The largest federal procuring departments are National Defense, Public Works Canada, Supply
and Services Canada (SSC), Transport Canada and Communications Canada. All these entities were
included in the new disciplines of the new Code for most procurement, albeit with significant exceptions
(e.g. purchases of machinery and computers by Communications Canada and Transport Canada, and
urban rail and urban transportation equipment).

111. Since the last review, certain policies favouring Canadian-based manufacturers have been
abolished. Until 1993, Supply and Services Canada (SSC) administered a Source Development Fund
to establish and encourage domestic supply sources. A "procurement review mechanism" analyzed
the benefits of industrial policy, including the benefits from federal procurement activity beyond the
immediate expenditure, in terms of economic and social development. According to the federal
Government, the fund and mechanism policies are no longer in place.

Procurements that are not covered by international trade agreements may be subject to the
Canadian content policy, if there are sufficient numbers of potential suppliers of Canadian goods or
services in the marketplace (usually three or more). The policy provides for preference to be accorded
to bids from suppliers where at least 80 per cent ofthe bid price consists ofCanadian goods or services.50

49The review authority is the Canadian International Trade Tribunal.

50In the recent Agreement on Internal Trade (see below), it is stated that (Article 50.2.6) "Except as otherwise
provided to comply with international obligations, a Party may apply a preference for Canadian value-added
in accordance with paragraph (a) or limit tendering to Canadian goods or suppliers in accordance with paragraphs
(b) and (c).

(a) Where a Party accords a preference for Canadian value-added it must meet the following conditions:

(i) The preference for Canadian value-added shall be no greater than 10 per cent and the Party specifies
the level of preference to be used in the evaluation of the bid; and

(ii) All qualified suppliers have been informed of the existence of the preference and the rules applicable
to determine the Canadian value-added in the call for tenders (Saskatchewan and Newfoundland reserve
on Article 502(6)a)).

(b) Where a Party limits its tendering to Canadian goods or suppliers, it must meet the following conditions:

(i) The procuring entity is satisfied that there is sufficient competition among Canadian suppliers;
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112. Regional Buy Programmes require that procurement below Can$25,000 by regional offices
be made as close as possible to where they wil! be used. Federal tendering practices may thus require
that suppliers originate in a given region or province.51 This policy will remain in place under the
new Code.

(e) Procurement by provincial entities

113. Expenditures by provincial governments have not been opened to external competition under
any of the four agreements on procurement entered into by Canada. Although the provinces are not
bound by the provisions of the NAFTA on government procurement, the Agreement states that "the
parties will endeavour to consult with their state and provincial governments with a view to obtaining
commitments on a voluntary and reciprocal basis, to include within the obligations of this Chapter
procurement by state and provincial entities and enterprises".52

114. Efforts were announced to extend the new Code to include purchases by the Canadian Provinces.
Canada's offer in the new Code negotiations includes coverage of entities in all ten provinces, subject
to provincial commitments. The list of provincial entities was to be provided within 18 months of
the signing of the new Code in April 1994.

115. According to the Canadian authorities, Canadian Provinces do not currently provide for set-aside
procurement to be awarded exclusively or partially to small and minority businesses. Canada has
reserved the right to do so under both the NAFTA and the new GATT Code. At provincial and local
level, legally established preferences for small businesses can take several forms, including a price
preference, whereby a small business must be preferred to another supplier, even if its bid is up to
a certain percentage higher; a programme whereby the procurement is exclusively reserved for small
businesses; and quota systems which allocate a percentage of total awards to small businesses. These
exceptions have been maintained in the context of both the new Code and the NAFTA.

116. The Federal Government is pursuing an effort to coordinate a reduction of inter-provincial
barriers to trade within Canada. In this context, a number of studies have shed light on the ways in
which provincial procurement practices that may discriminate against non-local suppliers (Box IV.5).
In turn, these "buy-provincial" requirements also constitute barriers to foreign suppliers.

(ii) All qualified suppliers have been informed of the existence of the preference and the rules applicable
to determine Canadian content in the call for tenders; and

(iii) The requirement for Canadian content is no more than necessary to qualify the procured good as a good
of Canada.

(c) Canadian good means a good produced exclusively from domestic materials; a good manufactured in
Canada; or a good which if exported outside of Canada would qualify as a good of Canada under
appropriate rules of origin determination.

51This has been criticized as a serious impediment to inter-provincial trade and rationalization of production
in Canada (Schwanen, 1994).

52NAFTA, Article 1024:3.



Canada C/RM/S/51
Page 91

BoxIV.5: Sub-federal procurement rules

Province and Crown Corporations of Quebec

Until 1993 any firm wishing to supply the Government had to first register with the Supply Directorate.
Priority was given first to Quebec suppliers, then to Quebec businesses acting as distributors for
Canadian manufacturers, and then to Canadian manufacturers. When the number of Quebec businesses
was sufficient to ensure sound competition, only Quebec businesses were invited to bid. These policies
are followed by a number of provincial Crowns in the food, alcohol, energy, water and forestry sectors
(including Hydro Quebec, Sidérurgie du Québec, Société des alcools du Québec, the Société d'énergie de
la baie James, and Société Québecoise d'assainissement des eaux). Certain agencies applied a
20 per cent Quebec content rule. Quebec revised its procurement practices substantially in November
1993; currently Canadian (but not provincial) preferences are applied on certain procurement when there
are two or more Canadian suppliers. Any supplier of services or building contractor must in order to
register have a place of business in Quebec.

Province of Ontario

A 10 per cent price preference is given on the portion of supplier's bids consisting of Canadian content.
In addition, the industrial Review Policy allows for preferential supplier selection if economic or
industrial benefits could result. Provincial Crowns are responsible for their own purchasing policies,
which may differ from the one followed by the Province.

Newfoundland and Labrador

Until 1992, the Provincial Preference Policy provided a percentage preference to bidders who had a
presence in the Province, on the basis of a point system: a company obtained points on the basis of
where the head office was located, where its lawyers and accountants were and how many people were
employed. According to the Canadian Authorities, these measures are no longer in place.

Saskatchewan

All things being equal, Saskatchewan companies are given priority, subject to the rules of the government
procurement agreement entered into with the other western provinces. In practice, a 10 per cent
premium is awarded for local manufacturer.

New Brunswick, Prince Edward Island

Until 1992, priority was given to manufacturers from the province, followed by companies from the
province acting as distributors for Canadian manufacturers, followed by Maritime manufacturers and
finally Canadian manufacturers. If sufficient local sources were available to ensure competition,
invitations to bid could be limited to the firms of the Province. According to the Canadian authorities,
these measures are no longer in place in New Brunswick.

Nova Scotia

Until 1992, purchasers were encouraged to buy goods in the area where they were to be used; to
purchase goods manufactured in Nova Scotia when price and quality were deemed acceptable; and
expected to take into account the Nova Scotia content when buying goods. In practice, contracts could be
awarded to local contractors irrespective of price. According to the Canadian authorities these measures
are no longer in place.

Box IV.5 (cont'd)
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117. Government procurement practices giving preferences to local suppliers over out of province
suppliers have been recognized as serious impediments to internal trade. In turn, these probably restrict

imports, and reduce efficiency gains for companies, with negative consequences on export capacity.
Several agreements have been signed in recent years between provinces with the objective of guaranteeing
access to public contracts for goods, services and construction (Table IV. 11). In this context, observers

have stressed the need for procurement by municipalities, universities, schools and hospitals to be

included in the agreement if obstacles to competition across provinces are to be tackled.53

Table IV.11
History of Provincial agreements affecting public procurement

Year Province/Territory Title and date of legislation _

November 1987 All Mandate to immediately implement steps to eliminate barriers to interprovincial trade

April 1989 Manitoba, Memorandum of Agreement on the Reduction of Interprovincial Barriers to Trade in

Saskatchewan Western Canada, April 1989

Alberta
British Columbia

November 1993 Quebec, New Government Procurement Agreement on goods and services

Brunswick

December 1993 Ontario, Quebec Agreement on Public Procurement and Construction Labour Mobility
June 1994 All Agreement on Internal Trade

Source: GATT Secretariat.

118. Provincial public companies ("Crowns") account for over 10 per cent of total public purchases
annually. They are in most cases not mandated to apply provincial procurement practices (however,
see Box IV.5). It has been noted that the degree of competition faced by a Crown in the domestic

market was not independent from its procurement practices. Firms which do compete on the domestic

market, such as Air Canada and Petro-Canada, do not appear to be following procurement practices

schwanen (1994).

Manitoba

Manitoba provides for a discretionary price preference to be awarded to Manitoba-made products, subject
to the rules of the government procurement agreement entered into with the other western provinces.
This preference is awarded on the basis of employment, technological and fiscal revenue considerations.

Alberta

Alberta does not in principle apply any preferential procurement policy.

British Columbia

British Columbia discriminates in favour of goods made within Canada on the bass of employment
creation, investment and export potential.

Source: Loizides and Grant (1992); Minister of Supply and Services Canada (1989); and information
supplied by the Canadian Government
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in favour of provincial or national suppliers. Crowns that do not face direct competition - for example,
electricity utilities - are in a position to pass on to consumers the costs of their procurement policy.54

119. Because of the relative specialization of the Canadian economy, imports account for a relatively
large share of total procurement despite the existence of procurement practices favouring domestically
established producers.55 Also, the new disciplines contained in the new Code are likely to reduce the
incidence of these practices considerably at the federal level. At the provincial level, the expected
liberalization will determine whether large segments of the Canadian economy are placed under the
rules of competition and transparency contained in the new Code. For example, no disciplines have
yet been imposed on the award of contracts for power utilities, water utilities, airports, ports and urban
transport.

In June 1994, Canadian provinces and the federal Government reached an Agreement on Internal
Trade, which contained a number ofprovisions regarding public procurement, in order to "ensure equal
access to procurement for all Canadian suppliers in order to contribute to a reduction in purchasing
costs and the development of a strong economy, in a context of transparency and efficiency "(Article
500A). The Parties agreed to ensure open and transparent tendering above thresholds of Can$25,000
for goods, Can$100.000 for both services and construction. The Agreement covers all provincial,
international and federal government departments or agencies (Annex 501.2.1). In addition, coverage
is to be extended to municipalities, municipal organizations, school boards and publicly-funded academic,
health and social service entities by the end of June 1996. In a significant exception however, about
90 government entities have been excluded from the Chapter, including the largest power utilities and
certain transportation utilities (Annex 2).

(xii) State trading

120. Canada maintains a large number of state trading enterprises with exclusive or special privileges
accorded by the Government. Enterprises granted "special or exclusive privileges" under Article XVII
of the GATT include the Canadian Wheat Board, the Canadian Dairy Commission, the Agricultural
Product Board, the Canadian Freshwater Fish Marketing Corporation, the Canadian Saltfish Corporation.
and the provincial liquor boards.56

121. The Canadian Commercial Corporation (CCC) acts as the "prime contractor when foreign
governments wish to purchase goods and services on a government-to-government basis".57 On the
export side, the CCC identifies Canadian sources, and often encourages foreign customers to buy from
smaller or lesser-known suppliers.

54Dalpé (1991). In a more recent case, a pulp and paper producer operating in Ontario was prevented from
buying electricity from Manitoba, as Ontario Hydro claimed to have access to any power entering the province
for its own use (Loizides and Grant, 1992).

55Dalpé (1992).

56GATT (1990), p. 251.

57External Affairs and International Trade Canada, Trade Development Programs and Services.
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(2) Measures Directly Affecting Exports

(i) Export controls and prohibitions

122. The mechanisms by which Canada controls exports are the Export Control List (ECL), the
Area Control List (ACL) and the Export and Import Permit Act. All goods on these lists require export
permits, except in most cases when the United States is the end destination. In January 1994, the
following countries were on the ACL: Angola, Bosnia-Herzegovina, Croatia, Haiti, Lybia, South Africa
and Yugoslavia.

123. The most recent Export Control List (ECL) which came into effect April 1. 1994 is presented
in Table IV. 12. Changes since January 1992 include:

- implementation of COCOM revisions/reductions in the numbers and types of certain
controlled items such as computers, telecommunications equipment and electronics;

- introduction of controls on nuclear related dual-use items (Group 4, part Il of the ECL);

- introduction of enhanced controls on automatic firearms, exports of which are limited
to countries on the Automatic Firearm.s Country Control List. (ECL item 5500);

- removal of controls on softwood lumber;

- additions oftwo types of rockets and sub-systems not previously covered to the Missile
Technology Control Régime list (Group 6);

- addition of 74 biological weapons agents plus dual-use equipment to the ECL under
the auspices "the Australia Group" (Group 7); and

- addition of 22 Chemicals for the production of illicit drugs under the auspices of the
Chemical Action Task Force (Group 8).

No new export restrictions for short supply and conservation have been applied since January 1992.

124. The Coordinating Committee for Multilateral Export Controls (COCOM) was abolished at
the end of February 1994. In the current debate about the appropriated successor régime to COCOM,
the proliferation of weapons of mass destruction has replaced the transfer of technology to communist
countries as the main objective of export controls.
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Table IV.12
Goods and technologies subject to Canadian expert controls, 1994

Group Goods and technologies Purpose

International Industrial List Goods and technologies that have both Control of military exports
civilian and military applications

International Munitions List Enhanced controls on automatic firearms Automatic Firearms Export Control List

International Atomic Energy Nuclear materials, facilities and related Control of nuclear exports
List equipment

Nuclear Non-proliferation List Dual use nuclear products Nuclear Suppliers Group

Miscellaneous Goods List Forest products, endangered species, medical Protection of natural resource and
products, agricultural and food products. commitment to multilateral agreements
U.S. origin goods. (Chapter ;IV)

Missile Technology Control Goods and technologies capable of delivering Missile Technology Control Régime
Regime List chemical. biological or nuclear weapons

Chemical and Biological Dual-use products that could be used in the Australia Group
Weapons Non-proliferation List proliferation of biological or chemical Control of military exports

weapons

Chemicals for the Production of Precursor chemicais used to produce illicit Chemical Action Task Force, United Nations
Illicit Drugs List drugs Convention Against Illicit Traffic in Narcotic

and Psychotropic Substances

Source: Information provided by the Canadian Governent.

(ii) Export taxes and other charges

125. The main developments regarding export taxes since the last review have been the following:

- The export tax on lumber exports to the United States was abolished on
6 February 1992.

- A Notice ofWays and Means Motion was introduced in February 1992, implementing
an excise tax of Can$8 per carton of 200 cigarettes, and similar taxes on exports of
cigars and tobacco. The excise tax was designed to reduce the profits of tobacco
smugglers by reducing the price between Caradian cigarettes sold domestically and
those sold in the United States. This measure was initially abolished following threats
by cigarette manufacturers that they would set up plants in the United States; however,
the measure was reintroduced in April 1994.58

(iii) Export cartels

126. Competition policy may discriminate explicitly against foreigners in cases when export and
import cartels are exempted from laws against price fixing or market sharing. This increases the price
of exports and decreases the price of imports, and improves the terms of trade in the absence of
retaliation.

58To ensure that Canadian tobacco manufacturers are not hampered in their legitimate export efforts, an
exemption is available for a certain volume of shipments determined by past export levels.
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127. In Canada. export cartels are prohibited only if they lead to a reduction in the value of exports,
restrict persons from entering of expanding their export, or prevent or lessen competition in the supply
of services facilitating the export of a product from Canada. No changes are envisaged to the
Competition Act regarding export cartels as a result of the Uruguay Round or NAFTA.

(iv) Export assistance programmes

128. The necessity to trim budget deficits has translated into a streamlining of export promotion
programmes in mid-1993. The Access North America Programme (ANA) has been introduced to take
advantage of new opportunities under NAFTA.

129. At the provincial level, fiscal retrenchment has also been the rule. The network of provincial
delegations and offices has been reduced by over a third to some 50 offices. Total expenditure by
the provinces on trade and investment was estimated at Can$100 million in 1992, but was expected
to decrease by approximately 25 per cent by 1994.

130. The institutions and programmes for export promotion have not changed since the last review.
The Export Development Corporation (EDC) is Canada's main export assistance programme, providing
financing, guarantees and insurance (Table IV. 13). The Programme for Export Market Development
assists exporters with promotion and counselling services. In addition to federal assistance, the provinces
offer export promotion services, which are in some cases extended to intra-Canadian trade (i.e.
interprovincial).

Table IV.13
Direct export financing, insurance and guarantees provided by the Export Development Corporation, 1991-93
(Can$ bill-on)

Agency 1991 1992 1993

Loans on EDC's account 1.4 2.1 3.2

Loans on the Canada account' 0.2 0.6 0.9

Guarantees and insurance on EDC's account 5.1 6.6 8.6

Guarantees and insurance on the Canada account' 0.1 0.3 0.4

Total direct financing. insurance and guarantees 6.9 9.5 13.1
includess CIDA financing)

a The Canada account is used for transactions which exceeds the corporation's limits either in value or risk terms.

Source: Export Development Corporation (1993).

131. The volume of exports financed or insured by EDC during 1993 totalled a record
Can$S3.1 billion, up nearly 90 per cent in two years. Most of the insurance provided on the EDC's
account was destined for North American and Caribbean markets (Can$3.9 billion out of the total of
Can$8.6 billion), followed by the Asia-Pacific region and Europe.
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132. Amendments to the Export Development Act in June 1993 significantly broadened EDC's powers
to assist exporters further in the years to come.59 EDC is now empowered to engage in the following
activities:

- arrange a wider variety of trade financing, including by way of capital leases or
conditional sales agreements;

- create subsidiaries and take equity in other entities;

- deliver specialized consulting services to exporters; and

- engage in investment and financial management transactions.

133. The EDC continues to condition export assistance to a minimum local content of 50 per cent.

134. The budgetary allocation to the Program for Export Market Development increased to
Can$10.5 million for 1994-95 (i.e., by 4.8 per cent over the previous year). Applications from
2,800 companies were expected by the Administration, and 1,900 approvals for a value of
Can$18.9 million were expected to generate exports of Can$1.3 billion and an actual expenditure by
the PEMD of Can$8.3 million.60

135. The Renaissance Eastern Europe Programme has as its main objective to increase trade between
Canadian firms and eastern Europe. The programme supplements the PEMD, and provides funding
for trade missions and trade fair participation. Eligible businesses must have been established in Canada
for at least three years, have sales exceeding Can$1 million, be financially viable. and have an exportable
product or services that meets the 60 per cent Canadian content requirement.

136. In March 1994, the Province of Quebec announced two new programmes for export promotion,
to begin in April 1994 for a period of three years. A budgetary allocation of over Can$30 million
has been planned for these programmes. destined to support small and medium firms in their penetration
of foreign markets. The first is an Export Promotion Bureau. that will act as an information clearing
centre for provincial exporters. The second is the Export Assistance Office.

(3) Measures Affecting Production and Trade

137. A particularity of the Canadian economy, currently the object of an intensive public debate,
is the existence of numerous barriers to interprovincial trade, both in goods and services.61 In a recent
report, a group of academic researchers cited the elimination of such barriers as one of the conditions
for improving international competitiveness.62 In January 1994, a meeting of the federal and provincial
trade ministers (the Committee of Ministers for Internal Trade - CMIT) was held in Ottawa to address

59President of the Treasury Board (1993).

60These data do not take into account the Can$4 million reduction in departmental operating budgets announced
in the budget speech by the Finance Minister, Paul Martin, on 22 February 1994.

61Examples include recently abolished barriers to the sale of British Columbia wine in Ontario and, conversely,
remaining obstacles to the hiring of non-Quebec construction workers into Quebec.

62Canada 21 Council (1994).
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some 600 identified barriers .o inter-provincial trade within Canada.63 Negotiations were expected
to result in strict rules for inter-provincial trade in government procurement; environmental policy;
consumer standards; technical standards; labour mobility and investment. The sectors covered were
agricultural and food products; alcoholic beverages; communications; transport; and energy.

138. These internal barriers to trade restrict competition and protect inefficient producers at the
provincial level. In some cases, they may act as powerful barriers to international trade: if a province
restricts goods and services from another province, there are strong indications that imported products
may also face restrictions. However, in cases where international trade liberalization has proceeded
faster than domestic deregulation across provinces, internal barriers to trade may actually discriminate
against Canadian goods and services. On the export side, these types of restrictions increase costs
and, thus, reduce external competitiveness.

139. These restrictions on the free internal movement of goods have been estimated to cost nearly
1 per cent of GDP. In contrast, the restrictions on the movement of services. labour and capital are
considerably more important in their effects on efficiency and resource allocation. This has been
recognized for some time as the federal authorities declared the removal of barriers to internal trade
a policy priority in 1987. An Internal Trade Agreement was signed in July 1994, and was to come
into force on 1 July 1995.

(i) Subsidies

140. Greater attention has been given recently to the distortions to competition caused by subsidies,
both during the Uruguay Round negotiations and in the debate about barriers to inter-provincial trade.
In attracting investment to a given province. subsidies provided by provincial governments attract
companies and jobs away from other countries. but also from other provinces.

141. In the Uruguay Round negotiations. Canada sought and obtained an exemption for certain rules
on sub-federal subsidies. Thus, under Article 2 of the Agreement on Subsidies and Countervailing
Measures, Canadian Provinces will be allowed to provide regional development subsidies. As subsidies
provided to "geographically determined regions" ofa contracting party (Canada). these subsidies would
have been considered specific and thus liable to countervailing action. The final Agreement refers
instead to subsidies provided to geographically determined regions of the "granting authority" (the
province). As the subsidies are applied to the entirety of the territory within the jurisdiction of the
provinces. they are not specific and therefore not countervailable.

142. The two main forms of government assistance to industry in Canada continue to be grants and
tax breaks. Since 1990, stated government policy has been to shift away from direct subsidization
cf business towards investment in economic development, notably tax credits for scientific research
and experimental development (SR&ED). In March 1994, however. one report still cited direct subsidies
and grants to businesses. including large-scale projects, as impediments to Canadas external
competitiveness.64

63Nachrichten für Aussenhandeln, 31 January 1994.

64Canada 21 Council (1994).
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Grants

143. Although industry in Canada is a significant beneficiary of subsidies, a large share of government
transfers are made in the context of agricultural programmes (Chapter V(2)). Within industry, the
Lon's share of subsidies is absorbed by three sectors, transport equipment, followed by electronics
and pulp and paper (Chart IV.5).

Chart IV.5
Federal grants to Canadian industries, 1985-93

Can$ million

Paper and allied
products industries

Electrical/electronic
products industries

1985 86 87 88 89 90 91 92 93

Fiscal year

Source: Department of Industry, Government of Canada.

144. The 1994 budget proposed that grants to business be reduced annually by Can$225 million.

As a result, by 1996-97 federal subsidies would reach an expected Can$3. 1 billion. compared to

Can$3.4 billion in 1993-94 (or nearly 1 per cent ofGDP). Thiswouldbeachievedmainlyby reductions

in funding of regional agencies, as well as programmes directly managed by Industry Canada.

145. The new Government has also announced a new national infrastructure programme in order
to stimulate the economy. This was a two year programme of investments in the transportation and

communications infrastructure, as well as in water and sewer systems. The total cost to the federal

Government was planned at Can$2 billion, with similar levels of funding to be provided by provinces

and municipalities.

700

600

500

400

200

100



C/RM/S/51 Trade Policy Review Mechanism
Page 100

Tax breaks for research and development

146. Tax credits for research and development are higher in Canada than in other OECD countries.65
In the early 1990s, these credits were increased, partly te compensate for announced reductions in
subsidies. However, the 1994 Budget reduced tax assistance to businesses.

147. Government assistance to research and development continues to discriminate between firms
according to the nationality ofownership. Qualifying Canadian-controlledprivate corporations (CCPCs)
may earn a 35 percent investment tax credit, while other corporations may earn 20 percent. The 1994
budget restricted access to the CCPC rate to those corporation with taxable capital of less than
Can$15 million.

Other tax relief

148. Regional tax credits are earned in respect of qualified expenditure and property used in an eligible
region of Canada. These regional subsidies have traditionally constituted an important aspect of
provincial assistance to production. In general, these measures do not discriminate between investors
on the basis of nationality. but rather according to the place where the investment is made.

149. In the 1994 Budget, it was recognized that "regional investment tax credits have not generally
been considered to be successful in cost effective in attracting incremental investments to designated
regions nor in reducing economic disparity. Also, provincial incentive programmes for industrial
development have been recognized as impediments to inter-provincial trade.66As a result. a number
of steps have been taken to reduce the importance of regional subsidies in the 1994 budget: the Special
Investment Tax Credit was eliminated. the Atlantic Canada Tax Credit rate was .educed from 15 to
10 per cent of federal income tax and the regional component of the Atlantic Scientific Research and
Experimental Development Investment Tax Credit. available for R&D incurred in the Atlantic region
and Gaspe was also eliminated.

150. In December 1992. the Minister ofFinance announced a number oftax policy measures targeted
at the small business sector. Under the Unemployment Insurance (UI) .relief plan, the federal government
undertook to finance increases in UI employer premium resulting from the hiring of new employees
by small businesses (up to Can$30,.000 by firm). The Small Business Investment Tax Credit was set
at 10 per cent of taxes payable on machinery and equipment acquired during 1993. The machinery
did not have to be of Canadian origin to qualify under this scheme.

(ii) Investment-related policies liable to affect foreign suppliers

151. Certain investment policy measures continue to differentiate between domestic and foreign
investors. For example, approval requirements are still in place for direct takeovers of Canadian business
exceeding Can$5 million in assets (Chapter III). The threshold for NAFTA Parties was Can$153 million

65OECD (1993a).

66Assistance to a given sector in a given province may adversely affect unsustainable for unsubsidized companies
in another province or abroad, implying decreased imports by the province offering the subsidies. Similarly,
subsidized companies may also become exporters or increase their exports from the province. wth adverse effects
in competing enterprises in other products or abroad.
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in 1994. Further, acquisition ofcontrol ofany business related to Canada's cultural heritage by a foreign
entity is subject to approval requirements (Chapter V).

152. One of the main thrusts of the government's investment policy is to encourage small Canadian
businesses. Current measures discriminating against non-Canadian companies include the following:

- Tax preferences aimed at shall business (capital of Can$15 million or less), in the
form of business deductions which lower the basic federal tax rate from 28 to
12 per cent on the first Can$200,000 or new income; these measures are available
only for small-Canadian-controlled private corporations (CCPCs). Small
foreign-controlled companies operating in Canada are not eligible for the tax break.

- A 35 per cent investment tax credit for small CCPCs investing in Scientific Research
and Experimental Development (SR&ED). Foreign-controlled companies are eligible
for a 20 per cent tax credit for SR&ED.

- New measures designed to clarify the tax treatment of securities held by financial
institutions and investment dealers include an exemption for securities of CCPCs, in
order to encourage investment in small business. The new rules will instead apply
fully to shares in small foreign-controlled companies.

(iii) Labour-related policies

153- Canada requires that a majority of the directors of federally incorporated firms in Canada be
Canadian citizens or residents. This legislation is mirrored at the provincial level in Alberta, British
Columbia. Manitoba, Newfoundland and Labrador, Ontario and Saskatchewan. Further, provincial
residence is required for at least one director in British Columbia and Saskatchewan.

154. In March 1994, New Brunswick signed an agreement with Quebec to drop certain trade barriers
between the two provinces, to be implemented in three stages. The agreement covered private
construction services and certain professional services and was to be fully implemented by April 1995.
In general, differing professional and occupational standards between provinces have been recognized
as an impediment to production and commerce within Canada.67 Limits to labour mobility prevent
the efficient allocation ofresources, and may restrict export capacity through higher costs ofproduction.

(iv) Land-related policies

155. Several provinces regulate the sale and ownership of land with respect to foreign owners.
These measures relate largely to the agricultural and recreational sectors. Discriminatory regulations
exist in Alberta, British Columbia, Ontario, Quebec, Prince Edward Island, and Saskatchewan. For
example, the Alberta Agricultural and Recreational Land Ownership Act restricts the purchase of
agricultur 1 land by foreigners.

67Internal Trade (1994c). These standards differ notably for teachers, construction workers, lawyers and
engineers.
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(v) Competition policy

156. Since the Competition Act of 1986, competition policy has become a "central and established
feature of Canadian economic policy" ,68 This evolution, as well as the matters under the jurisdiction
of the Act which relate to trade, have been described in detail in the report prepared for the previous
Trade Policy Review ofCanada. The Act prohibits bid rigging, conspiracy to lessen competition unduly,
price maintenance and misleading advertising. The Competition Tribunal may also review mergers,
suspected abuse of dominant positions, refusal to deal, tied selling, delivered pricing and specialization
agreements (Box IV.6). Anti-competitive practices may prevent both new investors or imports from
competing in a given sector. In 1993, some 1,200 complaints were received by the Bureau of
Competition Policy, excluding those pertaining misleading advertising.69

157. The Bureau of Competition Policy Bureau has been a key participant in the development of
Chapter XV of the NAFTA, which sets rules on competition policy, monopolies and State enterprises.
In the NAFTA, all parties commit themselves to proscribing restrictive business practices. Consultation
and cooperation is planned on issues ofcompetition law enforcement, including mutual legal assistance,
notification and exchange of information. Article 1504 establishes a working group on trade and
competition policy.

158. When carrying out reviews of mergers or other cases that may reduce competition, several
factors are to be taken into account by the Competition Bureau, including the amount of foreign
competition. A partnership agreement between Canada's two largest flour millers was abandoned in
May 1991, after the Director concluded, inter alia, that, given the absence of import competition. the
transaction was liable to lessen competition substantially. On the other hand, several recent mergers
in Canada have been permitted because of the presence of import competition.

68Consumer and Corporate Affairs Canada (1992). Most of the information presented in this section draws
on the recent issues of the Annual Report, Director of Investigation and Research, Industry Canada.

69The Competition Act requires that parties notify mergers if combined assets or revenues of the parties in
Canada exceed Can$400 million, and if the value of assets to be acquired or the revenue generated from those
assets exceeds Can$35 million. A merger suspected of preventing or lessening competition substantially may
be taken to the tribunal for review up to three years after completion ofthe transaction. In 1992, 474 foreign-owned
or controlled acquiring firms and 153 domestic firms publicly reported mergers. Exa-minations took place on
207 cases, and 198 were concluded as posing no issue under the Act. Also, the Director operates a Program
ofAdvisory Opinions, from which businesses may request aopinion on whether a specific case would givegrounds
to initiate an enquiry.
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Box IV.6: Major anti-competitive practices prescribed by Canadian Competition Law

A horizontal restraint is an arrangement between competing firms, either to restrain output or to increase
the price of the good. Whereas a cartel is by definition such an arrangement, a merger between two
firms may lead to the same effect on market condition if the resulting corporation has a dominant
position. The effectiveness of a cartel in maintaining high prices rests on the capacity to exclude
competitors, including foreign suppliers, or forcing them into entering the cartel. Bid-rigging, occurs
when two or more parties agree that one person will refrain from bidding, or when there is collusion in
the supply of bids. Conspiracies relate to all attempts to lessen competition unduly in relation to the
production, manufacture, purchase, barter, sale, storage, rental, transportation or supply of a product or
service.

Abuse of dominant power implies substantial or complete control, throughout Canada or in any area
thereof, of a class or species of business. It is market power that must be established, not market share.
A large market share is not in itself an offence, in contrast with some of the means to achieve such a
market share. Price discrimination and predatory pricing are treated as criminal offenses in Canada, and
are judged by criminal courts:

Predatory pricing involves selling products at prices unreasonably low, having the effect of substantially
lessening competition or eliminating the competitor. Under free trade, such practices may allow a firm
with sufficient market power to wipe out import competition, but only for a given time as imports would
enter the market as soon as the predator increased his prices.

Price discrimination is charging prices that discriminate between purchasers who are in competition with
each other. Under free trade this practice would be more difficult to implement, as imports would tend
to lower the price in the highly priced segment of the market.

Vertical restraints occur between different stages of production, for example, exclusive dealership
arrangements between bakers and millers. Exclusive dealership arrangements imply that the retailer of a
given product commits not to purchase from competing manufacturers, thereby limiting the competition
at the retail level and contributing to the maintenance of high prices. Exclusive supply contracts are
similar arrangements ('buyer cartels"). They also reduce competition in the market for these inputs, and
may thus act as import restrictions. Resale price maintenance consists of imposing a minimum price at
which the product or service may be resold. Tied selling arrangements are sales contingent on the
purchase of some minimum quantity, or the purchase of other goods and services. Refusal to deal occurs
when a purchaser is unable to obtain supplies because there is insufficient competition among suppliers of
the product in the market and the product is in ample supply and the purchaser willing to meet the usual
trade terms. Delivered pricing implies refusing delivery at any place where deliveries are made to other
customers. Vertical restrictions are exclusionary if practised by a dominant firm.

159. The Competition Bureau has endorsed the view that countries with competitive home markets
tend to be more competitive internationally. In Canada, activities subject to federal or provincial
regulatory bodies, or whose prices are influenced by public intervention belong to the following
industries:

- agriculture cerealss, poultry, dairy);
- utilities (water and electricity);
- basic telecommunications and cable vision;
- transport;
- energy (oil, natural gas); and
- professional services (education, health, real estate).
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Several of these sectors are frequently also protected from imports and competition from foreign
suppliers.

160. Since the last review, a number of changes in competition policy have taken place in the
telecommunications industry (Chapter V), notably a recognition for the need for a more competitive
and efficient environment. The Telecommunications Act, which caine into force on 25 October 1993
established a new legislative and regulatory framework for all federally regulated common carriers.

