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ABOUT THIS DOCUMENT

pening Doors to the World: Canada’s International

Market Access Priorities — 2005 outlines the

Government of Canada’s priorities for improving
access to foreign markets for Canadian traders and
investors through a range of multilateral, regional
and bilateral initiatives in 2005. It also presents
>igniﬁc;mt nmrl\'ct-npcning results from 2004 that
will benefit Canadian business. Subjects range from
Canada’s broad negotiating objectives at the World
Trade Organization to the details of specific bilateral
trade irritants. The report is not intended to be an
exhaustive catalogue of government activities to
improve access to f‘orcign markets; neither is it a
comprehensive inventory of foreign barriers to

trade or investment.
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The Department of Foreign Affairs and International
Trade coordinated the preparation of this report with
the assistance of Canadian embassies and missions
abroad, other federal government departments (espe-
cially Agriculture and Agri-Food Canada, Finance
Canada, Industry Canada and Natural Resources
Canada), provincial governments and, of course,
Canadians doing business abroad. Its contents are
current up to end of February 2005.

Opening Doors to the World: Canada’s International
Market Access Priorities — 2005 updates and expands
on topics presented in the 2004 report, which was
released in April 2004.
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MESSAGE FROM
THE MINISTER FOR
INTERNATIONAL TRADE

s Minister for International Trade, I am pleased

to present the 2005 edition of Opening Doors to

the World: Canada’s International Market Access
Priorities, which outlines Canada’s market access
objectives for 2005 and highlights the successes

achieved during the previous year.

Canada’s economic prosperity depends on its success
as a trading nation: an estimated one out of every
four jobs in Canada is linked to our international
trade activities. These activities no longer limit
themselves to the traditional imports and exports of
goods and services. International Trade also encom-
passes investment, joint commercial collaborations,
technology partnerships and all the other elements of
global value chains, the multi-national and regional
networks of finance, production and distribution.

As manufacturing integrates across borders and
trading between branches of the same firm continues
to expand, it is becoming increasingly difficult to
identify where the border of our economy actually
lies. Our objective in 2005 is to contribute to
Canadian prosperity reflecting this new complexity
of the international economy while pursuing

traditional opportunities.

In 2005, our relationship with the United States will
continue to be of paramount importance. Canada
and the United States have the world’s most success-
ful commercial relationship, with almost $2 billion in
goods and services exchanged daily. But, in a dynamic
world economy, we must work continuously to build
this long-standing relationship. While securing and
deepening our access to the United States market is a

constant challenge, it is also an opportunity.

Since September 2001, the movement of goods and
people across the Canada—United States border has
become a particular concern for Canadian business.
[n part to address these concerns, a New Partnership
was announced by the Prime Minister and President
Bush in November 2004. This initiative will build on
both NAFTA and the Smart Border Accord to lay out
an agenda for expanding economic opportunities,
prosperity and competitiveness in North America.

It will strike a balance between addressing security

concerns and addressing commercially important

measures to facilitate cross-border trade. On
March 23, 2005, Prime Minister Martin and
Presidents Bush and Fox agreed to pursue this

initiative on a trilateral basis.

Mexico also features prominently on our North
American agenda. Since the inception of NAFTA

in 1994, Mexico has become Canada’s sixth largest
export market and Canada has become Mexico’s sec-
ond largest. To build on this momentum, the Prime
Minister and President Fox of Mexico launched the
Canada—Mexico Partnership in October 2004. This
is a high level public-private forum which will
strengthen bilateral economic and policy cooperation.
Bringing together business leaders, key economic
actors and senior policy makers, the Canada—Mexico
Partnership will foster strategic networks and enable
the business communities and governments to
respond to the challenges of sustaining and augment-
ing the level of prosperity and competitiveness that

the NAFTA relationship has helped to build.

An important shift in the global distribution of
wealth and influence is underway beyond our
continent. Countries formerly considered to be
“developing” are becoming more influential, with
growing middle classes and rising production, pur-
chasing power, human capital and financ ial strength

[hese are markets or regions experiencing rapid and




sustained growth, attracting the attention and invest-
ment of multinational enterprises. China, India and
Brazil are prime cx;xmplc,\‘ exercising influence in
international trade negotiations proportionate to

their new strength.

['hese developments have significantly altered the
dynamics of international commerce, and have
important implications for the competitiveness of
companies and the prosperity of nations. Canada’s
competitiveness within even our most traditional
markets will be increasingly influenced by the depth
and breadth of our engagement with these countries.
Engagement with these markets is not merely a
question of expanding our exports; it is about access
to competitively priced inputs. It is also about invest-
ment flows, intellectual property development and
protection, science and technology linkages, and
access to distribution networks—all critical elements
of being competitive in a global business environ-
ment. We must succeed in engaging with these
partners if we are to ensure that we remain integral

to the business equation.

The year 2005 will also be a busy one on other trade
policy fronts. We will engage with emerging market
countries to establish Foreign Investment Promotion
and Protection Agreements with China and India, we
will conduct exploratory talks with Korea regarding
possible free trade negotiations, and we remain com-
mitted to seeking an ambitious outcome for the
Doha Development Agenda at the World Trade
Organization. Canadian negotiators will also be
involved in several bilateral negotiations to open
markets for Canadian business and to complement
broader, multilateral efforts. For example, we will
continue to pursue a comprehensive Trade and
[nvestment Enhancement Agreement with the
European Union. This innovative pact is intended

to move beyond traditional market-access issues in
the World Trade Organization. Another example is
the Canada Japan Economic Framework on which
we will accelerate our efforts to help advance our
economic relations with this important trading

|‘>.HH]&‘I [M‘v\HIIL{ [llk‘ current I\l\&'.

»rld: Canada’s International

The Government of Canada will continue to consult
regularly with all stakeholders: the provinces and
territories, the business sector, non-governmental
organizations, municipalities and the Canadian
public. This dialogue is an invaluable tool used by
the government to communicate and to inform its
forward agenda on a wide range of issues.

[ would encourage you to consult the department’s
trade negotiations and agreements Web site at
www.international.gc.ca/tna-nac/ for the most up-to-
date information on Canada’s trade policy agenda.

Z/4

The Honourable James Scott Peterson, P.C., M.P.

Market Access Priorities — 2005




INTRODUCTION

anada is a trading country, with the export of

goods and services accounting for more than

40% of economy activity. International trade
is integral to our continued prosperity. Canada’s
exposure to international competition has energized
our economy, spurred innovation, attracted foreign
investment and created hundreds of thousands of
jobs for Canadians.

Although Canadians have been successful in selling to
the world, our ability to fully exploit opportunities in
key markets is often limited by a variety of barriers to
trade. To ensure secure and predictable access to the
world for Canadian traders and investors, the govern-
ment will continue its efforts to bring down barriers
to trade in key markets. This means strengthening the
institutions and the rules that govern international
trade and investment, forging relationships with new
partners, and ensuring that other countries live up

to their commitments.

Opening Doors to the World: Canada’s International
Market Access Priorities — 2005 presents significant
market-opening results achieved over the past year
and outlines the government’s priorities for 2005

to further improve access to foreign markets. The
government will continue to pursue its goals multi-
laterally (through the World Trade Organization);
regionally (through the North American Free Trade
Agreement and negotiations towards the Free

Trade Area of the Americas); and bilaterally with

key partners, through the negotiation of free trade
agreements (European Free Trade Association,
Central America Four, Singapore), negotiations
towards the Canada—European Union Trade and
Investment Enhancement Agreement, and through
exploratory talks toward the possible negotiation

of free trade agreements (Korea, CARICOM, Andean
Community and Dominican Republic), as well

as other bilateral initiatives such as negotiations

on Foreign Investment Protection and Promotion
Agreements with China and India and the develop-
ment of the Canada—Japan economic framework. In
all cases, the government’s objective will be to ensure
that Canada’s traders and investors benefit fully from
international trade agreements.

Introduction

TRENDS IN CANADIAN TRADE
AND INVESTMENT

Canadian trade performance in 2004 rebounded
from the relatively poor showing of the previous year.
Merchandise exports on a balance of payments basis
(or goods exports) advanced 7.6% (or $30.3 billion)
over 2003 levels, to $430.3 billion. Merchandise
imports posted a gain of 6.2% (or $21.1 billion), to
$363 billion. Overall, the merchandise trade surplus
with the world increased by nearly $9.2 billion to
$67.3 billion.

Notwithstanding the 7.9% currency appreciation
against the U.S. dollar over the year, coming on the
heels of 2 21.7% appreciation over the year before,
there were across-the-board advances in exports in
2004, as all seven of the major commodity groupings
recorded increases. Leading the gains were Industrial
goods, which recorded both the largest export growth
rate and the largest absolute gain in exports, at

16.6% and $11 billion, respectively. Also registering
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impressive gains were Energy pr()ducts (up 13.9%,
or $8.4 billion) and Forestry products (up 13.8%,
or $4.7 billion).

On the import side, gains were also broadly based,
with only Agricultural and fishing products recording
a small decline (of 0.7%, or $0.1 billion). Energy
products imports grew at a sizzling 26% pace last
year, up $5.1 billion over their levels a year earlier,
while Industrial goods advanced 12.7% (or $8.3 bil-
lion) and Machinery and equipment increased 5.6%
(or $5.5 billion).

Opverall economic activity in Canada’s largest foreign
market, the United States (U.S.), rose as GDP
expanded 4.4% last year compared to 3% the

year before. As a consequence, Canada’s trade with
the United States picked up substantially in 2004.
Exports rose $21.5 billion (or 6.5%) to $351.9 bil-
lion, while imports advanced $10.2 billion (or 4.2%)
to just over $250 billion. Thus, the annual merchan-
dise trade surplus with the United States expanded by
some $11.3 billion to $101.8 billion. For the year,
the United States accounted for 81.8% of Canadian
merchandise exports (down from 82.6% in 2003)
and 68.9% of total merchandise imports (down from
70.2%). It should be pointed out, however, that these

figures are likely overstated due to transshipments.

Exports to the European Union vaulted 12.3% (or
$3 billion), to $27.1 billion last year. For the same
period, imports were up 4.4% (or $1.5 billion), to
$36.3 billion. Thus Canada’s trade deficit with the
European Union narrowed by $1.5 billion to stand
at $9.2 billion in 2004. Most of the gains came from
the United Kingdom, where Canada managed to
change a $1.1 billion merchandise trade deficit into
a slight ($115 million) trade surplus between 2003
and 2004. The Canadian trade deficit with Japan was
almost eliminated last year, as it was reduced from
$859 million to just $64 million. Our merchandise
exports to that country edged up 1.8% (to just below
$10 billion) last year, while our imports from that
country retracted 5.8% (to just above $10 billion).
Elsewhere, Canada’s merchandise trade deficit with
the other Organization for Economic Cooperation
and Development (OECD) nations not already men-
tioned grew by almost $1 billion, from $7 billion

to $8 billion, while the deficit with all other
non-OECD nations widened by $3.4 billion, to
$17.2 billion. '

In 2004, Canada recorded a trade deficit on its trade
in services of $11.2 billion, up $300 million from the
year before. Services receipts expanded by $2.4 billion
(or 4%), while payments grew by $2.7 billion (or
3.8%). Services exports were up across the board,
most notably to the European Union (up $0.9 bil-
lion), to Japan and to the other OECD nations (up
$0.5 billion, each), and to the U.S. (up $0.4 billion).
Services imports were up from most major trading
regions, with the exception of the United States
where they edged down 1.1% (or $0.4 billion).
Gains were led by the non-OECD countries (up
$1.3 billion), Japan (up $1 billion), and the
European Union (up $0.7 billion).

In terms of services sectors, exports were up by
$1.8 billion (12.3%) for travel and by $1.6 billion
(15.3%) for transportation services, but were down
by $1.2 billion (3.5%) for commercial services. The
same pattern holds on the import side, travel services
were up by $2.1 billion (11.3%) and transportation
services up by $1.5 billion (10.9%), while com-
mercial services imports were lower by almost

$1 billion (2.7%). As a result of these movements,
Canada’s travel services deficit widened by $0.3 bil-
lion to $4.1 billion and the commercial services
deficit expanded by $0.2 billion to $3.7 billion,
while the transportation services deficit marginally

o

narrowed ($23 million) to $3.9 billion for the year.

Canadian direct investors injected $57.5 billion
abroad over 2004. This amount went in roughly
equal measures to acquisitions and to increases in the
working capital of foreign affiliates. Geographically,
just over 70% of the year’s direct investment went to
the United States, while four-fifths was invested in
just two broad industry groups: finance and insurance
and energy and metallic minerals.

Canadians have been active recently buying back
foreign owned or foreign controlled firms in Canada.
Foreign acquisitions have been negative in four of the
past five quarters (negative acquisitions result when
Canadians on balance repatriate companies from for-
eign investors). With these re-purchases, total foreign
direct investment into Canada in 2004 amounted to
a modest $8.5 billion. Most of the investment came
from reinvested earnings. Geographically, foreign

direct investment rose from U.S. and Asian investors,

Opening Door to the World: Canada’s International Market Access Priorities — 2005




but declined from EU investors. There were two
large international mergers accounting for the EU
reductions.

With the economy having lost momentum under the
weight of the higher valued Canadian dollar in the
final quarter of 2004 and somewhat weaker near-term
prospects, €Conomic prospects for Canada over 2005
have been trimmed back to about 2.9%, according

to the February 2005 federal Budget. Growth is
expected to come from the strength in consumer
spending and business investment, thanks to solid
labour markets and rising incomes. The government
sector also appears to be in good shape to support
overall economic activity given its solid fiscal posi-
tion. On the downside, along with the continued
challenges of a strong currency and another sustained
rise in oil prices are possible efforts to staunch the ris-
ing the United States fiscal deficit and threats of a
sharp rise in United States core inflation and higher
interest rates that could effect growth in the United
States economy, all of which add uncertainty to

grm\'lh expectations for Canada.

FOCUS ON THE EMERGING
MARKETS STRATEGY

Why an Emerging Markets Strategy?

All Canadians have a stake in building a better
Canada. Canadian prosperity and economic security
depend upon our ability to trade goods and services
and to benefit from investment. Maintaining the
status quo presents the risk that Canadian firms,
capital and expertise will be sidelined from centres
of growth, finance and knowledge in the global
economy. Canada needs to push the frontiers of its
international commerce. It needs to maintain its
influence on the multilateral agenda through new
international partnerships, particularly as emerging
powers become more active players. Whether in sus-
taining value-added economic activity at home or
dealing with the geopolitical realities of growth and
development around the globe, it is vital that we

}\n\i(iun an’\Ll\ (& fiul‘ [Ilk' "llllllk‘.

Canadians from all walks of life are invited to
contribute their views, experience and expertise to
the ongoing dialogue on how Canada can support

Canadian businesses in establishing themselves within

INTRODUCTION

emerging markets and global value chains, and on
how to ensure Canada’s overall commitment to
sustainable development.

