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The izoasT oz suct SectaTs a4s agTicilture and the cuazuTal twdugtriag whaTe

raguiatary posiczies aze oftez Intertwined with trade bazTiers.
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Wrat wLil happez To .2 szall coumiTy suck as Cazada, if It ggrees To

r-sde fyealil with a laTge QounTYY such as-the Unlized States? CQanadiazs worsy

that the farTzes that would be set loose ty a "fres tzade” agresesent Witk the
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This semse of culturad fragiiice Ls, in paATT, -ationally based om the hazsh

pconamles of small size; certaizly, the smaiiness of the Canadisn aaTkas makes

it haTi oor gpesialized ayleu=al aesivizies o tRTlve umdar fTae marker

cogpetitigo. It 13 also, in Fa:ﬁ,'fatianall} vased on the facft of the

pervazsive 145Tnanes of G.2, ragio, telavision, sagazines; and tooks im

Ca=ada. Sharing a comman language with rhe Taired Spates cerzainly makes

are susceptibile to this xiad of inlluvance than aTe Mewiso and the

Camadg SuoL @
§m3 epuzeTies of fentTal smarica, Fipailw, this sense of eutzurzl
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fave stgafficanz effacuws, Thare wiil be sybstantlal Izteszariscal pressuse €O
semove Toisz Tule £ azv zase, Buet i Lt were €z he Cecoved as a rasuic of TTA
*alks, this would zetuzm us to the status gqueo and o the siruvatiaon 1z wihlgh

eva=y ot=er small esuacTy finds itseli. It would act aeaa The esnd of a

subsidizacion pragram for Sanadian autlacss, sizoce noch iag 42 &0 TTA woold

prenludeabu::subsiiizi:g,them. Aur Lz would gezz the ead of 3 peilcow thnatl
reduces the valiue of zny Canadisn branck or 2iflllace of a muitinmatlenal oy

forsineg. assacs salés.
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ard peziodicals gucek as Tize do coubn wouid laad 5o che lasTsdyctlows of sooe

Maelea=g, wooeld e lazz. The zals casualeiss wmuld e gmaller cozserzial 223
trade sagazines thar would fizi 1f diffizulz o cempeta WIS shalir Lgrzer azd
serraz-Sizaaced U.3., countarparts.

Thage 3nd many mora eqzaodic prassured would Be set up 1T Iohe
nlzyral pailir aTea WA gzaplete ITA hetuae Canada -acd tae Unized Ttalas.
Jut Iree frmads Lz oahos area would 2gf el up 4SITomic Sgeaes thal would causs
guzseguent policy raT=salzatizd.
farzes wguld lead fazadiac ceggelacats ©g Tesist 3 Tamseeizadléc gf polizien

mhar would 5a diceasad by the puse principles af Ires TTade. Nigagrasfencs
ke trasr She gegociagsrs zre possilla owar how these gcozp=le Jotoes vould
Teally wortk azd gver Dow cuck dswragiom foon the prizcijles of Ives zrade c;:
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te zesmrzrad {n supperts of Gazadisn pelizlag desiited 0 Su3
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izdazmendazs CZazadlzz =atsyral izfusvrr. Theger.lzsues.are drgeymzad welaw 12
gha saaTics on adegotlation mTessLISA.
ToTiaw Amaszg ¥rewz Fragsureg Cauld 3= Fravenied
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Camsraial Zallsy
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smgelizuzions and tTade poilcles. ine other might be to hardcmlize commescial
policles Zor trade amd aconosic Talazicms wizh thivzd countries.

zo

on bilateral trade, the kay cbjeczives of an FTA ag-secest are
har—goize BZlateral tariiis at g rate of zazo azd to raduce or ellzilate

pootaTiis barTieTs U3 t=ade. As a result of tne comlen GATT oxligations of

Yorh count-ies, =he {JporT regulaticot regizes of Canada and the Ucoited States

ace already vTezaskably sizilaz. &n {zpoTtant Caradlaa cbieczive iz the

-

negotiaziocns is to LIzit the applicatioc of T.S. trade laws fo Cgzadian

P

azicns ragariimg fmport procedurss wouls apoly to boil

axoorIs. Acv cbliz
paTtners az< thus 1zpir soce furzher ma-montzatiozn of bHLl =eval ipstitutices

az< procedures ZoT I3poIt segulazion.
Ce=t=al =o the concept of a free r=da area Ls the prizciple fizt
eass =me=ter couall7 1ls alleowed to maiztaln its owd commevcial pellcles towarss
nnm=a=ber zountTias. Tols mesns thzt there will De =0 for=al pTessuTes
asisiag fzc= the nature of t=e contestlated arsazgement Lo harzonize 2V

pcazocic po-izies with Tespect TO ehswd couztiTies.

g

Peaslams could atise, nowever, {F ghese weZa sSulstiniié-

soteccion provided dy Canaca azé the

3

iisc-asancies seTreex the levels of
r-tced Sczies agzizst I2p0TIS o parzicular products £

wouLd proviie am i=cencive fo moz=eczheX COuUnITI2S GO axse It

£s the TTA through the nemter lavvizg the lower t3=if% on the cozmodizy i3
questiosn.
o preveat IRl "sags-thoough” trade, woreually all flis izpese

“ o=izeria before products ale allowed tgc pass ffsa cne peczder

miles-oi-cIizin
couztTy o Che cches dut? free., These c=irze-iaz set minizuz levels of

adfed by =zez=der cou: -izs accorilag to she type of product {aveived.
exscmple, cerzaln prizaty products such as fresh frulir =migh

s=ndrced ta cze of the zemter countries, wnile in tse case of zanusl
7
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adoi=tgzzarive difilguities ax’sc ia ezsurisg caapl-oazcs wien males-oi-sriziz
- - -y

c=4saria., Taev exazmdle, affsnoze izpovss of guca producs 1383 flow thzouzl a

.

sa=er 3SuliLTY wt v relatively lsverl {=pcrt SaITiess ané toez se given che
=iai=u= wzlue acled apaded T8 g3Iz casiff-fzae entIy R3 rep zesters WwLIR higher

i=amee SazTiers. = r=tg case, ¢ha sember WLIR nigner marTiecs =LznT uIgE the

at-e= =2 ralse i3 sx-a-aal tarTties. fu=ter=oTe, Lf ghe eQuziTy “L3S he

< swer zaviiazs 228 & dozestic imporT—comBenilg iobdy T3 relz< cz=

srassuras, A% czumzTy =izhT te sezsuadad O a=ylaze ¢

C=a wayv o Tespest T2 guct pTessuTRSs 43 t3 agoly o=

- eg-ci=aTiziz crisazia to diifareat TTTes of praduclsg. Tar goods Inal
3o=sady szade freely, oFf chag ace subject &3 {ow tzada =azTiels, I-oe
b i -

vaius—adied Tzquiresezt -culsd bDe telstively low — say, 10 gercexl.

se~73TS TmaT are ntanly sTozacied oY rarifs azd eopzaziii batsiaezs, & wigter
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pozaniial cexlsTs Ior oonvecbhas coudcriszs oo evade eIpaTr ccocoirels io one

mesbar cguatry by axparting thoough the other member coumiTy. 1o is anm open

questicy whethéaz a bllateral trade agraement would elizminate expolt comtrols

om senslitive tesourTce productz; {F it did, each faouvctTy could retais

TeaeTzency” powars, at le=ast, for the agplizacion of expost controls or chere

“tl

epuld Se fozson 4ontTols o0 eXports fa oaszamces fhisd couztrias w=.sav, on

logs oz JFapaz.