161. The effect on foreign access and national treatment of the new measures introduced in the
telecommunications services industry remains to be seen. The new Act provides for 80 percent Canadian
ownership of "Canadian carriers". Significant monopolies continue to exist in the Canadian
telecommunications sector. For example, Teleglobe Canada continues to be the federally appointed
sole provider of overseas telecommunications facilities. However, this sole provider status will be
reviewed in 1995 by the Minister of Industry.

162. In June 1992, the Canadian Radio-Television & Telecommunications Commission opened the
long distance service market to competition. Foreign companies are permitted to enter the Canadian
long distance telecommunications market, on a resale bases. With the passage of the Telecommunications
Act, resellers (i.e. those which lease telecom services and facilities from carriers), are exempt from
foreign ownership provisions.

163. The debate about barriers to interprovincial trade revealed a large number of anti-competitive
practices by provincial entities providing services, often in activities or sectors outside of the reach
of the Competition Act (notably real estate brokerage and health services).70 In turn, barriers to internal
competition may affect both imports and exports, although the precise effect is difficult to assess.
In cases where trade liberalization has proceeded faster under international trade agreements than between
provinces, the persistence of domestic obstacles to trade may actuall- favour foreign suppliers.

(vi) Actions to enforce intellectual property rights

164. Intellectual property constitutes one of the major developments of the NAFTA over the FTA,
and has been an area of change over the past two years. New legislation has been introduced in Canada
to implement the NAFTA, mainly in the pharmaceutical sector but also in a number of other
fields.71

165. The Canadian Customs Tariff (Schedule VII) and the Canadian Trade Marks Act declares
unlawful the importation of pirated or counterfeited articles that infringe a valid and enforceable Canadian
copyright or registered trademark. Canadian law also provides civil remedies against the production
and sale of counterfeits.72 Procedures do not discriminate between domestic and foreign right holders.

70onsumer and Corporate Affairs Canada (1992).

71New legislation includes the Integrated Circuit Topography Act of 1993, the amendments to the Industrial
Design Act in 1992, and the Intellectual Property Law Improvement Act of 1993.

72For details see GATT (1992), Vol. I, p. 62.
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166. Certain important differences in patent legislation between Canada and its major trading partners
have had effects on the structure of production and trade in the pharmaceutical sector.73 Until 1993,
Canadian patent legislation on pharmaceuticals differentiated, when granting patents, between:

- pharmaceuticals and other products for which no comparable licensing possibilities
exist;

- imported and domestically produced copies, which are subject to different exclusivity
periods;

- inventions made and developed in Canada and those carried out abroad; and.

- production in Canada destined for domestic consumption or for export.

167. In 1993, Bill C-91 eliminated the compulsory licensing system for drug patents as of
December 1991. Under the new legislation, only compulsory licences issued by the Commissioner
of Patents prior to December 20, 1991, can continue to be used. Like all patents, drug patents now
benefit from full 20-year term of protection from the filing of the application. At the same time as
the patent protection was enforced, the new legislation also strengthened substantially the price control
régime applying to patented drugs.

168. In another development, the Federal Government announced in the 1993 budget that it was
prepared, in its tax treaty negotiations, to eliminate the 10 per cent withholding tax on arm's length
payments made by Canadians to residents of treaty countries for the right to use patented information,
or information concerning scientific experiences. This should reduce the cost of acquiring foreign
intellectual property, and remove an obstacle to imports of foreign technology.

73For details see GATT (1992). op. cit., p. 154.
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V. TRADE POLICIES BY SECTOR

(1) Overview

1 . As a consequence of recent liberalization, Canada has achieved greater inter-sectoral neutrality
and outward orientation in its trade and related policies in recent years. Together with real exchange
rate depreciation, these measures have helped to increase international competitiveness; exports have
grown as a result. The trend towards sectoral neutrality may be reinforced through the implementation
of the Uruguay Round results, which are expected to reduce protection in some heavily assisted sectors
of import-competing agriculture and in manufacturing.

(2) Agriculture, Food and Fisheries

2. Agriculture, fishing and food processing account for slightly over 4 per cent ofCanada's GDP.
Real value added in agriculture has fluctuated considerably, falling substantially in 1990 and 1992 and
rising to double digit growth in 1991 and 1993. In contrast, value added in the food processing sector
declined in 1991 and 1992, recovering somewhat in 1993.' Real income in fishing in 1993 was
20 per cent lower than in 1991, reflecting the decline in fish stocks in the North Atlantic.

3. Despite this difficult environment, transfers to agriculture (excluding fishing) decreased from
1.7 to 1.3 per cent of total GDP between 1991 and 1993.² Estimates by the OECD show a fall in
the producer subsidy equivalent (PSE) from 45 per cent ofthe value ofproduction in 1991 to 32 per cent
in 1993 (Table AV. 1). According to the Canadian Government, the decrease in assistance in 1992
and 1993 was primarily because of lower payments under income stabilization programmes, but also
because of reductions in transport subsidies; the impact was greatest in the grains and oilseeds sector.
The share of total assistance accounted for by market price support, whose value declined between
1991 and 1993, increased from 44 per cent to 53 per cent of total assistance (Table V. 1).

Table V.1
Detail of policy measures in support to agri-food production, 1991-93
(Can$ billion and percentage)

1991 1992 1993

Measure Value Share Value Share Value² Share

Market price support 3.9 44 3.6 48 3.4 53

Direct payments 2.5 28 1.6 22 0.8 13

General services 0.7 8 0.6 8 0.6 9

Sub-national 1.9 21 1.7 24 1.7 27

Gross total producer subsidy equivalent 8.9 100 7.4 100 6.3 100

a Estimate.

Source: Government of Canada.

2OECD (1994b).

'Statistics Canada.
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4. In 1992 and particularly in 1993, an important factor behind the decline in producer subsidy
equivalent was the depreciation of the Canadian dollar vis-à-vis the U.S. dollar, which increased the
border price in domestic currency terms and reduced the price gap constituting the market price support
component of the producer subsidy equivalent.3 Concomitant with the currency depreciation also were
gains in Canada's market share in the United States markets for wheat, live swine beef and softwood
lumber. This has contributed to renewed trade tensions and disputes.

5. Budgetary outlays in favour of agricultural incomes in Canada continue to involve both federal
and provincial governments. Provincial expenditures are approaching one half of total expenditure.
While total (federal and provincial) expenditure on agriculture in Canada has decreased as a share of
value added, agricultural expenditure by provincial authorities has declined less rapidly and, thus, risen
as a share of the total (Chart V. 1). Policies applied at the provincial level have also created important
barriers to inter-provincial trade in agri-food products. While the effects of these policies on imports
are unclear, they undoubtedly reduce the external competitiveness of the Canadian agri-food sector.

Chart V.1
Government outlays in favour of the agri-food sector
as a percentage of agri-food GDP, 1987-94

Per cent CanS billion
40 40

Real GDP in agriculture,
food and fishing (1986 prices)

20 20

10 Share of agri-food GDP
Provincial expenditure

Federal expenditure

- 10

87-88 8889 89-90 90-91 91-92 92-93 1993-94

Source: Government of Canada.

6. The main instruments of support for Canadian agriculture have not changed markedly since
the last review. Supply management remains the main instrument of support for approximately one
quarter, in value terms, of Canadian agriculture, (dairy, poultry and egg production). These areas

³OECD (1994b). Exchange rate depreciation, as well as rises in world prices relative to domestic prices,
will lead to a decrease in the PSE measure even if policies remain unchanged, while the effects of the depreciation
may not be passed on to producers and consumers because of the policies in place. Thus, a decline in the PSE
may overstate the degree of actual liberalization in periods of exchange rate depreciation or rising world prices
relative to domestic prices. Similarly, the PSE measure rises under exchange rate appreciation.
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continue to be regulated by a system of federal and provincial stabilization programmes, which restrict
supplies while supporting producer prices. Import restrictions are regarded as essential to prevent
international trade from jeopardizing production quotas and price control systems.

7. Restrictions on imports, partly in the form of tariffs and mostly in the form of quantitative
restrictions, technical norms and standards, remain a major element in the market support for farmers
and food producers in Canada. Although no significant changes have taken place in the import régime
over the past two years, the commitments made in the Uruguay Round are likely to affect the border
measures currently protecting large segments of Canadian agriculture and food production.4

8. While ad valorem tariffs average only 2 per cent on agricultural commodity imports, some
30 per cent of tariff lines in agriculture are subject to specific, compound or mixed duties, which increase
tariff protection and diminish transparency. Further. dispersion is high, being equivalent to twice the
average tariff, while ad valorem rates range to 27.5 per cent (on sugar beet).

9. Quantitative restrictions continue to apply to twelve product areas covering over 100 tariff lines.
Import quotas are set either at a fixed volume. as for dairy products, or at a set percentage of the
Canadian market, such as for chicken. Imports of a large number of processed food products such
as ice cream, pasta, biscuits and other cereal and meat products are also restricted (see below). These
restrictions will be affected by the Uruguay Round Agreement, as discussed later.

10. A continuing issue under such systems is the determination of whom should be allocated a
share of the global import quota and, hence, the economic rent. This has been a subject of continuous
attention over the past two years. For example. in the case of cheese, import quotas remain largely
in the hands ofthe importing companies who were actively importing before the quotas were introduced
in 1975. Following discontent expressed by industry participants also wishing to benefit from quota
holdings, the report of the Canadian International Trade Tribunal (CITT) in October 1992 issued
recommendations on how to allocate import quotas on a national basis for the different agricultural
products of the dairy and poultry industries, as discussed in the sections of this chapter on these
products.5

11. The Uruguay Round negotiations and the ensuing Agreement on Agriculture have triggered
a review of a number of Canadian agri-food programmes to ensure consistency with Canada's new
international obligations. While cereal producers appear likely to gain from world trade liberalization,
and have, therefore, supported the negotiations, agriculture under supply management, in particular,
may face further rationalization. In addition, as part of its commitments, Canada has undertaken to
reduce by 20 per cent the assistance provided to agricultural producers for all products other than those
for which assistance represents 5 per cent or less of the value of production.6

4According to the Canadian Government; these commitments will not result in substantial changes in supply
management, because the above-quota tariffs are prohibitive; any changes in supply management programmes,
with the possible exception of table eggs, will be the result of domestic pressures and not of tariffication.

5See, for example, Canadian International Trade Tribunal (1992).

6This reduction does not affect certain measures which are not expected to affect trade significantly (green
box policies) such as: research government services; disease control; infrastructure; food security; income
support that is decoupled from production; structural adjustment assistance; direct payments under environmental
programmes; and payments under regional assistance programmes. Such subsidies are expressly excluded from
Uruguay Round commitments.
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12. All forms of assistance which are subject to the reduction commitment (i.e. domestic support
programmes as contrasted with market access, where tariffication and tariff reductions are the agreed
mode for increased access, and export subsidies, which are to be cut back) are to be aggregated into
the Aggregate Measurement of Support (AMS). The reductions, due to start in 1995, will be based
on the average support level provided during 1986-88 or in 1986, whichever was higher. In the case
of Canada, the maximum allowable AMS will decline from Can$5.2 billion in 1995 to Can$4.3 billion
in 2000, the latter corresponding to 80 per cent of the Can$5.4 aggregate support provided in 1986.
According to the authorities, these commitments will not require cuts in the present level of assistance
because the 1993 AMS was already in the order of Can$3.1 billion.

13. In respect of market access, Canada has committed itself to lowering its ad valorem duties
on agricultural commodities by an average of 36 per cent, with a minimum of 15 per cent by tariff
line. The Uruguay Round Agreement also stipulates that all agricultural and food products previously
subject to quantitative restrictions on imports be, henceforth, "tariffied", including the possibility of
tariff quotas. For items subject to tariffication, two tariff rates are specified for each item an "in-quota"
tariff rate and a duty applying to imports above the tariff quota. Table V.2 presents the ad valorem
tariff equivalents of these duties. Both rates are to be reduced by at least 15 per cent between 1995
and 2000. Seasonal tariffs must also be reduced by a minimum 15 per cent.

14. As tariff equivalents may, in some cases, initially be prohibitive, the Agreement also stipulates
that contracting parties shall establish "minimum access opportunities" of at least at 3 per cent of domestic
consumption, increasing to 5 per cent by the end of the implementation period (2000).7 In Canada,
minimum access opportunities for ice cream, margarine, butter, chicken, fluid milk and cream, powdered
milk and cream, yoghurt and other milk products have been specified (Table V.2).

15. As noted above, an issue currently under debate in Canada is the design of the mechanism
replacing allocation of quotas previously attributed to specific importers. This is now relevant to the
issue of the tariff-rate quotas to be implemented as part ofthe Uruguay Round Agreement. In mid- 1994,
the authorities were considering a number of options, including access to the tariff-rate quotas on a
first-come-first-served basis, or the continuation ofdiscretionary licensing. No decision has been taken
yet.

16. Another unresolved issue related to the bilateral tariff treatment of imports from the United States
of products subject to tarification, and was the object of ongoing negotiations during the period under
review. Canada currently accords a preferential tariff rate for the United States, for all products listed
in Table V.2. However, under the Uruguay Round, the United States will be subject to the m.f.n.
rate for imports above the tariff quota for a range of tariffied products.8

7Modalities for the Establishment of Specific Binding Commitments under the Reform Programme, GATT
document MTN.GNG/MA/W/24, 20 December 1993.

8This position is based on Article 710 of the FTA, (incorporated into NAFTA by its Annex 702.1) which
stipulates that both countries retain their GATT rights and obligations and those flowing from agreements negotiated
under the GATT, including their rights and obligations under GATT Article XI. Conversely, the United States
argues that Canada has undertaken to completely eliminate tariffs on imports under the NAFTA (Article 302).
This question has not been resolved with the United States. In general, the most protected sectors - poultry,
eggs and dairy - and instruments (supply management) have been left untouched by the NAFTA agreement.
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Table V.2
Average tariff quotas on imports of agricultural and food products subject to tariffication,1995 and 2000

Product (HS Code) Non-tariff Initial quota Final quota Average Average Percentage Special
import quantity, quantity, tariff tariff reduction safeguard
measure 1995 2000 equivalent, equivalent, in above

(tonnes & % tonnes & % 1995, 2000, quota
of of imports > t. imports > t. tariffs

consump.) consump.) quotaª(%) quotaª (%)

Broiler hatching eggs and chicks

Chicken, live, meat and products

Turkey, live. meat and products

Bovine meat

Fluid milk and cream

Powdered milk and cream

Milk. concentrated, condensed

Whey

Butter

Cheese

Ice cream

Other dairy

Eggs and products

Wheat and meslin

Barley

Wheat products

Barley products

Margarine

IR 7,949b
(>5%)

IR 39,844
(>5%)

IR 4,467
(4%)

MIA 76,409

IR 64.894
(2.4%)

IR 0c
(0%)

IR 11.7
(0.01%)

IR 3,198
(>5%)

IR 1.964
(2%)

IR 20,412
(>5%)

IR 347
(0.2%)

IR 0c

IR 12.822b
(3%)

IL 136,130
(3%)

IL. 239.400
(3%)

IL 123.557
(>5%)

IL 11.478
(3%)

IP 4.535
(3%)

280.47,949b

(>5%)
39,844
(>5%)
5,588
(5%)

76,409
(>5%)
64,894
(2.4%)

O''
(0%!
11.7

(0.01%)
3,198
(>5%)
3,274
(3.3%)
20,412
(>5%)

484
(0.2%)

O:

21,3-,ob
(5%)

226,883
(5%)

399.000
(5%)

123,557
(> 5 7c)
19,131

(5%)
7,558
(5%)

AVERAGE

283.5

194.3

238.3 15 yes

241.0 15 yes

165.2 15 yes

37.9 26.5 30

304.0

291.3

302.6

281.3

360.2

289.0

326.0

292.8

208.5

73.9

258.4 15

yes

yes

247.6 15 yes

257.2 15 yes

239.1 15 yes

306.1 15 yes

245.7 15

277.1 15

yes

yes

248.8 15 ves

177.2 15 yes

62.8 15 yes

68.3 58.0 15 yes

51.2 43.5 15 yes

78.6 66.8 15 yes

183.8

... 204.5

156.2 15 yes

173.5 ...

Not available.

IL Import licence.
IR Import restriction.
IP Import prohibition.
MIA Meat Import Act.

a Includes additional industrial protection. Further, in the case of most poultry, dairy and egg products, the tariff equivalent is
in fact the higher of the rate specified in the table or a specific rate.

b Expressed in thousands of dozens.
c No tariff quota has been offered in the Uruguay Round negotiations for these products.

Source: Table AV.2.
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17. The absence of a trilateral agreement on market access in agriculture under the NAFTA has
resulted in three sets of bilateral agreements, giving rise to issues of origin in the excluded sectors
(dairy, poultry and egg products). As a result, the Canada-Mexico provisions apply only to qualifying
goods that meet NAFTA rules of origin only on Canadian and Mexican content, while U.S. content
agricultural goods are treated as non-NAFTA for these sectors.9 Consequently. the NAFTA is not
expected to have a significant impact on the Canadian agricultural and food sectors, with the exception
of horticulture and vegetables, where tariffs will be reduced to the extent that imports may become
price competitive.¹°

18. As tariff cuts under NAFTA are expected to have a marked effect on trade in fresh fruit and
vegetables, special safeguards have been negotiated for selected national lists of these commodities.
Three different product lists and mechanisms apply to such imports, depending on whether they are
imported under the FTA from the United States. from Mexico under the NAFTA. or from other m. f.n.
countries covered by Article XIX of the GATT." The NAFTA safeguard provisions are based on
volume, while price movements were determinant under the FTA. Also, the NAFTA are automatic,
that is, once the volume trigger has been reached the tariff reverts to the m.f.n. rate. This contrasts
with the FTA safeguard mechanism which required import price monitoring. The FTA mechanism
could only be triggered when import prices, for five consecutive days, fell below 90 per cent of the
average monthly import price.

19. Finally, export subsidies were capped at Can$689 million in 1995/96 under Uruguay Round
commitments. These are currently available for cereals and oilseeds (with wheat receiving nearly half
ofthe total). dairy, and certain vegetables and vegetable oils, as discussed in later sections ofthis chapter.
The main instruments used to subsidize agricultural exports are direct export subsidies and transport
subsidies.

(i) Cereals and oilseeds

20. Cereals and oilseeds receive the greater share of Canada's direct subsidies to agricultural
production. Since 1986-88, and, inparticular. between 1991 and 1993, domestic subsidization ofwheat
and other grain has decreased considerably.¹² According to Government estimates. reductions in transport
subsidies and direct payments are sizeable: for example, the PSE for wheat has declined to 29 per cent
of the value of production from 55 per cent and 47 per cent in 1986 and 1991, respectively: for barley.
the PSE has fallen from 81 and 48 per cent in 1986 and 1991, respectively, to 35 per cent in 1993.

9Appendix 703.2.B.7 of the NAFTA.

'°Van Duren, Meilke and Von Massow (1994).

"In the case ofCanada-Mexico trade, these are on fresh and processed tomatoes, onions, cucumbers, broccoli,
strawberries and cut flowers. Imports from the United States subject to safeguards are different, as provided
by the FTA Snapback mechanism, which is fully incorporated into the NAFTA: potatoes, tomatoes, onions,
shallots, garlic, leeks and other alliaceous vegetables; cabbages, cauliflowers, lettuce, carrots, beets, beetroot,
salsify, celeriac and radishes: cucumbers, other vegetables, grapes, pears, apricots, cherries, peaches, plums
and other fresh fruit.

'²Estimates of the AMS for crops ranged from 9 per cent of the value of production in the case of soybeans
to 70 per cent in the case ofbarley in 1986-88. The highest amounts were provided in support of wheat production
(Can$1.96 billion), corresponding to 52 per cent of the value of production.
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Nevertheless, according to government estimates, domestic subsidies amounted to over a quarter of
Canada's crop value in 1993.

21. The Canadian Wheat Board (CWB) is the sole marketing agent for wheat and barley grown
Western Canada, for both domestic consumption and international trade.¹³ Sales prices are determined
by the CWB and its customers, taking account of market conditions and competitive factors. There
is no reporting system on the price and volume of sales by the CWB. The operations of the CWB
are not expected to change as a result of Uruguay Round undertakings.

22. Other developments on domestic subsidies since the last review include the following:

- In 1993, an additional Can$50 million was paid in Saskatchewan under the Crop
Insurance Programme to compensate for the poor quality of the harvest. A 1993
revision in the method of determining quality losses in Saskatchewan under crop
insurance resulted in Can$47 million additional insurance payments due to weather
related crop quality reductions. The amount is recoverable from future crop insurance
premiums which are shared 50 per cent by producers. 25 per cent by the federal
government and 25 per cent by provincial government.

- The Cash Flow Enhancement Program (CFEP) of 1990, initially conceived as a
temporary measure. was renewed in 1991-92. 1992-93. and 1993-94. The 1990-91.
1991-92 and 1992-93 programmes provided farmers with interest-free advances of up
to Can$50,000. The 1993-94 programme provided credit subsidies for all interest
charges above 2.5 per cent. up to a maximum ofCan$60,000 per producer. The federal
government renewed the CFEP for 1994-95 and 1995-96 crop years with advances
provided on an interest-free basis on the amounts up to a maximum of Can$50,000
per producer.

- Credit guarantees continued to be available for wheat and barley farmers under the
Prairie Grain Advance Act. Advances for the 1992-93 cropyear were Can$1. 1 billion.

23. Import licences are required for the imports of wheat, barley and their products. However,
under the Canada-U.S. Free Trade Agreement. import licence requirements for the imports of wheat
and wheat products from the United States have been removed. while import licence requirements were
removed for imports of wheat, barley and their products from Mexico under NAFTA. All import
licence requirements for wheat, barley and their products will be abolished when the Uruguay Round
Agreement is implemented in 1995.

24. Remaining licences may cause sizeable impediments to trade (Chapter IV). In February 1994.
the Canadian Wheat Board announced new regulations for the granting of licences. These omitted
an exemption provided under previous regulations, permitting pasta products with a maximum weight
per package of 2.3 kg. to be imported in unlimited quantities. This measure was described as having
seriously disrupted imports ofpasta products from the EU into Canada.'4 Following an outcry in GATT
against its February 1994 decision. the Canadian Wheat Board reconsidered its position and issued

¹³Poduction quotas continue to regulate the production of all cereals in Western Canada, where most grain
is produced.

"GATT document C/M/271, 7 April 1994.
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a revised directive in June 1994 concerning its import licence requirements for pasta in retail packages.
This type of licensing will be abolished as of the beginning of 1995 under the Uruguay Round.

25. Under the Western Grain Transportation Act. the Federal Government continues to subsidize
railway costs oftransporting grain to western ports and Churchill for export and Thunder Bay for export
or domestic consumption.15 Subsidized products include wheat and wheat products, coarse grains,
oilseeds, vegetable oil and oilcakes and meal. Payments to eligible shipments to Western ports averaged
Can$24.2 per tonne in 1992-93. In the Government's December 1992 Economic Statement, it was
indicated that the WGTA "Crow Benefit" 16 subsidy would be reduced by 10 per cent for the crop years
1993-94 and 1994-95. Omnibus legislation to implement the February 1994 budget makes this
10 per cent reduction permanent and reduces the subsidy by a further 5 per cent, beginning 1994-95
(Chart V.2).

26. The Western Grain Transportation Act (WGTA) provides for the government paying a portion
of the total cost of moving grains off the Prairies. These payments are included in Canada's total
sector-wide aggregate measure of support (AMS). Under the Uruguay Round commitments, AMS
will be subject to a 20 per cent reduction commitment from the average 1986-88 level. WGTA payments
on cligible grain shipments to west coat ports and Churchill are made contingent on the grain being
exported. These payments are also notified as export subsidies and will be subject to export subsidy
expenditure (36 per cent) and export volume (21 per cent) reduction commitments from the average
1988-90 level.

27. An initiative to change the method ofpayment of the WGTA subsidy, and modify other related
legislation was launched in Spring 1993. In June 1993, the draft Western Grain Transportation Reform
Act (WGTRA) was released by the former Government.17 The present Government has indicated that
it does not consider itself obliged to implement the results of that process and is continuing to assess
WGTA reform. with no decisions being made to date.

28. Export pricing policies by the Canadian Wheat Board have in certain cases been a source of
dispute with its trading partners.18 In a recent case. the Canadian Wheat Board was alleged to have
offered 1 million tonnes ofwheat to Brazil at subsidized prices. 19 According to the Canadian authorities,
the CWB does not provide subsidies to exports, and sells wheat to Brazil on a commercial basis.

'5The WGTA does not apply to shipments through west coas: ports destined for the U.S. (Article 701.5 of
the FTA which was incorporated into NAFTA).

16Named after the Crow's Nest Pass through which the rail track heading west was built.

17The WGTA applies to export grain movement to British Columbia ports and Churchill, and to all grain
movements to Thunder Bay (moss of which. is for export). At the time of the last TPRM report, the Government
financed about two thirds of grain railway transport costs, estimated at some Can$1.1 billion in 1991-92. See
GATT (1992), Vol. 1, p. 115.

"GATT document C/M/268, 19 December 1993.

19Latin American Economy and Business, February 1994. The prices were said to range between US$106
and US$108 a tonne. which, it was alleged, corespond to a subsidy of between 10 and 16 per cent.
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Chart V.2
International transport subsidies for cereals and oilseeds under
the Western Grain Transportation Act, 1989-2001

90-91 91-92 92-93 93-94e 94-95 95-96 96-97 97-98 98-99 99-2000 2000
2001

e estimate by GATTSecretariat.

* Covers domestic and export shipments.

Source: Government of Canada.

29. Increasing exports of wheat to the United States have been the object of an ongoing dispute
in 1992-94 (Chart V.3). There have been strong increases in Canadian exports of wheat to the
United States, and considerable advances in Canadian market penetration on North American markets

at a time of falling corn production in the United States.20Two trade disputes with the United States

have already dealt with wheat trade under the FTA dispute settlement system.21

20Canadian exports to Mexico from 1988-89 to 1992-93 increased from 66 to 431 thousand tonnes, while

U.S. exports to that market declined from 850 to 185 thousand tonnes.

21In February 1993. a FTA Chapter 18 Panel concluded in accordance with Canada that exports had not been
sold to the United States at prices below the acquisition price of the product, plus any storage, handling or other
costs incurred. The Panel recommended that periodic audits of the CWB durum wheat sales be carried out.
In March 1994. an audit of 105 contracts between theCWB and U.S. importers revealed that only three contracts
were not in compliance with Article 701.3 of the FTA, which requires that the CWB not sell durum wheat to

the United States below their cost.
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30. One factor suggested to explain recent increased Canadian exports to the U.S. market has been
high prices in the United States relative to world markets. These in turn partly reflected the flood
of 1993, as well as diversion of supplies to external markets under the U.S. Export Enhancement
Programme.²² The presence of Canadian exports was likely to prevent the price increases that would
normally result from such a diversion, and possibly interfere with the U.S. price support system (the
"loan rate"). On the most recent dispute, Canada has agreed to restrain exports to the United States
(August 1994). This could lead to such exports being diverted to other markets.

31. The NAFTA fully incorporates the rules of the FTA prohibiting the use of export subsidies
in trade between Canada and the United States. In contrast. the NAFTA does not prohibit the
United States or Canada from using export subsidies on agricultural exports to Mexico under the NAFTA.
However, NAFTA does provide for the monitoring, consultation, notification and action in the event
that export subsidies from either a member or non-member of NAFTA adversely affect the interest
of other NAFTA members.

²²GATT (1994a).

Canada C/RM/S/51
Page 115

CanS billion

0
1993



C/RM/S/51 Trade Policy Review Mechanism
Page 116

(ii) Poultry and eggs

32. The Farm Products Agencies Act provides the basis for Canada's supply management system
for poultry and eggs sold in interprovincial and export markets.³³ However, effective supply management
requires that agencies also have control over intraprovincial production, which can be done only with
the written consent of provincial governments. Only the Canadian Egg Marketing Agency (CEMA)
is empowered to establish national prices; the Canadian Chicken Marketing Agency (CCMA) may
not establish national prices. Under the chicken plan each member-province establishes its own prices.
Within provinces, the boards allocate quotas among producers. Egg production quotas in the Prairie
provinces and turkey quotas in Alberta, Saskatchewan and Nova Scotia are attached to land and cannot
be sold separately.

33. Among recent developments, in September 1994, British Columbia producers were to hold
a plebiscite on whether to rejoin the National Marketing Plan, thus making them full members of the
Agency.

34. While the supply management system and the accompanying barriers to investment slow the
rationalization ofthese sectors and reduce their competitiveness, their cost is borne mainly by consumers
through higher domestic prices and occasional shortages. Average budgetary outlays on domestic support
to chicken, turkey and egg production totalled less than Can$2 million in 1986-88, the years used as
a benchmark for Uruguay Round negotiations. As discussed earlier, the massive reduction in producer
subsidy equivalent since 1991 essentially mirrored the Canadian dollar's depreciation.

35. The Canadian federal and provincial governments established a task force (the Vanclief Task
Force) in January 1994 to develop an action plan for implementing sustainable orderly marketing systems
for the dairy, poultry and egg sectors. This task force and its sector-specific sub-groups are expected
to complete their work in time for implementation of the Uruguay Round results in these sectors.

36. Currently, imports of frozen, liquid further processed and powdered eggs, chicken, turkey,
products thereof, table eggs, broiler hatching eggs and chicks continue to be subject to annual global
quotas (Chart V.4), expressedas ashare ofCanadianproduction. According to U.S. producers, chicken
cost 46 per cent more in Canada than in the United States because of the supply management system
and related import restrictions.24

37. Broiler hatching eggs and chicks were among the commodities for which the CITT recommended
allocating import quotas to federally registered hatcheries on the basis ofeggs set in registered hatchings
("market share basis"), as opposed to an historical basis. As a result of a case launched in 1990 by
historical importers displeased at having their import quota reduced, it was decided that 17 per cent
of the 1993 import quota would instead be allocated to individual importers on a historical basis. In
January 1994, the Federal Court of Appeal allowed an appeal against this judgement: consequently,
the Minister confirmed that the full 1994 allocation would be on a market share basis, as in the system
phased in between 1989 and 1993.

³³The Act has recently been revised in 1993 to allow commodity groups to develop and implement promotion
and research programmes funded by levies (check-offs) on farm products. These levies will supplement existing
government funding for research and promotion. OECD (1994b).

24USTR (1993).
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Chart V.4
Poultry import quotas as a share of domestic production,
June1994
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Source: Government ofCanada.

38. For chicken and turkey, the CITT recommended that further processors who manufacture non-
controlled products using controlled products as inputs continue to be allocated an amount equal to
that necessary to produce their previous year's production, and that the remainder of the quota be
allocated among all poultry processors on the basis of their respective value-added (with the proviso
that processors who were also historical importers receive the larger of their historical or market share
allocations). For eggs and egg products, the CITT recommended auctioning the shell egg quota and
retaining current allocation methods (a mixture ofhistorical and market share allocations) for the liquid,
frozen egg and dried egg quota.

(iii) Milk and dairy products

39. Dairy markets remain largely insulated from international trade by policies and programmes
at the federal and provincial levels, including production quotas, administered pricing and regulatory
régimes that discourage inter-provincial trade in fluid milk products. Measures to support farmers'
and processors' incomes are combined with import quotas, production quotas and export programmes
to manage supplies.25

25Canadian Dairy Commission (1993).
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ecommendations on the desirable characteristics of an auction system for
Box V.1: CITT recommendations on the desirable characteristics of an auction system for

allocating dairy import quotas

Cheese

1 The global import quota should be divided into three equal portions with one third being
auctioned every year for a three-year tern.

2. Eligibility should be unrestricted, but no single party should be permitted to purchase more than
10 per cent of the import quota auctioned.

3. EU and non-EU quotas should be auctioned separately.
4. There should be no variety restrictions.
5. Price settlement mechanism should be the generalized English or Dutch style.
6. A deposit should be required on completion of the auction.
7. Under-utilization penalties should be forfeiture of deposit and a limit in the holder's participation

in the next auction.
8. Quotas should be transferable up to their expiry.
9. The auction should be fully transparent.
10. There should be a formal appeal process.
11. The Export and Import Permits Bureau of the Department of Foreign Affairs and International

Trade should run the auction.

Ice cream and yoghurt

The auction should be identical to that for cheese, with the following exceptions:

I. No single party should be permitted to purchase more than 20 per cent of the import quota
auctioned.

2. There should be no country restrictions.

Buttermilk

The auction should again be identical to that for cheese, with the following exceptions:

1. Auctions should be held once a year for a one-year term.
2. No single party should be permitted to purchase more than 25 per cent of the import quota

auctioned.
3. All imports should originate in New Zealand.

Evaporated/Condensed milk

The auction should also be identical to that for cheese, with the following exceptions:

1. Auctions should be held once a year for a one-year term.
2. There should be no restrictions on the maximum allowable holdings by any one participant.
3. Under-utilization penalties should be forfeiture of deposit and no participation in the following

year's auction.
4. All imports should originate in Australia.