The Current Confext

Canada is facing new challenges and remarkable
opportunities in the global marketplace. The 21st
century economy is one characterized by competitive-
ness defined on a world, not domestic, scale; it
involves international networks of production and
global value chains in which emerging regional and
country markets figure prominch[ly. Some markets
are truly global in scope, while others are a major
force in their own region. Whatever the scope,
emerging markets are commanding greater attention
not only because of their new wealth, but also
because of their new influence on global agendas.
Our success in markets such as China, India and
Brazil will increasingly define how effectively
Canada will adjust to the new global dynamics.

With over 80% of Canada’s goods exports entering
the United States, fostering our trading relationship
with that economy will continue to be a key govern-
ment priority. However, we also have a responsibility
to provide the tools that Canadian business needs

to take advantage of the major opportunities in

emerging markets.

[n looking beyond our current trade relations to
secure Canada’s future prosperity and economic
security, we also recognize that expanding trade

and investment in new markets presents challenges
and opportunities for Canada as well as our trading
partners. Canada considers trade to be an essential
component of an integrated and comprehensive
approach to sustainable growth in Canada and,
indeed, globally. Social policies and programs such as
education and skills upgrading and social protections
for workers, as well as effective environmental
management that supports increased and better
employment, strengthen the contribution that trade

and investment make to economic growth.




Global Business + Emerging Markets =
New Paradigm

The term “emerging markets” encompasses more than
a focus on specific countries. Global companies seek
production efficiencies and strategic regional position-
ing in order to remain competitive worldwide. In this
way, production is disaggregated across many jurisdic-
tions and animated by investment in all directions, as
well as by the internationalization of the knowledge-
based economy and electronic communication.

These progressive international networks, or “value

chains” as they are often termed, are most prominent
within regional trading blocs such as North America
and North and East Asia

and integration is moving
at a very rapid pace. We are witnessing the beginning
of a profound shift in the distribution of wealth,
economic activity and influence. Global value chains
are not new: they have been used by multinational
enterprises (MNEs) for years to lower costs and
increase productivity. For many companies, participa-
tion in global value chains, particularly in emerging
markets, is not just an issue of reducing costs or
increasing productivity but a matter of survival.

Canada is very much part of this setting. For exam-
ple, sales by Canadian affiliates abroad represent an
important source of revenue, with a proportion of
the repatriated earnings financing ongoing research
and technology development (R&D) in Canada.
Similarly, those involved in R&D, design, engineer-
ing, sales, marketing, information systems and
customer service make a major contribution to this
country’s economy and prospects for growth. In this
context, government must re-evaluate and coordinate
the programs and services it offers to investors and

the knowledge sector, as well as to exporters.

A Canadian approach must encompass not only
companies that have successfully positioned themselves
as leaders of global value chains (typically MNEs),

but also small and medium-sized enterprises (SMEs)
that are under pressure to innovate and upgrade their
operations in order to fully participate in international
markets. As global competitive pressures mount in
traditional markets, SMEs also need to address the
challenges and opportunities of emerging markets,
cither directly or as players in larger value chains that
include emerging market partners; their future growth,
if not survival, depends on this. &

Opening Doors to the World: Canada’s International Markef Access Priorities — 2005

Growth indicators have been impressive in markets
such as China, India, Brazil and other emerging
markets. But growth is only one consideration for
government in selecting target markets. Convergence
of demand and Canada’s supply capacity must be
verified as a first step to identifying markets for
priority attention.

Shifting Gears: Adapting to the New Paradigm

Canada, like other Organisation for Economic
Cooperation and Development (OECD) countries,
must factor in a diversity of new, effective players
and priorities as emerging markets come to play an
increasingly important role in the world economy.
Policy challenges arise in balancing interests such as

promoting strong trading relations and advancing
human rights and sustainable development objectives.

Emerging markets frequently offer production cost
efficiencies but sometimes entail risks such as limited
intellectual property protection and restricted market
access. We must continue to evaluate whether
Canada’s current array of policy instruments and
business development tools are appropriate to meet
available opportunities and the types of challenges
and competition we face in the marketplace. Is
enough priority being accorded to outward as well as
inward investment? How can we best share technolo-
gies and develop new partnerships that will promote
successful commercialization of research at home and
long-term market penetration abroad? What are the
skill sets needed that will best help Canadians both
to adjust to and benefit from labour mobility in a
global context?

Potential Emerging Markets

An emerging market can be a country, a region or

a sector that is experiencing rapid and sustained
growth, usually attracting the active participation,
directly or indirectly, of multinational enterprises.
An analysis of the opportunities and challenges of
doing business with economic giants, such as China,
India and Brazil, will help to shape a framework that
identifies priorities and commonalities that can best
be addressed through an integrated strategy.




It is evident that China, India and Brazil present spe-
cific opportunities accompanied by individual risks,
and that they require a careful assessment of different
“tool kits” to assist Canadian business. However,
they are not the only countries or regions that hold
significant promise. Canada’s emerging markets
strategy must take into account the new realities

of regional integration, the growth requirements of
specific sectors where Canada excels as well as the role
of global sourcing, finance and investment in setting
the stage for strategic business partnerships.

China

East Asia has been home to some of the world’s
fastest growing economies, and China, in particular,
has been a driving force in the establishment of
regional sourcing and manufacturing linkages. As
the world’s most populous country with the fastest
growing economy (9.5% in 2004), China is an eco-
nomic giant that surpassed Japan as Canada’s second
largest bilateral trading partner in 2003. In 2004,
Canadian exports to China grew by more than 40%.
China’s growth is expected to continue: according

to Goldman Sachs, China may become the world’s
second largest economy by 2016, up from sixth, and

the world’s largest by 2041.

Reinforced by demographic evolution and institutional
adjustment, dynamic new patterns ()fumxump(iun are
emerging. The middle class in China is rapidly expand-
ing, resulting in new sources of financial power, along

with a realignment of global energy balances, a shift in
the locus of infrastructure development, and an altered

context of labour, skills and knowledge.

China attracts more foreign investment than most
other nation and, recently, has adopted a new strategy
of outward investment. China has a growing need

for a reliable and diverse supply of natural resources,
particularly energy, and it is an important link to

regional supply chains in Asia.

- . .
China has emerged not only as a growing economy

but also as a rising player in regional and global sup-
ply chains, resetting patterns of trade and investment
internationally and framing the pursuit of competi-

tiveness and prosperity at home in Canada.

NTRODUCTION

In order to position firms to benefit from these
changes, Canada is currently building on its relation-
ship with China through negotiations for a foreign
investment protection and promotion agreement
(FIPA). There are many outstanding business
opportunities in China—particularly in agricultural
technology, agri-food, building products, financial
services, information and communications technol-
ogy, mining and minerals, and transportation. The
question for government is where to focus our
(limited) trade resources in order to ensure that
Canadian industry is thriving in this market and
region 10 and 20 years from now.

India

As the world’s second most populous country and
with a rapidly expanding middle class, India is a
potential consumer market for Canadian exports.

As India develops, it will need to draw on foreign
technology and investment. Indian investment
abroad (particularly in high technology) is significant
and growing. The Indian business services sector
plays an important role in the country’s global

'\.‘()H]II]L‘I‘CL‘{] g[‘()\\'[h.

Canada is currently negotiating a FIPA with India. The
most promising opportunities in India include finan-
cial services, energy and transportation infrastructure,
information and communications technologies, envi-
ronmental industries, Jgri—ﬂmd. education and cultural
industries. Here again, however, we confront tough
questions on where to focus resources in order to

address Canada’s long-term interests.

India is a significant player in the knowledge sector,

and heightened Canada-India cooperation in science
and technology could support the Canadian innova-
tion agenda and serve as a launch pad for further

mutually beneficial trade and investment links.

Brazil

['he Brazilian economy is large (15th in the world)

and diversified, with strong agricultural, industrial,
energy, raw materials and services sectors. Economic
reforms are starting to pay dividends with 5.2%
growth in the fourth quarter of 2004, compared with
the same quarter one year earlier. Brazil's importance
in the region is critical. It is the door to Mercosur

a common market/customs union between sever

\()ll[ll ‘\I]I’\Iluil’l countries) and, more \‘iluhi y, ¢




key to a wider hemispheric integration and trade
liberalization process. As a leader of “emerging” and
“developing” economies, Brazil has a significant role
in the search for consensus on achieving equitable

growth in a globalized environment.

In November 2004, Prime Minister Martin and
President da Silva of Brazil issued a joint declaration
stating their intention to negotiate enhanced market
access in the areas of goods, services and investment
in the context of the FTAA. The hope is that this
initiative will help to move the FTAA negotiations
forward, toward the conclusion of a comprehensive
and high-quality agreement that promotes regional

economic integration.
£

During the autumn of 2004, the Minister for
[nternational Trade addressed a number of business
groups, publicly outlining his vision for Canada’s
engagement with emerging markets. Specific elements

of this vision include:

M cnsuring a foundation of country-to-country
relations and promoting other non-trade links
with selected partner countries;

B providing business with market intelligence,

risk analysis, local knowledge and expertise;

B encouraging business to develop its own strategic
approaches to selected markets; and
B providing business services and trade policy instru-
ments to assist Canadian business in establishing
footholds in emerging markets and protecting their
iIlI\'I\'\l\ once [h(} are on lhc gl‘uund
Exchanges on emerging markets began early in 2004,
with initial visits to prospective partner countries as
well as informal discussions with various stakeholder
groups imlmiin;g associations, provinces and busi-
nesses. Formal discussions also took place in late
November, with Minister Peterson and Parliamentary
Secretary Mark Ej king Im\[m;; three round tables
with representatives of the business, academic and
civil society communities. The objectives of these

consultations were to:

M interact with a broad range of stakeholders;

B determine which emerging markets and sectors

will be significant for Canada;

) ‘ / 7: Canada’s International

B improve awareness among Canadians and policy-
makers of the challenges within a complex and
changing international trade environment;

M identify the key roles for the federal government;

M cstablish an overall direction for an emerging
markets strategy; and

B encourage discussion of broader related issues.

Throughout the consultation process, common

themes became apparent. These included:

M optimism about Canada’s potential to meet the
challenges and opportunities in emerging markets;

B the view that China should be the key focus for
Canada’s emerging markets strategy, with addi-
tional interests being India, Brazil/Mercosur,
Southeast Asia, Russia/Central Europe and
regions of the Middle East;

B calls for aid, trade and investment development
objectives to be more closely integrated;

M calls for government to develop a strategic and
integrated approach to supporting Canadian
interests in emerging markets; and

B scrong support for an approach that will extend

and draw upon partnerships already established

in North America.

The issues raised by emerging markets extend beyond

government promotional activity in support of busi-

ness clients. They challenge the government to review

its policies with a view to supporting market access
for Canadian products, services and investment with
broader forms of economic and social cooperation.
Canada’s trading partners and competitors are aggres-
sively establishing themselves in key emerging
markets through bilateral and regional trade and
investment arrangements and other initiatives.
Although we can learn from their best practices, we
also need to determine which partners and instru-
ments best advance our economic and social interests.
Part of this process is to ascertain what more can be
done domestically to establish Canada as a partner of
choice and which issues need to be more aggressively

pursued at the bilateral and multilateral levels.
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Some of the key priorities include:

B strengthening the bilateral dialogue with key
markets, including through visits by the Prime
Minister and Minister for International Trade to
China and India;

M negotiating t})rcign investment promotion and
protection agreements with China and India;

B working with partner departments and
provinces/territories as part of a whole-of-Canada
approach to the opportunities and challenges
presented by emerging markets;

B increasing the focus on market intelligence that
goes beyond identifying export opportunities to
analyse how global and regional value chains
operate and to assess the opportunities for
Canadian strategic placement within those
chains—whether through an expanded service
presence, investment and joint venture activities,
or knowledge partnerships;

M establishing a policy agenda that facilitates business,
not only through enhanced market access but also
through a new focus on regulatory questions;

B reviewing the suite of business services offered
to Canadian firms to ensure they respond to the

needs of the business community; and

M targeting outreach in Canada to draw more
SME:s into beneficial activity or partnering in

emerging markets.

CITIZEN ENGAGEMENT AND OUTREACH
ON CANADA’S TRADE AGENDA

Openness and transparency are key to an informed
\“‘llt)};llt' between Canadians and their government.
['he International Trade component of the
Department of Foreign Affairs and International
[rade (DFAIT [IT)) manages a range of permanent
and ad hoc consultative mechanisms to ensure that
the views, priorities and interests of Canadians at
large, other levels of government, industry, non
governmental organizations (NGOs) and public
interest groups are taken into account in the

development of Canada’s trade agenda.

INTRODUCTION

In response to evolving needs, and as part of the gov-
ernment’s continuing efforts to enhance transparency,
the Department has conducted an assessment of the
effectiveness and adequacy of its consultations and
outreach mechanisms. The evaluation was undertaken
by the Office of the Inspector General between
February and September 2004, and a final report
with a departmental response will be made available
to the public in 2005. A new approach to consulta-
tions will balance and distinguish between outreach
and consultation sessions; provide for timely input
from the people across areas .Uf‘ interest and with
up-to-date knowledge; include real-time briefings
during critical phases of negotiation; incorporate
complex and cutting-edge issues in the trade agenda
that are reflected in the tools, services and agreements
currently being negotiated; reflect the ability of
organizations to be represented during consultations;
and where applicable, establish a feedback system to
reflect the government’s accountability to Canadians.
Implementation of redesigned trade consultation

mechanisms is expected in 2005.

Parliamentarians are an integral part of DFAIT (IT)’s
consultations. By encouraging public awareness and
understanding of international trade, as well as citizen
participation in pul\li( consultations, }xu'liann-m«u'i-
ans play a critical role in developing trade strategies
and policies that reflect the priorities and interests of
Canadians. The work of parliamentary committees
serves as a key instrument in hclping parliamentarians
increase their knowledge and understanding of
Canada’s trade strategy, as well as contribute to

the development and refinement of this strategy.
Government responses to many of the committee
reports, coupled with testimonies and briefings from
ministers and senior government officials during
committee lu.n'in}:\. prov ide another nmmulmir} for
the government to keep citizens and parliamentarians
fully informed about the strategic orientation and

policy direction of Canada’s trade agenda.




The Government of Canada uses a variety of
mechanisms to maintain a close relationship with the
provinces and territories in the area of international
trade policy. Government officials hold quarterly
meetings with their provincial and territorial counter-
parts, as part of the Federal/Provincial/Territorial
Committee on Trade (C-Trade), to review the overall
trade agenda and emerging trade policy issues, as well

as to consult on the formulation of Canada’s negotiat-

ing positions and strategy. In addition to these regular
: &) 2

meetings, the Minister and Deputy Minister for
[nternational Trade meet roughly once a year with
provincial and territorial counterparts to develop
further the cooperative relationship that exists with
the provinces and territories in trade and investment
policy, to update them on recent trade developments,
and to discuss trade policy directions, priorities and
strategies. With the endorsement of the provinces
and territories, the Department has established a
joint working group to address the concerns of
municipal and community-based interests regarding
international trade. In 2004, the Government of
Canada worked with the Federation of Canadian
Municipalities (FCM) to prepare a guide to help
Canadian municipalities better understand interna-
tional trade obligations and impacts involving areas
of municipal jurisdiction. Once completed in early
2005, the guide will be posted on the FCM and the
department Web sites.

