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I. EXECUTIVE SUMMARY

Canada, one of the world's largest trading countries, has been an active participant in shaping
the world's rules-based trading arrangements over the past half-century. Domestically, Canada has
used trade policy as a central element of its overall economic development strategy. Trade policy has
increasingly become an integral part of Canada's attempt to become more competitive domestically
and internationally with the long-term productivity and per-capita benefits that follow.

The past ten to fifteen years have seen a particularly intensive period of Canadian trade policy
activity, starting with the appointment ofa Royal Commission on the Economic Union and Development
Prospects for Canada in 1982 through to the negotiation and implementation of the Canada-USA Free
Trade Agreement, the North American Free Trade Agreement and the Uruguay Round. In addition
to establishing or strengthening this framework ofan open, rules-based global and regional trade regime,
Canada has actively managed a number of trade disputes since the last TPRM review, including
countervailing duty actions against Canadian exports, and has initiated tariff simplification initiatives,
aggressively promoted Canada's trade opportunities abroad, and worked to expand market access
opportunities further by reducing or removing barriers to trade in particular instances. In recent months,
Canada has also actively engaged countries in discussions to extend the NAFTA beyond its three original
members and to expand the economic and trade liberalization and facilitation dialogue within the Asia-
Pacific Economic Cooperation (APEC) forum. Further, it has undertaken discussions with several
of its larger as well as its smaller trading partners in different fora on the emerging trade issues.

Canada will continue to pursue an active trade policy agenda. With the NAFTA and the MTN
negotiations completed, there remains much work to be done in consolidating the gains made and putting
in place the necessary structures to give full effect to the new agreements.

II. THE ECONOMIC AND TRADE ENVIRONMENT

The overall economic environment in which Canadian trade policy has been developed and
conducted since the last TPRM has been difficult. After strong economic growth through the mid to
late 1980's, Canada entered a period of recession in the second quarter of 1990. Initially, the recovery
from the 1990-1991 recession was very slow. It was not until the third quarter of 1993 that real GDP
regained its pre-recession peak. The recession and weak recovery led to declines in total employment
in both 1991 and 1992. The unemployment rate rose to a peak of 11.8 percent of the labour force
in late 1992. Much public blame was focused on international trade agreements as a primary or
contributing cause of this serious under-utilization of labour and other factors of production. Productivity
also suffered during this period while fiscal deficits, both at the federal and at the provincial level,
rose alarmingly, as did corporate and personal bankruptcies.

However, the foundation for renewed growth has now been laid. The Canadian inflation rate
is now amongst the lowest in the OECD and wage pressures are almost non-existent. This has led
to a substantial easing of monetary conditions, with both interest rates and the Canadian dollar well
below levels at the outset of the recession. Canadian productivity has risen dramatically as the
restructuring of the resource and industrial sectors has largely come to an end. Improved competitiveness
and growth in Canada's principal foreign market, the USA, has led to substantial increases ofCanadian
exports which have contributed substantially to overall Canadian growth. Domestic investment, as
well as imports of machinery and equipment, have also risen substantially in recent months, leading
to a broadening of the recovery and an improvement of future Canadian growth prospects. Strong
employment growth has resumed and the unemployment rate has fallen significantly since early 1994.
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Lower unemployment has led to a rebound in consumer confidence while higher capacity utilisation
has led to higher business confidence. Further, renewed activity in offshore markets will reinforce
Canadian economic growth prospects in the period ahead. All this will be underpinned by the
increasingly outward-looking, more efficient Canadian-based business enterprises that have emerged
from the recession and the process of adjusting to an increasingly globalized economic environment.

III. TRADE POLICY DEVELOPMENTS 1992-1994

Within the past two years, the key developments in trade policy from Canada's perspective
have been the completion and implementation first of the North American Free Trade Agreement
(NAFTA) and then of the Uruguay Round. Implementation of the Canada-USA Free Trade Agreement
(FTA) has proceeded steadily and well, although there have been a number of trade disputes largely
involving agricultural products or antidumping and countervailing actions that have been managed
throughout the period. As well, a number of administrative actions have been undertaken by the
Canadian Government, including tariff simplification.

(i) The Uruguay Round

Of primary importance to the management of the Canadian trade policy agenda since the 1992
TPRM was the successful conclusion of the Uruguay Round. Canada set out major objectives for the
Round early on, including a significant and comprehensive market access package, the full incorporation
of agriculture into international trade disciplines, a multilateral agreement on trade in services, the
development of fairer and improved trade rules, particularly in the areas ofsubsidies and countervailing
duties, and a stronger and more effective dispute settlement system. All of these Canadian goals,
developed in close consultation with the provinces and the private sector through a process of formal
and informal consultations, were met or surpassed as part of the final outcome of the Round. Further
and perhaps most importantly, the agreement to create a World Trade Organization to integrate all
the outcomes of the Round and to provide a central forum for the management of the world's trading
system, the product of close cooperation between Canada and the European Union, was a major result
of the Uruguay Round from Canada's perspective.