Source: CITT (1992).
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40. Barriers to inter-provincial trade in dairy products are also sizeable. Currently, each province
governs the production and marketing of milk within its own borders, including pricing and other
regulations. The Consultation Committee on the Future of the Dairy Industry in December 1992
recommended the removal of provincial boundaries on milk allocations to processing plants, as well
as measures to harmonize pricing and production setting at the federal level. Details of the CITT
recommendations for the management of import quotas in the dairy sector are given in Box V. 1. These
recommendations are being considered by the Vanclief Task Force, mentioned above.

41. At present, milk production quotas can only be transferred between producers within a province.
Some provinces operate quota exchanges for sales of quotas outside the family or on-going whole farm
sales. In several cases, quotas sold on the exchange are subject to an assessment, e.g. 15 per cent
of the quota sold reverts to the provincial milk marketing board.

42. The value of production in dairy farming was Can$3.3 billion in farm cash receipts in 1993.
OECD estimates suggest that nearly Can$2.3 billion (70 per cent of this total) consisted of transfers
from consumers and taxpayers to support this production. The producer subsidy equivalent on milk,
although considerably higher than in neighbouring countries and for other agricultural products within
Canada, has declined substantially in the past two years (Table AV. 1). One of the reasons for the
estimated decline was a reduction in direct support payments as a resuit of federal expenditure cuts.26

43. Meanwhile, prices and quantities have been set at higher levels. Target prices for industrial
milk and skim milk powder were increased in February 1993, by 1 per cent over their level in
August 1992, thus increasing the degree of price support. After a 3 per cent decline in 1992-93, the
federal production quota for industrial milk was increased by 4.5 per cent for 1993-94.

44. The use of the bovine somatotrophin hormone is prohibited in Canada. There are, however,
no restrictions on imports or exports of animals or products produced with this hormone.

45. The Canadian Dairy Commission has noted that the Uruguay Round will require changes in
domestic programmes in support of the dairy sector. The sector's AMS was valued at Can$864 million
in 1986-88, or nearly 30 per cent of production. Although no corresponding estimate is available for
1993, available information suggests that current outlays are relatively close to this amount. The
Government does not, however, expect important changes in producer prices, and, hence, in quota
prices, as a result of the Agreement.

46. Dairy products are subject to import restrictions established under the Export and Import Permit
Act and other legislation. These are presented in Table V.3.

26The federal dairy subsidy was reduced by 10% for the 1993-94 and 1994-95 dairy years. This 10% cut
was made permanent in the 1994 budget.
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Table V.3
Imports of dairy products subject to import quotas, 1992-93

Import régime Product category Imports Imports
per capita

1992 1993 1993

(tonnes) (grammes)

No quota allocation Animal feeds (containing more than 50% 4 0 0
cow's milk solids)

Skimmed milk (dry, liquid and other forms) 711a 4,569a 175

Milk blends (dry, liquid and other forms; 54b 16b 1
containing at least 50% milk)

Butter 174a 917a.g 35

Butterfat 382 477 18

Dry whole milk 1,438 432 17

Import permits issued upon request Dry casein 1,050 712 27

Dry caseinates 1,211 1.118 43

Dry whey 1,624 1,557 60

Fixed quota levels Buttermilkd 975 91 4

Evaporated or condensed milke 207 70 3

Ice cream 347 347 13

Cheesef 20,41 :c 20,411r- 785

Yogurt 332c

a Not for sale in Canada, only for re-export or to supply international traffic.
b Non-fat dairy blends.
c Quota levels.
d Quotas based on historical imports prior to 1968.
e Quotas based on historical imports prior to 1970.
f Quotas based on imports in 1973-74; 60 per cent reserved for EU.
g To meet short supply conditions.

Source: Government of Canada.

47. The import quotas for buttermilk, evaporated and condensed milk, have each been filled by
the same exporting countries for over 20 years, reflecting international agreements:

- a bilateral agreement with the EU to source from the EU 60 per cent of the global
cheese annual quota; the EU has undertaken not to use subsidies to undercut comparable
ex-factory prices in Canada27;

- an agreement with Austria, Finland, Norway, Sweden and Switzerland not to use
subsidies to undercut comparable ex-factory prices in Canada. The remaining 40 percent
is sourced from non-EU countries, without being restricted to these five suppliers;

- a quota of 2 million pounds of buttermilk. imports from New Zealand since 1968; and

- a quota of 25,800 pounds of condensed milk imports from Australia since 1970.

27The quota is at least 45 million pounds of cheese annually under the agreement.
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The future of these agreements is likely to be affected by the possible enlargement of the EU, and by
the Uruguay Round Agreement (see below).

48. Since 1989, and in expectation of the conclusion of the Uruguay Round, Canada has been
postponing the implementation of a GATT panel that found import quotas on ice cream inconsistent
with Canada's obligations under the General Agreement. As Canada implements the results of the
Uruguay Round, the quantitative restrictions will be removed as part of the tariffication process.
Importers will, therefore, be able to import unlimited volumes of ice cream as of 1995, subject to
a tariff rate of 326 per cent, decreasing to 277 per cent in 2000 (Table AV.2). A volume of 347 tonnes
(13 grammes per capita), increasing to 484 tonnes in 2000, will be allowed to enter Canada at a rate
of only 15.5 per cent, decreasing to 6.7 per cent in 2000. However, only ice cream in retail size
containers will be allowed into Canada at this lower "within quota rate".

49. All exports ofdairy products from Canada are carried out exclusively by the Dairy Commission.
Most exports are covered by the Dairy Export Assistance Programme, under which producer levy funds
are used to cover the differences between internal support and world market prices of dairy products.

50. The main export destinations are Mexico, Algeria and Cuba (skimmed milk), Egypt, Algeria
and Cuba (butter), Algeria and Cuba (cheese and whole milk powder). The value of export subsidies,
estimated at Can$186.3 million for dairy in 1991-92, was equivalent to 76 per cent of the value of
exports in 1992 (Can$245 million)28 Canada participates in the International Dairy Arrangement as
a member of the International Dairy Products Council and as an observer in the Protocol Committees
for certain milk powders, milk fat and certain cheeses. It has not, to date, signed the new Uruguay
Round International Dairy Agreement.

(iv) Livestock and meat

51. Domestic support for livestockproducers originates mostly in "National Tripartite Stabilization
Programmes (NTSP) for live animals" funded jointly by the Federal Government, provinces and
producers under the Agricultural Stabilization Act. These programmes are designed to reduce income
loss from price variation, and consist ofdirect payments to producers, based on calculated trigger prices.
The following NSTP programmes are in place:

- Hogs (Can$674,000 in federal/provincial stabilization payments in 1993).
- Cows and calves (no stabilization payments in 1993).
- Slaughter cattle (Can$6 million in 1993).
- Feeder cattle (Can$325,000 in 1993).
- Lambs (Can$73,000 in 1993).

In all cases the producer premiums (contributions) exceed the government stabilization payments. An
agreement was reached between producers, provincial and federal governments to terminate the NTSP
for cattle at the end of 1993, and the NTSP on hogs and lambs in the first half of 1994, indicating
a move toward lower domestic support in that sector.

28These cover butter (Can$42.9 million), skim milk powder (Can$27.3 million in 1990-91), cheese
(Can$41.3 million), other milk products (Can$27.9 million in 1990-91) and products incorporating the above
(Can$46.9 million).
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52. The NTSP for hogs has been the most important programme covered by a countervailing duty
on U.S. imports of hogs from Canada since 1985.29 The programme consists of a deficiency payment
paid to hog producers when the market price falls below the trigger price, itself a positive function
of production costs and past profits. Following the imposition of the countervailing duty on hogs,
there has been an expansion in Canadian exports of pork meat to the United States, pork prices and
producer incomes have fallen in that market.30

53. Meat processors are affected by the monopoly practices of livestock marketing boards, as they
have no choice but to buy livestock at uncompetitive set prices. For example, "although marketing
boards do not have specific quotas for supply management, the boards have such power that it is implicit
in their operations to use a quota system to establish prices".31 Over the last two years, because of
differing pricing policies across provinces, hog prices were between Can$3 and Can$4 less in one
province than in another, with serious effects on domestic competition.

54. Authority to regulate imports of fresh, chilled and frozen beefand veal continues to be provided
by the Meat Import Act of 1982. The MIA allows restrictions on the quantity of beef that may be
imported into Canada. However, any restrictions on imports cannot be less than the Global Minimum
Access Commitment (GMAC) for beef negotiated in the Tokyo Round and adjusted annually for
population growth. The imposition, adjustment, suspension or revocation of restrictions is discretionary
and not automatic, when import levels rise above the GMAC. (Canada has only used the MIA to impose
quantitative restrictions on meat imports once, for the year 1985).32

55. During the first six months of 1993, Canada imported more beef from Oceania than during
the whole of 1992. Exports of Canadian beef also increased by 20 per cent in 1993, partly because
of the depreciation of the Canadian dollar vis-à-vis the US dollar and, until April, because of the
unrestricted access to the U.S. market under the Canada-U.S. FTA.33

56. In April 1993, the Canadian International Trade Tribunal (CITT) was instructed to undertake
an inquiry into the importation of boneless beef originating in countries other than the United States.
The CITT determined that there was a threat of serious injury to Canadian producers resulting from
increased imports of these products.34 In June 1993, a surtax of 25 per cent of the dutiable value
of imports was announced on all imports of fresh, chilled and frozen beef exceeding a tariff rate quota

29At the end of the sixth administrative review of the case, which apparently lasted 18 months longer than
expected, the countervailing duty was reduced from 9.27 to 1.34 cents per pound (International Trade Reporter,
16 March 1994).

30Moschini and Meilke (1992).

31Internal Trade (1994c).

32The GMAC was 71,100 tonnes in 1992 and 71,900 tonnes for 1993.

33According to the Canadian Government, on April 24, 1993, the United States placed restrictions on imports
of "commingled" beef from Canada that originated in Australia or New Zealand and which were lightly processed
in Canada (such as by chopping, shredding or mixing). This action was said to have effectively closed the U.S.
market to much of the boneless beef that was entering Canada from those countries in such increased quantities.

34Imports may have been encouraged by the tighter restrictions imposed onU .S. imports in previous months.
GATT (1994a).



Canada C/RM/S/51
Page 123

of 48,014 tonnes originating in countries other than the United States.35 This surtax was to cover the
period from 1 May 1993 to 31 December 1993. In December 1993, government announced a tariff
rate quota of 72,021 tonnes for 1994, increased to 85.021 tonnes through a one-time adjustment in
May 1994.

57. This measure has been notified as a safeguard action under Article XIX of the GATT, for the
period 21 June 1993 to 31 December 1995. Australia and New Zealand have expressed concern about
the lack ofsubstantial injury evidence to support the safeguard measure. The representative ofAustralia,
in the April 1994 GATT Council meeting, described the market situation in Canada as being a near
record for the Canadian beef industry. Japan also complained that the safeguard measure is not applied
on an m.f.n. basis.36

58. In November 1993, the CITT stated that the Canadian cattle and beef industries would benefit
from meat import laws that are more equivalent in effect to those in the United States. In the CITT's
view, without comparable restrictions on beef imports into Canada, the U.S. could claim that beef
from third countries is entering the United States through Canada and frustrating voluntary restraint
agreements that it negotiated with those third countries. Such a situation could threaten access for
Canadian beef to the U.S. market, as it did in 1993.37

59. A number of countervailing measures complement other restrictions on imports ofmeat products.
Canada has maintained countervailing duties on imports of canned ham from Denmark and the
Netherlands since 198438; countervailing duties on imports of canned pork based luncheon meat and
boneless meat from the EU since 1984 and 1986 respectively.

60. As a result of recent trade measures, the beef and veal sector recorded increases in producer
subsidies between 1991 and 1993. Transfers from consumers as a result of import restrictions have
nearly doubled during that period, to reach Can$171 million or 5 per cent ofbeefand veal consumption.

(v) Other agricultural support programmes

61. Canada provides a number of farm support programmes for farmers that are not product-specific.
In the base years used for Uruguay Round estimates, this type of support accounted for slightly over

35GATT document L/7219/Add. 1, 11 June 1993.

36As a result of the NAFTA, the tariff rate quota does not apply to boneless beef originating in Mexico and
the United States.

37CITT (1993). This was one of several factors cited by the CITT in its report entitled An Inquiry Into the
Importation ofBoneless BeefOriginating in Countries Other Than the United States ofAmerica, when it concluded
that there was a threat of serious injury from imports of boneless beef from countries other than the United States.
Subsequently, the government of Canada imposed a tariff rate quota on imports of boneless beef from countries
other than the United States of America under Article XIX of the GATT.

38GATT document SCM/170/Add.5, 14 October 1993. The CITT issued a Notice of Expiry of this Finding
on July 18, 1994 which provides that unless a review is initiated prior to March 15, 1995, the finding will expire.
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Can$1 billion, or less than a fifth of total domestic assistance. A number of programmes have
experienced changes during the past two years:

New Brunswick joined the Net Income Stabilisation Account, providing a "safety net"
system of direct payments.

- The Farm Products Marketing Agencies Act was amended in 1993 to allow commodity
groups to develop and implement promotion and research programmes, such as primary
product research, development, advertising and nutritional research, funded by levies
on farm produce. Levies may be applied to imports of raw and processed farm products
when there is an equivalent domestic levy on the raw farm product. Where imports
are levied, importers must benefit from the promotion and research activities funded
by an agency.39

- A new federal-provincial agreement on agri-food development between the Federal
Government and the Province of Quebec was concluded in 1993 for a period of five
years. This new Canada Ouebec Subsidiary Agreement on Agri-food Development
has a budget of Can$40 million. As in the case of the previous agreement, the
programme includes a research and development component, and a programme for
technology innovation. In addition, the new programme encourages co-operation within
the different agri-food industry networks.

- The Alberta Crow Benefit Offset Program was terminated in March 1994 after over
seven years. It provided a Can$10 per tonne subsidy for the purchase of feed grain.

62. Also, although the Federal Government does not subsidize the use of fuel by farmers since
the federal excise tax rebate was abolished in 1991. all provinces continue to provide fuel tax exemptions
or rebates. In Saskatchewan, rebates for gasoline are capped at Can$900 per year and per user.
According to the authorities, other than the Cash Flow Enhancement Program, no federal programmes
allow for the provision of new loans with interest rate concessions for farmers.

(vi) Measures for the protection of the environment

63. All provinces have signed agreements with the federal government under the umbrella of the
1992-97 Green Plan Sustainable Agriculture Initiate. The federal government will contribute
Can$98 million under these agreements to encourage the adoption of more environmentally friendly
practices. Another Can$35 million is allocated to fund agriculture research. The programme has no
direct trade component.

64. Regarding eco-labelling, Agriculture and Agri Food Canada is currently investigating the
possibility of applying Canada's "Environmental Choice" label to agri-food products. This assessment
would involve the review of products through the entire life-cycle of the product, i.e. "from gate to
plate". In the view ofthe authorities, environmental concerns have as much to do with the environmental
effects of agricultural production (growing) practices and processing practices as with the toxicity and
bio-degradability of the final product.

39Agriculture and Agri-Food Canada (1993).



Canada C/RM/S/51
Page 125

(vii) Other food manufacturing

65. Food manufacturing in Canada has been seriously handicapped by the policies inplace to support
farming, notably dairy ingredients. Ways have, therefore, been sought to neutralize the effect of these
programmes on user industries. In 1992, a Dairy Rebates Programme was instituted to pay processors
60 per cent of the difference between the price ofCanadian and U.S. dairy ingredients used in processed
products. Products benefiting from this compensation programme include skim milk, cheese, frozen
pizza and frozen desserts. Since 1994, the Rebates Programme has reimbursed 85 per cent of the
difference in price, while a similar programme has been introduced for confectioners to receive
100 per cent of the difference between U.S. and Canadian prices for raw milk.

66. Tariff in the food manufacturing sector average 7.3 per cent on an m.f.n. basis. and around
2.2 per cent on imports from the United States and Mexico. GPT preferences average 4.8 per cent,
but are available on less than a third of the 442 products included in the group. The average m.f.n.
tariff at the end of the Uruguay Round reduction process will be 4.5 per cent. Currently, duties peak
at 17.5 per cent on such items as milk and cream, wheat gluten, pork and beef ready-made stews, sugar
molasses and mayonnaise. Although tariffs are high, food manufacturing is under intense competitive
pressure from imports given the inflated value of "supply managed" inputs.

67. A provision of Canada's Processed Products Regulations (as provided for under the Canada
Agricultural Products Act) allowed Canadian firms to market processed fruit and vegetable in package
sizes larger than those prescribed by the regulations, if the firm ("establishment") was registered and
the packages bore registered labels issued by Agriculture and Agri-Food Canada (AAFC). This
Regulation had the effect ofpreventing foreign firms from supplying products in sizes commonly used
in the hotel, restaurant and institutional (HRI) trade. These Regulations were amended in November 1993
to allow imports in larger than the large sizes previously provided for, as long as the labels of such
containers are registered by AAFC, and the foreign establishment operates under an inspection system
equivalent to Canada's. The regulatory amendment applies equally to Canadian companies, and processed
products traded inter-provincially or imported are treated in the same manner.

68. Imports of fresh fruit and vegetables without a pre-arranged buyer continue to be prohibited.40

69. Anti-dumping duties are in place on the following products from the United States: potatoes
since 1984, yellow onions since 1987 and iceberg lettuce since 1992.

(viii) Fishing and fish products

70. The recent collapse of the Canadian Atlantic fishing industry has faced policy makers with
both an economic and environmental policy challenge.41 A ban on commercial cod fishing introduced
in July 1992 made idle some 25,000 fishermen and employees in the processing sectors, with little
prospect of recovery before the next century. Subsequent groundfish quota reductions in 1993 and
1994 displaced an additionai 15,000 fisheries-dependent people. This situation for many epitomizes
the failure to internalize. and particularly to actualize. external costs related to resource depletion.

4OUSTR (1993).

41The share of fishing and fish processing in GDP declined by over 20 per cent in real terms between 1986
and 1993.
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71. The problem has both domestic and international aspects. Domestically, government policies
to promote intensive fishing have been reported as contributing to the collapse in stocks.42 Moreover,
over-fishing in areas beyond Canada's 200 nautical mile zone has significantly compounded the speed
of depletion. Open access and over-fishing constitutesa major environmental problem facing Canada
and all other nations involved in high seas fisheries management.43 Conservation and restoration of
fisheries resources have, therefore, to be envisaged in an international as weil as a domestic context,
involving -both trade and environmental policy.

72. The scope of the Federal Government's influence over fishing is extensive. The authorities
are undated to carry out research, develop fisheries, insure vessels and manage fishing harbours.
However. Processing activities and, in particular, the attribution of licences to process fish are under

provincial jurisdiction44 It is arguable that policies at both levels of government have contributed to
the currentserious stock depletion. For example, between 1978 and 1988. government strategies included
the financing of technological improvements in cod fishing techniques, permitting a doubling of the
catch during that period (Chart V.5). Two large integrated companies were created with government
participation. Quotas setting allowable catches at record levels encouraged further fishing. Assistance
programmes also played an important rôle in preventing price levels from accurately reflecting full
social costs.

73. As noted above however. the resource depletion problem is also a global issue over which
Canada does not have full control. in particular over the activities of foreign fleets fishing just outside
Canada's 200 mile limit, frequently operating under their own foreign government assistance
programmes."5 Furthermore, although the environmental damage is most serious for cod, other
groundfish species and Atlantic salmon stocks are also depleted. while controversy surrounds recent
measures regarding Pacific salmon (sec below).

"Gallon (1993); and UNCTAD (1994b).

43A detailed analysis o' fishing policies and their impact on fisheries resources has been made in GATT (1994c),
Vol. 1. p. 100.

44Meaney (1992).

45USUNCTAD (1994b).
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Chart V.5
Canadian catch of AtIantic groundfish', 1978-93
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74. In July 1992. the Federal Government announced a two-year moratorium on cod-fishing in

the Nor-h Atlantic. In August 1993, additional moratoria were imposed on cod and plaice in certain

other zones off Canada's east coast. These moratoria for 'straddling" cod and flatfish were adopted

by the Northwest Atlantic Fisheries Organization (NAFO) to cover stocks outsidetheCanadian200 mile

limit (see below). In November 1993. the stocks of fish were not expected to regenerate before at

least five years. placing in doubt any rapid solution to unemployment and financial losses in the short

to medium term.

75. The Fisheries Act and the Coastal Fisheries Protection Act are the main. statutes controlling
the harvesting of Canadian fishery resources by foreigners. The CFPA regulates licensing and

requirements for foreign vessels to fish in Canadian waters. Regulations underthe Fisheries Act control

fishing activities such as by catch. limits. mesh size. closed areas/seasons, etc. The Department of

Fisheries and Oceans is empowered to limit the total allowable catch in its fishing zone. If these limits

exceed Canada's capacity to harvest, other countries are given access to the surplus. If not, foreign

allocations are not granted. Currently foreign fishing fleets. like domestic ones. are subject to the

various moratoria.

76. Outside the 200 mile zone, foreign fishing is administered by the fifteen-rnember North-West
Atlantic Fisheries Organization (NAFO), founded in 1979 to assess stocks and assign quotas to its

members.46 Compliance is voluntary, which reduces the effectiveness of the organization. Article XII

INAFO members are Bulgaria, Canada, Cuba, Denmark. the European Union, Norway, Poland, Romania
and Russia.
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of the NAFO Convention allows any member to object to management proposals within 60 days.47
Currently. a ban is in place under NAFO on all fishing for depleted stocks in the region.

77. In May 1994. an amendment to the CFPA (Bill C-29) was adopted to allow the stopping and
searching of vessels outside the 200-mile limit. The legislation was intended, according to the authorities,
so halt overfishing of straddling stocks by stateless and flag-of-convenience vessels. This legislation
attracted complaints by France, followed by protests from the United States. In particular, and despite
the NAFO moratorium, it has been alleged that the new law violated the United Nations Convention
on the Law of the Sea.'

78. According to observers, these straddling stocks, which move between national fishing zones
and the high seas, have "become a managerial nightmare for Canada in the Northwest Atlantic off
the coast of Newfoundland. Stocks of cod, and certain other fish, having their primary residence in
Canadian waters, spend some time on the "nose" and "tail" of the Grand Banks outside Canada's 200
nautical mile fisheries zone"49

79. The western coast of Canada accounts for approximately 30 per cent of Canadian fish production,
with five salmon species providing the principal harvest. This industry has also been affected by
overfishing and other environmental problems. In June 1994, Canada introduced a Can$1,500 passage
charge on U.S. vessels for the use of Canadian coastal waterways leading to Alaska. This action was
described by U.S. Congressmen as violating the United Nations Convention on the Law of the Sea,
and challenging the right of free passage.'<' According to the Canadian authorities, the charge was
intended to bring the United States back to the negotiating table to work out satisfactory fisheries
management arrangements and an equity to rectify the huge imbalance in its interception of Canadian-
originsalmon. Thecharge was lifted on2 July 1994, following receipt byCanada ofU. S. commitments
for future negotiations.51

80. Canada's Uruguay Round offer includes tariff reductions of up to 35 per cent in the fishing
and fish processing sector; however, m.f.n. tariffs will remain above those applied to imports from
the United States and Mexico (Chart V.6).

81. Tariffs on fish and fish products between the United States and Canada are to be eliminated
in January 1999. Standards have also been harmonized under the FTA. The NAFTA is to phase out
import duties in Mexico over a period of ten to fifteen years and abolish most licensing procedures.
Investment in Mexican fisheries by U.S. and Canadian businesses will be facilitated.

"'The EU in particular has since 1985 objected to NAFO-set quotas, and established its own quotas over
twice as high.

48Statemcni by French Foreign Minister Alain Juppé, International Herald Tribune, 2 June 1994.

4'9Vander Zwaag (1992).

50<Staternent bv U.S. Senator Frank Murkowski from Alaska, Reuters, 16 June 1994.

51According to Canadian sources, salmon fishing in other areas of the United States (Oregon and Washington),
would have beer. affected by the lack of environmental protection, notably in logging and dam building, thereby
inciting U.S. fishermen to fish in Canadian and Alaska waters.
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Chart V.6
Tariffs on selected fish and products under NAFTA and the
Uruguay Round
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82. A Mandatory Inspection List covers imported products that have failed at least once to comply
with Canadian Fish Inspection Regulations; thus, subsequent imports ofsuchproducts are systematically
inspected upon entry. Import duties average less than 2 per cent for unprocessed or semi-processed
products (frozen. salted, dried. smoked fish). but increase to 10 per cent average for further prepared
fish and reach a maximum of 17 per cent on prepared fish meals. Cod enters duty-free, but high duties
are levied on imports of canned tuna, mackerel and fish sticks.

83. Over 80 per cent of Canada's fish output is exported. The main market is the United States,
which absorbs about two thirds ofexports, followed by Japan and the European Union. The high export
ratio renders the fishing industry sensitive to variations in world market demand. The latter has declined
in North America. partly because prices of.substitutes such as chicken, pork and beefhave fallen relative
to seafood, to a certain extent under the effects of domestic and export subsidies affecting meat and
poultry in these countries.

84. The bilateral agreement on west coast salmon and herring with the United States was renewed
in April 1994. The agreement provides for at-sea deliveries of salmon and herring exports in order
to ensure the inspection and sampling required for the management of these Canadian fisheries. An
export permit is required for unprocessed Pacific roe herring.

(ix) Beverages

85. Previous Trade Policy Reviews ofCanada have described in detail the various non-tariffbarriers
to both international and inter-provincial trade in alcoholic beverages in Canada and noted that these
have 1ed to the creation of an inefficient structure of production in the alcoholic drinks industry,
particularly in brewing. It was estimated in 1990 that the rationalization of the beer industry could
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bring about a 15 per cent decrease in total expenditure on beer at market prices, and that this would
take place mainly through a reduction in the number ofplants.52 According to the Canadian Government,
most of these barriers were removed with the implementation of the recommendations from various
GATT panels. The result has been a considerable rationalization of the domestic industries. With
international trade liberalization, in some cases, imports are now treated more favourably than alcoholic
beverages from other Canadian provinces.

(a) Importing alcoholic beverages

86. Imports of alcoholic beverages are subject to specific, ad valorem, compound and mixed duties
applying to virtually all tariff lines. Duties on the 4 items subject to ad valorem duties alone average
over 16 per cent and range from 5 to 25 per cent. Tariffs on beverages and spirits are to be reduced
in the Uruguay Round by 36 per cent. In addition, the percentage ofbound duties rises to 100 per cent
on all the 66 tariff lines as a result of the Agreement. Imports of alcoholic beverages from the
United States are subject to an average tariff of 4 per cent, but imports of U.S. beer enter Canada
duty-free.

87. Under the 1928 Importation of Intoxicating Liquors Act, each province has a monopoly on
the import of alcoholic beverages into its territory from abroad and other provinces. The marketing
boards' monopoly status resulted inpolicies and practiceswhich, overtheyears, segmened theCanadian
market., reduced imports and diminished export competitiveness. Three GATT disputes and inter-
provincial negotiations have, however, led to a number of recent changes.

88. A 1990 dispute brought to aGAT panel by the United States resulted in the April 1992 Canada-
U.S. Agreement in Principle, which led to a number ofchanges in Canadian practices described below,
including listing, distribution and pricing. In July 1992, a further dispute led to the imposition by
the United States of a 50 per cent duty on imports of beer from Ontario, to which the Canadian
authorities responded with a matching duty of 50 per cent on beer produced by two specific U.S.
companies (Chapter VI). The August 1993 Memorandum of Understanding (MOU) on Provincial
Beer Marketing Practices and its May 1994 Amiex settled this dispute and led to further changes and
clarifications in Canadian provincial practices.

(b) Domestic production requirements

89. Local content requirements for beer, which have traditionally been an important barrier facing
imports, ne longer exist in any province. Previously, firms wishing to sell their beer in a province
were required to maintain production capacities in that province. Ontario maintains a minimum grape
content requirement for domestic wine, as well as grape purchase commnitments by Ontario wineries
of Ontario grapes.

(c) Listing

90. "Listing' requirements exist in all provinces except Alberta, which abolished it in 1993. They
are, according to the Canadian authorities, the same for domestic and imported beer. A producer wishing
to export his beer to Canada must firsr obtain a listing of the brand approved by the liquor board of
each province in which s(he) wishes to sell.

32Irvine, Sims and Anastopoulos (1990).
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(d) Warshousing

91. Formerly, out-of-province suppliers, including importers, were required to use the marketing
boards' warehouses, which increased their warehousing costs relative to those of in-province brewers
who had no such obligation. The August 1993 MOU and May 1994 Annex provide for warehousing
services for imported products to be supplied either privately, or by provincial liquor boards in Alberta,
British Columbia, Manitoba, New Brunswick, Nova Scotia and Quebec. The May 1994 Annex clarified
Quebec practices which allow the option of private marketing of imported beer (including warehousing.
transportation and delivery) under a distributors and warehousing permit issued by the provincial liquor
board.53

(e) Distribution

92. Distribution of both domestic and imported alcoholic beverages is subject to regulation by
provincial liquor boards. Certain distribution practices pertaining to wine were grandfathered under
the FTA, while, as noted in the previous TPRM, the brewing industry was exempted from the FTA.
These provisions of the FTA have now been incorporated into the NAFTA. A number of liberalizing
measures have been introduced since the last review following the MOU.

93. As a result of the 1993 MOU, a number of liberalizing measures have been introduced since
the last Trade Policy Review. Domestic and foreign brewers now have the option in a number of
provinces ofprivately distributing their alcoholic beverages. Liberalized access is available in Alberta,
British Columbia, Manitoba, New Brunswick, Nova Scotia, Quebec and Saskatchewan. The provinces
which retain a monopoly for distribution services are Manitoba (for alcoholic beverages other than
beer), Newfoundland, Ontario and P.E.I.

(t) Retail outlets

94. In September 1993, the Province ofAlberta announced that all retail sales ofalcoholic beverages
in the province would be privatized. Since October 1993, foreign brewers have been allowed to sell
their own beer in Quebec, a right previously only available to Quebec breweries. In 1994, the Quebec
Régie des alcools, des courses et desjeux granted, for the first time, a distribution permit to a foreign
brewer, to sell and distribute beer directly to establishments and retail outlets in the province.54 The
retail distribution and sales monopoly in Quebec was therefore open to competition for the first time.
In Ontario, private retailing of alcoholic beverages is not permitted.

95. In January 1994, the provinces ofOntario and British Columbia announced measures to abolish
existing bilateral barriers to trade in alcoholic beverages, including cider, spirits and wine. For the
latter, the liberalization will affect only wine produced under the "Vintners' Quality Alliance", that
is containing exclusively Canadian grown grapes. It should, therefore, become possible to purchase

53The Société des alcools du Québec remains the sole importer and initial wholesaler of beer into Quebec;
it charges a regulated price for transportation services from the foreign brewery to the warehouse. There is
also a regulated cost of service to the distributor's warehouse, which increases the cost of imported products
relative to the domestic beer.

54International Trade Reporter, 16 March 1994. The foreign brewer was not allowed to use an independent
warehouse agent, being obliged instead to deliver imported beer to the Québec Régie warehouses for inspection,
because the private warehouse was an agent with a less than arms length relationship with the brewer.
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wine from British Columbia in Ontario Liquor Board stores. British Columbia, Ontario. Quebec and
Nova Scotia continue to discriminate against wines from other provinces.55

(g) Minimum pricing and mark-ups

96. Until recently, Canadian provinces applied a "mark-up" whereby the price of imported beer
was inflated in order to equalize prices with domestic beverages. As of 1994, all Canadian provinces
apply an identical percentage "mark up" to domestic and imported beer. Minimum prices are in effect
in all provinces except Alberta, Manitoba, P.E.I., Quebec and Saskatchewan. Both practices were
the object of complaints from trading partners. In 1993 British Columbia removed the differential
in the mark-up applied to draught beer, as well as the cost-of-service charge for imported beer sold
by the Liquor Distribution Branch. Similar measures to abolish discrimination against foreign beer
through mark-ups have been introduced in Saskatchewan, Alberta, Manitoba, Newfoundland and
New Brunswick.56

97. The provinces which maintain minimum prices do so in principle in order to discourage excess
consumption of alcoholic beverages. Among recent developments:

- Newfoundland has undertaken in 1993 to ensure that its minimum price for beer is
not set in relation to the price at which domestic beer is supplied.

- Since November 1993, Nova Scotia replaced the long-standing minimum reference
price for beer by a "social" reference price set at Can$13.95 per dozen.

- In November 1993, Quebec announced an intention to introduce a minimum price for
beer.

- British Columbia extended its minimum price for beer to packaged beer (it had
previously applied only to draught beer).

98. In January 1994, U.S. brewers charged that no Canadian provinces except Alberta were
respecting the August 1993 agreement and called for import restrictions . Obstacles included minimum
price requirements in Quebec, and unavailability of documentation necessary to sell foreign beer to
Canadian distributors. In Ontario, the provincial Liquor Control Board was accused of refusing to
supply smaller quantities to outlets, despite the payment of distribution and handling ("out of store
cost of service") fees on imported beer.58 According to the Canadian authorities, these issues were
clarified in 1994 during bilateral consultations.

55Nachrichten für Aussenhandel, 31 January 1994.

5'TMe B.C. cost service charge ($0.20 alitre applied before the mark-up calculation) was eliminated for imports
that were self-delivered, but not for imports distributed through the Liquor Distribution Branch. Another cost
of service charge to cover container handling costs which is applied after the mark up continues to apply. In
1992, it was reduced from $0.20 to $0. 16 a litre to comply with a GAIT ruling that administrative charges were
discriminatory.