T=x and Subsidy Peliciasg

Torges 2imi-tshize Rasmonizanisan prassures o tax azd subsiiv
molizies gould Fallew Fraz negotiatisns iz two ways., First, I a

imogsini

~-=3

adifzfcmal imzars baToieTs azd -aises cthe ratess Coclzvestsant Iz

fonld zzellizTate schposid sressures for Gartmondaztion ol corpoTate fIx
=olizias, Secsad, LF limitations zowll Se placed upen the appiizacice af T.3

tountervell laws and TriceduTes, an o powld sigall

hzTmornization pressutms op Canadian subsidies. Application of the level
plaving field grinciple «= of elizizating the crade-distoriizg

o rzduse these pressures, tie amegotlidtlons pight address the

fallowing specifle points:
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Disenzangling existing pressures Lo rarmonfize poilcles from tdcse

q=1

that ace likely to result £froa a compresensive trade agraeden: 1s particalazly

d1581cult wits resgect TO 4-rellectual property regimes.  iae Untzed States
caz be expected to seek harmonizatloz at the bargalizing rable of the suttle
Sus fzpoviant differences in che izntellectual property sS¥stelzs cf the two
enuszzvisg. <Cre outstaccing issue axists in the prar=aceutical {aduscry, woeTe

- zight respoud Co pressules fvsa pultizacional doug
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ccopaz=ies o repazl compulsaTT 1lcansiag — az action that wouid Dbe

‘ndesezdant of a trace agreemexnt. U.S. gegotiazors almost certalaly will

-zfse the gemeral Lssue =i commulsozy licensiag of patexzls as @ politizal guid
. ‘ v less——

-2 sus for an agTaezent i -nss tssue is pet zesglved DeloTe pegotiations

>

c-vestme=z and Cocpesiticm Poll: zles

no=Rne=- =gazezclous issue Chsal w211 arisa iz tTade negotlatizcs is

"

«nzz of pational poilcles towa'is t=e selling and iavesTtZ3edtl sosizlas of
4—mg. Ia Canada, cocpetizilon policles have mot beem vigoTously psuTsued. Th
fada=al govermcext, however, scmetizes has used izs zagulatory povers tO
4adyze foraign fizms to seet Caradian cziteria Zor ecozazic pericTmance it
guch aceas as jobd c-eatian, rzsearch and develeopteat, Iiznvesizent, ars farelgs
TTace. A G&?T panel {{izding o2 c=e practices of the Toreizs -avestzez: Reviaw

Agencv — now Iavest Canaca — establilished that Canada could ot Tezuile
e e

calgz-owned Iirms to -efuce their imporis of goods. FHowever, neithe:

sesvices sor expert pserioraaace Tequireseacs fail within che GATZ's purviev,
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In adéitice,
€zralze flmms the righe of escazlistmezt 1= soce 5€CI9T3 of the acsgomy and 29

10 .

£lms, AL the sace size, x&v¥

faralizn Llovastze:t 1s rastTicTed oT

sreclud I Cazada ware tQ agr=e I3 guch csomiz=amts, then IS would have 33T
ceasa secaeztagz oniy Iareizm aczulsizioms of £iT=s {4 thgsa LadustIies ol

{~ wouid Lave T2 c=acse hetveal

s " ouizg me=zgeTy axd aczulsiticas &2 bYe um-eguiated. The Teswt

3 % — 4 Y . - -
randzmcy ©o naTTornile IeIzeT solizles 1= s=a wiD counizi2g; Tle So8--%,

raves, would e up 0 Canaca.
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Se-sc zhaz the pessille wameoizazicn of pallzles zawaTis

acguisizicns zcd maczers, e dag:ee-of &.remar har=onizazioc af cs=petitlac

‘e

scifzlag thatl azn =3 wouid Taguise appears 3 Se li=tzad. This is especla ¥
sc L5 astiduzmplzg gystess ace ra=aimed far trade betiesz Lag =50 couzfIizs.
2p~a==zlon of CThase syste=s A1 sean zhat skeTe 13 0 Zeec 2 ma-zocize
a::i:ri:e-ais::i-‘-a:isz 12wy haTvean Ine T4O countTies. HgweverT, L3

4~

- + s 4 -4 i .
cso, pelizy mar=sedizaticon 34 a::ip:i:e—cis:ri:ina:_c:

T-ace in services L3 4 calazively urexplaoTed aTza = par=aziczal

c-ade agrTessencs. AL grasent, she GATT dcoes maf cover sacces, although Che



*

-7 -

smd zrhez fadustial moumcries Zave made TIis a. priwrity f6T the

mexr mouypd of multilacerzal pegotiariond. 341lsra-a: negstiations, theTefiTs,
be cogprdinated clasely sitn gulpilatesal negotiaticns since th=
sdme lssues will avise iz both.

Que precedest fer wiiagerzl aegotiations was astablished m2#=1985 in
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rranizles for trade !n gerces, including hath. the Tight 2

es-zhlistment aad matlgsal treaTaent. The kay elsmezc of the 7.5.-Iszzell

agTaazent poovifes for futuTa gaztoTThy=5e00T aegotiaTions that w21l

izplement thase priz izias foT parzicular service seciozs.

t zgdel, a bilareral agTeensni adout cTate

"y

ailewizg the U.5.-IsTael

4 gazvizes cawid Lfnwmlve compicpancs to peTIL sight of eszabiighzedt

L=

T
-

natiopsl Traafoeat LT servViie §eciils rApludes fn tha ag-eenent.
£4-mg aad pessitiing tlem €9

principle, grazilag maziagal traarfzent to forsigm LT

s ¢iffprances heTwean

rhe domestiz Tegulatory svgtacs iz the r45 eouUDIILEes. Fg= axa=mplia, suns 7.5,
couckizg Sitms speTEre iz camafa azd socme Cazadiam £1I0s Jpazase iz the dnized
iz

zcszpg daspize The Iact shat phe ilzdustTy Lz Doze heavily zegulated

warwsen the L#O cRuniIies avey LIHCKLZg

fanads. The wecent dispute

1 diffiguliias: sizcs Caraiiza

msgulsTion, howeveD, LilusIzaias !

z -s reymas iz Capadz, U.5. Zi== pazcelved

svms alregadwy nave ligenses Lo Ipeld

Camaciam ili=itaticss om LR agcTy. of paw £aTTierlg an parTiculzr TIULES s ke

AgTeacepTs az r-ade lm sarfvices are 1ikely to be @oTe aazily

-a the paktara and level of Tagulater? ge=ivity Io
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fu

nagatiated 1. gesrets Wi

the tes countrias s br

cariopal-tTeatzest cscziizents coutd slzce ‘poreacial 17miszticas on TaguIaloll

poliziaes and Thus mafght accelerate acopanic pressyzes £aT deragulacian i3 sdce
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Farticular servics 3a2lials.
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iztagszens Lziuss. Thesa lssuss i¥e, Seweves, likely fa’be 93 the aganda =T
24%lasarzl zagotiitlecs aad she next Gati Tedsd.