['he government is also addressing issues of interest
to a broad spectrum of Canadians using multi-
stakeholder and sectoral information sessions, as

well as round table discussions. Reports on many

of these sessions are available on the Department’s
trade negotiations and agreements Web site
(wwuw.tradeagreements.gc.ca). Examples of information
and consultation sessions that took place during the

past year are set out below:

B Throughout the year, Canada’s chief negotiators
hosted teleconferences in order to update key
stakeholders on the progress of their respective
negotiations.

M In February 2004, representatives of DFAIT (IT) met
with some 20 members of the Trade and Investment
Research Project, a coalition of Canadian civil society

organizations working on issues related to the broad

realm of international trade agreements under negotia-
tion and implementation, to provide them with an
overall picture of the state of negotiations.

B In March 2004, the Montreal World Trade Centre,
in partnership with DFAIT (IT), organized a semi-
nar entitled Focus on Trade Agreements: NAFTA —
10 years later: An update and outlook for Canadian
businesses. More than 60 representatives from the
business community, associations, academics and
civil society attended the event and shared their
experiences and expertise. Minister Peterson joined
the group at the end of the event and made a
keynote address on the topic: “NAFTA: The
Way Ahead.”

B In March 2004, DFAIT (IT) organized an Academic
Round Table Discussion on Vancouver Island.
Participants at the event included experts from
British Columbia’s universities and representatives
from the business community, the civil society and
the provincial government. Discussions at the round
table explored China’s role in Asian regionalism and
its implications for the North American Free Trade
Agreement (NAFTA), as well as the impacts of a
re-emerging Asia for NAFTA economies.

B In March and April 2004, DFAIT (IT) trade offi-
cials, in partnership with provincial and territorial
governments, conducted a series of 13 consultation
workshops across Canada on the services trade
negotiations currently under way both at the World
Trade Organization (WTO) (with respect to the
General Agreement on Trade in Services—GATS)
and in various regional forums, to gather valuable
input on immediate and prospective markets of
interest that will help in refining Canada’s negotiat-
ing strategy for trade in services.

M [n September 2004, Minister Peterson travelled to
Vancouver as part of his Outreach Program. The
purpose of this visit was to consult Canadians on
the development and implementation of Canada’s
international trade agenda as well as to encourage
Canadian companies to export their products and
services abroad.

B In November 2004, the Foreign Affairs component
of the Department of Foreign Affairs and
International Trade (FA) (DFAIT [FA]) held its

annual NGO information meeting on issues relating
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to the Asia-Pacific Economic Cooperation (APEC)
forum, inviting over 100 representatives of civil

society organizations. The meeting provided DFAIT

(FA) with an opportunity to brief participants on
developments in APEC during 2004, to discuss the
outlook for the annual APEC Economic Leaders’
Meeting, and to obtain participants’ views on
Canada’s priorities for APEC.

B In November 2004, DFAIT (IT) again met
with representatives of the Trade and Investment
Research Project to provide an update on the
Doha negotiations and the way forward, to present
a status report on the GATS negotiations, and to
answer specific questions from participants

B In November and December 2004, Minister
Peterson and Parliamentary Secretary Eyking
co-hosted three round tables with academics,
businesses and civil society in Ottawa. The
round tables allowed for an exchange of ideas and
perspectives on the development of an emerging
markets strategy. These discussions will help the
government to advance its trade agenda and
to support Canadian interests within the new
international commerce environment. A summary
of discussions as well as additional information
can be found on the department’s Web site

(www.itcan-cican.gc.calem_mark-en.asp).

Other activities include DFAIT (IT)’s ongoing pro-
gram of face-to-face outreach and teleconferenced
information sessions, undertaken by representatives
of Canada’s Permanent Mission to the WTO in
Geneva, to sustain and expand awareness of Canada’s
multilateral trade agenda among key stakeholders
IM'I'L' at lmmc.

[n addition, the government encourages Canadians
to participate in annual trade-related international
conferences and consultative initiatives, including
the WTO public symposium, the OECD forum, the
OECD Trade Committee and Joint Working Party
on Trade and Environment consultations, and the
thematic meetings held in conjunction with the
meetings of the Free Trade Area of the America
(FTAA)’s Committee of Government Representatives
on the Participation of Civil Society.

INTRODUCTION

To keep Canadians informed and up to date on
trade-related issues and events abroad, the govern-
ment provides briefings by teleconference, webcast
and audiocast, etc. Canadians are also encouraged
to use the department’s trade negotiations and
agreements W b site (www. trzl[/(’(zgrw’mmzt,\:gum),
which contains an extensive consultation section
(“It’s Your Turn”) to enable users to send in com-
ments on Canada’s trade policy agenda and stay
abreast of specific consultative initiatives launched
by the government.

IF YOU ARE DOING BUSINESS ABROAD,
WE WANT TO HEAR FROM YOU...

We particularly welcome direct input from Canadian
exporters and investors describing barriers they have
encountered in foreign markets. Individual compa-
nies, industry associations and other interested
organizations are encouraged to contact DFAIT (IT)
with specific information on tariff or non-tariff barri-
ers and other business irritants. Business people are
invited to report any problems they are experiencing

by communicating in strictest confidence to:

“Foreign Trade and Investment Barriers Alert”
Department of Foreign Affairs and International
Trade (International Trade)

125 Sussex Drive, Ottawa ON K1A 0G2
Fax: (613) 992-6002

e-mail: Consultations@international.gc.ca

The department also regularly consults Canadians on
international business development through a variety of
means. For instance, the Trade Commissioner Service
holds regular meetings with national, regional and
sectoral industry and trade associations, as well as with
provinces and territories, to seek their views on how
to improve the delivery of its programs and services.
Moreover, several of the department’s trade promotion
initiatives are undertaken jointly with industry anc
trade associations. Business people are also encouraged
to remain in touch with the department regarding

market access and other issues through its Web sites

irionat. ge.caltraae/menu-e.dsp or i

(.\/.'”/n/hru:.“r . H]\\ sites contain additional informa

tion on many of the issues covered in this document.




MARKET ACCESS AND INTERNATIONAL
BUSINESS DEVELOPMENT

Both the federal and provincial governments manage
programs that encourage business to expand beyond
Canada’s borders. Within the federal government,
16 departments and agencies have merged their
international business development activities under
the banner of Team Canada Inc. The members

of Team Canada Inc cooperate in providing
international business intelligence, market access
information and marketing advice to Canadian
business through a single window, via the Internet
(www.exportsource.ca) or via telephone at

1 888 811-1119.

Another network, led by the Investment Partnerships
Branch, DFAIT (IT), works with companies, trade
associations, and provincial, municipal and regional
development agencies looking to attract new
investors. Canada offers investors a highly skilled
workforce, a productive and dynamic economy, a
cost-competitive environment and convenient access
to the main international markets with preferred
access to the United States. The Investment
Partnerships Branch can be contacted via the
Internet (wwuw. investincanada.gc.ca).

The Trade Commissioner Service, with officers in
146 offices overseas and in 12 I'L’gional offices across
Canada, is the antenna for both of these networks:
it understands the regulations, policy issues and
barriers that Canadian business may face in interna-
tional commerce. The trade offices are a direct point
of contact for Canadian business people in foreign
markets. Officers are trained to help companies deal
with a foreign environment and to help resolve trade
policy issues that negatively influence commercial
transactions.

With the integration of the International Trade
Centres, DFAIT (IT) now has offices in Canada
and abroad that focus on international business
development. The DFAIT (IT) regional offices (for-
merly known as International Trade Centres) attract
new business clients to participate in international
business (client acquisition), serve business clients
already active in international business (client
retention), help clients to grow their businesses
(client competitiveness), and develop DFAIT (IT)’s
relationships with provinces and municipalities across
the spectrum of the department’s international
commerce interests (trade, investment, science and
technology, and trade policy). These regional offices
are being fully integrated with DFAIT (IT)’s so
that the Trade Commissioner Service operates as a
seamless operation in both Canada and abroad

for Canadian clients. This international business
development network is one of the main sources

of information for Canadian trade policy initiatives
that seek to expand access for Canadian firms in
international markets.

The International Business Development Branch

of DFAIT (IT) is the domestic side of the Trade
Commissioner Service. The Branch’s Market Research
Centre publishes timely, relevant and focused market
information products on almost every country in

the world for the Canadian business community.
The Branch’s Market Support Division produces
specialized reports that profile Canadian industry
capabilities in several industrial sectors. The
International Business Opportunities Centre
disseminates timely sales leads and business opportu-
nities from our offices abroad directly to Canadian
companies. Links to the International Business
Development Branch and to each of the trade

offices abroad are available at the trade commissioner
Web site (www.infoexport.ge.ca). This site is also the
gateway to the Virtual Trade Commissioner, a free
[nternet service that offers direct access to Canada’s
trade commissioners as well as information, leads and

news tailored to the needs of any business.
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Several members of Team Canada Inc provide direct

ance to Canadian businesses needing a source

of i‘lz‘:‘a:xmg. or a way to overcome administrative

or credibility constraints—a particular issue for small
or new exporters. Export Development Canada
www.edc.ca) offers credit and political risk insurance
and direct financing. The Canadian Commercial

cc.ca) provides access to difficult

Corporation (www.
markets where government-to-government contacts
are useful. The Business Development Bank

www. bdc.ca) has financing packages for SMEs.

[ogether these services are well placed to inform
Canadian companies about their rights under inter-
national trade and investment protection rules, and
they can identify policy problems that limit the
freedom of Canadian business to expand. The
international network of embassies and consulates
assesses how other governments implement the disci-
advises DFAIT (IT)’s

plines they have accepted and a
1 1 1 \T = S 1
[rade Policy and Negotiations Branch about new

. 3 P - . .
ISSUCS. I .1\}1 \'.\r.\ir'[!]‘\;'ﬂf orings its P;‘:I'il\tll\l[' L’\PL‘I'U\C

to the network, providing service to the client and

: g o '
poOlICY advice to the government.

The members of Team Canada In¢ are:

Agriculture and Agri-food Canada
Atlantic Canada Opportunities Agency (ACOA)

Canada Economic Development for Quebec
Regions Agency

Canada Mortgage and Housing Corporation
(CMHC)

Canadian Commercial Corporation (CCC)
Canadian Heritage

Canadian International Development Agency
(CIDA)

Department of Foreign Affairs and International
Trade (DFAIT)

Environment Canada

Export Development Canada (EDC)
Fisheries and Oceans Canada

Industry Canada

National Research Council Canada (NRC)
Natural Resources Canada

Statistics Canada

Western Economic Diversification




Getting the International

Rules Right — The World
Trade Organization

CANADA AND THE WORLD TRADE
ORGANIZATION

rade is one of the key engines driving Canada’s

economy. Our current and future growth and

prosperity depend on open world markets and
a stable, predictable and transparent trading environ-
ment. Opening new markets benefits Canadian
agricultural and non-agricultural producers, manu-
facturers, service providers and exporters. Increased
trade means higher productivity and greater access
to technology, inputs and funds for investment.
For the Canadian public, it means jobs, additional
income and access to a wider range of lower-priced

goods and services.

Canada’s membership in the World Trade Organization
(WTO) helps us achieve these benefits. The WTO is a
cornerstone of Canadian trade policy and governs our
trade relations with the European Union, Japan, other
industrialized countries and a host of emerging mar-
kets worldwide. It also underpins much of our trade

with the United States, our largest trading partner.

At the heart of the multilateral trading system are
the WTO agreements, negotiated and signed by
members and ratified by their elected representatives.
The WTO provides a forum for negotiating trade
rights and responsibilities, negotiating market access,
monitoring the implementation of obligations and
commitments under various agreements, and review-
ing members’ trade policies and practices. The
WTO also offers a state-to-state dispute settlement
system, whereby trade disputes are settled based on
commonly agreed rules, rather than political or
economic might.

The Doha Round of Multilateral Trade
Negotiations and Canada’s Objectives

In November 2001, WTO trade ministers launched a
new round of multilateral trade negotiations, known
as the Doha Development Agenda, on a broad range
of issues. The agenda included the seven negotiating
areas of agricultural trade reform; market access

for non-agricultural goods; services; rules on anti-
dumping, countervail and subsidy; a multilateral
registry for wines and spirits; dispute settlement;

and certain aspects of trade and the environment.

Canada’s key objectives in the negotiations include
achieving a level playing field for the agri-food
sector through elimination of all forms of export
subsidies as quickly as possible, the maximum possi-
ble reduction of trade-distorting domestic support
and substantial improvements in market access for
all agriculture and food products. Canada is also
seeking enhanced market access for goods and
services providers, strengthened rules with respect
of trade facilitation, and better integration of devel-
oping countries into the world trading system. An
ambitious outcome to the Doha negotiations would
help us attain these objectives; it would also help
developing countries better integrate into the global
economy, realize the benefits of increased economic
growth and reduce poverty.

On geographical indicators (Gls), Canada is resisting
European Union proposals to extend negotiations on
GIs beyond the Doha-mandated negotiations on a
multilateral system of notification and registration
for wines and spirits. On dispute settlement, Canada
supports improvements to better protect confidential
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information, streamline the panel selection process
and enhance the transparency of dispute settlement
proceedings. On trade and the environment, Canada
supports early action to reach agreement on the
definition of environmental goods, so that tariff
elimination for these goods can be covered in the

non-agricultural market access negotiations.

Considering the needs of developing countries is

also central to Canada’s objectives with respect to the
Doha Development Agenda. For this reason, Canada
supports effective special and differential treatment;
the provision of trade-related technical assistance

and capacity building; and greater institutional and
policy coherence between the WTO, the World Bank,
the International Monetary Fund and other inter-
national institutions, to help developing countries
manage their transition to full participation in the

global economy.

The negotiations suffered a setback at the Cancun
Ministerial Conference in September 2003, when
members could not agree on a way forward. Factors
that contributed to the lack of agreement included
differences over agricultural trade reform; differences
over the development of new rules for the “Singapore
[ssues” (investment, competition, trade facilitation
and transparency in government procurement); a
weak response to the cotton initiative; and uncer-
tainty regarding the ambition and flexibility that
would be provided in the modalities for the

nnn—.lgl'igulmm] market access negotiations.

The July Package

After the setback in Cancun, WTO members
returned to the negotiations in 2004 with a com-
mitment to try to make progress. In July 2004,

147 members of the WTO agreed to a July package
of frameworks and other decisions thart allowed the
negotiations to advance to a more detailed phase.