57Inside U.S. Trade, 7 January 1994.

581mported brands, unlike domestic ones, must be distributed through publicly owned liquor outlets (see above).
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(h) Environmental and other levies

99. In its April 1992 budget, Ontario announced an increase in its environmental levy on alcoholic
beverage containers from 5 to 10 cents and extended its application to all non-refillable alcoholic beverage
containers, whether part of the deposit return system or not. All wine, spirit and beer containers are
subject to this levy. This was a topic of disagreement with certain trading partners, as such a levy
is not paid on non-alcoholic beverages such as soft drinks.59

100. Anti-dumping duties were imposed by Canada in October 1991 on imports of beer of certain
alcoholic strength and volume exported by three U.S. brewers into British Columbia. On 25 May 1994,
the Canadian International Trade Tribunal (CITT) gave notice that it would review its finding ofmaterial
injury. The review was expected to take place during the latter part of 1994.

101. Higher taxes on alcoholic beverages in Canada than in the United States have strongly contributed
to the development of cross-border shopping and smuggling in alcoholic beverages. Currently, the
price of alcoholic beverages in Canada includes federal excise and sales taxes, provincial sales taxes,
provincial mark-ups and producers revenues. The price of imported products generally incorporates
customs duties plus the above. As a result, beer and most other alcoholic beverages are considerably
less expensive in the United States.

(3) Minining.quarrving and energy

102. The mining, quarrying and energy sectors are of considerable economic importance in Canada.
The largest sectors in terms of output are by far crude petroleum and natural gas (Chart V.7); other
primary ores, minerals and metals include coal, sulphur, asbestos. iron ore, copper, lead. nickel,
uranium, zinc, gold and other precious metals.

103. Value added in mining has expanded in real terms from 3.8 per cent of total GDP in 1991
to 4.2 per cent in 1993. The sector is relatively capital-intensive and provides around 1 per cent of
total employment in Canada. Moreover, the recent expansion has coincided with a 10 per cent annual
average reduction in employment (Table V.4).

59Soft drink producers apparently participate ina blue-box recycling scheme (Financial Times, 31 July 1993).
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Chart V.7
GDP in mining, 1993

CanS billion at 1986 prices and percentage of total mining GDP

Crude petroleum and natural gas
CanS 13.2 in (61.1%)

Iron -I
CanS 0.4 bn (1.9%)

Gold
CanS 1.6 bn (7.4%) Other metals

canS 1.9 bn (8.8%)

Services related to mining
CanS 2.2 bn (10.2%)

Other

CanS 1.3 bn (6.0%/)

Coal

CanS 1.0 bn (4.6%)

Source: Statistics Canada.

Table V.4
Employment in mining, quarrying and oil wells, 1991-93
(Thousand employees and percentage of total employment)

Product September 1991 September 1992 September 1993

(Thousand) (%) (Thousand) (%) (Thousand) (%)

Mining, quarrying and oilwells, of which: 142.7 (1.2) 124.1 (1.0) 116.3 (0.9)

Mines 57.8 (0.5) 54.1 (0.4) 50.2 (0.4)

Crude petroleum and natural gas 44.8 (0.4) 39.6 (0.3) 32.1 (0.3)

Total economy 12.291 (100.0) 12,234 (100.0) 12,415 (100.0)

Source: Statistics Canada.
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(i) Ores and metals

104. Exports of metal ores, concentrates and scrap in 1993 stood at Can$3.4 billion, substantially
lower than in 1991 when they reached Can$4.1 billion. The decline reflects the world economic
downturn. Imports of metal ores have increased sizeably in the two years to 1993, in line with economic
recovery in Canada, to reach Can$2 billion. Some 75 per cent of these imports originates in the
United States.

105. M.f.n. duties continue to exhibit substantial tariff escalation by stage of processing. This is
expected to be reduced at the end of the Uruguay Round. Duty-free treatment applies to most imports
from the United States and Mexico (Table V.5).

Table V.5
Tariffs on products from mining, quarrying and oil wells, 1994 and 2000
(Per cent)

Type of duty Mean Standard deviation Maximum rate

1994 2000 1994 2000 1994 2000

M.f.n. 2.5 1.9 4.1 3.0 12.5 12.5

Crude petroleum and natural gas 6.3 6.3 7.2 7.2 12.5 12.5

- Metal ores 0.0 0.0 0.0 0.0 0.0 0.0

Memo: Basic metals and non-metals 7.7 3.5 4.0 3.2 17.5 11.3

United States 0.1 ... 0.6 ... 4.9 ...

Mexico 0.1 ... 0.8 ... 7.2 ...

GPT 1.3 ... 2.5 ... 8.0 ...

.. . Not available.

Source: GATT Secretariat calculations.

(ii) Uranium

106. Canada's uranium export policy is subject to an overriding commitment to nuclear
non-proliferation, and bilateral nuclear co-operation agreements are in effect with all of Canada's
principal trading partners. Mechanisms are also inplace to ensure that Canada exports only that uranium
which is surplus to its domestic needs.

107. A requirement that Canadian uranium be upgraded prior to export is being phased out by
December 1995, Until then, processing of yellow cake into uranium hexafluoride is required prior
to export, provided the processor has the capacity and is competitive.

108. Changes have been introduced regarding the pricing component of export policy. Specifically,
requirements that export contracts include such mechanisms as escalating floor prices designed to reduce
the impact ofunexpected shifts in the market and, thereby, contribute to a more predictable commercial
environment, were abolished in November 1992. All uranium export contracts are reviewed by an
interdepartmental Uranium Exports Review Panel, on behalf of Ministers, to ensure that the contracts
are consistent with uranium export policy.
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109. While there are no restrictions on foreign investment in canada's uranium industry at the
exploration stage, Canada's policy on non-resident ownership sets certain conditions which must be
met by the stage of first production. The policy sets an objective of 51 per cent resident ownership
for individual new uranium production projects, but will permit lower levels of resident ownership
if the project is Canadian controlled. Exemptions to these requirements will be granted if sufficient
Canadian participation cannot be found.

110. In March 1994, the Canadian Government complained about an agreement recently signed
between the United States and Russia.'

(iii) Oil and gas

111. Exports of crude petroleum and natural gas increased from Can$13.3 in 1991 to Can$16.7 billion
in 1993; but their share of total exports declined from 9.1 per cent to 8.9 per cent in the same period.
as export growth did not match that in the manufacturing sectors. Imports of petroleum and other
crude materials were substantially less than exports of the sector, totalling Can$6.3 billion in 1993.

112. The NAFTA includes a separate chapter on energy and petrochemicals wherein most of the
FTA's provisions are reproduced and may be extended to trade with Mexico.61 Currently, m.f.n. rates
for petroleum oils and greases range up to 12.5 per cent; upon full implementation of the
Uruguay Round Agreements, m.f.n. rates on petroleum oils and greases will decline to between
5.3 per cent and 8.2 per cent by 1999. Under NAFTA, trade will be duty free in 1998. The Energy
and Petrochemicals Chapter of the NAFTA specifies that governments shall not apply restrictions,
regardless of whether these restrictions are import fees, quotas, minimum or maximum export
requirements or import price requirements. Taxes levied specifically on exports are prohibited. Parties
retain the right to maintain import and export licences. The Canadian Government may, under the
export licensing procedure allowed in the NAFTA, apply quantitative restrictions on exports to the
U.S. and Mexico, for justifiable GATT reasons. Although oil and natural gas exports continue to be
authorized by Canada's energy regulatory authority, the National Energy Board (NEB), all short-term
(under two years) export applications are, according to the authorities, routinely and expeditiously
approved.62

113. A number of recent changes have also taken place in the regulations affecting the commercial
presence of foreign investors (Chapter II):

60From 1990 to 1992, the former Soviet Union (FSU) exported large quantities ofuranium to the United States,
contributing to further declines in the uranium spot price, which reached historic lows. This agreement followed
an anti-dumping investigation in the United States, which had led to quantitative restraint agreements with six
FSU republics. The U.S./Russia agreement provided for the mixing of Russian imports with equal quantities
of newly-produced U.S. uranium. Canada challenged the amendrment, submitting that it was inconsistent with
U.S. obligations under the North American Free Trade Agreement (NAFTA), and that it would lead to further
price suppression, thus jeopardizing the future economic viability ofCanadian uranium producers. Consultations
under the NAFTA dispute settlement mechanism were continuing in mid-1994.

61Energy and petrochemicals goods include primary commodities, manufactures and services: coal and coal
gas, crudeoil and petroleumproducts, natural gas uranium, electricity, liquefiedpetroleumgases (butane, propane.,
ethane) and some primary petrochemicals (Article 602).

62Article 605. Canada's National Energy Board in principle authorizes exports licences only if satisfied that
the exports will not exceed reasonable foreseeable needs.
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- In March 1992, the Government abolished the Oil and Gas Acquisitions policy.

- In June 1993, the Government eliminated restrictions of foreign ownership of production
licences on frontier (federal) lands. Although these restrictions have been eliminated,
there continues to be a requirement that a production licence, or a share therein, cannot
be held by any person other than a corporation incorporated in Canada.

114. In principle, these measures should encourage greater rationalization of the oil and gas sector,
and increase production and trade. However, there are still important differences in the application
of national treatment between NAFTA and non-NAFTA investors. Under the NAFTA, Canada may
continue to review the acquisition of control of a Canadian business by an investor of the United States
or Mexico to determine whether or not to permit the acquisition. In cases where the value of the gross
assets of the Canadian business is greater than Can$150 million, Canada may review the acquisition.
There is no review of indirect acquisitions. For other foreign investors, the following acquisitions
of Canadian business by non-Canadians are subject to review:

- all direct acquisitions with assets of Can$5 million or more;

- all indirect acquisitions with assets of Can$50 million or more; and

- indirect acquisitions with assets between Can$5 million and Can$50 million that
represent more than 50 per cent of the value of the assets of all the entities, the control
of which is being acquired, directly or indirectly, in the transaction in question.

115. The NAFTA expressly stipulates that energy regulatory measures are subject to the disciplines
of national treatment, import and export restrictions and export taxes. This was only implied in the
FTA. As a net exporter of energy, Canada is expected to benefit from this provision.

116. InMarch 1993, the federal Government began a review of its 70 per cent stake in Petro Canada.
In mid-1991. 42 million shares had been sold to the public at Can$13 a share. The share price then
declined to a low of Can$7.4 in 1993. Following a reorganization, including asset disposals, and a
jump in natural gas prices, the company's financiai performance improved significantly. In 1993,
earnings totalled CanS162 million on sales ofCan$4.6 billion. The Petro-Canada Public Participation
Act sets out a legislative limit on total foreign ownership of 25 per cent of the voting shares.

117. The NAFTA 'reaffirms Parties' ability to provide incentives in the oil and gas sector in order
to maintain the reserve base".63 An ambitious exploration project off the coast of Newfoundland
- Hibernia - continued to be developed with government subsidies. In 1993, the federal Government
acquired an 8.5 per cent stake in the project. The government contribution to project expenditure
increased almost 50 per cent to reach a planned Can$247 million in 1993-94.6 However, according
to the authorities, the government is currently seeking to divest its interest in Hibernia.

63Canada Gazette, Part 1, 1 January 1994, p. 117.

64Natural Resources Canada (1994), p. 58.
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(iv) Electricity

118. The electricity industry contributes nearly 4 per cent of Canadian GDP. The use and development
of electricity resources are under provincial responsibility, although the federal National Energy Board
is responsible for the certification of international and certain inter-provincial power lines, and for
the licensing of exports. The majority of Canadian power utilities are provincially-owned Crown
corporations. Canada is a net exporter of electricity to the United States.

119. Electricity supply has been included in the NAFTA's chapter on energy, effectively considering
electricity supply as a good rather than a service. This chapter prohibits most taxes and restrictions
on trade among the partners. Price setting by government-owned power-generating agencies is permitted
under the NAFTA, provided price differentials do not have the effect of discriminating against U.S.
customers by setting minimum export prices or restricting quantities traded.65 As a result of price
setting, there is no competition between electricity suppliers at the retail level. According to the Canadian
Government, price setting by the Provincial utilities is in principle cost-based; however, most provincial
utilities will purchase from non-utility generators and inter-connected utilities at prices below generating
cost. Export prices are determined through negotiation between buying and selling utilities.

120. Provincial utilities have the monopoly on distribution of electricity, and may prevent users
from purchasing electricity from other suppliers in other provinces or abroad. In one case, one Ontario
company reported that it had been prevented from buying cheaper electricity from Manitoba Hydro.66
In this case, electricity in Manitoba was reported to be a third cheaper than in Ontario.

121. The federal Government has recognized that such substantial cost differentials constitute a
competitive handicap for companies, many of which export their final products. Since 1987, negotiations
on these and other interprovincial issues have been ongoing (Chapter IV). The Draft Agreement on
Internal Trade of 1994, approved by Internal Trade Ministers, stipulates that "the most difficult issues
are policies and regulations that limit the transport of electricity through transmissions systems for
sale in other jurisdictions, and the ability for users to purchase electricity from other than provincial
monopolies" Consequently, the Agreement provides that "Governments have agreed to continue
negotiations to complete this Chapter before implementation in July 1995".

122. Further, power utilities have been excluded from the Agreement's provisions on procurement.
Consequently, preferential procurement policies by several of these utilities may continue to result
in higher costs to user industries, with effects on exports, and higher public expenditure ultimately
borne by the taxpayers. Government have agreed to continue negotiations on this issue until June 1996
in order to "achieve reciprocity".68

65Article 603 of the NAFTA.

66Loizides and Grant (1992).

67Internal Trade (1994a).

68Internal Trade (1994c).



Canada C/RM/S/51
Page 139

(4) Developments in Industry

(i) Textiles, clothing, leather and footwear

123. Canada's textile industry is modem and capital-intensive. exporting a significant share of
production to the United States. However, some sub-sectors of the textiles, clothing, leather and footwear
industries have been sheltered from external competition by h.gh tariffs and quantitative import
restrictions, which are still in place on clothing and certain textiles under the Multifibre Arrangement.
These sectors remain among the most protected sectors of the Canadian economy. As noted below,
tariff reductions on fibres, yarns and fabrics are being phased in from 1 January 1993. However. import
restrictions under the MFA remain in place; new restraints have been introduced and anti-circumvention
measures taken.

124. Since the 1992 review, exports of textiles and clothing have recovered. and gained as a share
of total exports, totalling over Can$ 1.8 billion in 1993 or 1 per cent of merchandise exports. Imports
of textiles and clothing exceeded Can$6 billion in the same year, but the market share has not increased
from the level of 3.5 per cent of total merchandise imports since the previous review. Employment
in textiles and clothing has increased, while that in the leather industry has continued to fall (Table V.6).

Table V.6
Employment changes in the textile, nothing and leather industries, 1991-93
(Thousand employees and percentage of total employment)

SIC Code Product September 1991 September 1992 September 1993

171 Leatherand products ;3.2 (0.1) 17.7 (0.1) 12.5 (0.i)
181-3 Primary textiles 18.1 (0.2) 19.7 (0.2) 16.7 (0.1)
191-9 Textile products 26.5 (0.2) 25.5 (0.') 27.8 (0.2)
243-g Clothing 89.4 (0.7) 74.2 (0.6) 86.7 (0.7)
Memo:

101-399 Manufacturing 1,679 (13.7) 1,611 (13.2) 1.613 (13.0)
001-999 Total employment 12.291 (100.0) 12.234 (I0M.0) 12,415 (100.0)

Source: Statistics Canada.

125. The rise of the U.S. textile market as an outlet for Canadian exporters has been remarkable
(Chart V.8). Between 1990 and 1993, the share of Canadian textile exports sold in the United States
rose from 60 to 81 per cent. More than 80 per cent of all clothing exports were already exported to
the United States in 1990, increasing to 87 per cent in 1993.

126. On the import side. the FTA has also coincided with increased imports from the United States
of both textiles and clothing, while the share of non-OECD suppliers has stagnated. Non-OECD suppliers
accounted for 74 per cent ofclothing imports in 1993 (Can$2.5 billion), a share unchanged from 1990.
Meanwhile, U.S. suppliers increased their share of Canada's clothing imports from 9 to 16 per cent,
and from 50 to 57 per cent in the case of textiles. Currently, only 0.5 per cent of clothing imports
originate in Mexico. Developing country exporters may also have been displaced: the share of textile
imports originating in non-OECD countries has declined from 27 to less than 26 per cent of Canada's
imports during the same three-year period.
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Chart V.8
Exports of textiles and clothing, 1990-93
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Source: Statistics Canada.

127. Imports of clothing from Hong Kong. the Republic of Korea and Chinese Taipei appear to
be declining. In contrast. the advance by China on the Canadian. clothing market has been sizeable,
with imports doubling since 1989, making China Canada's single largest supplier of clothing in 1992-69

Tariffmeasures

128. The average ad valorem m.f.n. tariffon textiles and clothing is 18.1 per cent, with a maximum
"spike" of 30 per cent on ski jackets (Table V.7). A number of items face compound ormixed import
duties. whereby a specific duty adds or. in some cases. provides a floor to the ad valorem tariff.

Table V.7
Tariffs on textiles and clothing, 1994 and 2000
(Per cent)

Type or duty Mean Standard deviation Maximum rate
1994 2W0O 1994 200 1994 2809

M.f.n. 18.1 12.7 7.5 3.3 30.0 18.0

United States 7.6 ... 3.4 ... 12.0
Mexio 13.9 ... 8.0 ... 27.0 ...

GPT 8.2 ... 6.5 ... 20.0

. . . Not available.

Source: Governmentof Canada.

60GATT document COM.TEX/W/261. 15 November 1993. These were valued at Can$445 million.



Canada C/RM/S/51
Page 141

129. Textiles and clothing constitute one of the few product groups where GPT tariffs on imports
from developing countries are generally substantially lower than those on imports from Mexico.70
Under the NAFTA. the elimination of tariffs on imports front Mexico will take place over a ten-year
period for clothing (the longest adjustment period available for any sector under the Canada-Mexico
phase-out schedule), and an eight-year period for most textiles. As tariffs will decline by an average
of30 per cent under the Uruguay Round. increased access forNATA suppliers might displace imports
from developing countries.71

130. The duty remission schemes reported in previous Trade Policy Review of Canada are unchanged.
(Box V.2). They are designed to take advantage of the availability of low-cost offshore supplies without
discouraging local production. For example, under one scheme, producers may import one shirt
duty-free for each locally produced shirt above a base level. The effects of such remissions are likely
to include lower consumer prices and higher profit margins, embodied in the difference between import
and domestic unit production costs. They are. nevertheless, likely to remain sub-optimal relative to
a situation of free trade for the Canadian economy.

131. Under the NAFTA. duty drawback schemes and inward processing will remain in place until
1996 for the United States and 2001 for goods exported to Mexico. Thereafter, a partial drawback
will be available for dutiable goods traded within the free trade area. i.e. the lesser of the import duties
paid on inputs and the amount of the duties paid on export of the final product will be refundable
(Chapter IV(i)(b)). As a result, full duty drawback for trade in clothing under m.f.n. conditions will
remain indefinitely. despite the lack of transparency built into these schemes.

132. In December 1992. Canada announced tariff reductions in. order to bring tariffs were in line
with those in place in other industrialized economies. These reductions were to be phased in at a rate
of 1.5 per cent per year starting in January 1993 and, eventually. fabric tariffs in the 18 to 25 per cent
range would be brought down to a maximum rate of 16 per cent

133. On 14 July 1994. the federal government announced that a new reference had been given to
the Canadian International Trade Tribunal directing it to develop. by 1 September 1994. rules of
procedure to conduct investigations in requests from Canadian producers for tariff relief on imported
textile inputs for use in their manufacturing operations.

134. The NAFTA by and large incorporates the rules of the FTA. The most important exception
isthechange in rules oforiginconcerning clothing, given the differcebetween m.f n. and U.S. tariffs
benefitting from preferential tariff treatment and the substantial volumes of yarns imported by Canada
from overseas. The NAFTA implies that, with a few exceptions. fabric from North America. made
from North American yarn, must be used in the production of textiles and clothing products if these
are to qualify for NAFTA treatment. Several - mainly clothing - products. which had been considered
ofCanadianoriginpriortothe NAFTA and, thus. faced lowerduties when exported to the United States
under the FTA. may be denied North American origin under this NAFTA "yarn forward" rule.

70Under the NAFTA. a system of tariff quotas (tariff preference levels') provides a preferential treatment
for those goods whichdo not meet the NAFTA rules of origin.

71Smith (1993).

72GATT (1992) and GATT (1990).
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Box V.2: Canda textile and clothing duty remission schemes

Shirting Fabrics Remission Order. 1988

The Shirting Fabrics Remission Order, 1988, allows weavers and converters of printed shilling fabrics to
import printed fabrics, not made in Canada, duty-free to complement domestic lines. In addition, shirt
manufactures are able to import yarn-dyed shirting fabrics on a duty-free basis depending on their level
of domestic sourcing of printed fabrics.

The Order came into effect on 1 January 1989 and expires on 31 December 1997. The maximum value
of duties remitted under this Order is estimated at Can$6 million annually.

Blouses and Shirts Remission Order

The Blouses and Shirts Remission Order allows blouse and shirt manufacturers to import up to
20 per cent of their production of blouses duty-free, the level of benefits contingent on the degree of
domestic sourcing of fabrics. Benefits are also extended to ladies co-ordinate manufactures to allow them
to import up to 10 per cent of their production of blouses duty-free.

The Order came into effect on 1 January 1989 and expires on 31 December 1997. The maximum value
of duties remitted under this Order is estimated ai Can$18 million annually.

Outerwear Fabrics and Outerwear Apparel Remission Order

The Outerwear Fabrics and Outerwear Apparel Remission Order allows outerwear manufactures to
import, duty-free, an amount up to 15 per cent of their production of outerwear made from synthetic and
cotton fabrics, the level of benefits contingent on the degree of domestic sourcing of fabrics. Benefits
are also extended to manufactures of synthetic and cotton fabrics for the outerwear sector to allow them
to import fabrics for outerwear production in an amount up to 30 per cent of their production of such
fabrics duty-free.

The Order came into effect on 1 January 1919 and expires on 31 December 1997. The maximum value
of duties remitted under this Order is estimated at Can$8 million annually.

Outerwear Greige Fabrics Remission Order

The Outerwear Greige Fabrics Remission Order allows dyers and fishers of greige apparel fabrics to
import, duty-free, and amount of fabric up to 30 per cent of their Canadian value added.

The Order came into effect on 1 January 1989 and expires on 31 December 1997. The maximum value
of duties remitted under this Order is estimated at Can$3 million annually.

SpecialtyYarns and Fabrics for Apparel Remission Order

The Specialty Yarns and Fabrics for Apparel Remission Order removes or reduces the customs duties; on
nine specialty yarns and fabrics (such as certain cut corduroy, leno weave, wool, or jacquard fabrics. etc.
and textured nylon yarn) used in the manufacture of apparel.

The Order came into effect on 1 January 1989. The maximum value of duties remitted under this Order
is estimated at Can$3.9 million annually.

Box V.2 (cont'd)
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Designers' Samples Remission Order. 1993

The Designers' Samples Remission Order, 1993, remits the customs duties on apparel imported by an
apparel manufacturer for use in determining its technical qualities. The Order came into effect on
8 June 1993.

Source: Information provided by the Canadian Government.

135. Rather than create additional trade, this new rule may lead to trade diversion by encouraging
investment and production of inputs in North America. Increased imports of inputs from the
United States into Canada may be expected as Canadian producers will be encouraged by the NAFTA
to switch to intra-NAFTA suppliers. This, in turn, could represent an efficiency loss, if price and
quality factors are in favour of extra-NAFTA suppliers.

136. The impact of the new rules of origin for textiles and clothing was expected to be offset by
increases in the tariff rare quotas ("tariffpreference levels")giving preferential access to the U.S. market
for Canadian good. that do not meet the rules of origin.

Quantitative restrictions on imports

137. Quantitative restrictions continue to assist the domestic textile and (mainly) clothing industry.
Since the last review. the number of items as well as the number of countries, including several least-
developed countries, subject to import quotas has increased. In July 1994. textiles or clothing imports
from 39 countries were subject to quantitative restraints under bilateral or unilateral measures. Recent
changes include:

- In 1992, under Article 4 of the MFA, acetate filament fabric was added to the products
under restraint from the Republic of South Korea.

- In June 1992. Canada unilaterally introduced measures under Article 8 of the MFA
(circumvention of the Arrangement) to control clothing imports from Cambodia, Laos,
Oman, Oatar and Swaziland.

- In 1993, Canada imposed a restraint on underwear from Jamaica under Article 3 of
the MFA.

- Also in 1993, Canada entered into bilateral agreements under Article 4 of the MFA
with Lesotho on pants and with Costa Rica on underwear.

- Canada also concluded a comprehensive clothing restraint agreement with Swaziland
in 1993.

- In April 1993, Canada unilaterally imposed under Article 8 ofthe MFA import controls
on tailored-collar shirts from Nepal, and all clothing from Iebanon and Syria.

- Additional products have been included in existing agreements: sleepwear and swimwear
from Sri Lanka, babies' sleepwear from Malaysia, T-shirts and underwear from the
Dominican Republic, T-shirts from Brazil, underwear from Bangladesh and denim
fabric from India.
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- Canada's restraint on terry towels from Colombia was allowed to expire on
31 December 1992.

138. The current situation regarding bilateral and unilateral quantitative restrictions on imports is
presented in Table AV.3. On 1 January 1993, the category structure of Canada's restraint arrangements
was converted to one based on the Harmonized Commodity Description and Coding System (HS).
This conversion applied to both bilateral and unilateral measures and had, according to the Canadian
authorities, no substantive impact on the actual restraints.

139. Under Uruguay Round Agreement on Textiles and Clothing, textiles and clothing trade is to
be integrated into the rules and disciplines of the GATT. On the date of entry into force of the WTO
Agreement, each Member shall integrate into GATT 1994 products covered by the Agreement on Textiles
and Clothing accounting for not less than 16 per cent of the volume of its inputs of products covered
by the Agreement; the products must include tops and yarns, fabrics, made-up textile products and
clothing. Three years after entry into force, another 17 per cent of imports must be integrated. Seven
years after entry into force, another 18 per cent of imports must be integrated. Ten years after entry
into force, all products included under the Agreement will have to be integrated with the provisions
of GATT 1994. Members also agree not to introduce any new import quotas under the Agreement
on products which have already been integrated into GATT.73

140. The choice ofthe basket ofgoods to be integrated in each phase is left to the importing Members'
discretion. Canada, with other importing countries, is to announce the list of products subject to first
integration by 1 October 1994.74

141. Since 1988, imports of footwear have not been subject to any import quotas. In 1993, the
imports exceeded Can$1.1 billion, while exports are of minor importance. The Republic of Korea
continues to restrain exports of various footwear and travel goods to Canada, like other destinations.
The main measures in place to support Canada's footwear industries through import protection consist
of high tariffs (Table V.8) and anti-dumping duties on imports. The latter cover women's footwear
from five developing countries, and waterproof rubber footwear from eight developing countries. Rubber
footwear is also not covered by the GPT.

73GATT Article XIX safeguards remain available for 'integrated' products. Non 'integrated' products which
are not already subject to bilateral agreements or MFA quotas are subject to a transitional safeguard arrangement,
allowing for new quotas, where surges of imports cause 'serious damage or threat thereof' to domestic industry.

74Final Act.
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Table V.8
Tariffs on leather and footwear, 1994 and 2000
(Per cent)

Type of duty Mean Standard deviation Maximum rate
1994 2000 1994 2000 1994 2000

M.f.n. 12.5 8.0 7.3 3.8 25.0 18.2
- Icather products 10.1 n.a. 5.9 n.a. 25.0 n.a.
- footwear 18.8 n.a. 6.9 n.a. 25.0 n.a.

United States 3.0 n.a. 3.8 n.a. 10.0 n.a.
Mexico 7.0 n.a. 7.3 n.a. 22.5 n.a.
GPT 6.3 n.a. 4.1 n.a. 16.5 n.a.

n.a. Not applicable.

Source: Government of Canada.

(ii) Wood products. furniture. paper and printing. publishing

142. Recent trade policy developments in Canada's forestry and wood-based industries have been
dominated by environmental issues. The growing world-wide concern for environmental protection,
with initiatives by environmental groups against clear-cutting and unsustainable forest harvesting, has
in some cases translated into consumer resistance to Canadian products. Also, in response to more
stringent domestic emission regulations and minimum recycled fibre content requirements in newsprint
by some U.S. states, the pulp and paper industry has undergone some rationalization and significant
changes, both in production and trade. In addition, some new measures to protect the publishing sector
from external competition have been introduced.

143. The wood-based industries together account for 15 per cent of both value added and employment
in Canadian manufacturing. The printing and publishing industries add a further 5 per cent to the share
of value added. but represent 8.5 per cent of employment. Major job losses at the turn of the decade,
caused by over-capacity, increased competition, modernization and some rationalization, brought 1990
employment levels back to those of 1970. Since then, job losses have continued in the paper and
furniture industries (Table V.9).

Table V.9
Employment in tbe forestry, wood products, paper and printingsectors, 1991-93
(Thousand employees and percentage of total employment)

SIC Code Product September 1991 September 1992 September 1993

041-051 Logging and forestry 66.4 (0.5) 66.0 (0.5) 68.4 (0.6)

251-259 Wood products 100.1 (0.8) 99.4 (0.8) 103.4 (0.8)

261-269 Furniture 49.2 (0.4) 46.2 (0.4) 42.8 (0.3)

271-279 Paperproducts 111.0 (0.9) 103.2 (0.8) 100.4 (0.8)

281-284 Printing and publishing 132.1 (1.1) 128.5 (1.1) 136.5 (I.1)

Memo:

101-399 Manufacturing 1,679 (13.7) 1.611 (13.2) 1.613 (13.0)

001-999 Total economy 12,291 (.10Q0) 12,234 (100.0) 12.415 (100.0)

Source: Statistics Canada.
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144. Nearly half of the harvest of timber is used for the production of pulp and paper;75 most of
the remaining output consists of primary wood products used in construction. The logging industry
is currently benefitting from the overall economic recovery in North America, which, via increased
construction, has boosted demand for wood products.

Chart V.9
Domestic exports of forestry products, 1993
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Source: Statistics Canada.

145. Canada remains the world's largest exporter of forest products, with exports valued at over
Can$26 billion in 1993. The forest product sector is also the largest net contributor to Canada's trade
balance, providing a trade surplus ofover Can$20 billion in wood and paper in 1993. Over 50 per cent
of output is exported, consisting mostly of softwood lumber, pulp and newsprint paper (Chart V.9).
In 1993, exports of wood, and in particular softwood lumber, products totalled Can$16 billion, or
over 9 per cent of total merchandise exports.76 Of these wood exports, more than two-thirds were
exported to the United States, underlying the sector's dependency on one single export market.' U.S.
softwood lumber producers are Canada's main competitors in North America. Imports of wood products
in 1993 were Can$1.6 billion.

75However, over 50 per cent of the fibre input in pulp and paper mills comes from wood residues generated
by sawmills.

76These include other crude wood products, softwood lumber, hardwood lumber, shingles and shakes, other
sawmill products, veneer, plywood, wood pulp and other wood fabricated materials (Statistics Canada, 1993).

77A study has indicated that reliance on one export market had a larger impact on export performance than
the reliance on a relatively limited set of three commodity exports. Thus diversifying export markets was
recommended as more beneficial than diversifying the export basket (Prins, 1992).
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Primary products

146. Publicly owned forests account for 94 per cent of forest land in Canada.78 With the exception
of Yukon and the Northwest Territories, where they come under federal authority, forests are under
the authority of provincial governments which confer harvesting rights to industry under a variety of
short- and long-term arrangements and set prices for timber. Each province has its own regulatory
framework defining access to its forest land and resource pricing.

147. The issue of government pricing of standing timber has been the subject of an ongoing trade
dispute with the United States since 1986, as U.S. producers complained that stumpage fees (royalties
paid by the forestry industry for trees harvested on public land) in Canada were excessively low, thus
providing a subsidy to the industry. The issue at stake was whether the stumpage programmes and
log export controls confer countervailable subsidies to Canadian producers.79 Since May 1992, a
countervailing duty of 6.51 per cent has been levied by the United States on imports ofsoftwood lumber
from Canada (Chapter VI(ii)).

148. In December 1993, a bi-national panel, established under FTA provisions, ruled that the U.S.
Department of Commerce, under U.S. trade law, should not have found a countervailable subsidy on
either provincial stumpage programmes or British Columbia log export restrictions. Nevertheless,
in March 1994, the U.S. International Trade Commission determined that the United States was being
materially injured by subsidized softwood lumber imports from Canada.' This was the third time
that the IC found injury, the first being in June 1992. Thereafter, the U.S. Government requested
the establishment of an FTA Extraordinary Challenge Committee, alleging that the panel ruiing did
not apply the correct standard of review under U.S. law. A decision was rendered in July 1994 which
denied the U.S. extraordinary challenge. It was affirmed that the bi-nationai panel had acted properly
in determining that Canadian softwood lumber exporters do not benefit from a countervailable subsidy
as a result of provincial stumpage policies.

149. In January 1994, the Government of Alberta announced a doubling of stumpage fees for
coniferous timber harvested on public land, to Can$1 .4 per cubic metre. In April 1994, the Government
of British Columbia also announced 80 per cent increases in stumpage fees for timber cut on public
land, and legislation to reinvest the revenues in forestry development. Further, forestry companies
operating in British Columbia and other provinces are required to pay the costs of forest management,
forest access and reforestation in excess of stumpage fees.