PrzzsuTes can e amticlpared funm zha fazad¥an side 3 Teguest

alazikaz sxacpticn 4% TIA ar GATT zegetiatisuns Iar Zi! policies Talllig uwnoiET
tha zazeTic fizle of Taoultuzal suppoll iz seams y="lxaly Thac an'y CoUmIETY
tarzaizning fos am TTA would agTee Co gz Blankas azsesptios Zar Lgs zaTimalt
cau=sTr, far owo r2asscs. FifssT, 3o one az= -ta stTe JuSt whalf somsTiiuies 4
euigueal suzpest poslz?. Secoud, zs=gifa—ng =he Briad zad usoertals seace a2

Tha saocast af fuisural sgRPers, e axacprisn. would e opez 2o alusa 57

-

aTTa=oos I
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Tour pelicy srsas vkere strong negotiating pressuTes 2A¥ be fel: are
the use of U.S. sigmals by Canmadian cadle TV cocpazies with substitutloz of
Cacadiac advertising; the deduccidilicy for Canadiam tax pu-poses of

.S. Tadis, TV, acd aagazizeg; cusioms regulationas pronibitzing
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4 sigzificant amounts of
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entry Zats Canada of foreigs magzzaize
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Canaitan-spectiflc advertislizg; and the
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subsidiavies when ome Dultinatiozal pudlish

The forced diveszituse regulatlicas avte beliag scosmzlv acttacked i an¥

»asroacsivity azd destructioz of value of forsliza

hn

¢ase ot g-ouads ¢
bee= pade. Forsing Preazice-Hall ©o

subsi<lacies afzer the ilnvesizecnt Zas
repasriate the distTibutlion of thelr mez-Cazadiazn list €9 che.U:i:ed States
vaduces the value ol thelr LzvesIilke:
obvious gaia to Cazadlan culiure. A ouck- sureT route to encouraging Cazacian
authess T2 pullish would te 1acrezsed direer subgidles to pullishers o:
Ca=a<iar books. The ocly Tisk here would me couztervaillag duties iz the

Tpised Szzces. L Ls unlikely, howvever, that saLes of 2 subsiflzed Cazadlacz

auttor or putlisher ia the Tnited Scates would be larze egough to cause tle

‘miury geeded to tTiggerT countervalling duties.

w

crong pressura zmay also be exertaed cu 3121 £-38, The exzent to
which the biil keeps Canadianm border scatioas iz busizess is prodlematic aac,

omce again, che sudsidy route opight “e another means to the sase eud wortd

.- 1
consifesing.”
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sessizg the 3arzalalag pressutes cu cultuszal suppor:s pelicles s

difficult because the effezts of Capaca's various pIograms are thecselves
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tadust=ies might Be a zutually acceptatle cozpronise ot at sthermise-vexizg

o Negstiatisos could take place after a major Camadiarn review had teen zade

wich & view ts distinguishisg between those

of eulzursl suppert policies,
policies that really have the lesized effacts and those that cerely traosfer
{aczze to pecple who would be in te {ndusty aczyway. Policles thart tad

iiztle effecz, oT that wers actually csuatesraductive, could e saTgalae

zwav” and exazpilons sought oniv far those poiilcies zRat really wera jucged 0

be eflective.
lizv crange that provides

¢ 3Sazzzlning cowld take place Iz the comlext 0f a pelizy chaz

Camasa with a stroog izitiative to focus its subsidies or nztigmallzr-speciilc

tZ2s wnile buring somspeciiic culzural ouzput -= such as 2ass—audience

[0

acziv
talavision progTams —— as cheaply as possitle.

V-

TAal i arrmn - - - _——ade 1 % S mrewn t
Follsw-harmeziziag pressures cerzalnly will exist In The Q. TUTaL

ot e

aTez — o amgwe 1ist — whaich s only iliustTatlive 0% soce possiilie Caastnal
sosizisas — suggests TWe dasiz pelints. firsz, unless tlankat exesprion can

ca sucsiifze aad otherwisa suppolt 2 I3a=2ge of cultu=al acziviziss need 2¢C e

csaprscises In azv we'l-prohestrated set of FIA zegotiations, alzhough

speciiic mezleds of altespiliag U0 do so may be Tuled out.
Dclfav ireas Tuzsiie the Scooe of the TTA

Scme policy arveas 1le outside of the scope of any previsus TIA

agTeezent apd would not be subject to post agrzemezt acozomic pressures. WO

proziazent pellcy 2reas aTe monera=y aud fiscal pclicles and Sroad-nase soclal
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export- and izpocri-cozpeting {pdustries. A Canadlian gquTTenl accduxnt surplus

b

thez would appear as the Inevitadle counterpazz of the capital outilow froc

[}

Ca=ada. Under such circumstaances, the sentiment for trade rtescrictisns might

=sw {n the Un‘ted States -- just as iz has in the currezt situation of an

00

overvalued U.S. dollar =— ozly this tize it would be directed solely at Ca:ad§
rasher than at the wiole world., Simce aa FA would Tule out tariifs and

quotas, the Uzlited States might place pressure orn Canada te t=7 I¢ hoié up the
ex-a=—al va.ue of the Canafian dollar. Assuming the Canadian gevermoeant could

ner rTeg:ulate the capizal Ilight that would result, pegzizg the Camacign dollar
wouli set us severe vecessiomary forces in Canada. (Tz suppers the dallar,

the Ba=k of Canata would have tz buy Canallan dsllz-s, thus cozzrTagtizg the

fazailen mozmey supply.) The curTeat account surpius needed %o Ilnance the

czpiral flight weuld the:z be effected bv the fall in Cana‘iaz izports that

wouls resust f-oc a fall (= {facoce ani ezplovmest in Canadz -- ratlers than by
a t’se in Canaiian exporis due to a fall iz the value of
as %3 the case of a ‘ree exzhange zate, Txals fs a saTious scemeTio for

== 2

Ca-zfa. Tre mor=zl co-rective t©o capital flight — a

3= a= exsacziing expert Lafusiry -— would De froszrated by the fized exchange
rare, ani the czplzal fiight lfkely would be comzizes wits a serious Canallan

recassloz.
Ozposite forzes would be seT up 1f the inf:fal ecazitzl flow went the

aother wav. 1f the FTA caused a boow in the Canaflzn econmozv suificient to

.

attract a cajor capital inflow, the value of the Canadian dollas would be
driven upwaris. This would put Canacilan export- and izport-cozpeting

. Canadza

t

induscries under pressure and would open up a cuTTent agzount delict

[}

1~

13
on

cight then pressure the United States to stop 1ts cursTeacy from deprezia

vig-2-vis the Canadian dollarc.



Scoe suck davelopoezts could coucelvally occur afzer az FTa i3

forzed, and Lc {3 cleariv bettar o have the exz-acoge rat2 plav Los zatura

the caplizal-exportiag countrv., Thus, soze genaral statezens about the
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(Al
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LX]
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1]
(4]
Q
o
(1]
f.

eternized by sacsvet forces would e
bl

useiyl {z sz TTA ag-eezext. Aav attes=pt o peg Che Canadilan~U.5. exzhange

ra%e while the curtrencles of other i=dustsizl countries flcas stoculd be

.ﬂ
o
"
o

zadlans, one of the z2ost worrving lssues — bdecause 1t {3 sa

§ve
0.
O
"
{0
1Y
(%)
[1]

¢iiflculz to ccoma Co gTips with -- Ls the poss‘b lizvy that ga FTa wou!