Estimates of the benefits of the Round to Canada, particularly from the much improved access
to offshore markets, indicate that Canada's GNP will be at least 0.4 percent or $3.0 billion higher
annually than it would have been without the Round once its results are fully implemented. This likely
impact, if anything, is an underestimate because of the dynamic effects resulting from the improved
climate for trade, the favourable impact on the overall growth of Canada's trading partners engendered
by the successful conclusion ofthe Round and, most importantly, the difficulty in quantifying the impact
ofnew rules in such areas as dispute settlement, intellectual property rights, services or trade remedies.
Importantly for Canada, the success ofthe Round has also meant that the open, rules-based multilateral
trade system has been renewed and has greater credibility. This is important in terms of the interests
of business and of those smaller, trade-dependent countries such as Canada that rely on a well-
functioning, stable international trade regime.

Along with other countries who signed the Final Act of the Uruguay Round in Marrakesh in
April, 1994, Canada is now in the process of implementing the results of the Round. An Act to
implement the World Trade Organization and related Uruguay Round Agreements was introduced into
the Canadian Parliament on October25, 1994; the Government expects that the legislation will be passed
before the end of the year. When proclaimed, the Act will give effect in Canadian law to the results
of the Uruguay Round negotiations.



Canada C/RM/G/51
Page 3

(ii) The North American Free Trade Agreement

A second key trade development for Canada in the past two years was the completion and
implementation ofthe North American Free Trade Agreement signed on December 17, 1992 by Canada,
the USA and Mexico. This agreement marks an important precedent for trade and economic cooperation
between two industrialized economies and a developing country. In addition, this agreement moves
beyond the parameters of the Canada-USA FTA by incorporating provisions which address a number
of new trade issues, including competition policy, intellectual property, investment and services.

The Canadian government introduced an omnibus bill, the "North American Free Trade
Agreement Implementation Act of 1993" on February 25, 1993, to amend the 29 Canadian statutes
necessary to give affect to the Agreement; the Act was passed by the Canadian Parliament on June
23, 1993. The USA and Mexico passed their own domestic implementing legislation in the fall of
1993.

On December 2, 1993, the new Canadian Government announced that it would proceed to
implement the NAFTA based on progress achieved on a number of conditions that it had set out during
the October 1993 election campaign. In particular, with regard to subsidies and countervailing duties
and dumping and anti-dumping duties, Canada sought and obtained the agreement of the USA and
Mexico to establish two working groups with mandates to address these issues and to complete their
work by December 31, 1995.

After review, the government also declared itself satisfied that the North American Agreement
on Environmental Cooperation and the North American Agreement on Labour Cooperation were in
Canada's best interests. The purpose of these agreements is to foster the protection and improvement
of the environment and to improve working standards and living conditions through cooperative work
programs and through binding obligations to effectively enforce existing environmental and labour
laws and regulations. Binding dispute settlement procedures can result in the imposition of penalties
in the event that an arbitral panel finds a persistent pattern of failure by a Party to effectively enforce
its environmental or labour laws in a trade-related situation. As of late October 1994, there have been
no complaints filed under the North American Agreement on Environment Cooperation and three under
the Labour agreement, all involving USA companies operating in Mexico.

At its inaugural meeting in Mexico City on January 14, 1994, the NAFTA Ministerial
Commission reviewed progress on the implementation of the agreement. Ministers instructed committees
and working groups under the agreement to begin their work and established two new working groups
not included in the NAFTA (one on government procurement, the other on services and investment).
The NAFTA Commission met again in Marrakesh, Morocco on April 13th to discuss a range of
implementation issues including accession of other countries. Most NAFTA committees and working
groups have had preliminary meetings to discuss terms of reference and establish work plans to implement
the Agreement.