150. Environmental issues abroad have had both positive and negative effects on Canada's exports.
For example:

- Concern over the survival of the Northern Spotted Owl has almost completely halted
timber cutting in California, Washington and Oregon. 'Tis, along with national disasters
occurring in the same period, contributed to a rapid increase in certain lumber prices
between October 1992 and April 1993. Canadian producers increased production and
exports to make up for the fall in U.S. production.

78The comparable share in the United States and Sweden is, respectively, 40 per cent and 26 per cent.

79According to the authorities, an auction system for stumpage fees would be too expensive to administer.

80International Trade Reporter, 2 February 1994 and 9 March 1994.
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- Concern that clearcut logging in British Columbia's Clayoquot Sound forest would
destroy old forests, animal species and was, thus, in breach ofthe 1992 Rio Convention
on bio-diversity, led environmental groups, in particular Greenpeace, to threaten
consumer boycott of products supplied by two British paper companies, Scott Paper
U.K and Kimberly Clark, if these did not cancel contracts with a Canadian forest group,
Macmillian Bloedel.81

151. Both federal and provincial governments maintain a number of other programmes to promote
exports of Canadian wood products. The federal government is also exploring ways of sharing
market-developnent costs with private industry and the provinces. Overall, however, the sector dots
not appear to receive direct financial support to foster exports.

152. Exports of raw logs require permits issued by the Department of Foreign Affairs and International
Trade; to the extent that this system restricts exports, it can reduce domestic log prices below world
prices and support for the domestic wood processing industry. A number ofprovinces restrict shipments
of raw logs and other wood fibre outside their boundaries, when the wood is harvested on provincially
owned land. For example:

- British Columbia's Forestry Act requires a ministerial permit in order to export
unprocessed wood or woodchips out of the Province. The issuance of the permit is
conditional on sufficient supplies for the provincial processing industry.

- Alberta's Forestry Act requires that all wood taken from provincial lands be processed
within the province.

153. Both the federal and provincial governments provide financial assistance to the forestry sector.
with federal subsidies to forestry businesses totalling Can$100 million in 1992-93. Provinces may
provide companies with several types of subsidies. By keeping small entities in business and preventing
faster rationalisation, these payments may have been a reason for the relative fragmentation and small
size of firms operating in the sector.82

Wood products and furniture

154. The main trade-related measures in place to assist the wood processing industry, aside from
the export restrictions on primary products mentioned above, are relatively high m.f.n. tariffs, ranging
up to 15 per cent on furniture and 17.5 per cent on basketwork. Tariffescalation results from duty-free
imports of most primary materials. This relatively stringent m.f.n. tariffpolicy contrasts with almost
tariff-free trade with the United States (Table V. 10), and appears to restrict consumer choice for imports
while not effectively protecting the industry from import competition.

8'Financial Times, 17 May 1994. According to the Canadian Government, the Canadian suppliers have since
expressed their willingness to undergo forest management audits, as requested by the U.K. companies from all
theirsuppliers; thegovernment of British Columbiaconsults extensively with alinterests before making decisions.

82The Economist, 16 April 1994. According to the Canadian Government, the number of direct subsidies
to the forestry sector has declined substantially over the past several years. While there continue to be a number
of smaller entities, especially in the wood harvesting and sawmilling sectors of the forest industry, the industry
has experienced rapid rationalization in terms of size, concentration of investment, internationalization of marketing
effort, competition, technological change and reallocation of labour in the last fifteen years.
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Table V.10
Tariffs on wood products and furniture, 1994 and 2000
(Per cent)

Type of duty Mean Standafd deviation Maximnum rate

1994 2000 1994 2000 1994 2000

M.f.n.
- wood products 6.0 4.2 5.3 3.4 17.5 11.3
- furniture 14.9 6.6 5.1 4.2 25.0 15.7

United States 1.5 ... 2.5 ... 10.0 ...
Mexico 3.4 ... 4.1 22522 5
GPT....

. Not available.

Source: Govemment of Canada.

Pulp and paper

155. Environmental issues constitute the main new challenge facing the pulp and paper industry.
These include waste management, effluent emissions, chlorine bleaching of pulp and paper, and recycling.
One government objective is to accelerate R&D spending on environmentally friendly processes and
technologies, and on wood and paper products with higher value added, whilst helping industry to
address technical challenges such as concerns about chlorine bleaching of pulp.

156. New federal pulp and paper environment regulations came into effect on 1 December 1992.
These regulations cover biochemical oxygen demand (BOD), total suspended solids (TSS) and toxicity
for all mills and dioxin and furan levels for bleached pulp mills. The dioxin and furan regulations
specified total elimination of these elements by 1 January 1994. This was achieved in most cases by
extending delignification and the replacement of chlorine by chlorine dioxide. Compliance with the
remaining BOD, TSS and toxicity regulations is required b December 1995.

157. Canadian environmental measures are stated to be comparable to the effluent regulations of
other major industrial producers of pulp and paper products. According to the authorities, neither
the federal or provincial governments have enacted any environmental measure restricting trade in
pulp and paper products.

158. Average duties on paper imports are at around 6 per cent (Table V. 11). Under its Uruguay
Round commitment, Canada will reduce its tariffs on paper products to almost zero by 1998.
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Table V.11
Tariffs on paper products, 1994 and 2000
(Per cent)

Type of duty Mean Standard deviation Maximum rate

1994 2000 1994 2000 1994 2000

M.f.n. 6.2 (.3 4.0 1.2 13.2 6.5

United States 0.l ... 0.4 ... 2.5 ...

Mexico 1.7 ... 2.3 ... 5.8

GPT 3.4 ... 2.7 ... 8.5 ...

... Not available.

Source: Govemment of Canada.

Printing and publishing

159. Canada has a long tradition ofgovernment intervention in the periodical and, to a lesser extent,
the book publishing industry in order to promote a sense of Canadian identify and the affirmation of
a unique Canadian personality. A number of measures have been used to support this objective, such
as reduced postal rates, fiscal measures, customs tariffs and financial support. The printing and
publishing industries were recently the object of a special study by an official Task Force focusing
on the high import penetration offoreign publications into the Canadian market, particularly the growing
tendency of local advertising companies to place advertising directed at the Canadian market in these
publications.' The mandate of the Task Force, which delivered its report in March 1994, was to
recommend ways in which current legislative measures to support the Canadian magazine industry
could be amended "in furtherance of the Government's long-standing policy objectives".84

160. Tariff Code 9958, in place since 1965, prohibits the entry of foreign magazines containing
advertisements directed at Canadians ("split-runs") into Canada.85 The objective of this prohibition
was to oblige advertisers to place advertisements with Canadian magazines, thus improving the viability
of Canadian periodical publishers: according to the argument, more advertising revenues would improve
editorial content and readership.

161. Technological progress considerably reducedtheeffectiveness ofborderprohibitions supporting
the publishing industry, as foreign publishers became able to transmit finalized pages to Canadian printers
electronically, thereby by-passing customs. In this light, the Task Force recommended that the
Government implement an excise tax of 80 per cent of advertising expenditure, if the editorial content
was the same as the editorial content ofa magazine published abroad. In August 1994, the Government

83Ministiy of Supply and Service Canada (1994).

84There are over 1,000 publishers ofperiodicals in Canada, with employment ofabout 6,400 in 1991, including
writers, illustrators, photographers and printers. Domestic revenues of Can$887 million in 1989 compared with
exports of Can$16 million and imports of Can$633 million. The United States accounts for 94.3 per cent of
imports.

85Split-runs have been identified by the Task Force as the most serious threat to the Canadian industry. An
example is the recent decision to publish a regional edition of Sports Illustrated, the US. sports magazine,
containing advertising directed at Canadians.
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had not yet responded to the Task Force's recommendation, and the existing prohibition remained in
place.

162. Section 19 of the Income Tax Act allows Canadian advertisers to deduct from their income
tax the cost of advertisements in Canadian issues of a Canadian newspaper or periodical, defined as
75 per cent Canadian owned, and in which at least 80 per cent of the content differs from the contents
of a periodical, edited or published outside Canada.86 There is evidence that foreign publishers have
tended to charge sufficiently low advertising rates so as to offset any disincentive brought by Section
19 upon advertising revenues.87

163. The Investment Canada Act and, in particular, guidelines issued in January 1992, limit foreign
investments in new businesses to Canadian-controlied joint ventures. In general, foreign acquisition
of publishing and distribution businesses is not permitted; and indirect acquisitions are reviewed to
ensure that they are of net benefit to Canada.88 Under the FTA, if a U.S. company indirectly acquiring
a cultural business is required to divest from the investment, the Canadian Government must offer
to purchase the business at a fair, open market value.

164. The Investment Canada Act was amended with effect in June 1992 to empower the Minister
to determine whether a business in the cultural sector which meets, prima facie, the definition of
"Canadian control" is indeed Canadian-controlled. In July 1993, the Government determined that
investment in a new magazine by a non-Canadian already publishing in Canada was an investment
to establish a new business, and not the expansion of an existing business. Such an investment would,
therefore, be made subject to the notification and review procedures under the Act.

165. The Investment Canada Act also allows the restriction to Canadians of take-overs of
Canadian-owned and controlled book distribution firms. In general, foreign investment in the bock
retail trade requires the creation ofjoin t-ventures with majority Canadian control for all new investments.
According to the Canadian Government, in cases of clear financial difficulties, acquisitions by
non-Canadians may be permitted where Canadian have had full and fair opportunity to bid for the
business. In this case, review then takes place under the Investment Canada Act.

166. Canadian retailers of books may purchase books directly from foreign suppliers even when
a Canadian edition exists. In January 1992, the Government announced that the Copyright Act would
be amended to recognize exclusive licensing and distribution agreements within the Canadian publishing
industry.

Other cultural sectors

167. Cultural industries are, along with transportation. education, health and social services, the
five sectors exempted from the FTA and, to a large extent, from the NAFTA. The cultural industries
consist of broadcasting, film and television production and distribution, sound recording and book

95Thus, an issue of a publication will not be considered Canadian if it is issued under licence from a foreign.
publisher or if 20 per cent of the content is the same as an issue published or edited outside Canada.

87According to November 1992 datapublishedby the magazine itself, the cost of an advertisement in aregional
edition of Sports Illustrated is double in four U.S. locations (Philadelphia, San Francisco, New England and
Florida) relative to its level in Canada.

88Industry, Science and Technology Canada (1992).
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publishing. The small size of the Canadian market coupled with distribution problems has made these
sectors vulnerable to U.S. competition. These sectors enjoy generous levels ofdomestic support, while
foreign commercial presence is restricted.

168. A number of measures are in place to protect the broadcasting industries from foreign
competition:

- Private sector Canadian broadcasters are required to reserve 50 per cent of their entire
schedules, and 60 per cent of their prime-time schedules for Canadian made
programmes. The Canadian Broadcasting Corporation has a policy objective of
95 per cent Canadian content in prime time, and as a result of recent CRTC licence
renewal decisions, is required to maintain levels of at least 80 per cent; it is currently
at about 88 per cent according to the Canadian authorities.

- Simultaneous substitution regulations require that cable companies substitute local signals
for U.S. channels when the same programmes are presented at the same time by both,
thereby maximising local broadcasters' advertising revenues.89

- The Income Tax Act limits tax breaks for advertising expenditures to only those
advertisers who purchase advertising time on Canadian television channels.

Nevertheless, and despite substantial financial assistance to the sector, higher costs of production make
it more expensive to create original Canadian programmes than to acquire broadcast rights for U.S.
programmes.

169. The theatrical film distribution sector is dominated by a few U.S. companies competing with
over 100 small Canadian companies, the former earning over 87 per cent of distribution revenues in
Canada. Similarly. the sound recording industry in Canada consists of six multinational companies,
accounting for 71.5 per cent of new release production, and approximately 200 Canadian companies
accounting for the remainder. According to the authorities, Canadian content and French language
content requirements for music played on Canadian radio have improved access to the domestic market
for Canadian sound recordings.

(iii) Chemicals and related industries

170. Tariffs have been eliminated on a considerable number of products not produced in Canada.
New intellectual property legislation in the pharmaceutical sectors is a further substantive change
introduced since the last review. Environmental concerns continue to be at the forefront of legislative
initiatives, and may in some cases have a bearing on trade.

(a) Chemicals and products

171. The chemicals sector is Canada's third largest manufacturing sector (after motor vehicles and
food), with a gross output valued at Can$32 billion in 1993. Employment in the sector has declined
less than in Canadian industry on the whole between 1991 and 1993 (Table V. 12). Exports and imports

89Industiy, Science and Technology Canada (1993). For example when a local broadcaster and a cable company
broadcast the same product, the cable company broadcasting in the United States and Canada simultaneously,
the cabiecompany is required to use local signals, so that advertising companies have access to the widest audience.
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in 1993 totalled Can$11 billion and Can$16 billion respectively. Canadian exports are dominated by
commodities such as sulphur, potassium chloride (potash) and polyethylene. While large volumes of
commodity chemicals and products are also imported, there is a greater tendency for high value-added
products such as specialty chemicals and engineering resins to be imported.

Table V.12
Employment in the chemicals and related industries, 1991-93
(Thousand employees and percentage of total employment)

Product September 1991 September 1992 September 1993

Total chemicals, of which: 85.2 (0.7) 84.1 (0.7) 82.3 (0.7)
Pharmaceuticals 20.8 (0.2) 21.8 (0.2) 20.3 (0.2)

Refined petroleum and products 19.5 (0.2) 16.7 (0.1) 14.3 (0.1)

Plastic produces 57.9 (0.5) 39.2 (0.3) 47.2 (0.4'
Rubberproducts !6.4 (0.1; 15.9 (0.1) 19.6 (0.2)

Memo:

Manufacturing 1,678 (13.7) 1,612 113.2) 1,613 (13.0)
Total economy 12.291 (100.0) 12,234 (100.0) 12.415 (100.0)

Source: Statistics Canada.

172. A number of factors explain this structure of production and trade. The competitiveness of
basic chemicals partly stems from low energy costs and raw material availability. while higher value-
added products have tended to be imported into Canada because domestic consumption was not sufficient
to warrant a production facility. Canada's intellectual property legislation, in place until 1993. may
also partly explain why more research-intensive products have frequently been developed (and patented)
in foreign countries.

173. Canada's tariffs on chemicals will be reduced on average by half as Canada's Uruguay Round
commitments are implemented (Table V. 13). In several chemical-related sectors, the FTA has already
encouraged competition and opened opportunities for Canadian firms in the North American market,
while forcing greater rationalization upon the domestic market. The NAFTA eliminates all Mexican
(as well as Canadian) import duties within ten years for all chemical and pharmaceutical products.
The NAFTA also provides immediate duty-free access to the Mexican market for sulphur and fertilizers.

Table V.13
Tariffs on chemicals and related products, 1994 and 2000
(Per cent)

Type ofduty Mean Standard deviation Maximum rate

1994 2000 1994 2000 1994 2000

M.f.n.:
-Chemicals (incl. pharm.) 8.2 4.6 5.9 2.8 25.0 8.9
- Rubber and plastic products 11.5 6.9 5.5 2.2 25.0 18.2
United States:
- Chemicals (incl. pharm.) 0.7 ... 1.7 ... 10.0 ...
- Rubber and plastic products 4.6 ... 2.3 ... :0.0
Mexico 2.4 ... 3.6 ... 20.1 ...
GPT 4.8 ... 3.7 ... 16.5 ...

... Not available.

Source: Government of Canada.
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174. In order to prevent tariffprotection from harming user industries, Canada in 1994 has reduced
or removed duties on a wide range of chemicals and plastics under the authority of the customs Tariff
for various products not produced in Canada. This was designed to improve competition and efficiency
in the domestic industries through cost reduction. Dishwashing powder is subject to a tariff peak of
19.4 per cent.

Rubber and plastic products

175. Relatively high tariffs will continue to protect the domestic rubber products industry, even
at the end of the Uruguay Round tariff reduction process. Moreover, with the exception of tyre
production. tariff elimination with the United States in certain industries (to be completed by 1988)
under the FTA has apparently not pushed Canadian firms to rationalize operations as deeply as in other
sectors. Industrial rubber production and other fabricated products are cases in point.

176. In 1994. tariff peaks continued to apply to certain plastic coverings and sheets (25 per cent),
plastic gloves (25 per cent) and plastic door mats (17.5 per cent). rubber driving belts (17.5 per cent).
rubber gloves (25 per cent), air rubber mattresses (15 per cent), as well as most shoes with uppers
or soles made of plastic or rubber (2. 8 per cent).

The pharmaceutical sector

177. A number of significant changes have been made to the regulatory framework surrounding
the pharmaceuticals sector since the last review. notably regarding patent protection.90Historically.
patent protection for pharmaceuticals has been considerably weaker than that afforded abroad. Until
1993. Canadian patent legislation contained a special régime of compulsory licensing for pharmaceuticals
which differentiated between:

- pharmaceuticals and other products for which no comparable licensing possibilities
exist.

- imported and domestically produced copies. which were subject to different exclusivity
periods:

- inventions made and developed in Canada and those carried out abroad; and

- production in Canada destined for domestic consumption or for export.

178. In 1993. Bill C-91 eliminated this compulsory licensing system for drug patents. Under the
new legislation. only compulsory licences issued by the Commissioner of Patents prior to
20 December 1991, can continue to be used. Like aIl other patents. drug patents now benefit from
a full 20-year term of protection from the filing of the application. At the same time as patent protection
was enforced. the new legislation also strengthened substantially the price control régime applying
to patented drugs.

This framework was described in detail in the last review (GATT. 1992).
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179. In the context ofthe NAFTA negotiations, the Canadian Government has taken further measures
to strengthen patent protection. Inparticular. theNAPTA Implementation Act removed the requirement
contained in the Patent Act thai each invention be exploited in Canada on a commercial scale.91

180. The effects of these legislative changes on the structure of production and trade in the
pharmaceuticals sector are not clearcut. According to the authorities, research and development has
in the past been limited by the tendency ofmultinational companies to acquire off-the-shelf technology.
The proposal of legislation (Bill C-91) has apparently led to a recent increase in investment in the
pharmaceutical industry 92 In turn, this could lead to an increase in production and exports.

181. Production and trade in certain chemicals is restricted for environmental purposes under the
Canadian Environmental Protection Act of 1988 (Box IV.4), while an increasing number of health
standards regulate the industry.

182. The variance in process and policies among provinces has a significant impact on production
and trade in pharmaceuticals. Each province has its own eligibility criteria and submission process
for inclusion of drug products on its drug formulary, for determining approval of drugs to be listed
under the provincial health plan. The differing criteria for listing, de-listing and re-imbursement of
drugs may mean that a drug could be eligible under one provincial plan but not others or may be
reimbursed at different price rates across the provinces. Other decisions taken at provincial level include
the kind of advertising that may be allowed. These issues have been to a certain extent addressed in
the recent agreement on interprovincial trade."

(iv) Non-metallic mineral products and construction materials

183. Trade in mineral products. which comsistsof china. glass products and other structural minerals
such as cement. concrete and other materials. is low with relatively high m.f.n. tariffs (Table V. 14).
These contrast with low-duty trade with the United States. on which the Canadian market is dependent
for these products. Transportation costs relative to output value also play a rôle in the low level of
exchanges. as well as government procurement restrictions and restrictions affecting the supply of
construction services.

184. Tariffs on cement and concrete between the United States and Canada are either zero or very
low. but trade is small. The industry in Canada had domestic shipments of nearly Can$3.4 billion
in 1992. Exports reachedCanS200 million, three times the level of imports. Government procurement
restrictions may act as a strong barrier to both imports and exports. given the widespread use of these
materials in construction works. access to which is traditionally reserved for domestic firms.94

91According to the authorities. the NAFTA amendment also imposed greaterconstraints on the use of patents
by government and limitations on the right acquired by third parties before the publication of a patent application.

92industryy. Science and Technology Canada (1 992).

93Internal Trade (1994c).

94GATT (1994a).
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Table V.14
Tariffs on non-metallic mineral products, 1994 and 2000
(Per cent)

Type ofduty Mean Standard deviation Maximum rate

1994 200 1994 2000 1994 2000

M.f.n.:
- Pottery and china 10.4 7.2 3.2 1.4 15.0 9.7

- Glass and products 7.9 0.0 6.2 0.0 25.0 0.0
- Other non-metallic minerals 8.7 5.9 4.4 2.9 25.0 15.7
United States:
- Potteryand china 3.6 ... 1.8 ... 6.0 ...

Glass and products 2.0 ... 2.8 ... 10.0 ...

Other non-metallic minerals 1.2 ... 2.0 ... 10.0 ...

Mexico 1.9 3.8 ... 22.5 ...

GPT 3.6 ... 3.6 ... 11.5 ... j

... Not available.

Source: Government of Canada.

Construction

185. Construction represents over 5 per cent of both GDP and employment in Canada. In principle.
Canadian legislation does not prevent foreign construction companies from performing contracts in
Canada. In the GATS offer, however. the two following limitations to market access are specified:

in Alberta, first considerationmay be given to service suppliers from Alberta or Canada
that are competitive in terms of price and quality. in the case of all large scale energy
projects: and

- in Ne.wfoundland and Nova Scotia. regulations require that first consideration be given
to services provided within the province to petroleum operations.

186. As highlightedby thecurrent debate on barriers to inter-provincial trade inservices, restrictions
to out-of-province competition continue to be sizeable. suggesting the presence of significant obstacles
to international trade. Private contractors are hampered by such measures as stringent labour standards
or regulations on labour mobility. For example. until an agreement made in April 1994 between New
Brunswick and Quebec. suppliers and builders in one province were not eligible to carry out any
construction projects in the other province. The agreement opened competition for all coi-. -.:ts valued
at over Can$ 100,000. Similarly. workers resident in Ontario were prevented from working on building
sites in Quebec, until an 1994 agreement between the two provinces to remove trade barriers in
construction contracting and labour mobility. Foreign contractors may also have been affected by these
measures, with effects on overall investment and production costs.

187. A large volume of construction is publicly undertaken by provincial and local authorities. and
as such subject to various restrictions on foreign access to public contracts (Chapter IV(1)(xi)).95 Since

95It has been estimated that 30 per cent of construction contracts in 1991 were publicly funded (Revay and
Associates Limited (1992), Construction Procurement in the Public Sector in Canada - Domestic Barriers to
Competitive Tendering in the Construction Market, report prepared for Industry, Science and technology Canada,
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the last review, federal government construction contracts have been included in the disciplines of the
NAFTA. In the Uruguay Round Agreement on Govemment Procurement, federal contracts for
construction services are opened to competition from other signatories. There is no requirement on
federal construction projects that the contractors be Canadians.96

188. In an effort to encourage competition in construction services, an inter-provincial agreement
was signed in June 1994 to remove barriers in all public constriction projects above Can$100,000.97
This Agreement covers provincial, territorial and federal government departments and agencies, as
well as the so-called MASH sector (municipalities, municipal organizations, school boards and publicly
funded academic, health and social services entities). Excluded from the agreement were construction
services purchased by some 89 entities, including most power utilities. Despite this significant exclusion,
construction costs are expected to decline as a result of the agreement, with beneficial effects on
investment and taxes.

(v) Semi-processed and processed metals

189. Refining and smelting ofboth ferrous and non-ferrous metals is one ofCanada's major economic
activities, thanks to the combination ofrelatively inexpensive energy supply and availabilit- ofprimary
ores and minerals. Trade policy issues in recent years have beeri common to several of these industries,
brought about by massive increase in exports from the Commonwealth of Independent States. As pointed
out by Industrv Canada, 'their operations are not yet responsive to the usual price-cost relationships
because the primary goals of their government owners are to gain foreign currency' .98 These problems
have recently affected the nickel, aluminum and uranium sectors. Emplovment in primary metal
production has declined significantly (Table V. 15).

Table V-15
Employment in theprimary metalsand metal product sectors, 1991-93
(Thousand employeesand pecentage of total employment)

SIC Code Product September 1991 Setember199 September 1993

291-9 Primary metals 84.6 (0.7) 81.4 (0.7) 80.9 (0.7)

301-9 Fabricated metal products. 136.6 (1.1) 135.3 (1.1) 1250 (1.0)

Meme.:

041-099 Manufacturing industry 1.679 (13.7) 1.611 (13.2) 1.613 (13.0)

001-999 Total economy 12.291 (100.0) 12.234 (100.0) 12.415 (100.0)

Source: Statistics Canada.

March 1 992.

96However, Revay and Associates Limited (1992) report that the Standard Federal Government Contract
stipulates that the contractor shall use Canadian labour.

97Internal Trade (1994c).

98Industry Canada (1992a).



C/RM/S/51 Trade Policy Review Mechanism
Page 158

190. In general, the average duty of 7.7 per cent applied to imports of basic metal industries reflects
sizeable tariffescalation relative to duties on basic ores, on average one third ofthat level (Table V. 17).
For example, iron and non-ferrous ores may be imported duty-free, while outies on basic products
(e.g. smelting, alloying and refining) range to 17.5 per cent. This escalation is expected to decrease
at the end of the Uruguay Round tariff reduction process, with an average rate of 3.5 per cent, less
than twice the rate on raw inputs (Table V. 16).

Table V.16
Tariffs on basic metals industries, 1994
(Per cent)

Typeofduty Mean Standard deviation Maxium rate
1994 2000 1994 200C 1994 2(!00

M.f.n. 7.7 3.5 4.0 3.2 17.5 11.3

United States 2.1 ... 1.9 ... 7.0 ...

Mexico 3.6 ... 3.5 ... 11.2

GPT 3.9 ... 3.2 ... 11.5 ...

Source: GATT Secretariat calculations.

191. Tariffpeaks are in place on a number of products, including wire gauze (17.5 per cent), iron
fittings for coffins (15 per cent), knives, scissors and secateurs (17.5 per cent). and zinc alloys
(17.5 per cent).

Aluminium

192. In March 1994, the six largest aluminium producing countries (United States, Russia, Australia,
Canada, the European Union and Norway) concluded an agreement regarding aluminium production.
The memorandum of understanding (MOU) stipulates that annual reductions in output should reach
500,000 tonnes in Russia and recognizes the existence ofa world oversupply of 1.5 to 2 million tonnes.
The introduction of the MOU was followed by a marked recovery in prices (Chart V. 10).

193- According to the Canadian authorities, this agreement is nota cartel-type arrangement, because
it does not set out a schedule ofshared, coordinated production cuts, and producers must make decisions
on the basis of normal commercial considerations (Box V.3). The agreement is subject to Canadian
competition policy.
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Box V.3: Memorandum ofUnderstanding Concerning the Aluminium Market

The Memorandum, conducted by Australia, Canada, the European Union, Norway, the Russian
Federation and the United States on 28 January 1994, notes that the excess global supply of primary
aluminium had been estimated by industry, in December 1993, to be 1.5 to 2 million tonnes. They
regarded this structural problem as being due to 'an unanticipated combination of political and economic
developments which is unlikely to re-occur".

Participants agreed that the situation could be contained by a combination of 'worldwide market-oriented
commercial decisions' by individual companies and a reduction of primary aluminium production in
Russia by 500,00 tonnes over six months beginning on 1 February 1994. This reduction was
recognized by Russia as remaining in force for no more than 24 months, conditioned on (i) a reduction in
world aluminium production outside Russia of at least 1.5 million tonnes within a similar time-frame as
that of Russia; and (ii) that Russia's trading partners would not maintain existing protectionist measures
on aluminium or introducenew ones.

The MOU as such contains no commitments regarding production levels in signatories other than Russia,
beyond the assessment of possible adjustment by producers to market conditions. Participants consider
that unilateral trade actions 'are not the preferred response' to market problems and that any such actions
would be inconsistent with the MOU. Existing measures would expire not later than 28 February 1994.
Participants also agreed on various types of assistance to the Russian aluminium industry.
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Magnesium

194. A dispute on pure and alloy magnesium trade with the United States has lasted since the
imposition in 1991 of both a 22 per cent countervailing duty on Canada's exports. The dispute concerned
the subsidy programmes considered by the United States to provide subsidies to one of the companies.
These programmes consisted mainly of the electricity contracts with Hydro-Québec, and assistance
provided by the Société de développement industriel de Québec.

195. In August 1993, a Binational Panel set up under the auspices ofthe FTA turned down an appeal
by Canada involving the final determination of dumping and subsidy on magnesium from Canada and
an injury finding by the U.S. International Trade Commission. Administrative reviews by the U.S.
Department of Commerce have subsequently reduced the AID and CVD rates from what was originally
imposed. Also, in July 1993, Canada withdrew its complaint on this matter under the GATT Subsidies
Code (Chapter VI).

Steel products

196. Iron and steel production continues to be protected by relatively high m.f.n. import tariffs,
averaging 7.7 per cent with a maximum of 12.5 per cent. Reduced tariffs, averaging respectively 2.8,
2.5 and 5.9 per cent. apply to imports from the United States, GPT countries and Mexico. However,
most imports from developing countries are excluded from GPT. As a result of the Uruguay Round
of negotiations, Canada and other participating countries have agreed to eliminate import duties on
the great majority of steel products by the year 2004.

197. Since the beginning of 1992. Canadianauthorities have initiated six anti-dumping investigations
involving six different steel products from 18 countries. All of these investigations have now been
concluded. In five of the investigations, the dumping was found to be injurious and affirmative jury
findings were issued. These five injury findings covered almost 17 per cent of all steel products imported
into Canada in 1992 in tonnage terms. The average final dumping margin was over 35 per cent, thus
increasing the cost of foreign supplies by over a third. Dumping margins on U.S. imports alone averaged
slightly over 9 per cent (Chapter IV(1)(v)).99

198. The import monitoring programme for carbonand specialty steeis, managed by the Department
of Foreign Affairs and International Trade Canada, has been extended until 31 August 1996.

Fabricated metal products

199. The fabricated metal products industries in Canada suffer from a relatively small domestic base,
and high tariffs on imports which translate into domestic input prices. Tariffs averaging 9.6 per cent
and ranging to 17.5 per cent protect the domestic market for stamped, pressed and coated metal products
as well as most structural metal goods. Tariff peaks are in place on a number of products, including
knives, scissors and secateurs (17.5 per cent). Under the Uruguay Round, import duties will be reduced
to an average 5.6 per cent. Meanwhile, U.S. products entered Canada in 1994 at an average rate of
2.7 per cent, and imports from Mexico at 4.3 per cent. High m.f.n. tariffs on imports of the main
inputs may discourage importers from selecting the cheapest global source of supply, while industry
protection has already been considerably eroded by the NAFTA.

99Exports of corrosion resistant flat steel and cut to length steel plate to the United States are subject to
anti-dumping duty orders of 35 per cent.
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Machinery and electronic products

200. In 1993, imports of all machinery, ranging from industrial machinery to electrical and electronics,
amounted to Can$49 billion or 29 per cent of Canada's total merchandise imports; machinery exports
were Can$21 billion, or 12 per cent ofthe total. Domestic output was valued at less than Can$40 billion
in 1991. Imports of machinery and equipment are central to the domestic economy, with nearly two
thirds ofdomestic consumption supplied by imports. This share has increased since the implementation
of the FTA with the United States in 1989, with imports from the United States growing particularly
fast (Chart V. 11). Exports have increased to nearly 45 per cent of production. also reflecting FTA
integration.

Chart V.1 1
Imports of machinery (excluding transportation
equipment), 1990-93
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Source: Statistics Canada.

201. For various reasons, unemployment in the machinery sector has no. increased as rapidly as
in other sectors. One reason has been employment creation in electronics, despite the recent recession
in Canada (Table V. 17). Also, the electronics sector includes communications equipment, in which
one Canadian firm has a strategic position worldwide, with approximately 20 per cent of world supply
oftelecommunications equipment, and a dominant share ofthe domestic market. Environment cleaning
or preserving equipment is also rapidly becoming a niche for some Canadian industries.
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Table V.17
Employment in machinery manufacturing sectors, 1991-93
(Thousand employees and percentage of total employment)

SIC Code Product September 1991 September 1992 September 1993

31 Machinery 66.2 (0.5) 64.4 (0.5) 66.7 (0.5)

33 Electrical and electronic products 131.6 (1.1) 129.0 (1.1) 123.4 (1.0)

335 - Communications and other electronic 59.4 (0.5) 61.2 (0.5) 65.7 (0.5)
equipment

Memo:

Manufacturing

001-999 Total economy 12,291 (100.0) 12.234 (100.0) 12,415 (100.0)

Source: Statistics Canada.

202. Tariffrates in the machinery sector range from virtual free trade with the United States to m.f. n.
duties of9.2 per cent on machinery averaging 4 per cent for computers, and an average of 1 1.5 per cent
for electric industrial machinery and apparatus. Tariffpeaks continue to be levied on imports competing
with domestic production, with tariffs on dredgers and floating platforms ranging to 25 per cent
(10 per cent when originating in the United States) and duties of 17 per cent on power generating
machinery (7 per cent for U.S. products). This tariff policy may have encouraged the trade trends,
noted above, and a dependency on U.S. suppliers.