['he July package is a step toward achieving Canada’s
goal of an ambitious outcome to the negotiations,
including a level playing field for the agri-food sector,
increased market access for goods and services
providers, strengthened rules on anti-dumping,
countervail and subsidies, binding multilateral rules
for trade facilitation, and the better integration of

ki\'\(lnplng unl[lHiyx Into lh( :LIUI\.II cconomy.

The July package commits WTO members to the
elimination of agricultural export subsidies, substan-
tial reductions in trade-distorting domestic support,
and contains a framework that could provide substan-
tial improvements in market access for all products.
The package provides momentum to the negotiations
on trade in services by calling on members to submit
any outstanding initial market access offers as soon as
possible and requiring members to submit revised
offers by May 2005. The package also reaffirms
WTO members’ commitment to progress in the rules
negotiations on anti-dumping, countervail and sub-
sidy and launches negotiations on trade facilitation,

a long-standing Canadian objective. The three other
Singapore Issues (investment, competition and
transparency in government procurement) were
removed from the negotiating agenda. Finally, the
July package reaffirms the centrality of developing
country concerns in the negotiating groups and rein-
forces the importance of issues such as trade-related
technical assistance, capacity building, and special

and differential treatment for developing countries.

Further information on the July package can be
obtained from the government’s trade policy
Web site (www.international.gc.caltna-nac/WTO/

u 'Iu—//m'/\'g;‘u/u/z/z"i'—('//. asp).

Members reached a decision in August 2003 on
trade-related aspects of intellectual property rights
and public health that would allow low-cost generic
versions of brand-name drugs to be shipped to poor
countries to deal with public health issues. On

May 14, 2004, the Jean Chrétien Pledge to Africa
Act received Royal Assent, making Canada the

first country to pass legislation implementing the
August 2003 decision. The legislation will come
into effect once the regulations necessary to complete
the legislative framework have been passed. This is

expected to take place in spring 2005.

Mo
Negotiating groups began meeting again in the fall of
2004 to lay the groundwork for the Sixth Ministeria

Conference in Hong Kong, China, scheduled for

December 13 to 18, 2005. In Canada’s view, WTO




members should aim for modalities in agriculture and
non-agricultural market access, an increased number
of robust services offers and substantial progress

in the other negotiating areas, such as rules and

trade facilitation, by the time of the Ministerial
Conference. Continued efforts will be required to
help developing countries build their capacity to
more fully participate in the global trading system
and foster the conditions for economic growth that
will lead to poverty reduction.

The Doha Development Agenda is about creating
opportunities for growth and prosperity and strength-
ening the multilateral rules-based trading system.
Trade alone is not a panacea for all the challenges
facing nations, but the long-term prospects for the
growth and prosperity of any country depend on

its ability to tap into foreign markets and to keep its
own markets open. These prospects are enhanced by
the lowering of trade barriers and the further devel-
opment of trade rules, which increase transparency,
predictability and stability in the trading system.
Canada remains committed to advancing trade
liberalization and achieving an end result that is

beneficial to all members.

In pursuing Canada’s trade policy, the Government
of Canada will continue its program of outreach and
consultations with provinces and territories, and the
full range of Canadian stakeholders, to help build
understanding and support for the WTO negotia-
tions and to ensure that objectives and priorities
reflect Canadian goals and values. As part of this
effort, the government’s trade policy Web site
(www.international.gc.caltna-nac) will continue

to provide information on trade policy issues and
invite public comments on negotiating priorities

and ()MCLU\L‘\.

Improving Access for
Trade in Goods

NON-AGRICULTURAL MARKET ACCESS

Under the WTO’s Doha Development Agenda, the

Non-agricultural Market Access (NAMA) negotiating

group has been given a broad mandate to work

toward agreement “to reduce, or as appropriate,
eliminate tariffs...in particular on products of export
interest to developing countries.” “Non-agricultural
goods” include fish and forest products as well as
the full range of industrial products. In 2003, more
than 90% of the world’s merchandise exports were
non-agricultural goods.

In the past year of NAMA negotiations, Canada
continued to seek agreement to reduce and bind
applied tariffs that are not yet bound, reduce high
bound rates and re-bind them at lower rates, and
expand the scope of duty-free trade. We also contin-
ued to advocate eliminating low tariffs, sometimes
referred to as “nuisance rates.”

Work in the NAMA negotiating group remains
focused on negotiating modalities (i.e. the methods
for achieving trade liberalization). Possible modalities
include a formula approach, where tariffs are reduced
according to a mathematical formula; a sectoral
approach, where tariffs on goods in certain sectors are
either eliminated or harmonized; and a “request—offer”
approach, where bilateral negotiations take place on
specific tariff items or product groups. Most members,
including Canada, appear to support the adoption of
a formula as the primary approach to tariff reduction,
supplemented by other modalities.

In addition to formula reductions, Canada has been
a strong proponent of sectoral agreements, and it has
proposed new tariff elimination agreements for envi-
ronmental goods, chemicals, forest products, fish and
fish products, fertilizers, energy-related equipment
and non-ferrous metals. During the past year,
Canada’s mission in Geneva hosted two sessions

to promote sectoral trade liberalization.

The mandate of the NAMA negotiating group also
includes the reduction or elimination of non-tariff
barriers that unduly restrict trade. In this regard,
Canada has stated that governments must retain

the right to apply measures in support of legitimate
objectives, albeit in the least trade-restrictive manner
possible. Canada continued to promote the view that
the NAMA negotiating group should address only
those non-tariff barriers that are not covered by
existing rules and agreements and are not being

addressed by other negotiating groups.
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Canada considers the full and effective participation
of developing countries in these negotiations to be
an essential element in the success of the Doha
Development Agenda. Experience has shown that
tariff liberalization arttracts increased trading activity
and investment, thus contributing significantly to
economic development. That said, special consid-
eration needs to be given to developing countries’
needs and priorities. Canada believes that developing
countries (particularly the least developed) should
be given a degree of flexibility in implementing

their commitments.

AGRICULTURE

Canadian farmers and processors operate in a global
marketplace, exporting $ 33.2 billion and importing
$ 29.5 billion worth of agri-food products in 2004.
Canada is the world’s fourth largest exporter of agri-
food products, after the United States, the European
Union and Brazil, and was the fifth largest importer
in 2003. Given Canada’s share of global agri-food
trade, Canadians have a significant interest in
ensuring that the international trade rules governing
agriculture are fair. The Government of Canada
strives to ensure that Canadian producers and proces-
sors can obtain access to foreign markets and that
they are not disadvantaged by high subsidy levels
offered by other countries. For that reason, the
current round of WTO agriculture negotiations

is very important to Canada’s Jgri«flmd Sector.

Canada’s initial negotiating position for the WTO
agriculture negotiations was announced in August
1999, following extensive consultations with the
provinces and with Canada’s agriculture and agri-food
stakeholders. Canada’s primary negotiating objective
is to level the international playing field. Specifically,

Canada is seeking:

B the elimination of all export subsidies as quickly
as pn\\il\lcl

M the elimination or substantial reduction of trade-
distorting domestic support; and

M real and substantial improvements in market access

for all agricultural and food products.

Canada will also continue to defend the ability of its
producers to choose how to market their products,
including through orderly marketing structures such
as supply management and the Canadian Wheat
Board. For Canada’s negotiating position, visit the
agri-food trade policy Web site of Agriculture and
Agri-Food Canada (www.agr.gc.calitpd-dpcilenglish/

current/inp.htm).

During the fourth WTO Ministerial Conference in
Doha, Qatar, in November 2001, WTO members
agreed to launch a new broad-based round of multi-
lateral trade negotiations, incorporating the ongoing
agriculture and services negotiations that began in
2000. The Doha Ministerial Declaration included an
ambitious mandate and timetable for the agriculture
negotiations. One element of the Doha timetable was
the establishment of agriculture modalities by March
31, 2003. Modalities, in this context, refer to the
specific rules and reduction commitments that
WTO members will work out.

WTO members were unable to agree on agriculture
modalities by the March 31 deadline, given the large
differences that remained on many of the central
issues in the negotiations. During the spring and
summer of 2003, WTO members worked at both
the ministerial and official levels in an attempt to
narrow those differences in preparation for the fifth
WTO Ministerial Conference, which was held in

Cancun in September 2003.

The Cancun Ministerial Conference, however, did
not secure agreement on a framework text for the
establishment of modalities on agriculture because
ministers failed to reach consensus on certain other
issues in the negotiations, such as investment and

competition policy.

The negotiations resumed in March 2004 and inten-
sified as WTO members worked toward achieving an
agreement on an agriculture framework by the end of
July. All WTO members have agreed on the July 31,
2004, agriculture framework as part of a broader
package setting out the way forward for the Doha
Development Agenda. ' he framework identifies
concepts and approaches to guide negotiators in

the next stage of the negotiations.




The agriculture framework clearly points in the direc-
tion of a more level international playing field, but it
goes further on a few issues than Canada would have
liked. It provides Canada scope to continue pursuing

its key negotiating objectives, and it reflects many key

ideas that Canada has put forward over the course of
the negotiations. These include substantial reductions
in overall levels of trade-distorting domestic support
with larger reductions by those countries that
subsidize the most; complete elimination of export
subsidies by a credible date to be negotiated—a
landmark in international agriculture trade; and
substantial improvements in market access for all
products. However, there is more work to be done on
all of the issues of importance to Canada in the next
stage of the negotiations, as WTO members work
toward the establishment of specific rules and com-
mitments. Canada will continue to press hard for a

positive outcome for the entire ;1gri-f()<)d Sector.

The Government of Canada will continue to consult
the full range of agri-food stakeholders and the
provincial governments over the course of the agricul-
ture negotiations. The government will also continue
to inform Canadians on developments in the negotia-
tions through the Web sites of International Trade
Canada and Agriculture and Agri-Food Canada.

TECHNICAL BARRIERS TO TRADE

Canada’s objective is to ensure that regulatory meas-
ures and standards relating to goods serve legitimate
objectives, do not unnecessarily restrict access for
exports of Canadian products, and do not represent
unnecessary obstacles to trade. Such measures include
mandatory technical regulations and conformity

assessment procedures, as well as voluntary standards.

The WTO Agreement on Technical Barriers to

Trade (TBT) defines the rights and obligations of
WTO members with respect to the development and
application of technical measures that affect trade

in goods. The Agreement is based on the principle that
countries have the right to adopt and apply mandatory
technical measures in order to achieve a legitimate
objective, provided the measures do not discriminate
against imported goods and do not restrict interna-
tional trade more than is necessary. TBT-related
measures are subject to WTO dispute settlement

provisions. Canada has well-established procedures

for coordinating domestic compliance with the
Agreement and for implementing the Agreement
to improve market access for Canadian exports.

Canada promotes wide acceptance of, and adherence
to, the WTO TBT Agreement and its Annex 3 (Code
of Good Practice for the Preparation, Adoption and
Application of Standards). Canada also participates in
the activities of many international standards bodies,
including the International Organization for
Standardization (ISO).

Under the WTO TBT Agreement, Canada will
continue to press for the removal of unnecessary,
ineffective or inappropriate regulations, standards
and conformity assessment procedures that act as
trade barriers in order to help maintain or enhance
market access and lower costs for producers and
exporters. For example, Canada continues to raise
concerns over other countries’ proposals for unneces-
sary or unjustifiable barriers to products derived
from biotechnology, as well as over mandatory
requirements for non-product-related process and
production method (npr-ppm) labelling. In 2004,
Canada issued a communication to the TBT
Committee regarding its voluntary standard for

the labelling of foods derived from biotechnology.
This document is available on the WTO Web site
(www.wto.org) under its official document number
G/TBT/W/134/Add.2. Canada is working to ensure
that the draft European Community legislation

for chemicals (known as “REACH”—Registration,
Evaluation, Authorization and Restriction of Chemicals)
does not create unnecessary barriers to trade and is
designed to operate in a non-discriminatory fashion.
Canada also raised concerns with an ongoing New
Zealand ban on the importation of trout and with
proposed legislation by Belgium to ban market access

for sealskin products.

Canada will continue work to align or harmonize
standards internationally with trading partners and
to promote WTO members’ acceptance of the results
of conformity assessment procedures generated in
other members’ territories. Our policy framework for
mutual recognition activity developed in 2001, under
which proposals are assessed on a case-by-case basis,
continues to be a sound one. This document is avail-
able on the WTO Web site (www. wto.org) under its
official document number G/TBT/W/167. In 2003,

Canada also submitted a document outlining our
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approach to voluntary conformity assessment, which
is also available on the WTO Web site (www.wto.org)
under its official document number G/TBT/W/210.

Canada was a full participant in the Third Triennial
Review of the Implementation and Operation of the
Agreement on Technical Barriers to Trade conducted
in November 2003. The review document can be
found on the WTO Web site (www.wto.org) under
its official document number G/TBT/W/174/Rev.1.
Canada’s submissions included documents on
Canadian objectives for the Third Triennial Review,
on Canada’s approach to voluntary conformity
assessment (noted above), and on Canada’s technical
assistance and cooperation activities in the TBT field.
These documents can be found on the WTO Web
site (www.wto.org) under document numbers
G/TBT/W/196, 210 and 202 respectively.

The biennial Special Meeting on the Procedures for
[nformation Exchange was held in November 2004.
Canada’s Enquiry Point representative gave an overview
of the Enquiry Point’s activities in the preparation and
submission of notifications, reintroduced Canada’s pro-
posal for the creation of a Web-based option for the
submission of notifications, and informed delegates

of the improvements made to Export Alert! since the
system’s details were last presented at the June 2001

Information Exchange meeting,.

In March 2005, a workshop will be held on Supplier’s
Declaration of Conformity (SDoC). Canada expects
to make a presentation on the various approaches

to SDoC using the example of electromagnetic
compatibility and electromagnetic interference. A
second conformity assessment workshop, which

will explore different approaches to conformity

assessment, is now planned for early 2006.

During the Third Triennial Review, Canada encour-
aged members to commit to conducting information
exchanges on good regulatory practices, and in 2004
Colombia and Mexico submitted experience docu-
ments. Chile also provided members with a report
of the sixth Seminar on Regulatory Reform held in
May 2004, part of a joint initiative by APEC and
the OECD. Canada plans to submit a paper on an

aspect of good regulatory practice in 2005.

In 2004, Canada continued to urge members to
O

pursue work related to providing TBT technical

assistance to developing countries.

SANITARY AND PHYTOSANITARY
MEASURES

In 2004, the Sanitary and Phytosanitary Measures
(SPS) Committee continued to focus on the imple-
mentation-related concerns identified by developing
countries. In particular, the Committee continued to
consider, as a priority, the implementation constraints
facing developing countries, including the issue

of special and differential (S&D) treatment and tech-
nical assistance. In addition, the Committee finalized
its work on equivalence and continued work to clarify
how the obligations related to regionalization and
transparency would be put into practice. The
Committee also commenced discussions on the
triannual review of the SPS Agreement, which is

to be concluded in 2005.