-

fztmocfzavticn prassures ot such broad-zased soclal pollcles as uzezmcloyment
fzsusazce and Scsplzzl and pedical cave. Secce Canadians have expressed fears
trzt the UzZzed Scazes zight aczus dutizg the FTA negociationms ehst soze
Cazaflaz soclzl pollcles have thz {=clfenmzal effac:t of distorting trade. 2T

axzzzle, Camadian umezpleovzme=nt InsuTance could be thoughr of as g genavzllw

-

{
[+ 9

=f3z7c argue that they have a legicizacta complainc. Iandeed, this s curTeatly
telzg 3rgued wich respect o Zast Coast Cacadian fisheries. Thus, pressuTas
oo soze Camadian social polfcles already exist thraugh zormal 0.5, couzeesvall
proceduraes. It Ls hasd to sae why these would fncreasa afzer the

4

{zplezeatation of az FTA,

o

ue cheyv mav well czze up durting the nzgotizzlioss.

Canzda's best zegocClaticg positica oc Chese {ssces would sz2c to-3e

pore

to avzue four latercelacad points:



- 2 oW

in
|

o that b-oad-based poifcles aze noC aimed at dzstoreizg tTade and that azy

‘suzhy effacts are incidental;

o that vwirtualls apy broad-tased poiicy, such as unenplovoent losuzance or

- -

defensa spandling, has same distorTing affpits an tride. 10 pur one such

k-

poliiey an the table is te out ali of them co the table, thusg opeziag oyTiad

asgusents abaut iopessibla-to-zeasura sscondaTy and tertiasy eflects of guch

pédlizies as T.5. delanse spending

@ rhat, to-a gTear extant, the sdvantages given by sush peoiizies Tsome usndier

the cizagaTr pf Lllusery advaatagas bessuse Chew ara ganeTraliv avallahia; a=d

eg £ laave gucs

o that it is Iz the 2atlomal iacerssts of betl COUnT
pailcies off the taile. This could be doze br accesting the followlag

mecessazy capclitions for a policy to be anm ghe tabia: {i) iz shauls ba

4 at dfstaTiing trale nuufo' £42Y 1r should agtuaily have -2

Tmp £2e37 condition would conilad gomueras

l'h

disrerring trade.

caasiu=zs —= 2 ZeconfaTy fziury rule could then tonl.ne suzlh

stz ifizzan gases. Ihe second condition weull dmsure that coe

-5t ts5 zpr asesed by ogtatlaz some othes targer wnam the rzal taIrgel wEs O

THese camiitions, plus goed will, should Kesp STnad-tasad sacial

pollcias whese they delong: outside of the sccpe 2f aegotliatlions.

Conciugion

=2 overasll comclusiop zhat emezges frpo This study L5 Chac 2o Fra

zgreement would leave the dulk of the pressures o7 farnada to hatmenize Lts
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comoziz pollzles wizh those of the Tofzzd Szates aers o- lass

22,  In parsizzliar, those polley ascwas thas Cgoiddlans zamsiler 2o e

I

i3moTIacy o goals of politizal 4z suliuzal soversigacy, high e=sidivmann, and
snllzhzamed gocial pragrams as: vnmllikaly ta ta serisusly aifaczgi - althacgh

some specilis’ cullurs! sumpert poiizies =av he sygdjest 2o T=viaw, TharTs aav

e some izgcrTezses iz haTmenirizg Ereszures Iz some polizy acsas, Dus thsesa

shawld Te ceve Ihan dalanced Yy desrsades In ochar arzzg. There aja zhies
2alx Teasems far Teaghiny this cmelusioc,

TLTaT, the Righ dagrTae, of endmsoic incersdecendarm-e-BaTrass. Tanzda amd
TZe Umlized Sraras alrazdy crmazaz sehgnantlal pressuTzs Ss7 opolize
TAaTmomizazlon.,  Yizhour 2z chazge Iz the 532Ius suS, ecsoemic Lacannives exiss
faz she =figwaslan of flims and skillad ladividuels, and fazadifaz policles w11
SATILzuA I3 3e asmstTzized By rhasa ecanszlc far:eg. TUTIhRarAnTI, axpizsizs
agal and policizal grassu@es, asd rhe ohfeal of undldzarallzocfaog B oina
-ziiad Zeates Tp radefine Tunfalr prade prEacisai”, avels serious tzrmantiii-g

Tee3zd, az TIA L3 desigmed’ss alleuw e zazThaTs od achiavae Ihae

eooTsnio galsg [uon sxpandad fwade wlzhour planizg fhem un

[h%
)]
-
i
r
(1)

iz the &ldser azsociatlizmz 2f 2

TasieqI fa.nemzasiii tasTiars io
JaTiisuidT, L3 T2 Take fhase =sagares

r
5 )



Whera Tressuras Should e Cochacnged

TneTs 4ra: 5OmE axcepiions to the zemaral conmilusicn thar added
pressutes ta alter cozmeraial splicles ars uniikely Hecause an TTA, by
definftion, allows otk ¢pountries ra ocursue theis swn. Retaining izdespendan:
comaeraizl policles would TequiTe, heowaver, Thar agreed-ugon eTiteriz for
=ulaes of origiz be zegoriated to determiae which goods guallfy foT duty—izse
trade beoween the two SocotrTies. Both couziTies also coulsd e ezpacred Co

Tms B3

TuTsue thedz own gemsersizl poliszr obieetives Iz Iyture multilateral trace

idZed pressuTes fo hasmootze monezasy and Fiscal pollcies ara
uzrlikelv- as lozg as the Canzdian-U.9. exchange rate 13 aliawed to adjust iql
Tespense ro matKarn forges, Tressares Co hartaecndize the Two cowuntries’ rax
svstems ate unlikelr to change signdficzztly, although agaizfatrziive groblems
sz.ag cax couid be zoopeuadad- iy the
giffrzuliy af eszablishing appropriace bomler taw zdjustments.

Coctaiziog so0ze po3siblé harmsmization prassules depe-ds oo Taaching
agrascect on the view aczepIed v econooists tiat, daspile percefricas tI the
coziTaTy, broadlr based polizies t=at confas Tadwamtazes” or "disadvazzages”
acrass tNe whole ecocomy 4¢ act affect trade Ilows sigmiflczztly. Thug, Zarz
2xampie, Che negotiaticn of an FL4 should zot iffeet Capada’s decislon adour
tha izposition of a valus-zéded taz, Similazly, brosd-hased social policies
sueh ag fed?eal imsurares, hesith acg eﬂuca-_o:,zxpenéitu:es, o izcpae

securizy pollclas couid te wnaffected because ther do aot affec: trade

satsards sirther. Canada should teject as acmnegotiable any suggesticn thef it
a

aiter 1tz socizl serviges and income redistTibuTtiom progTsas So corTesgons

zore closely co thasa of the Toized Srates. The view fhat suck progTalTs
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GATT A-ticle XRIT 8 () defizes é: oTh iz the followizg worig: TA Itee
c-ads area shall be understood to =ean & group of TWo OT Qore Custoas
seprizo=iee in which duties aad other restrictive regzlatiocns on comzmaTce
excapt for special purposes defized by the GAIT] ave eliimizated on
subsctantially all trade betweea the cozstituezt tersicories iz prTocucts

gTigizazizag fa such zerTitories.