The NAFTA has been notified by Canada and its NAFTA partners to the Contracting Parties
and will be examined by a Working Party established by the GATT Council on March 23, 1994. It
is Canada's view that the NAFTA meets fully the GATT Article XXIV requirement that freer trade
agreements liberalize substantially all trade and do not create new barriers to the trade of third parties.
Canada firmly believes that theNAFTA complements and enhances the GATT-based system by opening
up markets further and strengthening trade rules in the context of two developed countries and one
developing country - an unprecedented development in the evolution ofthe rules-based world economy.
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(iii) The Canada-USA Free Trade Agreement

On-going implementation of the Canada-USA Free Trade Agreement was also an important
feature of Canadian trade policy management over the past two years. January 1994 marked the mid-
point of tariff phase-in under the terms of the FTA. A substantial portion of two-way trade is now
eligible for duty free entry with the balance of tariffs to be eliminated by January 1, 1998.

Although largely satisfactory, FTA implementation has not been without its problems. Disputes
have centred on alleged unfair trade in grain, lumber, pork, and steel. At the root of several of these
disputes is the fact that the FTA did not resolve the issue ofmutually agreed trade remedy rules. Instead,
the FTA provided for a unique dispute settlement system providing for binational panel review of final
anti-dumping and countervailing duty determinations, i.e., Chapter 19, instead of judicial review by
domestic courts. In Canada's view, the Chapter 19 dispute settlement system has worked well and
has helped ensure objective and impartial decision-making by administrative agencies both in the United
States and Canada. However, Canada continues to believe that the Chapter 19 dispute settlement system
is not a long term solution to these ongoing disputes and that improved rules on the application of
antidumping and countervailing duties need to be developed. For this reason, Canada insisted on the
creation of trade remedy working groups in implementing NAFTA.

With five years' experience, the implementation of the FTA between the United States and
Canada has seen a progressive rise in trade volume despite, until recently, relatively slow domestic
economic growth in both countries. Total bilateral trade in goods and services grew by $91.6 billion,
from $221.8 billion in 1988 (just prior to the FTA) to $313.4 billion in 1993. In 1993, Canada's trade
surplus with the United States topped $8.7 billion.

A recent study has also found that export growth was strongest in sectors liberalized by the
FTA. For these products, Canadian merchandise exports increased 33 percent to the USA, compared
with only a 2 percent increase to the rest of the world.

The FTA also spurred cross-border investment. Between 1987 and 1992, bilateral direct
investment in the USA and Canadian economies grew by $29.6 billion, from $120.4 billion to $150.0
billion in 1992. The stock of Canadian direct investment in the USA increased by 33.6 percent while
the stock of USA direct investment in Canada increased by 18.9 percent. Likewise, net foreign
investment in the FTA trade area grew due to the increased attractiveness of both markets.

(iv) Internal Trade Negotiations

In its 1992 review of Canadian trade policy, the GATT Secretariat report noted that "progress
towards harmonizing disparate provincial policies and clarifying areas of federal and provincial
competence has ... been slow and uneven". Further, it specified "a need for further internal reforms,
to reduce economic frictions and create a more transparent and predictable framework for policy
formulation". While internal trade restrictions are not, in principle, directed against imports from
foreign countries, they may have an indirect effect, either positive or negative, on international trade.

After fifteen months of often intensive negotiations, federal, provincial and territorial
representatives signed the Agreement on Internal Trade on JuIy 18, 1994. The main elements of the
Agreement include a general rules framework, dispute avoidance and resolution procedures, a
commitment to future trade liberalization (including energy), a standstill on new barriers, a limited
number of general exceptions (eg. regional economic development, aboriginal peoples and culture),
and sectoral agreements on government procurement, investment, labour mobility, consumer-related
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measures and standards, agriculture and food products, alcoholic beverages, natural resources processing,
communications, transportation, and environmental protection.

(v) Government Procurement

The 1992 TPRM Report stated that "the purchasing policies of provincial Canadian Governments
are autonomous, with dissimilar criteria and administrative mechanisms for granting both provincial
and Canadian preferences. There is an ongoing attempt to rationalize and harmonize these policies."

Procurement carried out by provincial governments has not been included for coverage by
Canada under the GATT Agreement on Government Procurement (1979), the Canada-USA Free Trade
Agreement (1989), the North American Free Trade Agreement (1993) nor the recent GATT Agreement
on Government Procurement (1994).

The possibility ofextending benefits and disciplines ofthe new GATT Agreement was included,
however, in Canada's offer of December 15, 1993 which offered entities in all ten provinces on the
basis of commitments obtained from their governments. The list of provincial entities will be provided
within eighteen months after the conclusion of the new Government Procurement Agreement signed
in Marrakesh. Discussions regarding provincial coverage will be carried out under the specified
provisions of the new GATT Code.