The Committee had previously agreed on clarifica-
tions of the Decision on Implementation of Article 4
of Agreement (Equivalence), and at its March
meeting the Committee adopted a proposed further
clarification on paragraph 5. Equivalence remains a

standing item on the SPS Committee agenda.

In 2003, the SPS Committee had adopted in princi-
ple the Canadian proposal to make the provision

of S&D treatment more transparent, subject to

the elaboration of procedures by the Secretariat.
Following discussions on this proposal in the
Committee meetings in March and June 2004, at
the October meeting, the Committee adopted the
elaboration of the procedure to improve the trans-

parency of S&D treatment.

Although the Committee completed a work plan

n
2003 with respect to the proposals on S&D treat
ment referred to the Committee by the General
Council, the Committee was not able to reach a
decision on any of the specific issues raised. However,
the Committee did agree that this would remain a

standing item, and discussions will continue in 2005.




With the adoption of the decision on equivalence,
the Committee turned its attention to regionalization,
holding informal meetings on the issue at each of its

and October meetings. It provided information on its
regulatory response and called on trading partners to
resume imports of beef products from Canada on

meetings in 2004. A number of countries, including scientific grounds. Canada also encouraged support

Canada, tabled documents on this issue, and various for the adoption of improvements to the World

members provided information regarding their achieve- Organisation for Animal Health (OIE) chapter on

ment of pest- or disease-free status. The Committee BSE. On the margins of the Committee meetings,

will continue its work in this area in 2005. Canada met with key trading partners (including
3 : . ; China, Chinese Taipei, Hong Kong, Japan and
Canada continued to update the Committee ; . : 5 O = {1y
; . = Korea) to press for science-based removal of their
on developments relating to bovine spongiform el s g . 5
o e £ BSE-related restrictions on imports from Canada.
encephalopathy (BSE) in Canada at the March, June

BOVINE SPONGIFORM ENCEPHALOPATHY

Following Canada’s announcement of its first BSE case in Alberta on May 20, 2003, most of our trading
partners banned the import of Canadian cattle, beef and other bovine products.

Several trading partners subsequently resumed partial trade in beef with Canada:
* North America: the United States and Mexico;

¢ Central America and the Caribbean: Antigua and Barbuda, Barbados, Bermuda, Cayman Islands, Cuba,
Honduras, and Trinidad and Tobago;

e Middle East: Saudi Arabia and Lebanon;
* Asia: Hong Kong and Macau.

Canada has been asking trading partners to resume trade for a maximum range of beef products and live
animals based on World Organisation for Animal Health (OIE) standards. These standards clearly state that
BSE should not significantly impair trade when proper safeguards are in place, such as when specified risk
material (SRM) has been removed from the product. Removal of SRM is internationally recognized as the
most effective public health measure against BSE, and in July 2003 Canada imposed a ban on SRM in
products destined for human consumption.

On January 2, 2005, Canada confirmed its second BSE case in Alberta, and on January 11, its third.
['he cases were identified through the national surveillance program. No part of either animal entered the
human or animal feed systems. On January 21, the Canadian Food Inspection Agency (CFIA) announced

the conclusion of its investigation of the January 2 case. On February 2, the CFIA announced the conclu-
sion of its m\un\nuum of thc January 11 case.

In negotiations with our trading partners, Canada has been very open about the prospect of finding more
BSE. The identification of addxtmml cases of BSE in Canada was not unexpected, as we have long bclleved
that a low, declining level of BSE is present in North America. Canada’s position remains that uadmg

partners should accept beef from Canada based on the range of mitigation measures in place, in particular
our SRM ban referred to above.

Canada has kepr its trading partners fully informed of all developments regarding the investigations of its
three BSE cases and of its lU’Lll‘ll()l\ responses. This has been accomplished through direct contacts between
ministers and senior officiz 1ls in Ottawa and their foreign government counterparts and through all of our

missions abroad. At the same time, Canadian ministers, senior officials and missions continue to make repre-

sentations to our trading partners requesting a science-based resumption of trade.

Please refer to individual country sections for more detailed information about specific markets.
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AVIAN INFLUENZA

On February 19, 2004, the Canadian Food Inspection Agency (CFIA) confirmed the presence of a mildly
pathogenic form of avian influenza in the Fraser Valley of southern British Columbia. On March 9, CFIA

confirmed the presence of highly pathogenic avian influenza (HPAI). The virus found in British Columbia
was not the same as the virus that exists in Asia. Most trading partners imposcd trade measures: in some
cases against British Columbia only; in other cases against all of Canada.

On March 11, Canada established a control area in the Fraser Valley to prevent the spread of avian
influenza. The control area encompassed a five-kilometre high-risk area and a 10-kilometre surveillance
region surrounding the farms where the virus was found. The movement of any kind of bird, any product
or by-products of a bird, and anything that had been exposed to a bird into, out of or within the control
area was restricted. A strict program of surveillance led to the detection of infection in a total of 42 com-
mercial and 11 backyard premises. The depopulation of all infected flocks was completed on May 20.
On July 19, Canada informed the World Organisation for Animal Health (OIE) that the virus had been
successfully eradicated in accordance with OIE standards. On August 18, the regulation that had estab-
lished the control area was rescinded, allowing the domestic movement of poultry and poultry products
to resume. On November 23, Canada informed the OIE that, as of November 20, six months had passed
since the detection and slaughter of the last affected flock, that during this period the CFIA had not
detected any further activity of the HPAI virus, and that, as a result, Canada had met the prescribed

OIE guidelines to be recognized as a country free of HPAIL

Canada was proactive throughout the avian influenza outbreak and its aftermath; it kept its trading
partners fully informed of developments, provided them with all the scientific information requested

and responded to trade measures imposed by trading partners. Initially, Canada’s approach was to limit
the trade impact by requesting our trading partners to regionalize their measures to the B.C. Fraser Valley
control area. As a result, a number of trading partners did limit their measures to British Columbia or to
the B.C. Fraser Valley control area. Following the resumption of domestic movement of poultry and poul-
try products on August 18, Canada asked its trading partners to remove all remaining measures against
Canadian products. Canada is calling upon all trading partners that have not already done so to remove
their remaining measures on grounds that Canada has met all of the OIE requirements to be recognized as
free of HPAL. (See individual marker reports for details on how avian influenza trade issues have been dealt
with in individual markets.)

Canada also updated the Committee on develop- During the year, Canada raised the issue of

ments relating to avian influenza in Canada at the Venezuela's import permit requirements for potatoes
March, June and October meetings. As with BSE, and meat, and it intervened in support of other
Canada provided information on its regulatory members regarding issues such as the EU’s directive
response and called upon trading partners to resume on wood packaging material, the EU’s animal by
trade with Canada on scientific grounds. It also met product requirements, Korea’s residue level testing
bilaterally with some trading partners (e.g. South requirements and India’s new phytosanitary import
Africa and Japan) to press for science-based removal requirements. The Committee is also used by mem
of their avian influenza-related restrictions on impml\ bers as a forum for }mnidm; upulum on issues of
from Canada. interest to other lI'ufm;L partners (as Canada did or

BSE and avian influenza). Issues and concerns relat

[he Committee continues to be widely used by 1 : =
INg to implementation of the internation: tandard

WTO members, including \{'\-w\npmu country iy I } s X = ‘
| S TR \IL'\le"‘kd on wood p.ul\«nzms: material were raised b
members, as a forum for raising bilateral issues. e

many members at »hu}f Committee meeting




In 2004, Canada issued 73 SPS notifications to
the WTO Secretariat and provided comments on
26 notifications from other trading partners.

BIOTECHNOLOGY AND GM LABELLING

A number of countries have recently implemented
mandatory labelling requirements for food products
processed or produced using genetically modified
(GM) organisms. The use of labelling to indicate
health and safety issues is a legitimate objective, and
Canada supports labelling to convey this important
information to consumers. However, Canada is con-
cerned about the increased trend toward mandatory
method-of-production labelling that relates to neither
health nor safety when other options are available
that are less trade-restrictive. The use of mandatory
labelling to indicate the method of production (when
this does not pertain to the characteristics of a prod-
uct) could be misused to discriminate against “like
products” and could represent a technical barrier to
trade. Non-discrimination is a key principle of the
WTO Agreement.

[t should be noted that the issue of mandatory
method-of-production labelling is not limited to
foods derived through biotechnology. Mandatory
method-of-production labelling could have serious
implications for other Canadian industries, including

manufacturing, mining, forestry and fisheries.

Canadian industry, producers, consumers and food
companies are cooperating to provide more informa-
tion to consumers. These groups recently reached
consensus through the Canadian General Standards
Board on a voluntary standard that provides a frame-
work for the voluntary labelling of foods derived
through or not derived through bi()[ccllm)lug_\: This
standard was approved by the Standards Council of
Canada as a national standard in April 2004. Canada
has been promoting this approach with trading part-
ners, such as Argentina, Brazil, Chile, China, Hong
Kong, Malaysia and Saudi Arabia, and will continue

to do so with other countries as opportunities arise.

Canada recognizes the importance of \\'m‘]\’ing inter-
nationally on l\iwux]mulugj\' policy dc\'clupmcm‘ and
it will continue to monitor developments in other
countries to learn from their successes and failures.
Canada is playing a leading role in setting interna-

tional standards for genetically modified foods and

their labelling through the Codex Alimentarius
Commission. Canada chairs the Codex Committee
on Food Labelling, which is developing guidance on
the labelling of foods derived through biotechnology,
and has chaired an international drafting group to
provide further technical input on guidelines for the
labelling of these foods.

TRADE REMEDIES

Bilateral Level

The Government of Canada plays an active role in
monitoring trade remedy developments in countries
of trade interest to Canadian industry. Specifically,
the government identifies and analyzes changes in
the trade remedy laws and practices of Canada’s key
trading partners and makes representations, as appro-
priate, in specific investigations against Canadian
exports. The government assists Canadian exporters
involved in trade remedy investigations by providing
information and advice, and it participates as a direct
respondent in countervailing duty (CVD) cases.

The government has made submissions to various
foreign authorities conducting trade remedy investi-
gations against Canadian products. For example,

it has filed extensive responses and interventions
with U.S. authorities in the context of the U.S.
Department of Commerce (DOC) CVD investiga-
tion of alleged subsidies for certain types of wheat
from Canada, in the U.S. DOC CVD investigation
of alleged subsidization of live swine from Canada,
and in the context of the DOC’s new duty assessment
policy, which could have serious adverse consequences
for many Canadian exporters in future anti-dumping
(AD) duty investigations. The government also con-
tinued to pursue its challenges to the U.S. trade
actions against softwood lumber from Canada and
its North American Free Trade Agreement (NAFTA)
challenge of the U.S. wheat countervail decision
(further dertails on these cases can be found in the
U.S. section of Chapter 4). In addition, the govern-
ment continues to follow developments in various
disputes that involve Canadian products under
Chapter 19 (Review and Dispute Settlement in AD
and CVD Matters) of NAFTA. It also defended
Canadian interests in the unsuccessful Extraordinary
Challenge that was launched by the United States
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regarding a NAFTA Chapter 19 panel decision
instructing the U.S. DOC to revoke AD duties on

pure magnesium.

Last year’s edition of Opening Doors to the World
reported that China had initiated a sunset review of
the AD order on newsprint from Canada and that
the Government of Canada had made representations
regarding China’s safeguard investigation into certain
steel products. In June 2004, China extended the
order on newsprint for another five-year period

and applied temporary safeguard measures on steel
imports, which are scheduled to end in May 2005.
Korea concluded its investigation on choline chloride
exports from Canada and imposed an AD duty in
October 2004. In August 2004, Mexico issued a
preliminary determination of dumping on newsprint
from Canada; and, in November 2004, Australia ini-
tiated a dumping investigation on linear low-density
polyethylene exports from Canada.

World Trade Organization

In the current multilateral trade negotiations,
Canada is pursuing improved disciplines and greater
transparency in the use of trade remedy measures

by our trading partners. Canada wants to examine
key trade remedy provisions with the goal of
strengthening and clarifying the rules to achieve
greater international convergence and predictability
in their application. Canada is participating in the
discussion of issues proposed for negotiations, and

it has tabled formal papers on anti-dumping and
subsidies and on countervailing duty measures. Since
March 2004, informal technical discussions have
been taking place in the negotiating group with

a view to helping advance the work of the group.
Canada has submitted informal papers, elaborating
on specific issues identified in its earlier formal
submissions. Such documents, which are also being
submitted by other WTO members, are intended to

stimulate informal technical discussions.

Canada’s papers are accessible on the department’s
Web site. The formal papers are at www.international.
ge.caltna-nacl/goods-en.asp#9, while the informal
papers are at www.international.gc.ca/tna-nac/TG,

tec /’/nz/vc rs-en.asp.
! /

As well as contributing to the work of the WTO
Anti-Dumping, Subsidies and Safeguards committees
to ensure that WTO members administer their trade
remedy laws in a WTO-consistent manner, Canada
requests third-party rights in WTO dispute settle-
ment proceedings involving trade issues that affect
our interests. To this end, Canada is currently
engaged as a third party in WTO proceedings in

the following cases: the European sugar program,
U.S. cotton subsidies, U.S. AD duties on cement
from Mexico, and Korean AD duties on paper from
Indonesia. In addition, in 2004, Canada remained

a co-complainant in the WTO challenge of the

U.S. Byrd Amendment (Continued Dumping and
Subsidy Offset Act of 2000). (For information on the
Byrd Amendment, see Chapter 4.) Finally, Canada
participated as a third party in the WTO dispute
involving the U.S. steel safeguard measures, which
were terminated by the U.S. Government on
December 4, 2003.

Organisation for Economic Cooperation and

Development Steel Initiative

Work on possible multilateral disciplines on govern-
ment intervention in the steel sector, which was being
pursued under the auspices of the OECD High-Level
Group on Steel, was suspended in June 2004, when
participants agreed to shift their focus to informal
bilateral and multilateral discussions. The chief
objective of this work is to establish disciplines on
government subsidies, specific to the steel industry,
that distort steel markets. Such disciplines, combined
with industry action to close inefficient and excess
steel capacity, are an attempt to address the factors
that distort markets and lead to trade actions. The
group will meet again in January 2005 to evaluate

the prospects for an agreement.

Organisation for Economic Cooperation a
Development Shipbuilding Agreemen

In 2002, certain OECD members began negotiations
aimed at reaching an agreement on strengthened
international disciplines related to government
support for the shipbuilding sector. Participating
economies represent 95% of global shipbuilding
capacity and include non-OECD members that are
\ignit‘u.lm in the shipbuilding sector, suc h as China

['he United States is not participating. The target for




¥

conclusion of an agreement is the end of 2005.
Canada has been participating in these negotiations

as an observer.

North American Steel Trade Commitiee

[n October 2003, the governments of Canada,
Mexico and the United States announced the
establishment of a North American Steel Trade
Committee. The Committee, comprising officials
from the NAFTA governments and industries, is a
forum within which multilateral, trilateral and bilat-
eral trade issues related to steel can be discussed.