Tor & cetzilad study of soce cf these differences, ses S. Lipsezs,

~p:-afa ané che United Scages: Trze Cultural Dize=sison,” 1z C.T. Dozaz

"l -

a-d aewd P 5 s ey A
afcizstva: Camaca s .Taze

—
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“izg the

L3

Ses R.G. Lissev azd M.G. Saizh, T

Crmsigmg iz 3 Tuzhulaat Werli, Jtservatlos wmo. 27 (Teroaro: C.D. Howe
I-szizuza, 18RS,

Szuzzage” TefeTs 9 ;Qy: zts €3 the landowzes £ar logs cut ou Ris
oreperty. Canadlan savz=exzIs, because Ther ace ofzen lower thez T.S.
pav=exts, =ean tha:t Cecadlan producers ase ofzen perzeives tg have Lower
p=acduction c€osT§. Tne aTrgudent over stucpage as a3 subsidy to Cazadlaas

disregazis differances in the qualizy of tizber azd the cost of

-marvasting iT.

e fgsues we wish to address aTe currext-accouci ones, sa ve zake nes

casizal flows as givez (at zero for simplicizv).
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Iacrsaduction

In any policy move by Canada and the Tnited States to a free—crade
ares (FTA), one of the oTe contenticgs elemeats will be the tTeatzent of
agricultural policy. Domestic isterests are particulazly strong in this acea
and dosestic objectives oftenm appear to conflict with that of liberal aad
enFanmced iatemastiopal trade flows., Alceady, several fam3 orgsaizatioccs in
Czmacde have called far the parzial or cozplece exezptlon of agriculrure £Toz a

bilazeral trade agrzezent.

w

The purpose of this paper is to exazize, seclaT tv sactor, chaages ta

Cazacian agricultural pelicy that could be pecessacy Lf agriculture wers t3 be

{ncluded {n the negotiated agresneat. Although Cazada might prefer to exclude

assumgtion

i

_——

soze agTiculiural sectcrs from such an agreecent, we proceed on the

that there will be mo exezptions.,

Conflict iz agriculzural trade relatioas, berseez Tespcasidie and

-k

szasillzipg fmcte-matioral bekawior ot the oTe Rand acd domes:zic polizical

- -

{a-erasts on the other, is zct vaique to Canada and the Dnited Staras. Such

cocSlice is az the core of auzerous tilateral trade disagTeeneats acound zhe

vorld and nas hazpered successive rtounds of cegotiations under rthe General

Agreement on Tarifls aud Trade (GATT). Recemnt corirontations betWeen the

Zuropean Cozmucizy (EC) and the Gnirzad Scatas over sarket access aud export
subsiiies iz wheat aad wrheat flour, corn gluten feed, vegetasle oils, aund wize

-~ to name a faw exaaplas — largely represent a debatae over wnere the

9 ledge the helpful cormeats of C. CazteT, H. de
ike, M. Salzh, G. Stocrey, and especially D. MeClacchy
T s paper Renaining ersors azd omissicns

ne resporsidiliity of the aurthors.

T
Gorter, K. Mie
ip the prajar:
are, of course
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sgveraizzzy of dacestic agziculzuTal pellcy apds and Wh=r2 GA

geiigaciozs T3

=

cwade flows hegia. In the -iongeT LeI=, zhe aroliferazion of

" o.
o
Iz
[{]
o

Lite

-

excantions to GaAZT arstcles and sgecial waivecs zhat ailow quaczitative 133707

I~
"

~ascricsions 29 agsigsulzural pracuccs mier ceztzia coedizioTs Tuls founter 9

tha gezewal GATT abisctive of trade 1iYeralization acd esczziisghas nusercus

-
|

scecsdencs for protegtloz-at agsieuwltural peliev.

-

’

agzieulzuzal palley i3 unlikaly to bYe exezptad f=om 9Silafaral trade

sagoiiations; indeed, stracg exzammal pressuTes 23d sou=d pcllgv cessous exIst

iae tmeiuding LT. FiIsT, Lo Tespolle to tha GATT's coniizued imaifacciverness
1o this gzesa, cuTTent afisrTs oo nake ag=icuisusal tTace a ga=zzzl 737t of the
farzrcoming zew rouzd of GaT gegatiazions Lpdigate soce i=garmazigual
copsessus that agTiculturai-trade 14hez3liizazion ;a: 20 lo=gaer te igmorTed.

Cme such effazs i3 the Trade uzedzra Study uzdezTaken 7 she drgazisacion forf
. - o l L d Al ad =l -
Co~czezazios and Jevelapzeirl (3z00). T~ addleisa, -the curTest

1?5, ad=im=isgTacisay has a stIszg cammszzezs 53 liserallze swizilazersal

ag:tcu_:::a;-::ade arTazzeczezls, sazeiculasly thcse iavolviag the I8 and
Jazaz., The gurTant 4.5.-IC eoafifen ever agTlculiure 3Tess 2-am a desize by

RS

diag gné cther elazents 0f what

- i Aawm q - : - 4 - - d
srozaczad 4ozestic 2atkal. L3 gcmer woria, <a8pli2 eaToLlal T.S.

ce=<alrn GATT ctllizazizns, z2d Zespize

(21

axemziion T3z a=d the waive= of,

curzoase srogactizcist zeasules talzg arzued acc adopred witniz CongTess, tle

[T
[
14
fu
{t
1%

=24 $gases L3 lzcreasingly comaiztad zot to Lzmore agTiguiural ¢

=z =oTe

to te consistanf 3cIIsS coupz=tas, Lf cot commediiises, {= sucsu
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agriculzural t-ade barriels. Iz would {iiustrate with actioum, acl only wiil
words, that the United Scates 13 committed to freec trade, amé It wouid be a
positive exazple to Japal ard the EC for subseguent multilateral — oT, 1z
pacessary, bSllatezal — t-ade l’beralizaticun. ZInhus, éhe Upized States has &

t=png iateresz iz an FIA that specifically includes agriculture. FHewever, T2
the excten:z that an TTA lacreases the likelihood of multilatersl

4~

ag=iculeural-trade liberzlizaticm, Carada has a very large Iiatesest I= sych an

ains to each country £rog Temovizg the

0q

agreecent as well. Wharever the
rezaiaing agriculturali-crade barTiecs Lerween them, both would bezefin even
sore fro= a mulsilacteral reduction in crade restrictions. The couplete

removal of tzade barctiers iz Japan and the IC, for examplie, wourlid lnccease

! aporss of Cazadian a=d U.S. feed gralas by $4-8 billioe and wheat by

e
Ha
1]
R
"
e

Tniré, a comprehessive trade agTeedent berween Canada .and the United

.

Srzses weuls aake it move difffcule for lobby groups in the vaIigus sectors to
ezgage in scelallw unmproductive "ram--seeking” behavior, by seeking
exe=pzicas, special colst ‘fava=ions, acc compe=satidc.

e pazure of agsicultural-policy hammenliz 2tionm that an FIi would
requize Ls less clear. It obviouslv would inciude otez borzdess and equal
-sa-ker aszess for eazh gosuatTy. 3ut as c;:re_t subsidy and countervail
disputes in ITeely t-aded fa=s commcéities such as hogs and¢ small fruits
suggesz, this Ls zot likely t3 we sufficient. Mazy ether foTms of
agricultural protectien exist wizaia satiosal dorderzs — {pcludiag product az=d
tazuc suzsidies, tax expenditures, statutoly monopoly rights, aad goveIdde

- -

expeniizures ou research, extemsion, aad {pfrastucture — wTost of whlsl

aifect rtrade flows.
Pollcy harmonizatiom is unlikely to exzend to all of these policlas

Zowever, the moTe significant amorg them, at least i3

far all coomodities.
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3, aze Likely tz Se 1actuded iz <iscussiocs

sar—y of z=alz affact oz trade IIoVW
azd negotiatisas. TFuTtRer3ors, shese Silacaral zegotlacions tikaly will cover

m-sadas zrouzé and lzvolve Zoce soilcy haTt=oaizat

£
u

negetiatiens, wnliae

to davisa 3 sat of cocmitments, w~:las acd asTazges
whien will regquire countTias 3 gedify shelz 2ail
3= policies 1ia wavs thze contrituze to Tle oveta—
sbjsquives cf Ila agriculiuTal negntiazicns, Su
wt emzuz [emphasis addedj vequisicg thaq- Iz Zak

2

—_— ;
Tizizly segetiated az=c lagaily-3»izdizg <223
T

[“h.ap SESRR LY

eke fyncamearal objectives of Ilels oolizlies, tZ
tmgeeumprzg WALCE ale used, oT The SharasIsls ac<c
cavazage of zatlcemal PT3gTas, segulazions, azz

sl
{=gcicusisral azTacgese=is.