(vi) Tariff Simplification

The GATT TPRM Review ofCanada, 1992, noted that "Apart from adjustments resulting from
the FTA, Canada's complex tariff regime has not undergone any significant reforms since the previous
review. It contains a variety of preferential arrangements and tariff relief provisions for specified
purposes. The NAFTA negotiations may even create additional layers of tariff preferences and more
complex origin regulations, compartmentalizing the structure of Canada's trade relations further."

Canadian tariff policy is undergoing a rapid evolution as a result of the FTA, NAFTA and
the Uruguay Round. Despite these major developments, the Canadian tariff regime continues to be
an important element of economic, trade and industrial policies, affecting the competitive position of
the Canadian manufacturing and service sectors both domestically and internationally. Tariffs are viewed
by the government as one instrument for facilitating the operations of Canadian importers and
manufacturers and forcreating particular opportunities for economic growthand industrial development.
For example, in December of 1992, it was announced by the Government that Canada would unilaterally
reduce its textile tariffs as a means to make Canada's apparel and other textile-using industries more
competitive. InJanuary 1994, tariffs on a large number oforiginal equipment vehicle parts were reduced
unilaterally by Canada from 9.2 percent to levels of either 2.5 or 0 percent.

In the federal government's Budget of February, 1994, the Government announced a new
initiative to simplify and streamline the Canadian tariff, including the reduction of tariffs on
manufacturing imports. A Task Force has been formed within the Department of Finance to conduct
a review over the next three years. Trade and industry associations, importers, manufacturers and
other stakeholders will be consulted for their views on simplification proposals developed by the Task
Force. The initial round of consultations was launched in May 1994 with regard to proposed reductions
on a wide range of manufacturing inputs.
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(vii) Rules of Origin

The TPRM Report of 1992 commented that "the NAFTA negotiations may even create additional
layers of tariff preferences and more complex origin regulations, compartmentalizing the structure of
Canada's trade relations further." The NAFTA rules of origin, which are consistent with the principles
and standards set out in the Common Declaration on Preferential Rules of Origin under the Uruguay
Round, build on the FTA by improving the transparency and predictability of the rules and, through
the Uniform Regulations, providing producers, exporters, importers and customs officials with consistent
and uniform interpretation, application and administration of the rules in the three Parties. The
improvements include replacing the value content test with a tariff classification change test for a wide
range of goods, such as numerical control machine tools, telecommunications equipment, certain medical
equipment, and major domestic appliances. The two methods for calculating the regional content level
provide greater flexibility for producers and address the ambiguities experienced under the FTA formula
by establishing a more straightforward calculation. Under the de minimis rule, goods will not be
precluded from enjoying preferential tariff treatment if they contain a small value of non-originating
materials that fail to meet the rules. The fungible provision allows producers to avoid duplicating
facilities for storing originating and non-originating materials and goods separately in their general
inventory. The NAFTA also provides for advance rulings for producers, exporters and importers on
whether their goods meet the rules, and for review and appeal rights to producers and exporters in
other NAFTA Parties.

(viii) Antidumping and Countervail

Canadian policies with respect to trade remedies have remained essentially unchanged since
the last TPRM report. Some procedural modifications were made to the relevant legislation (the Special
Import Measures Act, or "SIMA") in order to accommodate provisions in the NAFTA. Certain changes
are also to be made to the SIMA in order to implement domestically Canada's obligations under the
Uruguay Round Agreements. As noted above, Canada has embarked upon a process with its NAFTA
partners to consider alternatives to current trade remedy measures over the next fifteen months.

(ix) Safeguards

Canadian policy on safeguard measures is consistent with the provisions of Article XIX and,
for goods of U.S. or Mexican origin, with the relevant provisions of the NAFTA. Since 1992, Canada
has taken one safeguard action under Article XIX by implementing a temporary annual tariff rate quota
on boneless beef from non-NAFTA countries. For 1993 and 1994, imports of boneless beef from
non-NAFTA countries exceeding the annual tariff rate quota have been subject to a tariff surtax of
25 percent. Steps have been taken to liberalize the measure during its application.

Canada is also in the process of making the legislative changes necessary to implement the
provisions of the Agreement on Safeguards in the Final Act of the Uruguay Round. These will result
only in procedural changes (eg. with respect to the duration of a safeguard measure) rather than any
substantive change to Canadian practice.
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IV. FUTURE POLICY DIRECTIONS

Canadian trade policy has been largely successful over the past fifteen years in establishing
a global and regional framework for improved market access and a stronger rules-based system. For
the future, the fundamental underlying economic philosophy of freer and more open markets rooted
in internationally-agreed rules and practices will remain the basis of Canadian trade policy. As a result
of the fact of globalization, media interest, and the highly-publicized series of trade negotiations since
1986, it appears to be increasingly clear to all Canadian stakeholders in the economy that trade is vital
to Canada's economic well-being. Its economic growth, jobs, and standard of living depend on its
ability to attract new investment and technology, to pursue important policies which do not place
Canadian producers at a competitive disadvantage in the global marketplace, and to maintain and expand
access to export markets for goods and services.