203. Two tariff remission programmes ensure that relatively high m.f.n. duties do not unduly affect
user industries in Canada, while complicating the tariff régime. The Machinery Program
(Chapter IV(l)(i)) allows a full duty remission on imports of machines not available from Canadian
production. The Front End Wheel Loader Remission Order allows manufacturers to import some or
all their machines duty-free.100

204. The NAFTA has resulted in a substantial tariffreduction on duties levied on Mexican products
relative to levels under the GPT. While the GPT coverage is relatively exhaustive in these sectors,
average rates in 1994 were over twice those applicable to Mexican products. The Uruguay Round
commitments - a reduction of 40 per cent in the average tariff - substantially reduce the relative privileges
provided by the preferential scheme to developing country suppliers (Table V. 18).

100Under Annex 304.2 of the NAFTA Agreement, such performance based remission orders must be phased
out by 1 January 1998.
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Table V.18
Tariffs on machinery, 1994 and 2000
(Per cent)

Type of duty Mean Standard deviation Maximum rate

1994 2000 1994 2000 1994 2000

M.f.n. 6.7 3.9 4.9 3.5 25.0 25.0

United States 0.8 ... 1.7 ... 10.0 ..

Mexico 1.3 ... 2.5 ... 2?.5 ...

GPT 2.8 ... 3.1 ... 25.0 ...

Not available.

Source: Government of Canada.

(a) Machinery

205. In general, the large share of imports in consumption is reflected in below average m. f. n. tariffs.
Power generating and related equipment is an important exception, protected by relatively high tariffs
and preferential procurement policies generally implemented under provincial authorities.

206. Provincially restricted tenders continue to limit competition in steam and hydraulic turbines,
resulting in the fragmentation of the market and a loss of efficiency on international export markets.
Similar practices increase unit costs of electrical wire and cable production, as numerous industries
remain obliged to maintain provincial manufacturing facilities to tender for public contracts. These
include boilers, insulation systems. metal cutting machines as well as electrical products and systems
(see below). 101 Although domestic companies reporting these practices note that they are shielded from
competition in their local market, their costs are increased, with consequences for export prices.

207. Export subsidies provided by the Canadian International Development Agency (CIDA) have
been successful in helping Canadian companies selling their boilers and gas and hydraulic turbines
in developing countries, including India, Indonesia, Nigeria, Pakistan, China. the Republic of Korea,
Taiwan and Thailand.102

(b) Electric and electronic equipment

208. In general, government strategies to promote the Canadian information technology sector
(telecommunications, computer services and software, computer-assisted manufacturing and design
systems) are threefold:

- the encouraging partnerships between government and industry and co-ordination
between relevant federal government department programmes;

102Industry Science and Technology Canada (1992a).

101Loizides and Grant (1992).
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- joint research and development between producers in industry, research in universities
and provincial laboratories and buyers both in the public and private sectors, are strongly
encouraged; and

- a tax credit régime is designed to encourage R&D performed domestically.

Although public funds are generally made available at the research and development stages, and regional
development by agencies for investment and production, the Canadian Government does not appear
to extend direct export subsidies or other forms ofassistance specifically targeted at exports ofmachinery
and electronics.

209. Trade in certain automatic data-processing goods and their parts computers has been the object
of a sector-specific customs union among NAFTA Parties, as a common external tariff will be phased
out over a ten-year period.

210. Provincial restrictions on access to public contracts have contributed to a fragmentation of the
electric and electronics sectors. For example. the largest telecommunications equipment manufacturer
maintains outlets and production lines in nearly every province of Canada in order to be eligible for
provincial procurement contracts from provincial carriers.103 While relatively inefficient local firms
may gain access to contracts under these policies, the competitiveness of exports is affected by higher
unit costs. Moreover, potential imports - or shipments from otherprovinces - are hampered. According
to the CanadianGovernment however, provisions in the recent Agreement on Internal Trade will remove
the need for local presence in order to access many public contracts.

Telecommunications

211. Since the last review, important changes have taken place in telecommunications policy that
may benefit production and trade in telecommunications equipment. These changes. including the
passage of the Telecommunications Act 1993, concern primarily the market for telecommunications
services, and are likely to generate strong demand for telecommunications equipment as new domestic
carriers enter the market. In turn, this could lead to increased trade, given that the Canadian service
suppliers are not restricted in their purchases of imports.

212. The Governments ofthe United States and Canada reached an agreement in March 1994 regarding
their respective private telecommunication industries. In response to complaints from AT&T that the
Canadian market favoured Northern Telecom, Bell Canada (a private company) agreed to terminate
its 'preferred supplier" arrangement with Northern, which dated back to 1939. In exchange, the
United States would "help' Northern export its products manufactured in the United States under U.S.
export promotion programmes.104 This "preferred supplier" relationship had been criticized as a barrier
to foreign telecommunications equipment sales. Bell Canada is regulated by the Canadian Radio,
Television and Telecommunications Commission, which periodically reviews Bell's procurement policy.
According to the Canadian authorities, the agreement was notaGovernment measure but rather a private
sector arrangement between vertically-integrated, privately-owned companies.

104Business Week, 11 April 1994.

103Loizides and Grant (1992).
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213. Tariff reductions contained in the Uruguay Round offer by Canada regarding certain
telecommunications equipment were conditional on the conclusion of the Agreement regarding
government procurement. The products are presented in Table V. 19. The NAFTA opens the Mexican
telecommunications market to NAFrA parties by eliminating tariffs over a ten-year period. Tariffs
between Canada and the United States have already been eliminated under the FTA.

Table V.19
Canada's conditional tariff reductions for telecommunications equipment
(Per cent)

Tariff Products Base rate of Bound rate Final
item duty (U/B) of duty implementation
number date

8517.10.00 Telephone sets 17.5 0 1999

8517.30.11 Central office telephonic switching apparatus 17.5 0 1999

8517.30.19 Other telephonic switching apparatus 17.5 0 1999

8517.40.90 Other apparatus for carrier-curren: line systems 17.5 0 1999

8517.81.00 Other telephonic apparatus 17.5 0 1999

8517.90.20 Parts, incl. face plates and lock latches 17.6 8.7 1999

Source: Govement of Canada.

214. A notable feature of the Canadian telecommunications market is the absence of government
technical approval requirements prior to importation. Telephone sets and other products are imported
and sold freely without government approval. Terminal equipment imported by public utilities must
be certified as complying with Canadian standards.

215. Telecommunications carriers are une of Canada's largest service industries, employing over
100.000 people. and over 1 per cent of total employment. A number. of regulatory changes have taken
place in the telecommunications industry since the last review, which were expected te increase the
openness and competitiveness of the Canadian telecommunications system. Meanwhile, important job
losses have occurred in the telecommunications industries (Table V.20).

Table V.20
Employment in the electric ad electronic manafacturing sectors, 1991-93
(Thousand employees and percentage of total employment)

SIC Code Product September 1991 September 1992 September 1993

335 Communications and other electronic equipment 59.4 (0.5) 61.2 (0.5) 65.7 (0.5)

338 Telecommunications and energy cable and wire 9.1 (0.0) 8.1 (0.0) 5.1 (0.0)

481 Telecommunications broadcasting (diffusion) 39.1 (0.3) 40.4 (0.3) 40.6 (0.3)

482 Telecommunications carriers (transmission) 106.3 (0.9) 104.8 (0.9) 92.7 (0.8)

001-999 Total economy 12.291 5100.0) 12.234 (100.0) 12.415 (100.0)

Source: Statistics Canada.
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216. The Canadian telecommunications carriage industry comprises private, public and mixed
corporations and organizations. Telecommunications services are divided into two classes for regulatory
purposes: the first group (previously known as "type I" carriers) consists of mainly voice carriers
that own and operate facilities. Services include basic domestic telephone services, long distance voice
services across Canada, voice telecommunications with the United States, and overseas services.105

217. The second group of service providers (previously "Type II" carriers) comprises companies
that lease facilities from Type I carriers; these include resellers, enhanced service providers and
information service providers.106 In contrast with basic telecommunications services, there are no entry
or regulatory barriers facing foreign providers of the following services in Canada:

- private voice (within a corporation);
- data services;
- enhanced services (e.g. voice mail);
- resale and sharing of lines.

All these telecommunications network-based enhanced services and computer services, communication
ofdata and other data processing services are open to foreign competition in Canada and may be provided
on a cross-border basis.

218. One of the most important changes brought by the Telecommunications Act 1993 has been
to allow the government to refrain from regulating certain telecommunication services and to exempt
certain classes of carriers from the provisions of the Act: this was expected to increase reliance on
competitive market forces. In August 1994. the CRTC announced that it would no longer set rates
for cellular phones and would exempt providers of wireless services (except for phone companies)
from the provisions of the Act. Another important change introduced by the Act is to place
telecommunications common carriers that own and operate their own facilities under federal
jurisdiction. 107 Until then, the provision of these "type I" telecommunication services. including basic
voice transmission. was subject to both federal and provincial policies, regulations and controls. Resellers,
who lease transmission facilities from common carriers to provide services to the public remain outside
the authority of the Act.

219. The Canadian Radio - Television & Telecommunications Commission decided in June 1992
to allow competition in the long distance voice carrier service and, in 1993, not to regulate resellers
of long distance services. A decision was expected in 1994 regarding thecontinuation ofprice regulation
through rate-setting, with implications in terms of the degree of competition within the industry.

220. The effects of this deregulation in terms of foreign access and national treatment are likely
to be limited. The objectives of the Telecommunications Act include the promotion of Canadian
ownership and control oftelecommunications carriers. Provision of "type I" telecommunication services
continues to be subject to a limitation of foreign ownership and control to 20 per cent of a common
carrier's capital. There is however no limitation on foreign access for reselling and sharing of lines.

105Companies include Stentor Member companies, Unitel Communications Inc. and Teleglobe Inc.

106GATT (1992).

107SaskTel, the utility of Saskatchewan, is exempt for a period of five years.
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221. Like its predecessor, the NAFTA excludes basic voice telephony services, including local and
long distance calls, as well as the telecommunications transport system. Each party reserves the right
to exclude foreign operators from providing basic services, or creating parallel transport systems.
The NAFTA chapter on telecommunications nevertheless stipulates that telecommunications firms
throughout North America can gain access to public networks and services on reasonable and non-
discriminatory conditions.108

222. Teleglobe Canada continues to be the federally appointed sole provider of overseas
telecommunications facilities (i.e. international calls other than to the United States). Prices ofoverseas
calls are thus regulated in harmony with other national voice carriers. This situation. recently described
as an international "cartel of telecommunications operators which keeps international phone calls
artificially expensive", is not likely to affect Canadian external competitiveness so long as no other
carrier lowers prices.109

223. Common telecommunications carriers who make use ofthe radio spectrum (e.g. cellular phones)
are regulated under the Telecommunications Act. and must have 80 per cent of their capital held by
Canadian nationals.

Defence electronics

224. The industries involved in the production of radios and telecommunications equipment for military
and dual-use purposes, as well as radars, air traffic control. sensors. signal processors and display
units. related components and software. generated Can$1.5 billion in output and employed about
14.000 workers. The industry exports some 60 per cent of output to the United States.

225. The largest domestic customer is the Department of National Defence. According to the
authorities. its procurement "tends to be competitively sourced whenever possible. with Canadian
Industrial and Regional Bencfits figuring prominently in the selection of the winning team ir. the case
of major projects"."' However, the Canadian authorities have also stated that there is no policy to
give Canadian firms preferential treatment.

Environmental protection equipment

226. The industry producing "environmentally friendly" technology and services, accounts for sales
of Can$11 billion annually. Output of environmental products is valued at about CanS6 billion per
year, with Can$1 billion in exports directed mainly to the U.S. market. The sector employs
150,000 people. Joint research and development between provinces, universities and industry have
been a base for the sector's development. Agencies involved in this effort include Industry Canada,
CIDA, Environment Canada and National Resources Canada. Another strategy, pursued by Industry
Canada jointly with Foreign Affairs and International Trade Canada. is to encourage private industry
to form alliances with U.S. firms. It is perceived that this strategy will increase investment. access
to new business and technology transfer.

108Restrictions on access must be justified for reasons of public service responsibilities or protection of the
network. In addition, there is an obligation to prevent anti-competitive conduct by monopolies operating outside
their area of exclusive jurisdiction.

109Financial Times. 30-31 July 1994.

110Industry, Science and Technology Canada (1993).
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"White goods"

227. Technical requirements, such as safety testing procedures, or fusing requirements. as well as
increasing demands of environmental and energy-saving regulations continue to restrain trade in major
appliances. In Canada, labelling standards continue to differ from province to province on such items
as refrigerators. drivers and other kitchen appliances, with consequences in terns of costs and trade,
both domestically and internationally.111

(vii) Transport eqguipment

228. Transport equipment is the largest manufacturing sector in Canada, with about 13 per cent
of manufacturing value added, although itprovides employment for only 1 .6 per cent of the workforce
(Table V.21). The largest contribution to value added in the sector is by motor vehicles and parts
(70 per cent of the total). followed by aircraft manufacturing (21 per cent) shipbuilding (5 per cent)
and railway rolling stock (4 per cent). The sector is of great importance in Canada's external trade.
with 27 per cent of total merchandise imports and 31 per cent of exports consisting of transport
equipment.

Table V21
Employmentin the transport equipmentsector. 1991-93
(Thousandemployees and percentage of total employment)

Product September 1991 September 1992 September1993

Transportequipment. of which: 197.2 (1.6) 193.8 (1.6) 197.0 (1.6)

Aircraft and parts 7 (0 4 40.2 (0.3> 35.2 (0.3)

Motor vehicles 49.5 <0.4) 48.9 (0.4) 53.4 (0.4j

Motor vehicles parts 72.1 (G.6) 70.6 (0.6) 77.2 (0.6)

Memo.

Manufacturing

Total economy 12.291 <100.0) 12.234 (100.0) 12,415 (100.0>

Source: Statistics Canada.

229. The development and rationalization of the sector partly stems from the 1965 Auto Pact which
established quasi-free trade in motor vehicles with the United States. followed by a series of policy
measures introduced to attract other foreign car manufacturers aiming to supply the North American
market. Motor vehicle exports to the United States have been one of the main sources of the export
boom observed in Canada in 1993 and 1994.

230. The value added by transport services in Canada accounts for Can$24.5 billion or 4.7 per cent
of GDP. Truck transport is the largest sector. followed by rail and pipeline transport. Following
deregulation. air and rail transport have in recent years been open to various degrees of domestic
competition. Currently however. foreign access remains mostly restricted. both multilaterally and
regionlly (with the exception of pipeline transport). Issues of -market access and national treatment
relate mostly to commercial presence.

111Industry Scienceand Technology Canada (1992).
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231. Acquisitions of federally regulated transportation companies are subject to prior approval
requirements. Acquisitiors of any Canadian business by non-Canadians is also subject to prior
government approvals under the rules on foreign direct investment (Chapter 111). 112 These restrictions
may in turn affect procurementdecisions.

232. While foreign competition in transportation services is still restricted, procurement by
transportation entities has been opened to foreign competition both under the NAFTA and, to a lesser
extent. under the Uruguay Round. The NAFTA allowed foreign firms to hid for service contracts
of a larger number of public transport entities. for contracts valued at more than US$50,000 for federal
government agencies and US$250,000 for Crown Corporations. The expanded GATT Government
Procurement Code allowstendering by foreign signatory firms for land transport (except by rail), courier
and armoured car services and air transport ofpassenger and freight.113

(a) Shipbuilding

233. Exports ofships. boats and parts have doubled between 1991 and 1993 to reach Cap.412 million.
nearly twice the level of imports. Most of the expansion took place on the U.S.market. which absorbs
over 86 per cent of experts.

234. In 1989. about 90 percent of new construction in Canadian yards was initiated by government
procurement. Two of the key shipyards are fully or partially owned by provincial governments, and
one is a federal Crown corporation. Provincial governments direct public work to their respective
shipyards. Canada requires domestic manufacturers to be given 'full and fair opportunity' to supply
goods and services for offshore oil and natural gas exploration and production.

235. Tariffs in the shipbuilding industry are substantially higher than average. The Uruguay Round
offer will reduce the average m.f.n. tariff from 8.5 to 5.9 per cent. with the maximum of 25 per cent
unchanged on certain dredges and most fishing vessels (Table V.22). All non-emergency repairs carried
out in foreign yards are subject to a duty of 25 per cent ofthe full vessel value plus repairsperformed
abroad.114 In general. it is federal government policy to purchase ships from Canadian sources. These
measures have not prevented a further decline of employmentin the shipbuilding and repair industry.
as the number of employees decreased by over 2,000 to reach around 9,00 inthe two years to
September 1993.

112GATS document GATS/SC/16, April 1994.

113For example. although k> gn airlines arenot period to link destinations within Canada, a federalpublic
institution wishing to purchase airline services is committed by the NAFTA and GATT Procurement Agreement
to consider foreign as well as domestic airlines.

114The Vessel Duties Reduction or Ranoval Order provides that: if avessel returns to Canadawithin 12 months
of repairs being undertaken in forcign yards, duty only applies onthe value of repairs: if a vessel returns to

Canada with modifications performed in a foreign yard within three years, then duty only applies onthe value
ofthe modification. if a vessel reniusto Canadawith repairs made inaforeign yard more than 12 monthsearlier.
or if a vesselreturns to Canada with modifications performedin a foreign yard more than three year earlier.
or if emergency repairs wremadein a foreign yard,then no duty applies.lf a vessel is exported with theexplicit
intention of making repairs or performing modifications applies. then the dutyof 25 per cent ofthe full vessel
value plus repairs and modifications performed abroad applies.
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Table V.22
Tariffs on transport equipment in Canada, 1994 and 2000
(Can$ billion and percentage)

Type ofduty Mean Standard deviation Maximumrate

1994 2000 1994 2000 1994 2000

M.f.n. 8.5 5.9 6.4 5.4 25.0 25.0

- shipbuilding 14.6 13.3 9.6 8.9 2.5.0 25.0

- motor vehicles (incl. parts) 6.9 4.A 4.9 3.3 25.0 15.8

-aircraft 2.3 1.5 5.5 3.5 17.6 11.3

United States

- shiphuilding 13.3 ... 8.9 ... 25.0 ...

-motor vehicles (incl. parts) 4.9 ... 3.3 ... 15.8 ...

aircraft 1.5 ... 3.5 .. 11.3 ...

Mexico 3.2 ... 4.8 ... 22.5 ...

GPT 4.9 ... 5.5 ... 25.0 ...

Not available.

Source: Government of Canada

236. The Canada Shipping Act reserves coasting trade for Canadian ships, including the transportation
of cargo and passengers as well as all other commercial marine activities in Canadian waters. which
are reserved for Canadian ships. Nevertheless. Canadian legislation provides for the temporary
importation of foreign ships which may be granted for a coasting trade licence for a specific activity
and for a specific period of time, if no suitable Canadian ship is available. All maritime auxiliary
services are open to foreign competition. In addition, Canada docs not deny access to port services.
including:

- ship agencies;
- customs brokers;
- stevedoring and terminal services; and
- surveying and classification services.

237. Canada is a party to the negotiations aimed at eliminating subsidies to the shipbuilding and
repair industry in the OECD. In July 1994. an agreement was reached that covers most distortive
practices in the shipbuilding sector.

(b) Motor vehicles

238. Important trade policy developments embodied in the NAFTA automotive provisions, will
continue to shape the evolution of the Canadian motor vehicle industry. Historically. the sector's
development owes much to government policy starting with the Automotive Products Trade Agreement
1965 (the Auto Pact) with. the United States. The Government's priority has been to rationalize and
develop local production. independently of the nationality of producers, and has frequently diverged
from U.S. trade policy in the sectors. Consequently. current trade policy contains a particularly
complicated set of trilateral measures relying on rules oforigin, tariffs, duty drawbacks, duty remission
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schemes, environmental measures and quantitative restrictions. Certain aspects of the NAFTA regarding
trade in motor vehicles contribute to multilateral trade diversion.115

239. T1he motor vehicle industry continues to be Canada's largest manufacturing industry with some
15 per cent of manufacturing output. Motor vehicle and component production also represents some
2 per cent of GDP. The sector has performed better than the economy as a whole during 1992 and
early 1993. Assembly operations have recorded faster growth in value added than parts production. 116
This recent dynamism follows several years of stringent restructuring which was rendered necessary
because of substantial over-capacity in the industry.

240. Two main groups of suppliers compete in the Canadian motor vehicle market, subject to different
trade and production policy rules:

- North American owned automobile producers (General Motois, Ford and Cluysler - the
'Big Three') who have been severely affected by four years of declining sales of
passenger vehicles. Their share of total Canadian passenger car sales fell from
71.4 per cent in 1987 to 64.5 per cent in 1992."' However, 'captive imports",
consisting of vehicles built by foreign-owned companies overseas but sold in Canada
under Big Three name plates, have grown to represent 5.1 per cent of Canadian. sales
in 1992, up from 3.5 in 1987 (Chart V. 12). This advance, centred on small passenger
cars. may reflect comparative advantage of foreign firms in the small car segment of
the Canadian motor vehicle industry.

- Foreign-owned assembly operations, located in the United States and Canada, have
gained market share from 1.3 per cent of Canadian sales in 1987 to 6.5 per cent in
1992 (Chart V. 13). As noted in the previous Trade Policy Review of Canada, a
significant competitive edge by Japanese-owned assembly plants in North America would
appear to explain a large share ofthe increased market penetration. 118Overseas imports
of foreign (mostly Japanese) vehicles declined at roughly the same rate as total sales,
thus maintaining a stab!e market share.

These trends were taken into account during the negotiations of the automotive rules of origin in the
NAFTA, to ensure that NAFTA benefits were accorded only to automotive goods produced in the
North American region.

241- Canada recorded a substantial trade surplus in trade of passenger cars and trucks in 1992, with
experts vaiued, respectively. at Can$1 1,7 billion and Can$3.7 billion. By contrast, imports of parts,
at Can$18.5 billion, were nearly twice the level of exports.

115In the NAFTA, motor vehicles are defined as 'automobiles, trucks, buses or special purpose vehicles,
not including motorcycles' (Annex 300-A).

116Statistics Canada (1993).

117Adams (1993).

118GATT (1992).



Trade Policy Review Mechanism

Chart V.12
Penetration by captive imports of the Canadian automobile
market, 1987-92
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242. On the export side, the United States remains the only significant market for Canadian motor
vehicle and parts exports, purchasing 98 per cent of exports.119 The sector is, thus, very vulnerable
to any change in U.S. import policy. In this respect, the debate on the reclassification of mini-vans
as trucks in the United States has been followed with concern by Canadian-based exporters.120

243. Currently, most vehicle imports are subject to an m.f.n. duty of 9.2 per cent, ranging to
25 per cent on certain car parts (Table V.22). An average tariff reduction of 30 per cent has been
offered in the Uruguay Round. However, companies established under the Auto Pact import duty-free
from third countries.

244. The NAFTA has introduced six main changes affecting the future ofthe Canadian motor vehicle
industry. It provides for duty-free trade for motor vehicles and parts by January 2003 (January 1998
between Canada and the United States). The Auto Pact is maintained under the NAFTA. Companies,
mostly U.S.-owned, participating in the Auto Pact. by contrast with non-members, will continue to
be entitled to import duty-free eligible automotive products from all sources, subject to certain specified
performance requirements for domestic production and value added, while exporting final products
duty-free within the NAFTA territory.

245. The second change brings the end of the duty remission schemes which attracted Asian producers
to Canada. Three schemes have been offered in the past to foreign companies willing to produce in
Canada:

- Mechanisms providing for the remission of import duty, whether or not an individual
product incorporates imports. They are based on a Memoranda of Understanding
between the Government and Honda, Hyundai and Toyota. 121 These schemes, which
are to be removed on or before 1 January 1996 under the NAFTA, include confidential
forecasts of company-specific developments related to trade, investment and employment.
These schemes have, so far, only been abolished on exports to the United States.

- Similar schemes were only available on re-exportation of the same products and have
been described as export subsidies: a dollar's worth of exported value added earned
the right to a dollar of duty-free imports.122 These schemes are also abolished under
NAFTA.

- A system allowing duty drawback on exports to the United States is to be abolished
under the NAFTA on 1 January 1996 for non-Pact companies, increasing the cost of
production inCanada for those assembly operations relative to Pact members: assembly
operations will eventually have to pay full duties on all car part-s imported from third
countries and exporting to the United States. A new duty refund system will be

119While exports of vehicles to Mexico remain marginal, exports of parts to Mexico have doubled to
Can$160 million between 1988 and 1992.

120For details, sec GAIT (1994a), Vol. 1.

121The closing down of the Hyundai plant announced in March 1994 included an announcement that
Can$46.4 million had been paid out to the company by the federal and provincial governments in interest rate
subsidies. The investment by Hyundai in the plant had been about Can$450 million.

122Appel Molot (1993).
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introduced after 1996, designed to reduce input costs for non-Pact manufacturers.
Meanwhile, these duties were reduced considerably in 1994. 123

246. In a third reform, Canadian manufacturers will gain immediate access to the Mexican market
for new cars, medium and heavy duty trucks and buses, subject to certain trade and production
requirements during an adjustment period. More liberal trading conditions with Mexico have also
been agreed upon for other vehicles and parts. At the end of a ten-year transition period (January 2004),
Canadian-based firms will have full access to the Mexican market on equivalent terms to domestic
suppliers.

247. Canada maintains an import ban on used or second-hand motor vehicles ofall sorts; 124 however,
under the NAFTA, imports of used cars from Mexico are to be authorized as of 2009 if these are over
ten years old and meet the requirements for the United States Tariff, the Mexico-United States Tariff
or the Mexico Tariff. The requirements will, thereafter, be extended to include imports of more recent
cars. By 2019, used cars from Mexico may be imported freely.

248. New rules of origin for motor vehicles may have a considerable influence on future patterns
of production and trade in motor vehicles. The NAFTA makes a number of significant changes to
the Canada-U.S. FTA automotive rules of origin. Under the NAFTA, the content level rises in two
steps over eighty years from 50 per cent to 62.5 per cent for cars. Iight trucks and their engines and
transmission, and from 50 per cent to 60 per cent for other motor vehicles and parts. The content
level under the Canada-U.S. FTA was 50 per cent.

249. The special "tracing" requirement for automotive goods requires that each producer report
the value of specified non-originating parts imported from outside North America to the next producer
in the production chain and that the second producer include that value in its calculation of the value
of non-originating materials in its good. This tracing requirement allows producers to include as
North American content any value-added added to an imported part after it has entered into the NAFTA
region, including value-added contributed by other suppliers. This is in contrast to other goods subject
to a regional value-content test where North American content is treated as non-originating content
if the subsequent processing of a part after it has been imported into the NAFTA territory does not
meet the NAFTA rules of origin. On the other hand, foreign content in parts that do originate will,
in the case of auto goods, be counted as non-American content.

250. A major change from the Canada-U.S. FTA rules of origin involves the formula for calculating
of the regional value content. Under the Canada-U.S. FTA, the regional value content was based on
a cost build-up equation. This equation was at the centre of two trade disputes between Canada and
the United States in 1991-92. The NAFTA equation is based on the top-down calculation set out under
the NAFTA 'net cost method". It starts with the costs reported on a producer's books in accordance
with Generally Accepted Accounting Principles and the net cost determined by subtracting the following

123In March 1994, the Canadian Government announced that import duties on car parts wouid be suspended
or considerably reduced, with effect 1 January 1994, as an incentive forJapanese and European investors operating
in Canada. The loss in import duties from this measure was estimated at Can$000 million. This measure in
effect abolishes the advantages, valued at approximately Can$430 per vehicle, accruing to U.S. producers under
the Auto Pact that do not pay duty on extra-NAFTA imports. This measure also dampens the effect of abolishing
the import duty drawback system under NAFTA. Nachrichten für Aussenhandel, 10 March 1994.

124Code 9963, Schedule VI1ofthe Customs Tariff. Since 1 January 1993, this ban no longer applies to vehicles
imported from the United States.
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categories of costs from the total cost incurred by a producer in producing a good: royalties, shipping
and packing costs, marketing, sales promotion and after-market service costs, and interest costs in
excess of 700 basis points of the government borrowing rate for comparable maturities. The net cost
formula includes costs that were not included as North American content under the Canada-U.S. FTA.
The new formula, along with the NAFTA provisions on intermediate materials. are seen by the authorities
as improving the transparency ofthe automotive goods, addressing theambiguities with the Canada-U.S.
FTA equation and resolving the two disputes on the automotive rules.

251. Finally- as a result of changes to the U.S. Corporate Average Fuel Economy (CAFE)
requirements, motor vehicles produced in Mexico will be considered as domestic.'` This measure
should facilitate rationalization of production across North America.

Freight transport

252. The domestic supply of trucking services is subject to licensing in most provinces. Licences
are delivered according to criteria such as safety fitness certification and proof of adequate insurance,
that may vary from province to province. In Quebec, a company wishing to supply services is required
to establish a presence through the use of an agent in the region where the licence applies. Although
these measures do not affect international trade directly, they raise costs and decrease external
competitiveness.

253. Within Canada, internal trucking has been the object of a number of problems caused by
differences in regulation between provinces, which highlight the problems of competition faced by
the sector. These stem essentially from technical regulations, such as weight, dimensions and safety
standards that vary from province to province.

254. In the balance ofpayments, inland freight also covers merchandise freight to the United States,
and to Mexico and other countries via the United States. Non-resident carriers in 1991 transported
an estimated $3.3 billion of merchandise into Canada.126 Under various provisions of the Immigrant
Act and Regulations and the Customs Tariff, these non-resident carriers are generally prevented from
servicing the domestic market. Only Canadians or Canadian residents, using Canadian-registered and
either Canadian-built or duty-paid trucks or buses, may provide truck or bus services between points
in Canada. Domestic road haulage is thus not open to competition from U.S. and Mexican companies.

255. In one of the most significant additions of the NAFTA over the FTA, the NAFTA provides
for trucking transporters to carry cargo into Mexico. This access is to be phased out over six years
beginning in December 1995. Domestic carriers in each of the parties however retain exclusive rights
to haul cargo within their own country.

(c) Aircraft

256. There have been no significant changes in the number and structure of ownership of aircraft
and aircraft parts manufacturers producers operating in Canada or in policies affecting the sector;
Bombardier is the major manufacturer. Canadian aerospace output in 1991 was approximately
Can$9.0 billion, or 3.8 per cent of the Western world total. Of this, 80 per cent was commercial output.

126This amount includes the transport ofCanadian commodities (oil and gas) through the U.S. pipeline system.

125See GATT ( 1994).



C/RM/S/51
Page 176

Trade Policy Review Mechanism

The high technological content in the industry makes it strategically important because of its potential
spin-off into other industries. 127 The aeronautics industry employs some 60,000 people, and exports
75 per cent of annual output, including nearly Can$4 billion in aircraft.

257. The Defence Industry Productivity Program provides access to development funds for R&D,
product development and the conduct of market feasibility studies. The Aerospace Industries Association
of Canada is a memorandum ofunderstanding designed to improve long-term planning. Export Market
Development Assistance is provided through the Programme for Export Market Development Pacific
2000 and Renaissance Eastern Europe.

258. Foreign participation in air transport services in Canada is restricted. Under the Transportation
Act, airlines must be 75 per cent Canadian owned and controlled. Under the NAFTA, ;ome operating
restrictions on specialty air services (e.g. aerial mapping, certain maintenance and repair) have been
lifted.

(d) Rolling stock

259. The major products offered by the Canadian rail and urban transit industry include diesel
locomotives, passenger and freight rail rolling stock and advanced train-control systems. Imports were
Can$555 million in 1993, mostly from the United States. Exports reached Can$932 million.

260. The average m.f.n. tariff on rolling stock of nearly 13 per cent is scheduled to decline to
approximately 8 per cent as a result of the Uruguay Round.

261. Railway rolling stock procurement generally follows "buy national policies." In this respect,
the inclusion of two federal railways in the NAFTA Agreement on Government Procurement may
stimulate bilateral trade in these products. The two entities have not been included in the Uruguay
Round Government Procurement Agreement (Chapter IV(l)(xi)).

127Industry, Science and Technology Canada (1993).

128USTR (1993).
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VI. TRADE DISPUTES AND CONSULTATIONS

1. Over the last two years, Canada has made extensive use of the dispute settlement provisions
in the GATT and the Canada-United States FTA to defend its economic interests. The NAFTA, which
replaced the FTA and extended its coverage to Mexico, also contains provisions to deal with trade
disputes and consultations (Chapter 11).

2. In general, disputes arising under both the GATT and NAFTA may be settled in either forum
at the choice of the complaining Party. If there are two complaining parties and they cannot agree
on the forum the dispute shall normally be settled under NAFTA. According to the Canadian
Government, these options will be maintained when the WTO dispute settlement system comes into
force.

(1) GATT Dispute-settlement Mechanism

3. Since mid-1992. Canada has been a party to two new panels established under the General
Agreement and the Tokyo Round Coacs. Canada was the respondent in one of these cases, which
was brought under the Anti-Dumping Code.1 The second case was initiated at the request of Canada,
togetherwith eight othercountries, against United States measures affecting the importation and internaI
sale of tobacco. Five dispute settlement cases initiated by Canada are at the consultation stage.

(i) Cases under Articles XXII and XXIII of the General Agreement

(a) Cases against Canada

4. No new panels were established, under these provisions. against Canadian trade measures between
1 April 1992 and 31 May 1994.2 In August 1993, a Memorandum of Understanding addressed the
United States concerns with respect to the import, distribution and sale of certain alcoholic drinks by
Canadian provincial marketing agencies.

