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fncreasa in'ihat government’s deficit., Fimally, there aise is:
consigeraole comeern that Canadizn savereignty will be "ungul "
somoeamisec, 1% JeTng arguae thac free irade oFf goods MusT nacsssErily
ve fzllowed Sy a frasr #iow of labour betwaan sha countries, -an=
Tiesar cograimszicn af fisgal, BACnange rata, and moRgtany polisies.

Assumatians st the Stugy

A In this study, we zssess the fmpact of removing both Lanagign
and Unitad States tariff and nan-farif¥ barriers staged aver
1988=-1%592, with varying a2ssumptions about whather Canzgian methods gf
production are alzared by access to the Targer United States market,
2Rd wnether current Unizad 3tates trage practicas are cantinged 4dr dre
alleareg %o respsng to “sratectionist™ pressurgs in that Zountry. The

following regresent salient assumptions.

¥ The reduction in Canadian tari*fs is equivaient, by 1992, -
2 giract raduction In the gverail Canadian Consumer Frica
Index of 0.5 par cant. Aszuming that ramoval of roOn~Lari FF
barriars will alsa be passed on %o cansumers in the form ¢f
redysed prices tecause of inéreased supply comeetition
furner reducas averall prices by 0.25 per ¢tent. This
implies fncrezsed real imcomes for Canadian housanalas, but
reduced pratit margins for a wide range of Canadian

progucers.

Thare are some partfal offsdts to these prize reducsions.
Caracdian exportars gf a widg rdnge. of ores and primary
fabrieazions, ang of selected agricuitural and Toresary
praducts sell inth already, highly comperitive markets. In -
selected "prica-taker” casas, we.have assumed that Canadfan
producers realfze the full income. gaims af the Uniteq .States
government {arif¥ raduction. In these imstances, prodycer
prafits ars fncreased, and there are upward pressuras on
Canadian commodity prices.

There are ro significant carifs or nan<=tariff barrigrs 1o
trade in energy. Acsordingly, we have assumed thaz Canadian
enargy produciicn is unaliterad by a traae agreement.
Similarly, we have assumed that the Auta Pact remsins in
farce. There s a small gesitive impact on Canagian
proquetion from elimination of nan-tariéf barriers on Trade
in autss., commercial vehicles, and parts.

¥ Nermai gehaviour of investgry suggests that their spendfng in
Canada wouid rise in response to increasad rea] demend and
reduycad costy-of capital. As well, past benayiour suggests
here wauld be imargsved labour groductivity wizh incressed
ausdut., To reflact zlcared possiditities that Canagian
groducers cauld goerate larger scala plants, however, we have
ggsumed’ that frvesiment sgending will increase bayang That

wnich couid be exvesiad agrmaily (3830 miliian annualiy &%
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