The guidizg objective of degized vesult iz TTA cegotliacicus,

-as

Fgitowiny aqual cazket access, 1 =mot ilkely 22 be tadtyidiugl polla?
of procectisn o suasiiv fsz all

—anf-agign Tus, ratler, a eccmparatle leval

=zc ig, i tie famii-acs £.S. phzase, a "lavel siaying $ield”. Iz

e achiaved wiil selagively

3
"

tses ol pcllicles, s=za-able grstectian =izns

17e0'e mazmgmtzazien of speciilic poll 1eg. T2 see=s®s that fsve very
Ziffazer= lavels cf prozecilos and wheze selacively Zaw tgzerrenziozlst

wa=—gazization ¢f speclilic sclizfes L3 zoT2 1ical

. - e e = o e g )
: i- ghich gz TTA likely woull TegunIe
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-ad. The saccud ls iz cthe use nf zuglas oC
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tet=g challanged by zhe unilareral ippasiticn aof U.35. counterveil law on some
fanadtan egnoTes. Since multilataral rrade exiscs fo many asgricultuzal
sreduccs, an FIA might be woriable onlg 1f additiomal policy comatraimts, oOT
=uleg—af-oTigin eriteria, are :cluﬁed to geverd "nasg-thzough” tTade — that
13, wher incentives exist ts divert frada to goe FIA mezder in order Ta gaizm
socass ta anether mesber. The most ootable example of agricuitural

pass-chrough trads Is fa sugar, whers .5, protsction substancially exceeds

is

zma= {n Canzsa and whare =ules-af-oTlgin erizaria ars £ifficulc to eaforce.

T

In this dizecusdion of poiiey “argepization undes am FIA, it should be

emphasized that nos 21! the apcizipated changes wowld result fTom Ireer

sigraral trade. Pawerful fproas already are pushizg Cazada aad the Toited

L

L]

caras roward gmeatar hazTonization of policizs. FuzthermoTe, rhig pTOCRSS

w11 ha apselerated followlag the nart rousd of GATT aegetiatiens if, 25 11

-

trkelw, agzieslizure hecomss am laporIast compoment of tha meggtiztidns.

Filareral megotiazigns alse would spest up this process, but might incTesse

-

o

pply cedestly the aveniuzl avaral® decvee of pelicy hardenizaTion.
Antieciparing the Majer Pollcy Changes

To anticisare the likely Fhassurss g Cazmacian ag=fculzural poiicT In
ta=gl toade pegstiations, We begin by exasising 2eAsuUIES gf pootaction

aprories Camadian agTieouliuTe. gccoTding To rzcent aviianze, which pravides

Sdgeumenzarioz of most of t7e elements of suppext Iar agricultuze, 2xc2pt far

fzx mxmaniizuras, the average elfectlve rata of proractisn -— ad justed Jar the

efiacr of trade barzlezs op {22 fzputs —— 45 estimated o Ya 8 perzedl

during the past decade acrogs all coaspdicies

e
5

frotaction varies eco=sidarably Irom on2 coczedicy Cp another. IA=S

15 giguificant, slps= °T i3 the izdividual commodity level thar is telsvant Ta



sr3de m=gosiationsg. 4s ome BAZAC expacr, tia Saasuzes d1ffgr ¥ wear and 37

s2udv, bus fa gemefzl, clisseds, pork, 43¢ card Tac caiyn LiT3laes procsctlaon;
] ' r 1.

azmd soultwy eonsistasily axhidiT bigh, 4Ff ant che Wighsse,

of smoTection; acd the Zasulis for che recaizizg gzomodiiies aze quics z2ixed.

Fouz =ajlar poilsgy arsas gezmelale =o3t of che protactiom: Those Dakefi:
L - - - m o ; 4 - = s A :

boasds thart ars azla T2 comiTol aggTegats supply; zzzis cackecizg, LicamIing,
frpighp-vzza Tegulasizusy siailizac:

Fadamal apd srswizecial -:v&lﬂ;-aﬂd"thiez.:::::nlE;.Lacludizg maTiiZ anm
thesa profacthonlist ceasures could- dsmizage persepiiacs af
aly to ocen?, thels izpoziacce eoull Sa

18 cateuligned wigs refaTeczce Ta 3

toade, thev eculd overstite Ihe JegTie O

L Tgdrzad 9
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s
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"

azd grais se=IaTi.  Seannd, 15 =hp pragestion

£ozzgs

raooval ®igiz zat
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Suaa zackes access Ls achieved Th¥aeghoLIL

sTizgtale o8 a tevel slarizg fleld {s eaniy zelevant I3 tmats produaticn wniéld

g z=adad == rhaz iz, wizh -mgpest Eo arpllzic or ‘amlisft axzdsT sulsiiias:
Tac us naw axasize erosilag aalizy seasuras Iz The #mioT sgrizuiTusal

sgozeTs and asdsess oW ToA ssgotiacions 2fght resulil= Canada 2 oo grAzgad

Foauisrv, and Iges
Tha sracasciga affscded Cazadiac 233 amd. pouliTv aToduceIE L3
atg=lfizazz, wvislile, 2zd well dzcumarmced. I addfcioc o Eha caizulicions e°n
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effsczive protection clied earlier, at least four studias have zeasured
roduces bSenefiss iz the 1975-80 period to be in the ramge of $110-170 =millien

annually. These calculatioms place the per—fara bdenefit at $25,000 or more —

st X 4 6 JA L pd
nizher tharn that received by azy other major comaodity gToup. In addizion,

this protection is highiy visible to the Unlited States because of the lazge

margias of Cazadilac over U.S. prices azd szall Caradiaa Zpport quotas — 0.7

3

gerzezz of previcus year's production for
rhaz restTict UG.S. aczess to the Canadian

Reld U.S. perzeptloz is that the Cazadian

c=a= i=s U.S. ccumrespart ané that Cazadian poultisy- aad egg—saTketi:z

eggs and 6.3 percent for chfckez —
marker. ASs a resuit, the comacnly

indust=y is oguch less cocpetitive

boazid

aza a harrier to sigmificant experts cf poultry gsroducts frem the Tniced
7 ey -
. 3y coumtrast, the United States imposes no lmporiazt nonzazifif

and has a tariff scheduie that is

--w=-

tazsiars on i=zports of suel cormpocdities,

-

zedesz and gemerally lower thaz thaz applicaile ar cle Canacdilan- barder,
FTA negosiatises, therefore, would create pressurles for Canacda €9
roviie the Umites States with opez access to the Cazadlaa market By Tazoving