Canadian trade policy over the next several years thus will:

- continue to be part of, and give effect to, the Canadian government's micro-economic strategy.

- remain a central, and ever-more important, component of our foreign policy in the post-Cold
War era. Trade policy is an important aspect of our bilateral relations with our friends and
a vital task that we will wish to continue to use in building a more stable multilateral system
to ensure international stability and economic growth.

- reflect continually the profound transformation taking place in Canada andin the worldeconomy
both geographically and in terms of sectors and issues.

To achieve its overall economic and trade objectives, the Canadian Government intends to pursue
trade policies aimed at reducing barriers to trade, strengthening the rules-based multilateral trading
system, and tightening international disciplines on the use of direct and indirect subsidies. In addition,
Canada intends to exercise leadership in addressing new trade issues which are now emerging on the
international scene.

(i) GATT/World Trade Organization

Throughout the post-war period, the GATT has represented the cornerstone of Canadian trade
policy. With the Uruguay Round negotiations completed, and once implementation of the results of
the Round are approved by Parliament, the establishment and effective operation of the World Trade
Organization will be among the Canadian Government's top trade policy priorities. This will involve
participating in the setting up and on-going effective operation of the WTO, including its councils,
committees, working parties, a dispute settlement body and appeal tribunal, and this Trade Policy Review
Mechanism. Canada will also continue to be actively involved in the twenty or more accessions to
the WTO and in on-going negotiations in financial, telecommunications, maritime services, and the
movement ofpersons as set out in the Uruguay Round's Final Act. As well, Canada proposes to continue
to use the forum of the GATT/WTO and other appropriate institutional fora for discussions on the
emerging or "new" trade issues, starting with trade and the environment and possibly later to include
such trade-related issues as investment and competition policy. As well, improved coordination and
cooperation within processes such as the G-7, the QUAD and with other key international economic
organizations, such as the IMF, the IBRD and the OECD, remain a key priority for Canada in ensuring
that the global trade and economic system runs effectively and openly.
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(ii) NAFTA

In insisting on an accession provision in the NAFTA, Canada has made clear its commitment
to a policy of open regionalism whether it be in Western Hemisphere, the Asia-Pacific region or
elsewhere. It is our view that the NAFTA represents a set ofGATT-consistent obligations that countries
seeking to go beyond what has been generally agreed upon in other fora can aspire to and work towards.
In the months ahead. Canada will be continuing to explore with many of its trading partners their interest
in further opening up their markets and achieving a higher level of trade obligations.

In addition, following consultations with the provinces and the private sector, the government
will pursue negotiations with the USA and Mexico on the acceleration of rariff elimination on certain
tariff items under Article 302 of the NAFTA.

(iii) Other Administrative Actions

Simplification of the Customs Tariff and related regulations referred to above, work on clarifying
rules of origin and promoting the harmonization or mutual recognition of standards, and management
ofthe Special Import Measures Act in response to complaints or findings will continue to be energetically
pursued by appropriate authorities within the Canadian government.

(iv) The Emerging Issues

A number of trade-related issues have made their way onto the trade policy agenda over the
past several years. The globalization of the world economy and the resulting impact on national policies
will require the development of new or more precise rules to handle these emerging issues.

Several principles may be followed in defining these "new issues" as they relate to trade. First,
Canada does not support the use of trade sanctions to impose one country's standards of conduct on
other countries; solutions must be found through a process ofinternational consultation and rule making .
Second, we must guard against the possibility that new rules can become a vehicle for protectionism.
Third, the fundamental premise of Canada's approach will be that the rules of the multilateral trading
system are complementary to, and not contrary to, the attainment of broader societal objectives.

While Canada sees the WTO as the ultimate focal point for most of this activity when the issues
are more clearly understood and the necessity of their being negotiated agreed to, it is important that
the WTO first demonstrate that it can manage its immediate tasks of establishing the new dispute
settlement mechanism and pursuing negotiations on unfinished Uruguay Round business.

Once the appropriate analytical work is done in various appropriate fora, Canada, working
with its private sector and the provinces, will want the WTO to proceed on these matters in a manner
consistent with its competence and mandate. There is a large agenda ahead that must be managed
carefully and effectively to ensure that the world trading system and, beyond that, the world's
international economic system, evolve in the broadest interests of us all.