The Committee is also a forum for discussing the
circumstances that may give rise to trade frictions. A
number of proposals for trilateral government actions
on issues of mutual concern and interest (e.g., OECD
steel negotiations, monitoring) have emerged from
the meetings that were held in November 2003

and May and November 2004. A fourth meeting

is scheduled for May 2005.

RULES OF ORIGIN

'he WTO Agreement on Rules of Origin established
a work program to develop common rules of origin
for non-preferential trade. The work program was
originally slated for completion in July 1998; how-
ever, the deadline for completing the core policy
issues identified in the December 2002 report of

the Committee on Rules of Origin to the General
Council has been extended to July 2005. Should

the core policy issues be resolved by July 2005, the
Committee on Rules of Origin is to complete its
remaining technical work, including a review of the
results for overall coherence, by the end of 2005.
The inability of the Committee on Rules of Origin to
meet the deadline for completing the work program
stems from the technical complexity of reaching
agreement on rules for all products; the entrenched
positions of many members, particularly in the areas
of agriculture, textiles and apparel, and industrial
products; and the lack of consensus on the implica-
tions of the work program (i.e. if and when the

]Lll'[ﬂ()]li/k\i I'll]&‘\ \l]()llld hk‘ ll\&'d).

[n the development of common rules of origin for
non-preferential trade, Canada’s objectives continue
to be threefold: to achieve common rules that will

provide greater transparency and certainty for traders;

to prevent countries from using rules of origin to
impair market access; and to achieve rules that are
technically proficient, reflecting the global nature of
the production and sourcing of goods and materials.
Regarding the implications of harmonized rules of
origin, Canada’s position is that members should
use such rules in the application of non-preferential
commercial policy instruments only if other WTO
agreements require determination of a country

of origin.

TRADE FACILITATION

Although WTO rules already contain a variety of
provisions aimed at enhancing transparency and
setting minimum procedural standards (such as
Articles V [freedom of transit], VIII [fees and border
formalities] and X [publication and administration
of trade regulations] of the General Agreement on
Tariffs and Trade [GATT]) these rules date back to
the original formation of the GATT in 1947 and, in
some cases, build on predecessor arrangements from
the early years of the 20th century.

At the fourth WTO Ministerial Conference in

Doha in 2001, ministers agreed to a focused trade
facilitation work program, leading to modalities for
negotiations that were agreed upon in July 2004.
Canada’s priority for the negotiations is to secure
strong and binding rules on trade facilitation in a
manner that is both practical and meaningful to
traders by building on the existing WTO obligations
(i.e. GATT Articles V, VIII and X) so as to maximize
transparency and streamline customs procedures.

Canada has also been an advocate of trade facilitation
in the context of bilateral and regional agreements,
and it continues to pursue inclusion of trade facilita-
tion provisions in such agreements. For example, the
Canada—Costa Rica Free Trade Agreement includes

a chapter on trade facilitation, and this chaprter has
been presented by Costa Rica to the WTO as an
example of what can be achieved in negotiations

on trade facilitation.

Canada views trade facilitation as a win-win for all
countries and as a natural complement to market
access negotiations on goods. New rules on trade
facilitation would help countries modernize border
systems to expedite the flow of goods across borders,

while fully meeting non-trade objectives such as secu-
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The initial offers take into account the basic negotiat-
ing objectives that each country has set for itself, as
well as the various bilateral requests it has received
from other members. Canada’s objectives are reflected
in its initial offer, which daes not include any com-
mitments on health, public education, social services
or culture. The initial offer and all subsequent offers
are conditional on the overall level of liberalization
achieved at the end of the negotiations. This means
that the government will allow the offer to become
binding at the end of the negotiations only if the
outcome is satisfactory for Canada.

At the end of the negotiation process, the results of
the bilateral request—offer negotiations will be made
available on a most-favoured-nation basis to all WTO
members. In this way, all member countries will ben-
efit from the bilateral negotiations to some extent,
regardless of whether they negotiated market access
commitments bilaterally. As well, members will retain
the flexibility to open the sectors that they choose.

The next section gives an overview of the financial
services sector, using it to highlight the types of
market access challenges facing Canadian services
suppliers. This is followed by a section on regulatory
transparency, which touches more generally on
challenges facing Canadian services suppliers and
the types of improvements Canada is seeking
in negotiations.

FINANCIAL SERVICES

The financial sector in Canada includes services
providers such as banks, life and health insurance
companies, property and casualty insurance compa-
nies, insurance agents and brokers, trust and loan
companies, credit unions and caisse populaires,
mutual funds, securities dealers, pension managers
and investment advisers, as well as specialized finance
companies. Overall, the Canadian financial services
industry employs about half a million people and
contributes over 5% of Canada’s gross domestic
product (GDP).

Many Canadian financial institutions have a long
history of being active abroad. As intermediaries,
they were first “brought” abroad, often by Canadian
clients that had significant export and/or production
activities outside Canada. More recently, however,

Canadian financial institutions have actively sought

Opening Doors

out organic growth opportunities in less mature inter-
national markets and acquisitions in established, but
profitable, sectors in developed countries. In particu-
lar, the foreign operations of the six largest Canadian
banks accounted for about 33% of revenue in 2003,
while in the same year Canadian life and health
insurance companies drew 58% of their total pre-
mium income from abroad. Their key foreign market
is the United States. However, a number of Canadian
financial institutions also have substantial interests
beyond the U.S., for example, in South and East
Asia, and to a lesser extent in Latin America, the
Caribbean and Europe.

The WTO’s General Agreement on Trade in Services
governs the services trade relations of its members.
With respect to financial services, the GATS applies
through the general GATS obligations, through the
GATS Annex on Financial Services and through
individual member schedules that set out specific
commitments taken by each member. The Annex on
Financial Services modifies some of the general GATS
rules and definitions to take into account the special
characteristics of the financial sector, including provi-
sion of a prudential carve-out to protect investors,
depositors, policy holders or persons to whom a
fiduciary duty is owed by a financial service supplier,
or to ensure the integrity and stability of the financial
system. In addition, WTO members have the option
of scheduling their commitments pursuant to the
Understanding on Commitments in Financial Services,
whereby countries choose to take on a generally higher
level of commitments. The Understanding, which
forms a part of the schedule of the members adopting
it, provides a standardized list of liberalization commit-
ments in financial services. A number of members,
including Canada, have scheduled their commitments
in financial services further to the Understanding.
Canada has also taken on financial services trade and
investment commitments under Chapter 14 (and its
various annexes) of NAFTA.

The export markets that are of greatest interest to
Canadian financial services providers include Brazil,
the CA4, CARICOM, Chile, China, Costa Rica,
Hong Kong, India, Indonesia, Ireland, Japan,
Mexico, the Philippines, Singapore, the United
Kingdom, the United States and Vietnam. The
majority of barriers to trade for this sector are

found in Asia and Latin America; barriers include
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restrictions on the types of legal establishment allowed,
foreign ownership rules, lack of transparency in
financial sector regulation, restrictions on permitted
business lines and denial of national treatment in regu-
lation, such as discriminatory capital requirements.

Canada’s priority in the Doha Round of the GATS
negotiations on financial services is to seek greater
market access and national treatment opportunities,
while encouraging further progress by certain trading
partners in providing increased regulatory trans-
parency for the financial sector. Where we have
made market access requests to members, we have
encouraged them to schedule their financial services
commitments according to the Understanding on
Commitments in Financial Services. Canada has
also submitted financial services requests for more

transparency to over a dozen WTO members.

REGULATORY TRANSPARENCY

The need to improve the transparency and pre-
dictability of regulatory conditions under which
international business is conducted has been repeat-
edly emphasized by Canadian industry. As part of its
various negotiations and discussions, the Government
of Canada is exploring current best practices with
members with respect to regulatory transparency to
better determine whether existing GATS provisions

can hc L‘Hll\lnk Cd.

The Government of Canada is a proponent of
transparency and predictability in regulatory
policy, in recognition of its wide-ranging benefits
(www.pco-bep.ge.calraoics-srdc/default.asp?Language=
e¢Page=Home). Many elements of the government’s
regulatory policy address directly, or otherwise
encourage, transparency. The policy requires that
stakeholders—industry, labour, consumer groups,
professional associations, other governments and
interested individuals—be consulted at all stages,
from the identification of problems to the develop-

ment of [k'gll].l[()l'\ \illllli(bll\.

['he official news bulletin of the Government of
Canada is the Canada Gazette. Canada Gazette

Part I, published weekly, contains all formal public
notices, official appointments, proposed n-;ul.mnn\
from the government and miscellaneous public
Hﬂ[i\k‘\ from IIM’ pll\.llx‘ SCCtor [}LH are I'ullllu‘d o l‘t‘

published by a federal statute or regulation. Canada

Gazette Part 11, published every two weeks, contains
regulations that are enacted and other statutory
instruments. Only government departments and
agencies publish in Part I1. Canada Gazette Part 111,
published as soon as is reasonably practicable after
legislation receives Royal Assent, contains the most
recent public acts of Parliament and their enactment
proclamations.

The need for additional trade disciplines to improve
regulatory transparency is an issue of growing
importance in a number of ongoing services trade
negotiations and discussions. In the context of the
WTO General Agreement on Trade in Services, in
bilateral trade negotiations, and in APEC discussions,
several proposals have been tabled that seek to establish
a higher transparency standard for trade in services.

Canada is actively engaged in discussions of the
GATS Working Party on Domestic Regulation,

a subsidiary body of the Services Council. It was
established in 1999 to continue work on the develop-
ment of disciplines that would ensure that measures
relating to qualification requirements and procedures,
technical standards, and licensing requirements and
procedures do not constitute unnecessary barriers

to trade. Discussions continue to date on concepts
relating to the development of disciplines including
the development of the disciplines specific to

pl‘()tk’\\i()ﬂ;ll \CF\'iC&'\.

Canada has been recognized internationally for its
high standards in regulatory transparency. In its 2003
Trade Policy Review of Canada, the WTO concluded
that Canada’s trade and investment regime remains
one of the world’s most transparent. “Transparency
and accountability in policy-making are enhanced

by evaluation requirements for all federal and most
sub-federal government programmes.” Further, mem
bers recognized that Canada’s efforts in implementing
economic reforms, as well as the openness and trans
parency of its trade regime, have enabled it to achieve
strong economic performance despite the global
economic slowdown. The OECD also praised Canada
for its work in this area. In 2002, the OECD Review
of Regulatory Reform in Canada concluded that this

{
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to reflect the interests of all Canadians.

outreach process.

questionnaires on specific services industries.

GATS CONSULTATION AND OUTREACH PROCESS ‘
Domestic consultations are key to enhancing good governance and transparency and to promoting a '
democratic approach to trade policy development. Canada’s trade policy encompasses interests beyond those
of the business world, and all citizens can have a say in determining this policy. Intensive and ongoing
consultations on the WTO’s General Agreement on Trade in Services remain an important part of the

Government of Canada’s overall commitment to ensuring that Canada’s position on the GATS continues

These regional meetings are part of a broader ongoing consultative process. The government has been seek-
ing, and will continue to seek, the views of Canadians in developing trade policies and positions, using a
broad range of consultative mechanisms. These mechanisms include the Standing Committee on Foreign
Affairs and International Trade (SCFAIT) process, the dissemination of information and solicitation of
views via the Internet, and additional multi-stakeholder consultations. The government is working closely
with provincial and territorial governments, which have jurisdiction in many areas of services trade, to
develop our negotiating positions. Municipalities are also included in the government’s consultation and

[n the context of the guidelines and procedures reaffirmed at the July 2004 meetings, the government will
continue to consult, inform and engage citizens as the negotiations progress, ensuring that Canada’s posi-
tion on the GATS continues to incorporate the interests of the Canadian public. The government welcomes
the views of interested Canadians. To provide your comments, please visit the Government of Canada

Web site for the GATS negotiations (www. international.gc.caltna-naclservice-en.asp), where you will find

In 2004, the government engaged in another round of cross-sectoral consultations and outreach across the ‘
country. These consultations provided valuable input for the ongoing GATS negotiations as well as the ‘
services-related components of our ongoing bilateral and regional free trade negotiations. The government 1
coordinated with the provinces and territories to hear not only from provincial officials but also from local
business groups and local non-governmental organizations regarding Canada’s negotiating position. In
addition to ensuring a mutually beneficial dialogue between government officials and stakeholders, the
consultations provided a regional dimension and balance to Canadian input concerning the negotiations.

Issues That Affect Access
for Trade in Goods

and Services

TEMPORARY ENTRY FOR
SERVICES PROVIDERS

Many Canadian firms export their services to markets
around the world. In order to expand their export
activities, these businesses require the additional

certainty that comes from the development of

international rules for trade in services. This certainty
is particularly important with respect to the mobility
of people. In today’s global economy, companies
often need to move temporarily key personnel

(e.g., managers, executives and specialists) to

foreign markets to provide services to a subsidiary or
affiliate, assist with the sale or delivery of products

or services, consult with clients or negotiate contracts.
In addition, individual providers of services, such as
professionals, require access to foreign markets to

deliver their services.

Canadian services providers have benefited from the
commitments obtained from other countries during
the last round of negotiations in the General

Canada’s International Market Access Priorities — 2005
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DISPUTE SETTLEMENT recommendations and rulings of the DSB. Canada
» - ) does not believe that the United States has complied
I'he WTO currently has 148 members. Disputes with its WTO obligations and on January 14, 2005,

()L‘L‘asm_nully arise among m.cmbcrs over the applica- requested that a compliance panel review the U.S.
tion of the rules contained in the Agreement
Establishing the World Trade Organization (WTO

Agreement). To resolve such disputes, WTO members

implementation.

B On April 26, 2004, the Panel Report was adopted
in Canada’s challenge to the final determination of

have agreed to follow a process contained in the - e
= ; the U.S. International Trade Commission that a

WTO Understanding on Rules and Procedures ks : : iy
. ; < S S U.S. industry is threatened with material injury
Governing the Settlement of Disputes (Dispute ; . Bl -
3 due to imports of softwood lumber from Canada.
The final determination was found to be WTO-

inconsistent. Details can be found on the WTO i

Settlement Understanding or DSU). This process
includes consultations, reviews by independent panels

when parties are unable to settle their differences at X T, -
y : dispute settlement Web site (www.wto.orglenglish/
the consultation stage, and possible recourse to a ; ) ¢ .
cal AL 3 ] tratop_e/ dispu_eldispu_e.htm), under the symbol li
standing Appellate Body. The DSU helps ensure e R, 1
WT/DS277/R. On October 1, 2004, Canada and il

that members adhere to the trade rules they have : 2 ! 2 Il
: _ , . : the United States agreed that the United States ‘
negotiated and reduces the scope for unilateral trade : © -

would implement the recommendations and ‘

rulings of the DSB by January 26, 2005. On ‘
November 24, 2004, the International Trade ‘

actions. The DSU is, without question, a key element
of the rules-based, multilateral trading system.