-
o~
s

- s L - ; 8 :
XI of the GAIT corwithstandlag, Cnce bordar access

ES
l:¢
n

s <+
= 5, altl
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uol

cTe
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4

‘s mat—orized, other harmocizatlot pressures would beccge uniIporzamd, iz pacst
“eszuse stpIlv contTol fs the primary forz of polilcy interveation i3 this

Mora ia3pertantly, su;piy-ca:agemen: vegizes woull bde umatle %o
preserve price diffeceatlals exceeding usual transporrtation costs, azd 1t
weuld be no longer in cthe faterast of the boaris or of Camadias procucers €O
resczics Cazadian praductiou. Marketing guotas would lase both their

usefulaess aaé their valuye. This change in marke® access would force Canadian

poultry and egg prices dows tc levels prevaliiag = the zortherz to:

plus transfer costs, wnich would extail a drop of 25 to 30 perzezt at curTent

exchacge rates.
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Gpez boTiers would also provake 3 coz s ia=able Taticcallzatice of

sraducsics wLenia Carmaca, S=s= smaller, lags ccmpenitive IaITs 2 taczer

ove-aziges that curTectly are csnst=aized Ty beard reguiaztices. fusthac=orTe,

these adiusgmezntss would QecuT 29Ies3 proviaces. The Cagadiazn zma-ket Ls

chac is wallkely 23 e sustalzatla 4f ctheve

Ry

"

allocazed by province {2 a wacse
was opes Sorser 3ccass. Soge of the Ma-i:zize
some s ail of thelr poul:ily acd sgg productice, o z

— -

sTovizces would see lazreszses o sroduciise per G3== and, POSSIZ.7,

auater of farms. Tue I3TeTiamse 0f these ilztasproviacial ad iuszzests showid
mez te urdarssated., It LS sassitle, amd -agmar L3zaic, that a zcve €2 frae

e=ade wighia Cazacda could gravcke sore farselavel Tasourle

adiugTme=ts 3cITss reglicus thas a suhsequez: acve TG f-ma grazie WiIl Ile

odnt = DO 4

Tolzad States.

ameval of gTocucticm regzeicsizns would esfags. tZe level of Cazadlsz
aradugiisz. Geazigzizzl sstizatas of The Tew level arms =23t pcssitle "ec3use
=g egtimazes exist <l & fa—adian sunpl? fuzcticm 10T egEs g2 pouliIT.

sTovizces whel® 2 ~z-keC 23T guosas is 2llowed %o spezala - grovidia cle tasis
f2= ar ifaasT azm estIZiate of the suzoly pTize ' — arg ca-zizal case ol areduciiat

— af == quITeCt guol3a 1avel 3£ cuzpul.
Sma analysls estizates Chac 1.2 1380, cha supply Frises naz is,
~=a =argical e°sis, excludizg ccsts of holllzg sha guezz — of acsiters and

-d3 waze sozpatiila £3 lose 13 the zotsthersz .5, sI3%

gize,"thers likely wouid have Jeen gef @xXTAITS of eggs fzza Cizaca. his
wouli mave seazmt a Tasumpliisa of the pasteszs Freva-enc teloTe

. : 13
gusslw-zaniges=enT SYSI2aZs WRIE {=zzoduced.
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Sizce 1580, major farm input prices bave remained ccastant or have
fallez, productivity growth {3 this sector appears Bot o tave abated, either
absclutely or relacive 2o the U.S. Ladustry, and the Canadiac dollar has
fallex 12 wvalue by at least 10 peczent relative to the U.S. dollar. II Cazada
were umow %o remove Ioport controls {n this secto:,'the 1fkelihood 1is that it
would, wish adjustaeats, achieve a et export positliom, at least in eggs. At
the wvery leas:t, there is little evidenze for predictizg sizatle long-ter
tzzerss ol poultTy and eggs froe the United States.

Suzh a longer~tern scenarioc would ot occur without soze significans
e famm level, whlch would differ greatly acczoss producers. ALl
sroducers would face a lower price and, hezce, reduced gToss cash flows, but
wvoulsd be uncomstraized in their production. The responses of iadividual
farzers would Zevead ot the level of thelr margizal costs and iz which of fours
categoties thev £ind thexmselves.

Fizst, there azz these farzers who have bteez purzhasing quotz iz th

sroduciag provinces and whose unit costs appear to be at

(Y

compertitly

"
)

za ioT az

the  landed U.S. producz. These famers would be

re

or below tie price o
erizive u=der an FIA and some would eves exsand productica. In fact, the
trallenges these farsers would face froo an open border are likely to te less
giff2z0iz thaz those they faced Lf rther entaced the Izdustsy wiih mostly
defz-Filzazced quota purchases.

Second, there ace those farzeTs who, wnile 20t buwring quota, have
ma’lztsized their productivity and remain competitive with tle fIst group, OF

4ve by upgrading thelirs operations during a period ol

"

woio could becoaze cocpetl

Thizi, there are those farmers who are tyically older, who have ot

purchases gquota, whe Save seea their unii coscs rise, aad who are zot ezr=fag

t-e norsal Tesurm on alil zte’r assefs. The typlizal farzer = this group owns
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sssaes (iz facz, he =ust have scze sguily) for whizx =& has chosen T0 3ccept

1 12ozs at the

lawes-coan-sqT=al refuTn. oT exacple, 3 fazmer who recelived 213

A2

ouzser of the scheme could afford o ses 213 COSTS e<3e comrpated o those of

13 quocz coull

»
Al
o
0n
3
b
f
4]
w
[v]
b
[
0
(a4
H
L]
2]
1]
n
o
i<

tis mefzader aznd =ight chocs

ottamrise eas= ia the Zar= of —eduged efiiciancy.

Toursh, thels aTe Ilose fi=wm=3 i3 less zompezliIive reglaons azd

ok wlgm whase

sTovizces who, degpite good 2anagecent, nave ypil <asfg $NET 372 .50 4.85 L.a-

zhay aTa uzadle 23 312 zhe goliag prize for queia salll=g f{= the Za!sT

-

-

agmgecizive praviicas, Tho3 tast gzoup would ta uzable €g-czzvet

w

42 e
- =

was feme t-ade witxia Canada, and would likely leave the souleTy azd eg3
tusi-asa. It Lg these lasi Iwo gTougss of farmazs who woulZ Zesel tle gTeacest

ccagerisive pressures Wil free Yilaceral ITace.

shese Zour categeoTias IS w=availatle, .If we x:ow the Tale gf emzz7 L2tz the
industsy, howmver, we C3t decesmize The zuszer of eantTants wre Sust Rave

aezuized a quota 2 ardar t2 Segia preduction. FTod census dzza, we mote Inat

tha Taze of g=9os3 earTy izt9, of exl: f-2@, the pcuiLtTy sectar has teez
12
12

imgzg the 1aTgest 25

Lousua.iv hizm, saTmisulaTiy iz s2s 1375-31 pecicd.

sazzen:z zf far=s, feT axa=szla, ToTe Inac ome—guaIles of tmose Zaraizg A= 1381

Lad amzeved sizcs 1976; LT 13 sessitle zhat, IF 1385, a=out gme-rz2il g2 z:zese
soulzTy and egz FTocuzels wzve Segum farzizg sizcs 14975, (CozsilerTziiz @nily