5. The U.S. complaint, made in July 1990 about procedures for the distribution, pricing and sale
of imported U.S. beer by Canadian provincial marketing agencies (liquor boards), led to the establishment
of a dispute settlement panel in February 1991. The panel s report, issued in August 1991 and adopted
by the GATT Council in February 1992, found several provincial measures to be inconsistent with
the General Agreement.3 Although an Agreement in principle was reached between the two parties
in April 1992. the United States objected to change the pricing and distribution systems in the
province of Ontario and imposed a surtax of 50 r- n been imports from that province. In

1This case, initiated by the United States, concerns the imposition of anti-dumping duties on beer imports.
The dispute settlement panel was established in July 1992.

2However, a number of questions were raised concerning certain Canadian trade practices, without reaching
any stage in the dispute settlement procedurcs. For example. at a GATT Council meeting in February 1994,
Australia complained that Canadian import restrictions on boneless beef were against GATTrules. Canada said
that the safeguard restrictions on boneless beef were fully consistent with its trade polices. Also, in a GATT
Council meeting in March 1994, the European Communities raised concern about new trade regulations in Canada
which could restrict the granting of import licences for pasta (Chapter).

3In April 1992, Canada indicated its intention to bring its provisional practices into compliance with the
recommendations of the Panel (GATT document DS17/5).
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response, Canada imposed a similar surtax. on imports of certain U.S. beer into Ontario. These have
since been terminated as a result of the Memorandum of Understanding on Provincial Beer Marketing
Practices (MOU) signed by both parties on 5 August 1993 (Chapter V).4

6. In addition to removing the surtaxes, the MOU resulted in greater access for U.S. beer to the
Canadian market. While minimum prices for beer in Ontario were cut as a result of the MOU, the
province's 10 cent-a-can environmental levy on non-refillable alcoholic beverage containers was left
in place. Bilateral consultations have continued on provincial implementation of the MOU.5 Both
governments announced on 5 May 1994 that they had reached an agreement which detailed the terms
of access for U.S. beer to the market in Quebec, addressed U.S. concerns about warehousing practices
in British Colombia. and a Canadian ruling that levied anti-dumping duties against U.S. beer sold in
British Columbia.6 According to the Government, with the exception of an accelerated tariff reduction
under the FTA, the MOU has been applied on an m.f.n. basis.

(b) Cases initiated by Canada

7. In the period 1 April 1992 to 31 May 1994, there were five active matters under the dispute
settlement mechanism of the General Agreement that had been initiated by Canada (Table VI. 1). One
new panel was established and four cases were at the consultation stage.

8. The panel. which was established inJanuary 1994 at the request of Argentina, Brazil, Canada.
Chile. Colombia, El Salvador, Guatemala, Thailand and Zimbabwe, concerns U.S. legislation on the
use of imported tobacco by domestic cigarette manufacturers. According to the complainants, the
Agricultural Reconciliation Act of August 1993 was inconsistent with, in particular, Article III of the
GATT. by imposing. inter alia, penalties on domestic cigarette manufacturers importing more than
25 per cent of their annual tobacco requirements.7

9. In July 1993, Canada requested consultations with the EU (under Article XXIII) concerning
Italian regulations on the import of bovine semen. Canada is concerned that these regulations may
affect the internal sale of these products in a manner which may not be consistent with obligations
under the General Agreement, including Article III and XI.8

4GATT documents DS17/1-10 and DSI7/R.

5In November 1993. the United States charged that the establishment of a minimum price for beer sold in
Quebec impeded access by U.S. brewers to the Canadian market, and therefore violated the MOU. The Canadian
Government rejected the U.S. charge noting that there was nothing in the memorandum which prevented the
introduction of any measure not incompatible with the GATT, including minimum pricing.

6However, consultations continue on the issue of minimum price policies for becr in Canada (Inside U.S.
Trade, 6 May 1994).

7GATT documents C/M/265-266; and DS44/1 to 9. The Act also includes three assessments on raw tobacco
imports. one ofwhich imposes a fee on imports of flue-cured and burley tobacco to fund the domestic price support
programme. The other assessments are an inspection fee to be levied on imported tobacco and a marketing
assessment fee to be pad by importers of flue-cured and burley tobacco.

GATT document DS42/1. Further consultations were held in July 1993 and February 1994. The Italian
Government issued new regulations in December 1993 and March 1994. Canada is currently assessing the
information provided by the EU before deciding on the next steps.
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Table VI.1
Dispute-settlenent cases under GATT 1947 involving Canda

Case Appicant First GAIT Panel report Panel report Current
consultation panel circulated adopted situation
requested established

A. Complaints against Canada

Implementation stage

Import, distribution and sale of U.S. 29.06.90 06.02.91 16.10.91 18.02.92 Memorandum
certain alcoholic drinks by of
provincial marketing agencies Understanding

(5.08.93)

B. Complaints initiated by Canada

Consultation stage

EU-Regulations affecting the Canada 16.07.93 n.a. n.a. n.a.
sale of imported bovine semen
in Italy

EU-French regulations Canada 26.08.93 n.a. n.a. n.a.
concerning the trade description
of scallops

Australia - Import restrictions Canada 03.02.94 n.a. n.a. n.a.
on salmon

EU-Prohibition of imports of Canada 26.04.94 n.a. n.a. n.a.
pelt and manufactured goods of
wild animals

Panel stage

U.S. - Measures affecting the Argentina. 07.09.93 25.01.94 n.a. n.a.
importation and internal sale of Canada. Brazil,
tobacco Chile

Colombia.
El Salvador,
Guatemala.
Thailand and
Zimbabwe

Implementation stage
U.S. - Measures affecting Canada 29.04.90 27.05.9: 16.03.92 16.06.92 Under
alcoholic and malt beverages consideration

and partial
implementation
by the U.S.

n.a. Not applicable.

Source: GATT Secretariat documents.

10. In August 1993, Canada also requested consultations (under Article XXII) with the EU with
respect to a March 1993 order issued bv the French Ministry of Agriculture forbidding the use of the
expression "noix de Saint-Jacques", which was the trade description of the meat of Canadian scallops.
Canada considered that this prohibition would significantly weaken the competitive position of the
Candian product on the French market and reduce the volume and value of Canadian trade.9 In
January 1994, the French Goverment issued a temporary order which permits Canadian scallops to
be labelled in a manner acceptable to Canada, but only until 31 December 1995. The Canadian

9GATT document DS43/1.
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Government is continuing to consult with the EU to ensure that Canada's access to the French scallop
market is not impaired. Canada has requested that the modified order be made permanent. and reserved
its rights under the GATT.10

11. In February 1994, Canada requested consultations with Australia under Article XXII of the
General Agreement about certain Australian measures considered by Canada to restrict the importation
of unprocessed salmon and trout into that country.11

12. Finally, Canada also held consultations under Article XXII with the EU in April 1994. These
concern the prohibition of imports of pelts and manufactured goods of certain specified wild animals. 12

13. During the period under review, implementation discussions were held on U.S. measures affecting
alcoholic and malt beverages. The Canadian complaint on U.S. measures on imported alcoholic and
malt beverages. covered both U.S. federal legislation and State taxation and other measures that Canada
believed discriminated against its exports ofbeer, wine and cider.13 The panel, established in May 1991.
found in favour of Canada in March 1992. The panel report was adopted by the Council in June 1992.
Since then. the United States has made efforts to comply with the panel's recommendations, including
through consultations with the States whose practices were cited in the report. In February 1994, the
United States told the GATT Council that five States (Indiana, Mississippi, Montana, Tennessee and
New Mexico) had enacted legislative changes in their practices in an effort to comply with the panel's
recommendations. Another nine States were drafting laws and/or considering ways in which they could
comply with the report.14 However, Canada complained to the GATT Council in February 1994 about
the 'slow" implementation ofthe panel report. In May 1994, the United States indicated that the State
of Utah had enacted legislation equalizing distribution opportunities for domestic and foreign beer
producers.15

10In June 1994, the French Government announced modifications to the temporary order, effective 1 July 1994.
which, according te Canada. would again damage Canadian scallop exports. Canada has requested thai the EU
take rapid action to ensure that market access is maintained.

11GATT document DS48/1. In March 1994. the United States stated that it also had a substantial trade interest
in this matter (GATT document DS48/2).

12GATT document DS5 1/1.

13GATT documents DS23/1 to 14; DS/23/R.

14GATT document DS23/14.

15GATT document DS23/15. At the June 1994 Council meting. Canada noted that in spite of the various
legislative actions reported by the United States. only one State had adopted legislation on one measure which
fully conforms with the panel recommendations.
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(ii) Cases under the MTN (Tokvo Round) Agreements

(a) Cases against Canada

14. A pane l was established in July 1992 at the request of the United States. concerning Canadian
anti-dumping duties on imports of U.S. beer.16 The United States' concerns related to the validity
of the regional industry analysis under Article 4: 1(ii) of the Anti-Dumping Code, which requires a
concentration of dumped imports into the regional market. The United States was of the view that
there was no concentration of dumped imports into British Columbia. Canada considered that the analysis
done by the CITT met the conditions set out in Article 4: 1(ii) of the Code.17 The report of the panel
has not been circulated. In early May 1994, both governments announced .hat they have reached a
solution to this dispute.18

15. Two complaints brought by the European Union under the Anti-dumping Code are at the
consultation stage. The two consultations concern Canadian anti-dumping duties on certain steel products
imported from the EU (Table VI.2). The first case is related to determinations against certain steel
products (cold-rolled steel sheet. flat hot-rolled carbon steel sheet products and hot-roiled carbon and
alloy steel plate) imported from various member States of the European Union.19 The second consultation
requested by the European Union concerns the initiation of anti-dumping investigations by Canada
in respect of imports of certain hot-rolled carbon steel plate and high strength low alloy plate originating
in or exported from Italy and Spain.20

16. A panel report under an earlier dispute settlement case against Canada, concerning a complaint
by the EC about countervailing duties levied by Canada on boneless manufacturing beef, still awaits
adoption. The panel was established in October 1986, and its report circulated in October 1987. Since
then. the adoption of the report has been requested on many occasions, the latest being in April 1993.
Canada has emphasized concerns that the panel report implies that it denies protection to certain producers
injured by subsidized imports and permits the use of export subsidies. Accordingly. Canada has neither
accepted nor rejected the adoption of the report. considering that EC subsidies on exports of beef were
injuring Canadian producers.21

16The panel was established after consultations and conciliation efforts failed to arrive at a mutually agreed
solution (GATT document ADP/80 and 83). In 1991, Canada imposed anti-dumping duties of between 20 and
50 per cent on U.S. beer exports to British Columbia which the GATT found had caused, were causing and were
likely to cause material injury. The CITT injury finding was upheld in 1993 by a binational panel established
under the Canada-United States FTA.

17GATT documents ADP!M/36 and 38.

18The CITT will review its 1991 anti-dumping decision in September 1994, in particular the issue of the
existence of a regional industry and a concentration of imports (Inside U.S. Trade, 6 May 1994, and CITT Notice
of Review, 25 May 1994).

19GATT document ADP/ 1 10.

20GATT document ADP/1 12.

21The report therefore remains pending in the Committee on Subsidies and Countervailing Measures (as of
July 1994).
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Table VI.2
Dispute-settlement cases under the MTN Agreements involving Canada

Case Applicant First GATT Panel Panel Current situation
consultation panel report report
requested established circulated adopted

A. Complaints against Canada

Comsultation stage

Anti-dumping duties on certain

steel products (cold-rolled steel

sheet, flat hot-rolled carbon

steel sheet and hot-rolled

carbon and alloy steel plate)

Anti-dumping investigation of

imports of certain hot-rolled

carilon steel plate and high

strength low alloy plate, heat

treated or not, from Italy and

Spain

EU 25.10.93 n.a. n.a. n.a.

EU 30.11.93 n.a. n.a. n.a.

Panel stage

Anti-dumping duties on imports
of beer from the United States

U.S. 24.12.91 09.07.92 n.a. n.a. Panel proceedings

suspended at parties' request
(17.05.94)

Countervailing duty on boneless

manufacturing beef

EU 30.10.85 29.10.86 13.10.87 n.a.

B. Complaints initiated by Canada

Consultation stage

U.S. - Application of
section 781 of the U.S. Tariff
Act of 1930 to brass plate from
Canada (AD case)

Panel stage

U.S. - Measures affecting the
export of softwood lumber
from Canada (subsidies case)

U.S. - Measures affecting the
export of pure and alloy
magnesium from Canada
(subsidies case)

Canada 21.06.93

Canada 16.10.91

Canada 23.09.91

n.a. n.a. n.a.

16.12.91 19.02.93 27.10.93 Under implementation

27.01.92 09.08.93 n.a. Complaint withdrawn
(07.07.93)

n.a. Not applicable.

Source: GATT Secretariat documents.

(b) Cases initiatedd by Canada

17. One panel report requested by Canada was adopted in 1993, while another was suspended when
Canada withdrew its complaint. Both cases were against U.S. measures (Table VI.2).

18. The panel in the Canadian lumber case, established in December 1991, circulated its report
on 19 February 1993.2 The report, adopted by the GATT Council on 27 October 1993, examined,
inter alia, the suspension of liquidation and imposition of bonding requirements by the United States

22GATT documents SCM/128, 131, 133, 139, 141, 144, 162-63; SCM/M/56, 65; SCM/W/251.
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on entries of certain softwood lumber products from Canada following Canada's termination of a bilateral
Memorandum of Understanding, and the self-initiation of a countervailing duty investigation by the
United States on these imports. The panel found that the imposition of interim measures by the
United States under Section 301 in the form of bonding requirements on Canadiari exports of softwood
lumber was inconsistent with its obligations, primarily because the Memorandum of Understanding
could not be considered as an undertaking pursuant to Article 4:5(a) of the Subsidies Code. The panel
also found that the United Stated had not acted inconsistently with the requirements of Article 2:1 of
the Code in initiating the countervailing duty investigation on softwood lumber imports from Canada.
In April 1994. the United States notified the Council that it was taking the administrative steps to
implement the panel's findings.

19. Another panel, established in January 1992 following a Canadian complaint concerning U.S.
measures on imports of pure and alloy magnesium, circulated a report in August 1993, noting that
the complaint had been withdrawn. and that the panel proceedings were suspended in July 1993.23
Canada withdrew its complaint after an understanding was reached with the United States.

20. In June 1993, Canada requested consultations with the United States under the Anti-Dumping
Code. concerning the application of Section 781 of the U.S. Tariff Act of 1930, as amended by the
Omnibus Trade and Competitiveness Act of 1988 (Anti-circumvention Law), to brass plate imported
from Canada.24

(2) Dispute Settlement Under Preferential Trade Agreements

Canada-United States FTA

21. Two types of dispute-settlement procedures are provided for under the Canada-United States
Free Trade Agreement (FTA).25 The FTA provides a general dispute-settlement framework, for
notifying, consulting and resolving trade disputes arising from the interpretation or application of any
area of the Agreement (Chapter 18 of the FTA), and special arrangements for addressing disputes in
the areas of anti-dumping and countervailing duty cases (Chapter 19) and financial services
(Chapter 17).26

22. The FTA permits the complainant the choice of forum for bringing general trade disputes under
the FTA or the GATT. Generally, once a particular dispute settlement mechanism has been decided
upon, the complainant forgoes the alternative and must exhaust the chosen procedures to the exclusion
of the other.

23. With respect to anti-dumping and countervailing actions, disputes may be brought before the
relevant GATT dispute-settlement mechanism, at any stage during the FTA procedures, where there
is a question related to the GATT consistency of such actions. Under the FTA, dispute-settlement

23GATT documents SCM/130, 135, 143, 174; and SCM/M/56-57.

24GATT document ADP/101.

25The dispute settlement procedures under the Canada-United States FTA were explained in the previous
TPRM report on Canada (GATT, 1992).

26Chapter 19 provides for the replacement ofjudicial review by domestic courts of final determinations in
countervailing and anti-dumping duty investigations with binding bi-national panel reviews.
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for anti-dumping and countervailing actions may only examine whether the domestic law of the importing
country was properly applied. Under this mechanism, the panel's review of final anti-dumping and
countervailing determinations replaces, when invoked, national judicial reviews, and its decisions are
binding on both parties and not subject to appeal.27 Under Chapter 19, a panel can make binding
"declaratory opinions" on the consistency of amendments to a party's anti-dumping and countervailing
legislation with the GATT and the relevant Tokyo Round Codes.

24. Five trade disputes have been dealt with under Chapter 18 of the FTA.28 No panels were
established in 1990 and 1991, while two cases were arbitrated in 1992, and one in 1993.

25. The panel in the first 1992 case, established at the request of Canada, considered the rules
oforigin provisions in the FTA. Thepanel, issuing itsdecision inJune 1992, ruled inCanada's favour,
maintaining that interest payments (other than mortgage interest) on funds borrowed to acquire property,
equipment and other fixed assets used in the production of goods, could be included in the calculation
of domestic content for purposes of determining the origin of goods for FTA tariff treatment.

26. The second panel was established in May 1992 at the request of the United States concerning
durum wheat sales by the Canadian Wheat Board to the United States.29 The panel, which issued its
final report in February 1993, found in favour of Canada and recommended that a binational working
group be established to oversee periodic audits of durum wheat sales. In March 1994, an audit for
the period from 1 January 1989 to 31 July 1992 was completed.30 However, the underlying dispute
that initiated the panel continues. The United States is considering the imposition of quotas on Canadian
wheat imports, and Canada has threatened retaliation.

27. The third panel was established in September 1992 following a Canadian request to examine
technical standards regulations relating to the importation, distribution and sale ofultra-high temperature
(UHT) milk from Quebec into Puerto Rico.31 The panel issued its report in June 1993, and recommended
"an expeditious and conclusive equivalence study", to determine whether UHT milk produced in Quebec
satisfies conditions required by U.S. authorities and readmission to the Puerto Rican market if those

27Parties maintain the right to pursue judicial review, including appeals, through their own national courts
for other than final determinations. Final determinations are defined in the FTA to include, inter alia, in the
case of Canada, orders or findings of the Deputy Minister of National Revenue under subsection 41(1) and of
the CITT under subsection 43(1) of the Special Import Measures Act; and . in the United States, final
determinations by the International Trade Administration or by the International Trade Commission under
Sections 705 or 735 of the Tariff Act (Article 1911 of the FTA).

28The two cases reviewed in 1989 are presented in GATT (1992), Vol. I, p. 176.

29The panel was established to interpret Article 701.3 ofthe FTA and, based on this interpretation, to determine
whether sales of durum wheat by the Canadian Wheat Board for export to the United States comply with the
FTA provisions.

30According to the Canadianauthorities, during this period, the Canadian Wheat Board completed 105 contracts
for duruum wheat sales to the United States, of which 102 were found to be in compliance with Article 701.3
of the FTA.

31The dispute arose when the local importer of Quebec UHT milk was advised that his sales and distribution
licence would be cancelled following changes in Department of Health regulations. It appears that the market
was effectively closed after 31 December 1991.
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conditions are met.³² The bilateral working group established to conduct this study has not yet completed
its analysis.

28. The number of cases brought under Chapter 19 of the FTA is much higher. During the five
years from January 1989 to December 1993, when panel review could be requested under the Chapter,
48 requests for panel reviews were filed, 29 by Canada to review determinations of U.S. agencies
and 19 by the United States to review determinations of Canadian agencies. Eleven of these were
terminated before a panel decision was issued. Of the 37 panels that were not terminated, 26 have
completed their deliberations. Seventeen were reviewing U.S. agencies' determinations and nine were
reviewing Canadian agencies' determinations. Eleven panels are still in process as of August 1994.
Currently, five panels are reviewing determinations by Canadian agencies with respect to a number
of steel products, copper pipe fittings and fibreglass pipe insulation. Six panels are reviewing
determinations by U.S. agencies on softwood lumber and a number of steel products.

NAFTA

29. The general framework for resolving disputes under NAFTA is contained in Chapter 20 of
the Agreement. Special provisions for anti-dumping and countervailing duty matters are included in
Chapter 19.³³ Under the separate régime for dumping and subsidy matters, the three Parties to the
Agreement retained their anti-dumping and countervailing duty laws and decided to establish bi-national
panels to review final administrative decisions under those laws, effectively replacing domesticjudicial
review.34 This is essentially the same framework as the one under the FTA. Cases regarding financial
services are also fully subject to dispute settlement.

30. Under Chapter 20, the Free Trade Commission, a trilateral institution composed ofcabinet-level
representatives of the Parties, is vested with broad authority to resolve disputes that may arise regarding
the interpretation or application of NAFTA, oversee the implementation and further elaboration of
the Agreement, and supervise the work of all NAFTA committees and working groups.35 The
Commission is to meet at least once a year and all decisions must be taken by consensus.

³²In view of the fact that Canada suffered nullification and impairment of benefits as a result of the decision
by Puerto Rico to close its markets while negotiations were still continuing, the Panel recommended an expeditious
and conclusive equivalence study in order to determine whether UHT milk is produced in Quebec under conditions
having the same effect as those set out in the U.S. Pasteurized Milk Ordinance (Final Report of the Panel Convened
Pursuant to Chapter 18 of the Canada-United States Free Trade Agreement on the Matter of Puerto Rico Regulations
on the Import, Distribution and Sale of U.H.T Milk from Quebec, World Trade Materials, Vol. 5, No. 4,
July 1993).

³³Chapter 19 of NAFTA remains substantively unchanged from that of the FTA. It provides for binding
bi-national panel reviews of final anti-dumping andcountervailing duty determinations involving goods ofNAFTA
countries. It also provides for bi-national panel review of changes to existing anti-dumping and countervailing
duty laws of the Parties.

34Huntington (1993). One unique feature ofChapter 19 is that it provides individuals, as well as governments,
with a right of access to bi-national panel proceedings.

35The NAFTA provision eliminates the requirement in the FTA that Commission representatives be the "cabinet-
level officer or Minister primarily responsible for international trade".
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31. When a dispute arises under the provisions of both Chapter 20 of NAFTA and GATT, the
complaining party may invoke either forum to settle the dispute; in general, once a forum for the conduct
of the case is selected, it must be used to the exclusion of the other. If the third party wishes to bring
the same case in the other forum, the two initial members must consult with a view to agreement on
a single forum. If they cannot agree, the dispute settlement proceedings shall normally be settled under
NAFTA. 36 In disputes involving technical issues relating to trade-related provisions of international
environmental and conservation agreements, certain standards-related measures, health and sanitary
measures, the responding country may request that the dispute be considered exclusively under NAFTA.

32. The NAFTA dispute settlement procedures (under Chapter 20) comprise three stages. First,
at the request of the complainant party, the parties concerned have to hold consultations promptly to
reach a mutually satisfactory solution (the third country may join the consultations). Second, if
consultations fail to resolve the matter within 30 days, any consulting Party may request a meeting
of the Commission, which will seek to settle the dispute promptly.37 Third, if the countries concerned
are unable to reach a mutually satisfactory solution within 30 days after the Commission has convened,
any consulting Party may initiate panel proceedings.38 The third NAFTA partner may either join as
a complaining party or limit its participation to oral and written submissions. A panel may request
a report from scientific experts on any factual issue concerning environment, health, safety or other
scientific matters relating to the dispute.

33. The panel will determine whether the action taken by the defending party is inconsistent with
its obligations under NAFTA, and make recommendations for resolution of the dispute. Within 90
days of its establishment, the panel has to present an initial report, containing its findings on the
consistency of the measure with NAFTA obligations or on nullification or impairment of the complainant
party's rights, and its recommendations on the resolution of the dispute. After comments by the parties
involved in the dispute, the final report is submitted to the Free Trade Commission for publication.
Upon receiving the panel's report, the parties to the dispute shall agree on the resolution of the dispute,
which normally shall conform with the determinations and recommendations of the panel.39 If a panel
determines that the responding country has acted in a manner inconsistent with its NAFTA obligations,
or in a manner that causes nullification or impairment, and the parties do not reach agreement within
30 days or other mutually agreed period after receipt ofthe report, the complaining country may suspend
the application of equivalent benefits until the dispute is resolved.40The "offending" Party may not
retaliate.

36Subject to specific exceptions, Canada retains full GATT rights for matters arising under both the GATT
and the NAFTA.

37The NAFTA places more emphasis than the FTA on amicable dispute settlement, and directs the Commission
to seek to settle the dispute promptly, including through using good offices, mediation, conciliation, or any other
means of dispute settlement.

38According to the Canadian Government, panel proceedings largely resemble those conducted in the GATT
or pursuant to chapter 18 of the FTA. NAFTA's Chapter 20 includes standard terms of reference to be adopted
by the panel unless the parties otherwise agree. The standard terms authorize the panel to make findings,
determinations and recommendations after examining the matter in light of the relevant provisions of the NAFTA.

339There are no provisions regarding reporting or surveillance of implementation of panel reports.

40Binding dispute settlement is also made available to determine whether one country's retaliation in response
to another country's failure to comply with a panel report is itself "manifestly excessive".
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34. So far, no panels have been established under the dispute settlement mechanism of Chapter 20
of NAFTA.41 Three panels have been established under Chapter 19, two of which are reviewing
Canadian agencies' decisions on baler twine ard "Delicious" apples, and one which is reviewing a
United States' decision on live swine.

41Consultations were initiated in April 1994 at the request of Canada concerning an amendment to the
United States' anti-dumping suspension agreement with the Russian Federation on uranium imports from Russia.
There have also been consultations under this chapter on the collection of the New Brunswick sales tax issue
ai the request of the United States.
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Table Al.1
Basic economic and social indicators, 1980-93

1980 1989 1990 1991 1992 1993

Population (million)

Labour force participation rate (per cent)

Unemployment rate (per cent)

GDP at constant 1986 prices (US$ billion)

at market pnces

at factor cost

GDP per capita (US$)

Share in GDP (per cent)a

Primarv industries

Manufacturing industries

Services

Finance, insurance and real estate

Trade

Transportation. storage and communications

Other services

24.6

64.1

7.5

305.5

274.9

10,774

9.5

24.5

66.0

18.4

13.3

9.0

25.3

27.4 27.8 28.2 28.5 28.8

67,0 67.0 66.3 65.5 65.2

75 8.1 10.3 11.3 i1.2

407.7

363.5

20.060

8.2

23.2

68.6

18.4

14.3

9.4

26.5

407.0

363.3

20,685

8.5

22.5

69.0

18.6

14.2

9.6

26.6

400.2

359.1

20,920

403.1

362.5

19,988

8.6 8.5

21.6 21.4

69.8 70.1

19.7 20.2

14.1 14.6

9.9 10.0

26.1 25.3

412.7

372.4

19,129

8.8

21.7

69.5

20.3

14.8

10.0

24.4

Share in employment (per cent)

Agriculture

Industry

Manufacturing

Services

Merchandise exports, f.o.b. (US$ billion)

Merchandise imports, f.o.b. (US$ billion)

67.7 123.0 i18.7 126.9 133.3 i44.0

61.0 116.9 120.0 121.7 125.1 134.1

a Business sector.

Source: BankofCanadaReview. Winter 1993-94: IMF. International Financial Statistics. May 1994(formerchandiseexportsand imports).

4.5

29.5

19.7

66.0

3.4

26.6

17.0

70.0

3.4

,5.4

15.9

71.2

3.6

24.1

15.1

72.3

3.5

23.5

14.6

73.0

3.6

23.1

14.5

73.3
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Table AI.2
Main exported items, 1990-93
(US$ million and share of total exports)

SITC Code Commodity 190 1991 1992 1993
Total trade

Road motor vehicles

Wood shaped

Paper and paperboard

Special transactions

Gas natural and manufactured

Crude petroleum

Machinery n.e.s. non-electric

Pulp and waste paper

Power machinery non-electric

Office machinery

Aluminium

Electrical machinery n.e.s.

Wheat unmilled

Telecommunication equipment

Petroleum products
Aircraft

Fish fresh. simply preserved

Plastic materials, etc.

Furniture

Coal. coke, briquettes

Electric power machiner, switchgear

Organic chemicals

Non-ferrous base metal ore. concentrated

Fertilizers manufactured

Rubber articles

Live animais

Instruments apparatus

Meat fresh, chilled frozer

Copper

Veeners, plywoods

Metal manufactures n.e.s.

Articles of plastic n.e.s.

Iron and steel plate sheet

Oil seed, nuts kernels

Electrical energy

Machinery for special industries

Nickel
Printed matter

Agriculture machine

Iron and steel shapes

Iron ore concentrate

Inorganic elements oxides, etc.

Clothing not of fur

Alcoholic beverages

Railway vehicles

Wood manufactures n.e.s.

Tobacco

Zinc

Iron and steel primary form

Chemicals

125,056 124,797 132,222 142,429

21.6

3.9
6.0
4.7
2.5

21.3
3.8
6.2
4.6
2.9

22.3
4.3
5.6
4.3
3.4

24.4
5.3
5.2

4.2
3.9

3.8 4.2 4.2 3.8
2.4 2.5 2.6 2.8
4.2
2.7
2.0
2.0
1.5

2.3
I.3
1.8
1.9

1.6
1.1

1.0

1.6
1.6
1.2

1.9

1.1

0.6
0.6
0.7
0.7
0.8
0.5

0.6
0.6
0.4
0.6
0.4
0.6

0.6
0.3

0.6
0.4
0.6
0.6
0.2

0.4

0.5
0.4
0.0
0.6
0.4
0.2

3.5 3.2 2.5
2.3 2.2 2.4
2.3
2.1
1.9
2.7

1.3

1.9

2.4

1.5

12

0.9
1.5

1.8

1.1

1.5

1.1

0.7
0.6
0.8
0.6

0.8

0.4
0.6
0.5
0.4
0.5

0.4
0.6
0.5

0.3
0.4

0.3
0.6
0.5

0.3
0.4
0.4
0.4
0.1
0.5
0.5

0.3

2.5
2.0
2.1
2.9
1.4
1.5

1.6
1.4

1.2

1.1

1.2
1.2

1.0

1.3

1.0

-.8

0.8
0.8
0.6
0.8

0.6
0.6
0.6
0.6
0.5
0.4

0.4
0.6
n.4

0.4
0.4
0.5
0.5

0.4
0.4
0.4
0.4
0.2

0.5
0.4
0.3

2.4
2.0
1.8

1:.5

1 .5
1.4

1.4

1.3
1.3
1.2
1.1

1.1

1.0

0.9

0.9

0.8
0.7
0.7
0.7
0.7

0.7
0.6

0.6
0.5

0.5
0.5
0.5
0.5
0.5
0.4

0.4
0.4
0.4
0.4
0.4
0.4
0.4
0.4

0.4
0.3
0.3

Source: UNSTAT, Comtrade database.