[here are relatively few disputes among WTO Commission issued a new affirmative threat of ‘
lnClﬂbCl'S at any gi\\’l] [iIﬂL’, 11]1({ many are l‘C’S()l\'Cd \Vi[h— iniury de[crn]ina(ion to imple[n@n[ thC W’ro i
out recourse to the WTO dispute settlement system. findings. On February 25, 2005, the WTO DSB ‘

established, at Canada’s request, a compliance panel ‘

During the past year, Canada has made use of the : : : 5 =L
to review the U.S. implementation of the DSB’s rul-

WTO’s dispute settlement process to challenge a : ) g
ings and recommendation. Canada also requested

authority to retaliate against the U.S. in the amount
of $4.25 billion. This request will be considered if

number of measures maintained by other members
that Canada considers inconsistent with the WTO
Agreement. The most significant of these measures

. . 1 . Canada is successful in its compliance case.
concerns the anti-dumping and countervailing duties ada is successful in its comy S

that the United States has imposed on Canadian B On August 31, 2004, the Panel and Appellate Body
softwood lumber exports. reports were adopted in Canada’s challenge of the

_ ) U.S. Department of Commerce’s final determina-
B On February 17, 2004, the Panel and Appellate ¥ - ! : . :
; ’ ki 3 ) tion of dumping with respect to certain softwood
Body reports were adopted in Canada’s complaint - . - S :
< ‘ , : o lumber from Canada. The DOC’s final determina-
against the United States regarding the U.S. : - . . : g
S sy Pt - il tion was found to be inconsistent with the United
Department of Commerce’s final determination : AL L ; :
) . . , . States’ WTO obligations under the Anti-Dumping
of subsidy with respect to certain softwood lumber -7 - T .
. . ' o S Agreement. Details can be found on the WTO
from Canada. The DOC’s final determination was i P .
: : 4 _ A : ; dispute settlement Web site (www.wto.org/english/
found to be inconsistent with the United States J : A
tratop_eldispu_eldispu_e.htm), under the symbols

WT/DS264/R and WT/DS264/AB/R. On

October 18, 2004, Canada requested arbitration

WTO obligations under the Agreement on
Subsidies and Countervailing Measures. Details can
be found on the WTO dispute settlement Web site : - - T
ey i ; on the reasonable period of time for the United
(www.wto.orglenglish/tratop_eldispu_eldispu_e.htm),
under the symbols WT/DS257/R and WT/DS257/
AB/R. On April 24, 2004, Canada and the United

States agreed to a reasonable period of time for the

States to implement the recommendations and
rulings of the DSB. The parties have agreed to
a reasonable period of time of eight months from
- _ : August 31, 2004, the date when the Panel and
United States to implement the recommendations =
J . i . ] Appellate Body reports were adopted. The
and rulings of the Dispute Settlement Body (DSB). i ) : : :
’ United States is to complete implementation

On December 17, 2004, the United States issued a by Mav 2. 2005
by May 2, 2005.

determination, which in its view implemented the
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Accessions to the World
Trade Organization

Canada continues to play an active role in the WTO

accession process. Our g();ll,\' are [\\"()f‘()ldi

M to secure more open, non-discriminatory and
predictable access for Canadian exports of goods
and services; and

B to achieve transparent and rules-based trade
regimes in new markets, thus contributing to

global economic stability and prosperity.

o

The WTO has 148 members, with Cambodia

and Nepal being the most recent. The accession

of Cambodia and Nepal, which were the first least-
developed countries (LDCs) to join the WTO since
1995, brings the current number of LDCs in the
WTO to 32.

Canada is active in the accession negotiations of all
applicants. To date, the following 28 countries are
seeking accession: Afghanistan, Algeria, Andorra,
Azerbaijan, Bahamas, Belarus, Bhutan, Bosnia

and Herzegovina, Cape Verde, Ethiopia, [raq,
Kazakhstan, Lao People’s Democratic Republic,
Lebanese Republic, Libyan Arab Jamahiriya, Russian
Federation, Samoa, Saudi Arabia, Serbia and
Montenegro, Seychelles, Sudan, Tajikistan, Tonga,

Ukraine, Uzbekistan, Vanuatu, Vietnam and Yemen.

As well, Canada is \\'(H‘I\ing actively with other
members to facilitate the accession of LDCs, recog-
nizing that WTO accession will help LDC:s in their
development efforts and transition to fully participat-
ing members of the world trading system. Canada
endorses using the Recommendations for Facilitating
and Accelerating the Accession of the LDCs to the i
WTO Agreement, approved by the WTO General
Council in December 2002.

Wo d: Canada’s International

Accession negotiations take place on two parallel
tracks: multilateral and bilateral. During the multilat-
eral negotiations, a WTO working party, composed
of interested WTO members, examines the acceding
country’s economic and trade regime to identify
inconsistencies with WTO obligations and to ascer-
tain what changes are required to achieve conformity
with WTO rules. Progress depends on those changes,
as reflected in the transparency, accuracy and detail
provided by the applicant in response to questions
tabled by working party members. By participating in
working party deliberations, Canada satisfies itself
that the accession will bring about more predictable
trading conditions in the applicant’s market.

In parallel with working party deliberations, WTO
members hold bilateral market access negotiations with
the acceding country. During the bilateral negotiations,
Canada focuses on obtaining the reduction or elimina-
tion of tariffs and non-tariff barriers affecting access
for goods and services that are of interest to Canadian
exporters. Canada encourages applicants to bind their
tariff commitments, provide non-discriminatory access,
and join the various zero-for-zero tariff elimination
agreements and tariff harmonization initiatives
developed by the WTO.

Negotiating positions for accessions are developed
interdepartmentally and in consultation with pro-
vincial and territorial governments and the private
sector. Accession negotiations offer an important
opportunity to resolve Canadian market access
problems in the applicants’ markets.

Further information on the WTQO accession

process can be obtained from the WTO Web site
(www.wto. u);g/e'l/g//',x‘/r/z/,lf'u’m_(%Ic'c;e'/zza‘_(’, htm).
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anada has a vested interest in keeping the flow

of trade and investment strong. The value of

Canadian direct investment abroad increased
more than fourfold between 1990 and 2003, from
$98.4 billion to almost $400 billion. In addition, in
2003 Canada had a stock of foreign direct investment
(FDI) amounting to $358 billion. This, in turn,
generates higher levels of innovation, productivity,
jobs and growth of the Canadian Economy.

Canadian Direct
Investment Abroad

Canadian businesses know that if they are to prosper,
they must compete for capital and market share

in the international knowledge-based economy.
Canadians are responding to this challenge by build-
ing some of the most competitive and innovative
companies in the world. In this dynamic economic

Investment

CANADA’S INVESTMENT REGIME

cost-competitive than any of those south of the border.

Canada is consistently cited as an attractive place to invest. The Economist Intelligence Unit recently
ranked Canada as the best country in the world in which to conduct business over the next five years
(2004-2008), up from second place in the last period (1999-2003). Canada attractiveness was also noted
in the 2004 United Nations Conference on Trade and Development World Investment Report. In one of the
surveys conducted for the report, executives at transnational corporations and economic experts ranked
Canada third behind the United States and the United Kingdom as a top destination for foreign direct
investment among developed countries. Canada also remained high on the list of economies with high
potential to attract foreign direct investment (it ranked fifth).

Further evidence of Canada’s desirability as an investment destination comes from the 2004 KPMG study
of international business costs in 11 countries in North America, Europe and the Asia-Pacific region
(published in Competitive Alternatives: The CEQ’s Guide to International Business Costs). For the fifth time

in a row, Canada took top honours with the lowest recorded business costs and a 9% cost advantage relative
to the United States. When the results were broken down by municipality, Canadian cities were all more

Furthermore, Canada was the most cost-competitive country in 9 of the 17 industry sectors studied,
showing significant advantages over other countries in the following industries: biomedical research and
development, clinical trials and back office/call centres. Canada was also singled out for having significant
labour cost advantages relative to the United States. These findings, coupled with our strong economic
fundamentals and our close trading relationship with the United States, indicate that Canada is an ideal
location for international investors seeking to serve the North American market.

contd on next page
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Canada has one other key advantage as an investment destination: the government’s commitment to
transparency. Transparency-enhancing policies underpin the stable and predictable economic environment
that enables the flow of productive capital; they send a positive signal to domestic and foreign investors
about the government’s determination to create an investment-friendly business environment. In 2003,

‘ Transparency International’s Corruption Perception Index placed Canada in the top percentile, beating
out all other G8 countries in being viewed as transparent and free of corruption.

The findings of these surveys and studies confirm Canada’s standing as one of the most open and attractive
places in the world in which to invest. However, while the macroeconomic climate for business investment |
is good, some international surveys suggest that investors feel that Canada’s microeconomic environment \
might need attention. Policy action is required to improve some aspects of the business and investment |
|
|

climate. Here, the Smart Border and Smart Regulation initiatives have the potential to further reduce
transaction costs and make Canada a more attractive investment destination. The Government of Canada’s
[nnovation Strategy is intended to similarly improve the investment climate for knowledge-based industries.

The government recognizes the important role that investment plays in the Canadian economy and will
continue to work to ensure that Canada remains a top choice for international investors. However, the
government is also aware of the need to ensure that incoming investment benefits Canada. This need is
addressed through the Investment Canada Act, which provides for the review of significant investments in
Canada made by non-Canadians. Under the Act, an application for review must be filed for acquisitions of

control of existing Canadian businesses or establishments of new businesses in Canada that exceed a certain
dollar value. In 2004, direct acquisitions of Canadian businesses by WTO members were subject to a review
threshold of $237 million. For acquisitions by non-WTO investors, the threshold for review is either

$50 million or $5 million and at least 50% of global assets in Canada. The Investment Canada

Web site provides guidelines on the application of the Investment Canada Act (www. investcan.ic.gc.ca).

system, these Canadian companies not only compete

to secure markets in other countries, but many also

Foreign Direct |
Investment in Canada

establish distribution facilities abroad through inter-
national investment. Increasingly, many of their
suppliers and investors, both in Canada and abroad,
may be foreign. Over the past decade, Canadian

investment abroad has increased to the point

Foreign investment is also critical to Canada’s future. |
FDI accelerates productivity growth and funds 1

where Canada is now a net exporter of capital

l\\' a significant margin.

Although the most important destination for
Canadian direct investment abroad as of 2003 was
the United States (41% or $165 billion), Canadian
firms have made significant inroads in Europe,
especially in the European Union in recent years.
['he EU’s share of total Canadian direct investment
abroad (CDIA) rose from 18.6% in 1999 to 24.8%
in 2003,

economic transformation. In addition to bringing
capital to the Canadian economy, FDI brings the
latest technology embedded in machinery and
production processes, as well as marketing and
management expertise and access to export markets
through established distribution networks. FDI also
stimulates increased domestic competition, a major
driver of innovation in a knowledge-based economy.
Maintaining the flow of FDI into Canada and
expanding existing investment are essential to

generating economic growth and wealth to fund a

the World: Canada’s International Market Access Priorities — 2005




world-class educational and health system for all
Canadians. Canada welcomes rbrcign investment
and its associated benefits for economic gmw[lL

employment and broadening of the tax base.

The stock of Foreign direct investment in Canada

, up by $8.6 bil-
lion over 2002. The United States, Europe and Asia

rose to about $358 billion in 2003

all increased their FDI in Canada, with investment
from the United States totalling over $228 billion,
or 64% of total FDI in Canada.

Canada faces a serious challenge in continuing to
attract FDL. In the past decade, Canada’s share of
NAFTA’s inward FDI stock has declined by about

a third, from 21% in 1990 to about 14% in 2003.
Canada’s share of global inward FDI stock also fell
by half during this period, from 6% to 3%. Canada’s
share of global inward FDI did, however, remain
slightly higher than our share of world GDP. The
competition for FDI globally is likely to intensify
further, especially from emerging markets such as
China, India and Brazil. Those countries have
emerged as magnets for FDI following a wave of
trade and investment liberalization and privatizations
bolstered by the availability of labour and low

production costs.

Canada’s International
Investment Agenda

Foreign investors in Canada already enjoy a long

idition of zy;ul.um) fairness and the strong legal

pro S

tections available under Canadian law. Canada’

commitment to international investment rules further

. i ;
reassures investors that Canada ofters a rair, secure

ind predictable environment. While such rules aim

investment ;;HIH( ,i!l.‘uixl. lk‘.c\ Jl\t'

t Canadian investors abroad. Canadian
R R TN, T n B
IVE DEEN actively investing abroad anc
cquisitions. Providing investors with
arbitrary and discriminatory actions

< | ‘[‘Y'\‘IHV‘[L‘ a stable «1”\& secure environ

VILYy and prosperity,

Today’s globalized economy is increasingly based on
the more intangible output of services firms, and it is
to a large extent dependent upon international capital
flows. A fundamental characteristic of this new econ-
omy is that it relies more and more on the creation,
purchase and transfer of capital and knowledge. In
addition, the growing importance of positioning
within global value chains has increased competitive
pressures—and opportuni[ic’s—for Canadian firms

in the marketplace.

Recognizing the keen competitive environment for
international investment, the Government of Canada
seeks to showcase Canadian economic strengths and
attributes to an international audience of potential
investors, site selectors, media and business influ-
encers. The government engages its posts around

the world, as well as its partners from all levels of
government, in raising awareness of Canada’s inno-
vative business climate and business clusters. It also
participates in various activities aimed at promoting
investment And cnxuring that decision makers receive
the sector-specific information they need to consider
Canada as a lm\m\\\ location. Key promotional
activities include the Business Leaders Initiative and
presence at world-class signature events. In addition,
government representatives meet with mrguud
CEO:s of transnational firms to highlight business

opportunities in Canada.

Canada is pursuing and is party to various agreements
& I

establishing a framework of rules and disciplines

that provide investors with a predictable, rules-based

gs
S dispute \n.]\HMIH

investment climate, as well

procedures designed to provide timely recourse to an
impartial tribunal. Such rules do not jeopardize our
sovereignty or threaten our economic or social values
All levels of government are still able to legislate anc

rg;uliig in the j.‘u"ﬁfi\ interest. Foreign investors are

subject to the same laws an ons as (

investors—including those aimed at protecting the

environment and ensuring high labour, he 1th, build
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BILATERAL INITIATIVES

Bilateral investment treaties are used extensively by
trading nations as instruments to protect their foreign
investments abroad. More than 2,000 such agree-
ments are in place worldwide. Since 1989, Canada
has ratified 21 bilateral foreign investment protection
and promotion agreements (FIPAs), bringing into
force a framework of legally binding rules to protect
and promote Canada’s foreign investments in specific
countries. Canada’s FIPAs provide assurances to
Canadian enterprises that rules governing their
investment will remain bound by certain standards of
fairness and predictability. FIPAs reduce the risks and
costs associated with investing abroad, particularly in
emerging economies, which are becoming increas-
ingly attractive destinations for Canadian investment.
Canada has engaged in a renewed effort to expand its
network of FIPAs, and it is actively working toward
agreements with China, India and Peru. A complete
list and the texts of Canada’s FIPAs can be found

on the department’s Web site (www.internationall.
ge.caltna-naclfipa_list-e.asp).