732
243
641
931
341
331
719
25.
711
714
684
729
041
724
332
734
031
581
821
321
72'
512
283
561
629
001
861
011
682
631
698
893
674
221
351
718
683
892
712
673
281
513
841
112
731
632
122
686
672
599
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Table AI.3
Canada's intra-industry trade by Tariff Study Category, 1991-93
(Per cent)

Tariff Study Category Number Total trade Trade outside the
of STTC United States
lines

l991 1992 1993 1991 1992 1993

All categories 625 56.5 56.2 55.7 27.4 27.1 29.1
01 Raw hides and skins, leather and furskins 18 37.1 38.9 41.2 15.8 15.1 16.1

02 Rubber 10 81.6 84.4 85.0 21.0 21.9 23.1
03 Wood and cork 22 26.9 24.1 21.5 7.4 8.0 7.6
04 Pulp.paper and paperboard 23 24.7 27.0 30.3 12.8 14.1 15.0

05 Textiles and clothing 64 36.8 41.4 45.3 15.0 14.7 14.1
06 Mineral products and fertilizers 53 31.9 35.2 37.5 11.3 13.6 14.9

07 Precious stones and precious metals 11 44.7 51.5 55.5 27.8 28.8 29.2
08 Ores and metals 87 46.9 50.0 52.4 24.2 25.2 25.0

09 Coal, petroleum and natural gas 17 59.2 54.8 51.3 11.9 8.2 9.8

10 Chemicals 57 58.7 60.9 61.8 36.5 41.3 39.8
11 Non-electrical machinery 36 62.7 65.2 64.8 46.0 46.9 44.0
12 Electrical machines and apparatus 16 67.0 65.7 62.7 37.6 38.9 39.4

13 Transport equipment 26 75.0 70.4 64.7 34.6 32.2 43.4
14 Professional instruments. apparatus, ctc. 14 48.6 51.1 49.7 45.1 43.3 43.3

15 Footwear and travel goods 3 17.4 19.1 23.8 3.0 2.9 3.0

16 Photographic and cinematographic supplies 3 54.5 57.8 54.5 18.0 37.6 24.7
17 Fumiture 1 95.3 94.6 98.7 26.7 24.0 23.6
18 Musical instruments, sound recorders. etc. 5 23.3 30.2 31.5 14.5 19.5 20.7
19 Toys 3 38.7 40.3 43.3 15.0 12.1 16.8
20 Works of arts and collectors' pieces 2 76.1 77.1 79.9 37.0 35.9 32.4
21 Firearms, ammunition, tanks, etc. 3 46.1 67.4 85.9 31.4 82.4 58.9

22 Office and stationery supplies 2 18.1 21.0 21.0 2.6 4.1 4.4
23 Manufactured articles, n.e.s. Il 69.6 69.5 67.8 77.3 55.6 56.2

24 Foodstuffs 47 41.0 44.3 47.0 14.2 15.8 18.5
25 Grains 8 2.3 2.6 4.2 0.0 0.2 0.1
26 Animals and produces thereof 19 32.4 33.5 38.6 16.7 14.4 13.3

27 Oilsecds, fats and oils and their products 30 27.7 29.7 33.1 3.0 4.9 4.2

28 Cut flowers, plants, vegetable materials 6 71.6 72.7 77.9 36.7 30.7 36.3

29 Beverages and spirits 6 41.8 39.2 38.2 14.3 17.2 20.7
30 Dairy products 5 44.6 45.9 53.6 35.6 35.3 39.2
31 Fish, shellfish and products 4 47.3 48.8 54.9 55.7 57.4 62.5

32 Tobacco 4 20.9 22.0 13.5 15.9 37.0 44.6
33 Other agricultural products of animal origin 3 83.5 80.0 76.2 45.6 46.0 36.1

34 Other agricultural products of vegetable origin 6 60.0 57.2 59.6 29.9 29.3 30.2

Note: Calculations by GATT Secretariat using the formula developed by Grubel and Lloyd (at 4-digit SITC level).

s [(X, + M,) - IX, - MeiJ

IIT = -

L (X, + M")
j-"

Where X. M are export and imports, and i and j represent, respectively, commodities and trading partners for which trade is
being summed.
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Table AI.4
Main imported items, 1990-93
(US$ million and share of total imports)

STTC Code Commodity 1990 1991 1992 1993
Total trade 115.881 117,633 122,000 130,538

732 Road motor vehicles 18.7 19.2 18.7 18.8
719 Machine non-electric n.e.s. 6.6 6.4 6.2 6.4
729 Electrical machinery 4.1 4.5 4.9 4.9
714 Office machinery 4.2 4.6 4.9 4.9
711 Power machine non-electric 4.1 4.0 4.1 4.4
331 C.-ude petroleum 3.9 3.3 2.8 2.7
931 Special transactions 2.4 2.9 2.8 2.6
724 Telecommunications equipment 2.2 2.3 2.4 2.5
861 Instruments, apparatus 2.4 2.4 2.4 2.5
722 Electric power machinery , switchgear 2.9 2.7 2.3 2.3
581 Plastic metals 1.8 1.8 1.9 2.0
841 Clothing not of fur 2.0 1.9 2.0 1.9
892 Printed matter 1.4 1.5 1.5 1.4
891 Sound recorder 1.1 1.3 1.3 1.3
512 Organic chemicals 1.4 1.3 1.3 1.3
821 Fumiture 1.0 1.1 1.3 1.3
599 Chemicals n.e.s. 1.0 1.1 1.1 1.2
718 Machinery for special industries 1.8 1.3 1.1 1.2
698 Metal manufactures n.e.s. 1.0 1.0 1.0 1.1
541 Medical and pharmaceutical products 0.7 0.9 1.1 1.1
734 Aircraft 1.6 2.0 1.9 1.1
894 Toys. sporting goods, etc. 0.8 0.9 1.0 1.1
893 Articles of plastic n.e.s. 0.9 0.9 1.0 1.0
641 Paper and paperboard 1.0 1.0 1.0 1.0
712 Agriculture machinery 0.9 0.8 0.8 1.0
629 Rubber articles n.e.s. 0.9 0.9 0.9 1.0
332 Petroleum products 1.4 1.0 1.0 0.9
051 Fruit fresh, nuts fresh or dry 0.9 1.0 0.9 0.9
723 Electrical distributing machinery 0.7 0.7 0.7 0.8
684 Aluminium 0.9 0.8 0.7 0.7
725 Domestic electric equipment 0.6 0.6 0.7 0.7
054 Vegetables fresh, simply preserved 0.7 0.7 0.7 0.7
513 Inorganic elements, oxides. etc. 0.6 0.? 0.6 0.7
674 Iron and steel plate, sheet 0.7 0.7 0.6 0.6
653 Woven textiles non cotton 0.6 0.6 0.6 0.6
642 Articles of paper, etc. 0.4 0.5 0.5 0.6
664 Glass 0.5 0.5 0.5 0.6
695 Tools 0.5 0.5 0.5 0.5
851 Footwear 0.6 0.6 0.6 0.5
011 Meat fresh chilled or frozen 0.5 0.6 0.5 0.5
678 Iron and steel tubes and pipes 0.5 0.5 0.4 0.4
733 Road vehicles non-motor 0.4 0.4 0.5 0.4
031 Fish fresh simply preserved 0.4 0.4 0.4 0.4
533 Pigments paints. etc. 0.3 0.4 0.4 0.4
862 Photo, cinemna supplies 0.4 0.4 0.4 0.4
899 Other manufactures goods 0.4 0.4 0.4 0.4
694 Steel cover nails screw, etc. 0.4 0.4 0.4 0.4
243 Wood shaped 0.4 0.4 0.4 0.4
655 Special textiles, etc., products 0.3 0.3 0.4 0.4
048 Cereal, etc., preparations 0.3 0.3 0.4 0.4

Source: UNSTAT, Comtrade database.
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Table AIV.1
Anti-Dumping orders in force on 31 March 1994

Country Commodity HS Code Date of Weighted
Finding Average

Margin of
Dumping¹

United States
United States
United States
United States
United States
Brazil
Korea
Korea
Hong Kong
China
Chinese Taipei
Singapore
Malaysia
Singapore
Chinese Taipei
China
Japan
Korea
Germany
Hong Kong
Malaysia
Indonesia
Thailand
Philippines
Korea
United States

Chinese Taipei

Yugoslavia

China
Poland
Brazil

Czech and Slovak F. R.

Poland

Chinese Taipei
Korea
China
Malaysia
Hong Kong
Yugoslavia

United States

United States
Macedonia
Belgium
Czech Rcpublic
Brazi!

United Kingdom

Potatoes
Yellow onions

Iceberg lettuce

Malt beverages (beer)
Flat wooden toothpicks
Refill paper
Photo albums with self adhesive Ieaves
Self adhesive leaves for photo albums
Photo albums with self adhesive leaves

Photo albums with self adhesive leaves
Photo albums with self adhesive leaves

Photo albums with self adhesive leaves

Photo albums with self adhesive leaves
Photo albums with pocket sheets
Photo albums with pocket sheets
Photo albums with pock-t sheets
Photo albums with pocket sheets
Photo albums with pocket sheets
Photo albums with pocket sheets
Photo albums with pocket sheets
Photo albums with pocket sheets

Photo albums with self adhesive leaves

Photo albums with self adhesive leaves

Photo albums with self adhesive leaves

Twisted polypropylene and nylon rope

Certain machine tufted carpeting

Women's leather/non-leather boots and shoes
Women's leather/non-leather boots and shoes
Women's leather/non-leather boots and shoes
Women's leather/non-leather boots and shoes
Women's Ieather/non-leather boots and shoes
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Waterproof rubber footwear
Gypsum wallbozrd

Fibreglass pipe insulation
Carbon steel plate

Carbon steel plate

Carbon steel plate

Carbon steel plate

Carbon steel pate

Table AIV.1 (cont'd)

0701
9703
0705
2203
4421
4802
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
4820
5607
5703
6403
6403
6403
6403
6403
6405
6405
6405
6405
6405
6405
6405
6405
6809
7019
7208
7208
7208
7208
7208

04.06.84
30.04.87
30.11.92
02.10.91
13.03.92
06.07.90
24.01.75
26.04.85
26.04.85
14.02.86
03.11.87
03.11.87
03.11.87
26.02.88
26.02.88
26.02.88
26.02.88
26.02.88
26.02.88
26.02.88
26.02.88
02.01.91
02.01.91
02.01.91
07.10.82
21.04.92
03.05.90
03.05.90
03.05.90
03.05.90
03.05.90
25.05.79
25.05.79
25.05.79
25.05.79
23.04.82
23.04.82
23.04.82
23.04.82
20.01.93
19.11.93
06.05.93
06.05.93
06.05.93
06.05.93
06.05.93

30.0
42.0
31.0
29.8
16.9
32.5
27.7
27.7
29.7
43.0
61.0
53.0
49.0
66.0
59.0
35.0
24.0
59.0
44.0
64.0
4().0
73.6
55.5
78.0
19.8
12.0
27.5
26.2
47.3
38.7
26.1

16.0
17.0
16.0
28.0
27.3
51.0
40.9
23.6
53.8
43.2
32.9
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Country Commodity HS Code Date of Weighted
Finding Average

Margin of
Dumping¹

United States
United States
United States
United States
United States
Denmark
Germany
Romania
United Kingdom
Germany
Italy
France
United States
Korea
United States
Korea
India
Argentina
Chinese Taipei
Venezuela
Thailand
Chinese Taipei
Brazil
United States
Sweden
Brazil
United States
United Kingdom
Brazil
Chinese Taipei
Japan
Poland
Chinese Taipei
China
China

Potatoes
Yellow onions
Iceberg lettuce
Malt beverages (beer)
Flat wooden toothpicks
Carbon steel plate
Carbon steel plate
Carbon steel plate
Cold-rolled steel sheet
Cold-rolled steel sheet
Cold-rolled steel sheet
Cold-rolled steel sheet
Cold-rolled steel sheet

Oil and gas well casings
Oil and gas weil casings
Carbon steel welded pipe

Carbon steel welded pipe
Carbon steel welded pipe

Carbon steel welded pipe

Carbon steel welded pipe
Carbon steel welded pipe
Stainless steel welded pipe
Carbon steel pipe
Copper and brass pressure pipe fitting

Aluminium venetian blind
Tillage tools
Electric motors
Electric motors
Electric motors
Electric motors
Eiectric motors
Electric motors
Bicycles

Bicycles
Paint brushes

0701
0703
0705
2203
4421
7208
7208
7208
7209
7209
7209
7209
7209
7305
7305
7306
7306
7306
7306
7306
7306
7306
7306
7412
7606
8207
8501
8501
8501
8501
8501
8501
8714
8714
9603

04.06.84
30.04.87
30.11.92
02.10.91
13.03.92
06.05.93
06.05.93
06.05.93
29.07.93
29.07.93
29.07.93
29.07.93
29.07.93
17.04.86
17.04.86
28.06.83
26.07.91
26.07.91
26.07.91
26.07.91
26.07.91
05.09.91
23.01.92
18.10.93
07.02.92
28.12.83
09.01.79
11.10.85
11.10.85
11.10.85
11.10.85
11.10.85
11.12.92
11.12.92
20.06.84

30.0
42.0
31.0
29.8
16.9
53.8
12.3
53.8
35.8
27.7
46.6
24.8
17.2
9.0
12.0
10.4
19.8
46.5
13.6
33.1
40.8
18.2
25.1
47.0
42.0
74.0
15.3
9.6
28.7
17.5
38.0

13.0
34.0
55.0

Average of above 32.8

1 Expressed as a percentage of normal value.

Note: 1

2
3

Table does not include investigations which were suspended due to price undertakings.
Weighted average of dumping based on a percentage of normal value as determined at the final determination.
The case referred to as "Carbon steel plate was initiated as two separate investigations butwerejoined at the preliminary
investigation. The two cases were:

1) Certain Hot-Rolled Carbon Steel Plate and High-Strength Low Alloy Plate
2) Certain Hot-Rolled, Heat-Treated Carbon Steel Plate and High-Strength Low Alloy Plate

Source: GATT documents ADP/102/Add.8 and previous series and notifications to the Anti-dumping Code; dataprovided by the Canadian
Government.
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Table AV.1
Producer Subsidy Equivalents (PSE) and Consumer Subsidy Equivalents (CSE) for Canadian agriculture, 1990-93

Product 199 1991 19928 1993b 1993
(%) (%) (%) (%) (US$ bn)

Producer Subsidy Equivalent:

All commodities 46 45 38 32 6.2

(memo: OECD average) 42 - 41 42 163.1

Crops 50 43 35 26 2.1

(memo: OECD average) 48 52 49 52 70.4

Wheat 62 47 35 29 1.2

Coarse grains 36 41 38 27 0(.5

Oilseed 30 34 31 20 0.4

Livestock products 44 47 41 36 4.1

(memo: OECD average) 38 37 37 37 92.7

Milk 81 82 75 70 2.3

Beef and veal 22 24 21 21 0.9

Pigmeat 14 18 18 14 0.3

Poultry 43 47 37 26 0.3

Eggs 40 48 55 49 0.3

Consumer Subsidy Equivalent:
All commodities -26 -26 -21 -21 -2.9

Crops -19 -12 -11 -10 -0.4

Livestock products -29 -31 -29 -24 -2.5

No variable for this entry.

a Estimated.
b Provisional.
c PSEs for livestock products are net of feed cost resulting from support for fee~.grains.

Source: OECD (1994) and Government of Canada (data on poultry).
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Table AV.2
Average tariff quotas on imports of agricultural and food products subject to tariffication, 1995 and 2000

HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Specil
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % & % to imports to imports
of of above tariff above tariff

consump.) consump.) quota (%)a quota (%)a

Broiler hatching eggs and chicks IR 7,949b 7,949b
(>5%) (>5%)

280.4 238.3 15 yes

01051122 Live broiler chicks

04070012 Eggs, for broilers

280.4 238.3 15

280.4 238.3 15

Chicken, live, meat and products IR 39,844 39,844
(>5%) (>5%)

283.5 241.0 15 yes

Live chicken

Fresh chicken

Frozen chicken poultry

Fresh chicken cuts, bone-in

Fresh chicken cuts, boneless

Frozen chicken cuts, bone-in

Frozen chicken cuts, boneless

Frozen chicken livers

Chicken fat

Smoked chicken, bone-in

Smoked chicken, boneless

Sausages, chicken

Preserved chicken

Preserved chicken

Preserved chicken

Preserved chicken

Turkey, live, meat and products IR 4,467 5,588
(4%) (5%)

194.3 i65.2 15 yes

182.0 154.7 15

182.C 154.7 15

182.0 184.7 15

182.0 184.7 15

182.0 154.7 15

01059912 Live turkeys

02071022 Fresh turkey poultry, canner pack

02071024 Fresh turkey poultry, other than

canner pack

02072212 Whole frozen turkeys, canner pk

02072292 Whole frozen turkeys, not canner

pack

02073922 Fresh turkey cuts, bone-in

02073923 Fresh turkey cuts, boneless

02074221 Frozen turkey cuts, bone-in

02074222 Frozen turkey cuts, boneless

02075022 Frozen turkey livers

194.5

194.5

194.5

194.5

165.3

165.3

165.3

165.3

15

15

15

15

yes

yes

yes

yes

yes

yes

yes

yes

yes

182.0 154.7 15 yes

Table AV.2 (cont'd)
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yes

yes

01059192

02071019

02072192

02073913

02073914

02074192

02074193

02075012

02090022

02109012

02109013

16010023

16023914

16023915

16023995

16023996

280.4

280.4

280.4

292.9

292.9

292.9

292.9

280.4

292.9

292.9

292.9

280.9

297.9

297.9

194.5

292.9

238.3

238.3

238.3

249.0

249.0

249.0

249.0

238.3

249.0

249.0

249.0

238.8

253.2

253.2

165.3

249.0

15

15

15

15

15

15

15

15

15

15

15

15

15

15

15

15

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes
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HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Special
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % & % toimports toimports
of of above tariff above tariff

consump.) consump.) quota (%)a quota (%)a

02090024 Turkey fat 194.5 165.3 15 yes

02109022 Smoked turkey, bone-in 194.5 165.3 15 yes

02109023 Smoked turkey, boneless 194.5 165.3 15 yes

16010032 Sausages, turkey 182.6 155.2 15 yes

16022023 Chicken liver 180.4 238.3 15 yes

16022026 Turkey liver 182.0 154.7 15 yes

16023113 Prepared meals 199.5 169.6 15 yes

16023114 Prepared meals 199.5 169.6 15 yes

16023194 Preserved turkey meat 194.5 165.3 15 yes

16023195 Preserved turkey mea; 194.5 165.3 15 yes

Bovine meat MIA 76,409 76,409 37.9 26.5 30 yes
(>5%) (>5%)

02011020 Fresh bovine carcasse 37.9 26.5 30 yes

02012020 Cuts of bovine, bone-in 37.9 26.5 30 yes

02013020 Boneless bovine meat 37.9 26.5 30 yes

02021020 Frozen bovine carcasse 37.9 26.5 30 yes

02022020 Frozen bone-in bovine cuts 37.9 26.5 30 yes

02023020 Boneless frozen bovine meat 37.9 26.5 30 yes

Fluid milk and cream IR 64,500 64,500 304.0 258.4 15 yes
(2.4%) (2.4%)

04011020 Milk and cream, fat cont. <1% 283.8 241.2 15 yes

04012020 Milk and cream, fat cont. > 1 %. 283.8 241.2 15 yes
<6%

04013020 Milk and cream, fat cont. >6% 394 394 344.3 292.7 15 ves
(?%) (?%)

Powdered milk and cream IR OC QC 291.3 247.6 15 yes
(0%) (0%)

04021020 Concentrated sweet milk & cream IR 237.2 201.6 15 yes

04022112 Milk powder MR 286.4 243.4 15 yes

04022122 Cream powder IR 347.8 295.6 15 yes

04022912 Powder milk, sweet IR 286.4 243.4 15 ves

04022922 Cream powder, sweet IR 347.8 295.6 15 yes

21069033 Milk substitutes IR 249.7 212.2 15 yes

21069092 Food preparations IL 322.9 274.5 15 yes

23099032 Feeds containing dairy IR 242.2 205.9 15 yes

22029032 Milk beverages IR 301.3 256.1 15 yes

Table AV.2 (cont'd)
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HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Special
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % & % to imports to Imports
of of above tariff above tariff

consump) consump.) quota (%)a quota (%)a

Milk, concentrated, condensed IR 11.7 11.7
(0.01%) (0.01 %)

302.6 257.2 15 yes

0429120 Milk and cream, < 1.5 %fat

04029992 Sweetened milk and cream

305.1 259.3 15

300.0 255.0 15

yes

yes

Milk products

04031020 Yogurt

04039012 Powdered buttermilk

04039092 Other buttermilk

332
( . ..)

908
(.**)

(07e)

332
(. ..)

908
(-..!)

O'
(0%)

279.5 237.6 15 yes

244.9 208.2 15 yes

254.7 216.5 15 yes

IR 3,198 3,198
(>5%) (>5%)

04041022 Powdered whey

04049020 Other whey

Other milk products IR 4.345
(. ..)

281.3 239.1 15 yes

244.9 208.2 15

317.7 270.0 15

4,345

04049010 Other milk products 317.7 270.1 15 yes

IR 1,964 3,274
(2%) (3.3%)

04050012 Butter

04050092 Other fats from milk

360.2 306.1 15 yes

351.4 298.7 15

368.9 313.6 15

IR 20,411,866 20,411,866
(>5%) (>5%)

Fresh cheese

Grated cheese, cheddar type

Grated cheese, other

Processed cheese

Blue-veined cheese

Cheddar for processing

Camembert type cheese

Brie type cheese

Gouda type cheese

Provolone type cheese

Mozzarella type cheese

289.0 245.7 15 yes

289.0

289.0

289.0

289.0

289.0

289.0

289.0

289.0

289.0

289.0

289.0

245.7

245.7

245.7

245.7

245.7

245.7

245.7

245.7

245.7

245.7

245.7

15

15

15

15

15

15

15

15

15

15

15

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

yes

Table AV.2 (cont'd)

Whey

Butter

yes

yes

yes

yes

Cheese

04061020

04062012

04062092

04063020

04064020

04069012

04069022

04069032

04069042
04069052

04069062
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HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Special
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % & % toimports to imports
or of above tariff above tariff

consump.) consump.) quota (%)a quota (%)a

04069072 Emmenthal type cheese 289.0 245.7 15 yes
04069082 Gruyère type cheese 289.0 245.7 15 yes

04069092 Havarti type cheese 289.0 245.7 15 yes

04069094 Parmesan type cheese 289.0 245.7 15 yes

04069096 Romano type cheese 289.0 245.7 15 yes

04069099 Other cheese 289.0 145.7 15 yes

Ice cream IR 347 484 312.1 265.3 15 yes
(0.2%) (0.2%)

21050030 Ice cream 326.0 277.1 15 yes

Other dairy IR 0C OC 292.8 248.8
(0%) (0%)

18062032 Chocolate ice cream mix 312.1 265.3 15 yes

18069012 Ice cream mixes 312.1 265.3 15 yes

19012012 Mixes of doughs 289.7 246.2 15 Yes

19012022 Mixes of dough 287.2 244.1 15 yes

19019032 Ice cream mixes 315.1 267.8 15 yes

19019034 Food preparations 295.2 250.9 15 yes

21069032 Milk or cream substitutes 249.7 212.2 15 yes

21069092 Other food preparations 322.9 274,5 15 yes

22029042 Beverages containing milk 301.3 256.1 15 yes
23099032 Complete feeds 242.2 205.8 15 yes

Egg and products IR 12 822b 21,370b 208.5 177.2 15 yes
(3%) (5%)

04070022 Eggs in shell 192.3 163.5 15 yes

04081120 Egg yolks, dried 212.0 180.2 15 ves

04081920 Egg yolks, not dried 210.2 178.7 15 yes
04089120 Other eggs, not in shell 212.0 180.2 15 yes
04089920 Processed eggs 210.2 178.7 15 yes

21069072 Egg preparations 209.1 177.7 15 yes
35021012 Egg albumin 212.0 180.2 15 yes
35021092 Egg albumin, not dried 210.2 178.6 15 yes

Wheat and meslin IL 136,130 226,883 73.9 62.8 15 yes
(3%) (5%)

10019020 Durum wheat 57.7 49.0 15 yes
10019020 Wheat and meslin 90.0 76.5 15 yes

Table AV.2 (cont'd)
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HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Special
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % & % toimports to imports
of of above tariff above tariff

consump.) consump.) quota (%)a quota (%)a

Barley IL 239,400 399,000) 68.3 58.0 15 yes
(3%) (5%)

10030012 Barley for malting 111.4 94.7 15 yes

10030092 Barley, other 25.1 21.3 15 yes

Wheat products IL. 123,557 123,557 51.2 43.5 15 yes
(5%) (5%)

11010020 Wheat 93.2 79.2 15 yes

11031120 Cereal groats and meal IL 94.3 80.2 15 yes

11032120 Wheat pellets IL 98.5 83.7 15 yes

11041912 Flakes of grain IL 98.5 83.7 15 yes

11042912 Wheat grains IL 98.5 83.7 15 yes

11043012 Wheat grains IL 98.5 83.7 15 yes

11081120 Starches and inulin IL 90.1 76.6 15 yrs

11090020 Wheat gluten IL 107.5 91.4 15 yes

19012012 Bakers' mixes IR 289.7 246.2 15 yes

19012014 Bakers' mixes IL 22.1 18.8 15 yes

19012022 Bakers' mixes IR 287.2 244.1 15 yes

19012024 Bakers' mixes IL 19.6 16.7 15 yes

19021120 Pasta IL 11.5 9.8 15 yes

19021912 Pasta IL 1.5 1.3 15 yes

19021992 Pasta IL 11.5 9.8 15 yes

19023012 Pasta IL 10.4 8.8 15 yes

19049012 Precooked wheat 1! 10.8 9.2 15 yes

19049022 Precooked wheat IL 8.3 7.1 15 yes

19051012 Crispbread IL 1.2 1.0 15 yes

19051092 Crispbread IL 11.2 9.5 15 yes

19051094 Crispbread IL 8.7 7.4 15 yes

19053012 Biscuits IL 5.5 4.7 15 yes

19053092 Waffles IL 5.5 4.7 15 yes

19054012 Rusks IL 1.2 1.0 15 yes

19054092 Rusks IL 10.0 8.5 15 yes

19059014 Bread IL 10.8 9.2 15 yes

19059016 Bread IL 8.3 7.1 15 yes

19059022 Biscuits IL 5.5 4.7 15 ycs

19059029 Biscuits IL 5.5 4.7 15 yes

19059042 Pretzels IL 6.2 5.3 15 yes

19041012 Prepared foods 11.0 9.4 15 yes

23023020 Bran IL 95.0 80.8 15 yes

Table AV.2 (cont'd)
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HS Code and product Non-tariff Initial Final Ad valorem Ad valorem Reduction Special
import quota quota tariff tariff in above safeguard
measure quantity, quantity, equivalent, equivalent, quota

1995 2000 1995, 2000, tariffs
(tonnes (tonnes applicable applicable (per cent)
& % &% toimports toimports
or of above tariff above tariff

consump.) consump.) quota (%)a quota (%)a

Barley products IL 11,478 19,131 78.6 66.8 15 yes
(3%) (5%)

11029012 Barley flour 121.4 103.2 15 yes

11031922 Groats and meal 119.3 101.4 15 yes

11032912 Pellets 33.6 28.6 15 yes

11041120 Grains 121.4 103.2 15 yes

11042120 Grains 121.4 103.2 15 yes

11071012 Malt 111.4 94.7 15 yes

11071092 Malt 111.5 94.8 15 yes

11072012 Malt 111.4 94.7 15 yes

11072092 Malt 111.5 94.8 15 yes

i 1081912 Starch 111.4 94.7 15 yes

19019012 Malt extract 22.0 18.7 15 yes

19041022 Prepared foods 11.3 9.6 15 yes

23024012 Brans 111.4 94.7 15 yes

23099042 Feeds 16.3 13.9 15 yes

19049014 Precooked barley 11.0 9.4 15 yes

Margarine IP 4,535 7.558 183.8 156.2 15 yes
(3%) (5%)

15171020 Margarine 110.8 94.2 15 yes

15179022 Butter substitutes 256.8 218.3 15 yes

AVERAGE 204.5 173.5

IL Import licence.
IP Import prohibition.
IR Import restriction.
MIA Meat Import Act.

a Includes additional industrial protection. The tariffequivalent that applies is the higher of the ad valorem or a specific [thousand]
rate defined for each the tariff item.

b Expressed in dozens.
c No tariff quota has been offered for this product.

Source: Uruguay Round Schedules of Commitment for Agriculture.
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Table AV.3
Textiles and clothing import restraints, 1994

BGD BRA BUL CAM CHN COS CZE DOM HKG HUN IND IDN KON KOS LAO LEB

YARNS

Nylon filament yarn R

Nylon staple yarn R

Polyester filament yarn R

Polyester staple yarn R

Polyester / cotton yarn

Acrylic yarn R

Viscose yarn

Other artificial filament yarn

Other artificial staple yarn

Other man-made filament yarn

Other man-made staple fibre yarn

Other special yarn

FABRICS

Combed wool fabric R R R R R

Carded wool fabric

Unbieached cotton fabric R

Finished cotton fabric R R

Denin fabric R R

Unbleached nylon fabric R

Finished nylon fabric R

Polyester filament fabric R

Unbleached poly / cotton fabric R R R

Finished poly / cotton fabric R R R

Poly / rayon fabric

Other artificial fabric R

TEXTILE PRODUCTS

Bed sheets R R R R R

Pillow cases R R R

Toil. & kitch. linen, woven cotton terry R R R R

Toil. & kitch. linen, knitted cotton terry

Other toil & kitch. linen



Canada C/RM/S/51
Page 211

LESMAC MYS MAU NEP OMA PAK PEL POL QAT ROM SGP SLO ZAF LKA SWA SYR TWN THA TUR UAE URY VNM

R

R

R

R

R

R R R

R

R

R

R

R

R

R R R R R R

R

R

R

R

R

R

R

R

R

R

R

R

R

R

R

R

R

R

R R R

R R

R

R R

U

U

U

U

U

Table AV.3 (coat'd)
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BGD BRA BUL CAM CfN COS CZE DOM HEG HUN IND IDN KON KOS LAO LEB

Hosiery, wool R R

Hosiery, non-wool R R

Work gloves R R R

Work glove liners R R

Handbags, not coated L R

Handbags, coated R

Tablecloths

CLOTHING

Coats R U R R R U X U U

Jackets R R U R X R R U X U U

Rainwear L U R R R U X Il Il

Winter outerwear. MBWG R R U R R R R SJ R U 'J

Winter outerwear. C R R U R R R R U R U U

Mae casual & finewear suits R Il R R R R R S U R U U

Male casual & finewearensembles R U R X R R tU X U U

Male casual & fine wear jackets/blazers R U R R R R R S U R U U

Female suits /cnsembles R R U R X R R l! X U U

Femalejackets / blazers R R U R X R R U X U U

Female dresses / saris R U R X R R U X U U

Female skirts R U k X R R U X U U

Trousers, MB R L U X R X R X U X U Il

Trousers, WG R L Ul X R X R X U X U U

Trouscrs, overalls & shorts, C R L Il X R X R X U X Il U

Over / coveralls R L U X R X R S U X U U

Shorts R L 1J X R X R X U X U U

T.C. shirts R U R X R R U R U U

Woven shirts. MB R Il R X R R t, X U U

Woven shirts & blouses, WG R L U R X R R U X U U

Woven shirts& blcuses, C R L U R X R R U X U U

Athletic shirts& blouses R L U R X R R U X U Il

Athletic T-shirts R R U R R X R R U X U U

Athletic sweatshirts R U R X R R U X U U

Athlecticwear R U R X R R U X U U
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R R

R R

R R
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R

R

R

U R R U R

U

L
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U

U

U

U

U

U

13

13

U

13

U

13

R

R

R

R R

R

R R

R

R

R

R R

R R

1F R

R

R R

R R

R

R

R

U

U

U

U

R U

U

R U

U

U

U

RU

R U

R U

U

R U

F R U U X

R F R U U X

F R ' U X

R

R

R

R

R

R

R

R

R

R

R

R

R

R

F

F

R F

F

R F

F

F

F

F

R

R

R

R

R

F

F

F

F

F

X R R U U R R R U R R F R U U R R U F

U

U

U

U

U

U

R

R

R

R

R

R

R

R

R

U

U

U

R

R

R

U

U

U

R

R

R

R

R

R

R

R

F

F

F

R
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F

p
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R
R

R

R

R
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U

U

U

U
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Table AV.3 (cont'd)
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R
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U
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R
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R

R

R

R

R
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R

R

R
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U

U

U

U

F

F

F
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R

R

R

R

R

R
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R

R

U
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U
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U

P.

R

R

F

F

F

F

F

x
x
x

x
x
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R

R

R
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R

R

R

U
U
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U

U

U

U

U

F

F

F

R

R

R

R
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R
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R

R

U
F

F
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BGD BRA BUL CAM CHN COS CZE DOM HKG HUN IND IDN KON KOS LAO LEB

Underwear, MB

Underwear, WG

Underwear. C

R

R

R

U R R R X R R U R U U

U R R R X R R U R U U

U R R R X R R U R U U

Pyjamas, MBWG

Bathrobes, MBWG

Pyjamas & bathrobes, C

Jerseys, pullovers, card. & sweaters, MB

Jerseys, pullovers, card. & sweaters, WG

Jerseys, pullovers, card. & sweaters, C

Swimwear

Foundation garments

U R

U R

U R

R U X

R U X

R U X

U R

R

x

E

E

x

x

x

R

R

R U X U U

R U X U U

R U X U U

x u x U U

x U x U U

x U x U U

S U R U U

S U R U

Babies' coats, rainw., swims, & jackets

Babies' trous., shorts & over / ceveralls

Babies' shirts & blouses

R

R

R

Babies' T-shirts & sweatshirts blouses

Babies dresses & skirts

Babies sleepwear

Babies underwear

Babies jerseys, pullov., cardig, & sweat.

Babies other garments

Smocks & shop coats

U R

U R

U R

U R

U R

U R

U R

U R

U RR

R

R

R

R

R

R

R

R

R

Other garments

Export Authorization with export licence
Restraint: all fibres including silk > 70% and vegetable > 85%
Consuitation level with export licence
Restraint; cotton, wool, man-made
Surveillance with export licence
Unilateral restraint, all fibres; importer quota allocations
Restraint; cotton, wool, man-made, silk 70% and vegetable 85%

B
C
M
G
W

R U R U U

R U R U U

R U R U U

R U R U U

R U R U U

R U R U U

R U R U U

R U R U U

R U R U U

S

S R

Boys
Children
Men
Girls
Women

Bangladesh

Brazil

Bulgaria

Cambodia

China
Costa Rica

Czech Republic

Dominican Republic

Hong Kong

Hungary
India
Indonesia

Korea North

KOS
LAO
LEB
LES
MAC
MYS

MAU
NEP
OMA
PAK
PHL
POL
QAT

Korea South

Laos

Lebanon

Lesotho

Macau

Malaysia

Mauritius

Nepal

Oman

Pakistan

Philippines
Poland

Qatar

ROM
SGP
SLO
ZAF
LKA
SWA
SYR
TWN
THA
TUR
UAE
URY
VNM

Romania
Singapore
Slovak Republic
South Africa
Sri Lanka
Swaziland
Syria
Taiwan
Thailand
Turkey
United Arab Emirates
Uruguay
Vietnam

Source: Goverrnnent of Canada.

E
F
L
R
S
U
x

BGD
BRA
BUL
CAM
CHN
COS
CZE
DOM
HKJ
HUN
IND
IDN
KON
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R R
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F
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F
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F
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F
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F R
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F R

F R
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F R
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U R

U R
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U R

U R

U R

U

U

U

U

U

U

U

U

U

F

F

F

F

F

F

F

F

F

F

F

F
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R

R

R

R

R

R

U

U

U

R
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R

R

U

U

U

R

R

R

x
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U
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R

R

x s
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U
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U

x s

U
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x
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