BILATERAL AND REGIONAL FREE
TRADE AGREEMENTS

Rules covering investment form an important part
of the comprehensive framework that Canada seeks
in its free trade agreements (FTAs). An investment
template exists in the NAFTA context, which
forms the basis for the investment chapter of the
Canada—Chile Free Trade Agreement and for most
of Canada’s FIPAs.

Canada pursues comprehensive investment rules
in FTAs or in FIPAs, depending on circumstances
such as prevailing trade and investment trends and
other criteria.

WORLD TRADE ORGANIZATION

At the fourth World Trade Organization Ministerial
Conference held in Doha in November 2001.
ministers agreed to launch investment negotiations
following the fifth Ministerial Conference, condi-
tional upon an agreement on negotiating modalities.
However, at the fifth WTO Ministerial, which took

place in Cancun on September 10 to 14, 2003,

ministers were unable to reach consensus on whether
to initiate these negotiations. Similarly, at the July 31,
2004, General Council meeting in Geneva, WTO
members could not reach consensus on a way forward
on investment. As a result, the General Council
agreed that no work toward multilateral investment
negotiations will take place for the duration of the
Doha Round.

Canada has submitted nine papers to the WTO
Working Group on the Relationship between Trade
and Investment. These papers examined a number
of issues, including the seven elements identified
for clarification in paragraph 22 of the Doha
Declaration. These submissions can be found

on the department’s Web site (www.international.
ge.caltna-naclother/wgti-en.asp). Canada has also
participated actively in technical assistance and
capacity-building activities organized by the WTO,
the United Nations Conference on Trade and
Development and other appropriate organizations,
in recognition of the importance ministers placed
on such assistance in the Doha mandate.

The WTO incorporates a number of investment-
related rules in its existing agreements. The Agreement
on Trade-Related Investment Measures (TRIMs)
prohibits a number of performance requirements,
such as trade-balancing requirements, domestic sourc-
ing requirements and export restrictions applicable to
goods industries. The General Agreement on Trade

in Services addresses foreign investment in services

as one of four modes of supply of services (i.e. com-
mercial presence).

ASIA-PACIFIC ECONOMIC
COOPERATION FORUM

Canada is also involved in regional investment
discussions with Pacific Rim countries through the
Asia-Pacific Economic Cooperation forum. Under

a program of voluntary individual action plans
guided by non-binding investment principles, APEC
economies work to liberalize their investment regimes
by removing restrictions on market access and
strengthening their legislation to protect foreign
investment. In 2004, Canada integrated into its
Individual Action Plan a set of “Transparency

Standards on Investment,” which were agreed upon
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Opening Doors to
North America

North American Free
Trade Agreement

Overview

anuary 1, 2004, marked the 10th anniversary

of NAFTA's entry into force. As we take stock

of its impact to date, it is clear that it has served
Canada very well. Canada’s trade in merchandise
with its NAFTA partners has nearly doubled since
1994, reaching $573.4 billion in 2004. Under the
Agreement, Canadian producers are better able to
realize their full potential by operating in a larger,
more integrated and efficient North American econ-
omy. In turn, the enhanced economic activity and
production in the region has contributed to the cre-
ation of more and better-paying jobs for Canadians.
Consumers have also benefited from the heightened
competition and integrated marketplace through
better prices and a greater choice of higher quality

goods and services.

Under NAFTA, Canada has consolidated its position
as the largest merchandise trading partner of the
United States. Canadian merchandise exports to

the United States grew at a compounded annual rate
of 8.5% between 1990 and 2004. With regard to
Mexico, our other NAFTA partner, bilateral trade in
2004 reached $16.4 billion; Mexico is now Canada’s
fifth largest export destination and ranks third as a
source of imports worldwide. Altogether, our NAFTA
partners account for 85.4% of Canada’s total mer-
chandise exports.

Trade in services has also increased under NAFTA.
In 2002, Canada’s trade in services with the United
States and Mexico was approximately $82 billion,
up from $46 billion in 1994 (an average annual
compounded growth rate of 7.4%). Since 1997,
the two-way trade in services between Canada and
Mexico has grown at a compounded annual rate of
9.5%, to reach over $1.4 billion. Our trade in serv-
ices with the United States reached $78 billion in
2004, up from $42.3 billion in 1993. In terms of
Canada’s total services exports, approximately 61%
goes to our NAFTA partners.

NAFTA has also had a positive impact on invest-
ment. Since 1994, annual foreign direct investment
inflows into Canada averaged $28.7 billion, almost
six times the average registered over the three pre-
NAFTA years of 1991 to 1993. Total foreign direct
investment in Canada reached $358 billion in 2003,
of which more than 63% came from our NAFTA
partners. Foreign direct investment in Canada from
the United States increased to $228.4 billion in 2003.
Canadian direct investment in its NAFTA partners
also grew, reaching $164.9 billion in the United
States in 2004 and $2.8 billion in Mexico.

The NAFTA framework will continue to offer an
effective and efficient tool for further enhancing
Canada’s trade and economic relations with the
United States and Mexico.

Looking Forward

The NAFTA parties continue to look for oppor-
tunities to further enhance trilateral trade and
investment. The ongoing work focuses on reducing
export-related transaction costs in the NAFTA region.

Opening Doors to the World: Canada’s International Market Access Priorities — 2005







involving a dumping determination on steel wire rod
£

was withdrawn. Also during this pcrl()d, SIX p;mc]

decisions were issued involving magnesium, carbon

steel and softwood lumber products.

In other developments, one Extraordinary Challenge
Committee (ECC) proceeding involving the United
States and Canada was filed relating to softwood
lumber from Canada; this proceeding is still active.
As well, the Committee issued a decision in another
ECC proceeding involving Canada and the United

States in [])C matter of pure nmgncsium.

At Canada’s initiative, during the July 2004
Commission meeting, trade ministers noted the
value of the NAFTA dispute settlement provisions
and reaffirmed their commitment to their effective
operation. Additionally, Canada continuously
reminds its NAFTA partners that it is in the interests
of all three countries to ensure that panel decisions
are respected and implemented properly, in order

to protect the integrity of the Agreement. The
Prime Minister registered this message directly

with President Bush during their meeting on
November 3, 2004. The Prime Minister and the
President agreed that officials should review NAFTA
Chapter 19 (Review and Dispute Settlement in
Anti-Dumping and Countervailing Duty Matters)

to ensure its effective operation.

Canada continues to engage in a constructive dia-
logue with its NAFTA partners, principally in the
NAFTA Committee on Standards-related Measures.
Canada’s position is that national regulatory burdens
on industry should be minimized given the increas-

ingly integrated North American marker.

Hlk‘ l'L\L‘HlI} l'c]‘\'Ll\td report ()f‘ lllL‘ l.\lL‘l'Il;ll ,‘\d\’i\()l‘\'
Committee on Smart Regulation stressed the Impor-
tance of international regulatory cooperation for
building a competitive economy. It argued that
minimizing [‘ugULHuI'\ differences is essential in
order to enhance Canada’s competitiveness in the
global market.

'he NAFTA sectoral subcommittees (automotive,
land transportation, telecommunications and textile
'I.zlwsllmg provide a forum for trilateral cooperation in
the area of standards and regulations. Some headway is

A | .
l‘\\H}L made 1n Il‘,L‘\' committees (€.g. a I]]k‘[]]()[‘.l!hlll]]l

Doo t World: Canada’s International

of understanding is close to being finalized with
respect to the use of care symbols on textile and
apparel goods). The committees serve as an excellent
forum for the further development of regulatory
cooperation.

Canada is also working to enhance bilateral dialogue
at the provincial and state levels in order to increase
cooperation in the development of standards and

I'Cgll]'d[l()lls.

Canada will continue to encourage and foster,
through collaborative efforts with the United States
and Mexico, compatible standards-related measures,
including the development and use of voluntary
consensus standards for the North American market
as a substitute for national regulatory requirements.
Success in this area would positively affect existing
trilateral trade.

The United States

erv

It is difficult to overstate the importance of Canada’s
trading relationship with the United States. Canada
and the United States are each other’s largest cus-
tomers and biggest suppliers. This relationship is of
paramount importance to Canada. Canada and the
United States share the largest bilateral flow of goods,
services, people and capital in the world, moving
approximately $1.8 billion in goods and services

across the border each day.

Between 1994 and 2004, two-way trade in goods
increased at an annual compounded rate of approxi-
mately 6%. In 2004, Canada exported $352 billion
in goods to the United States and imported $250 bil-
lion in return. About 79% of Canadian goods and
services exports are destined for the United States,
and these exports are equivalent to 30% of the value
of our GDP. Services exports to the United States
totalled $36 billion in 2004, with corresponding
imports of $41.8 billion.

Since the implementation of the Canada—U.S. Free
Trade Agreement (FTA) in 1989, two-way trade
has tripled, and since January 1, 1998, virtually all
Canada-U.S. trade has been tariff-free, fostering

Inc I'L‘.I\L'LI lIllk{L' \IHLI im‘mlmcnt among [hL‘ p;lrrncrs.
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U.S. direct investment in Canada increased from
approximately $80 billion in 1989 to more than
$228 billion in 2003, while Canadian direct invest-
ment in the United States grew from some $57 billion

to close to $165 billion in the same period.

The visit of President George W. Bush to Canada in
November 2004 was particularly critical to Canadian
interests. During the visit, Prime Minister Martin and
President Bush committed to deepening cooperation in
North America and in the world. They agreed to work
bilaterally to address Canada—U.S. priorities and to
continue close cooperation with Mexico on issues of
trilateral importance. They also announced a New

Partnership to lay out an agenda designed to increase

OPENING DOORS TO NORTH AMERICA

the security, prosperity and quality of life of citizens
on both sides of the border. Mexico’s President Vicente
Fox has strongly endorsed the New Partnership and
expressed his commitment to work with Canada and

the United States on matters of trilateral interest.

As a first step under the New Partnership, Prime
Minister Martin and President Bush agreed to accel-
erate efforts to liberalize rules of origin and to pursue
joint approaches to partnerships, consensus standards
and smarter regulations in order to promote greater
efficiency and competitiveness while enhancing
health and safety. Canada and the United States

will also continue joint efforts on the Smart Border

Accord to secure the safe movement of people and

TRADE AND INVESTMENT PROMOTION

security products.

investment destination.

also been appointed.

Opportunities exist for Canadian business in virtually every sector. To realize these opportunities, the
International Trade component of the department of Foreign Affairs and international Trade (DFAIT [IT])
introduces small and medium-sized enterprises to the market, with a particular focus on helping women,
young entrepreneurs and Aboriginal firms begin business relationships in the United States. The ExportUSA
initiative, which consists of the New Exporters to Border States (NEBS), Reverse NEBS and Exporters to
the United States (EXTUS) programs, has been highly successful in this regard, having helped more than
20,000 companies make their entrance into the U.S. market since 1984. The Government of Canada also
encourages Canadian exporters that have succeeded in more than one region of the United States to “gradu-
ate” to other international markets. For further information, visit the Department of Foreign Affairs and
International Trade’s Web site on Canada—U.S. relations (www.can-am.gc.ca).

The government also aims to attract and expand investment from the United States and to encourage
Canadian technology partnerships with U.S. companies. The government’s plan is to promote investment
through the use of a more integrated, sector-focused approach that builds on the cooperation between the
Department of Foreign Affairs and International Trade and partner departments and agencies. Further to
the Government of Canada’s launch of the Enhanced Representation Initiative (ERI) in September 2003,
technology partnership business missions are being organized and implemented in concert with eight of

the ERI partners in such sectors as nanotechnology, photonics, hydrogen fuel cells, medical devices and

Within the United States, many individual states have economies that are comparable to those of industrial
ized countries. In fact, all U.S. states, including Hawaii and Alaska, have GDPs comparable to those of

whole countries. Canadian federal cabinet ministers and other high-level government officials are in regulas
contact with key U.S. interlocutors to help forge relationships with government and business leaders. These

initiatives are necessary to advance Canadian priorities and to highlight the attractiveness of Canada as an

In view of the importance of the trade relationship, a new cabinet committee, chaired by the Prime
Minister, has been created to ensure an integrated, government-wide approach to Canada—U.S. relations.

A parliamentary secretary to the Prime Minister with a special emphasis on Canada—U.S. relations has




goods within North America, keeping our border open
for business but closed to terrorism. On March 23,
2005, the NAFTA leaders met in Waco, Texas and
announced the Security and Prosperity Partnership of
North America, which builds on the New Partnership
[nitiative and constitutes a trilateral effort to increase
the security, prosperity, and quality of life of North
Americans. This work will be based on the principle
that our security and prosperity are mutually dependent
and complementary, and will reflect our shared belief in
freedom, economic opportunity, and strong democratic
values and institutions. It will also help consolidate our
action into a North American framework to confront
security and economic challenges, and promote the

full potential of our people.

The Prime Minister and the President also agreed to
expand economic opportunities by making businesses
more competitive in the global marketplace. Today’s
economy increasingly reflects a model where design
and production are managed on a global platform
and where imports, driven in part by direct invest-
ment abroad, are critical inputs to exports. Given

the integrated nature of Canadian and American
industries, Canada and the United States must work
together to reinforce North American competitiveness
in this new economy.

While the vast majority (96%) of Canada—U.S.
trade moves freely across the border each day, the
relationship is not without its challenges. Given
the amount of trade between the two countries,

it is not surprising that disputes occur. Burt a

few of these trade disputes pose serious concern for
Canada, including softwood lumber and the Byrd
Amendment. Trade irritants have negative impacts
on both sides of the border.

Increasingly, companies—whether Canadian,
American or Mexican—operate continent-wide sup-
ply chains and distribution systems. Approximately
one-third of Canada—U.S. trade is “intra-firm,” that
is, between two branches of the same corporation.
The Government of Canada is committed to

doing everything it can to respect and foster

this trading relationship.

t Access Results in 2004

B During President Bush’s visit to Ottawa on

November 30, 2004, the Prime Minister and the

President announced a New Partnership to lay
out an agenda designed to increase the security,
prosperity and quality of life of citizens on both
sides of the border.

B On December 17, 2004, Canadian Deputy Prime

Minister Anne McLellan and U.S. Secretary of
Homeland Security Tom Ridge announced a
framework to establish a land pre-clearance site
at the Fort Erie-Buffalo Peace Bridge Crossing.
Other announcements included an expansion of
air pre-clearance to include Halifax airport, the
finalization of regulations to implement the Safe
Third Country Agreement and further expansion
of the FAST (Free and Secure Trade) program.
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