2 poul:Ty and ezgg arcductlon Iro= ctme> Sa-ming astiviziles (mot =ouzzed

23ove) exists as wall, and theTe i3 ligaly 23 have beez sone exdazsioc 4y

= e d

cogoiag farms. ALl ehig avicezgs polzts L2 3 very large amouzt of juold

(¥ 4

alew—maTker-9Tile

n.

trazgier, azi avasz alicwizg Sar zozmazkat gTazefazs ac

- -

[}

cmilgvers t3 so=e produceTrs’ chilifes, d cossidarable nuzter of producets Zust
mave purshased guotas. Cu average, tmese praducess would at lezst be atla I3

cozpeta wizh U.S. bordex rices. Moregver, cne bigh zate 3f exiX fodicatas

[}
[al
(2]
.
(14
[l
141
n
[+4
(7]
"
1

etag cazy umcszpetitive producers 1i%alv have alizeady le
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In addizicn to basic praduction afiiclency, there is also the
question of ficanciag. Producess ko kave recently purchased quota zhrough
debt fimsneing would, if border controls were lifted suddenly, be facec< wits
servicing that debt withou: the {acome fiow anticipated to meet izcerest
payments, and a cumter of thez could be placed in cousideradle financial
difficulty or evexz bankruptcy.

Th-ae ocher facts should be takea into account in 2ssessiag the
disensians of this possidle fizagelal difffculzy. First, few Zarmers have
purchased all of their quota hoidings recemtly. Many have received guotas
f-om thei:z marketizg beard without charge, in tie form of beth imizial
alocacions amd {ac-ements to tie base quota as coasuaption hag inc-ezased, and
guota puschasers typically tize their purchases over a nu;be: of years.

Second, farzers trzat a gquota Imvestzezt as 3 vely Tiskw
undersakiz=g. Its purchase exztails 3 r;sk that marketizg board or govermmelat
poiicy will chaznge to reduce the Znecme stoeam which the quota allisws, The
sossikiiity of trade lite-alifzaticn 2s ome examdple of this risk. As & resuls,
ca=ss fron the gquota are heavily discounted by purchasers, to the exta:z thasz
purchisaTs ca average requise the invest2ent o pavy for {tself ip thra2e to
four vears. 3Secause the average buyer pays £5r his quota purchase this

quickiy, the potential flzancial difficulries to recent Survers cac Se

-

afai=’zes or avolded by ifacorporatizg in the negotiztions ap appripriate
adiustzeat pertiad to free trade.

Third, currear Canadian tax provisioms provide capital-cost
al-cwances for purzhased quotas. If border contzols for poultry and eggs were

rezoved, the rasulting loss of quota value would te a capital loss, cre-hall

of which would te tax deductible.

ir suzm, azalvsis of the Canadian poultTy acd egg industTy proviies

-ia

4 -

1aportant evidence that producers lm this sector could Se comperziiflve Wil
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shage ia z=a Tzized Sgacaes at curTiac ex=hacge Tates., AR ToA woyld Tasuls 12
i=gortazt adjustzecis ag the farm level, acd scze sroducers would legve Ihe

{=dustT?. Zut i{=poTTaczt comperizive adjustenty yave already deen =ade L2 ne

cousse of nizn rates of farmers emzarizg 3nd exliiang the I=dustTy.

Iazerproviacial sasiepalizatise of preduction i= lize wizh cczpazative

-

-d wd

advascage would cause the ezt of a auzher of poulily fa-mess i uncogprelilive

sagions, but there 1s 00 avida=cs €0 3uggest a 2alor loss ta the Test af the
CIUTtTT. 0fisezzing this, however, ls ghe Sact that a larze amouzt 0f weazlzli

2 lass of gquetas,

ts

7 ciese to 31 billiec — would Se Temevad with €

-— aTnRa>

which would gezazate 10t oTiY heazed oppesition fo &2 cpel beriazr but alse

1~ shege graducts e =szovad,

Zemands for cozpeasatisa stould izpars ccotTols

whasaver Che =2Tils for compensatiig praducers at large fo+ Temoval of this
~z prztecciom, the laTge wisk prasiuz found {2 quola zarkacs zakes
unjesswasive Tiose aIgumelt £ar rewariling Tacadt QuoTa. pursaseTs vich

sgezial csmpecsatiol as locg as a Teasozmable vacizd of ad usTent {3

zegaciazted.

The ccher 33jcT cscpetelt of =na susply—czzagesesl SUSTES ‘3 the
Zalory f2<usiTy, whaze the wvaluae of tle Senefiss of zratasiion is stba laTges:t

1230, bemeilzs to dailTy producars

"t
[$]

of acvy segzent of Cacacslial ag=izuituse.

excaeded 31 Hillizn; sizce naf tize, pTaductivily aas ecnnsioued To Llzcrease
15
apd czhers hzs also test SIS tazzeage Lo =ilk prices.
These tenefits have Yeex aentavad by praducer prices tiat ate 0¥

abeve Thosa iz 2asc othar sesfars cagatrias and 57 g sysfa® ¢
todussoial ailk quozas Thal xae?ls surslus procducti

.

eraces surpluses — sc=2 $3,0C0 couzes



hectcifters of evaporated milk =-- that aTe exported or used for food aid. Ia
addition, Canada has strict costreols that permit 20,400 tsunes ofAcheese
{aporss per year Hut lacgelr exclude all other dailry imports. Margarine
impores are prohidbited toc escourage butter comsumpvtlon, azd refined vegezahble
01l Imporcs currtectly face a 20 percent tariff for the same reason. Finally,
stzict health and licezsiang regulations inhibbit interprovincial, 2ot to
gention iaternatiomzl, trade iz fresh or liquid =miik.

C.5. poliizies germerallv a-e similar to those 1z Canada, excep:t that
quotas ate 20T used to restrict domestic produstien. Instead, surplius
producticn Iz the foram of butter arnd sifa mflk powder 1is purchased, stored,
and gezerally exported. Prices for industrial =ziik have begun to fall sizce
1980 to reduce thils surplus, aué are now lower tham these in Cazada, which
tave risen gver the period. U.S. border com:rals gezerally take tiae fora of
iapoct quotas., Iz the case of cheess, for exazple, laporis ace permizied to
provide 5 pesteat of zhe U,S. marketr. Fluid ailk i=porIs ace subject T2
tarifi-rzze quocas, with a tariff of 2€ per gailosm wp to 3 mililse gallous.

3eczuse policies and price levels {n the Cwo couztrizs are glreadw

sizilar, cne amizgat anticipate that policy harzonlzaticn under aa FIA would le

zinar. Iz fact, it likely would provoke sigmiflicant chanmges. Az opern border,
with =ilk ard amilk procuezs movi freely iz each direc:icn, would lower farm

prices fcr both fluid and iadustrial =z1lk iz Cznada, wizh the price fall of

the f3mmex belag =zore significant — 20 zo 40 perzent, dependinzg oz the

. e

reglon. Iz the United States, the cusrent regional patterz of fluid allk

price differescials also =zight be difficuls toc azintain 1a some acrthers
states. _rusther teducsions in the Canadian industrial milk price cculd de

-

rice 15 widely expected to £zl further in future.

3

anticipaced, as che U.S.

induse=ial 2ilk producrt prices could also be expected, with

()
(4}
re

guallzaticn ¢

szall volumes of cross~-tarder trade.
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—ve =gt 44£31czulc procle= clal an open bevder woulil creal YL 3-8

12

sessitlie zradu =Zon surpluses. The ouly soluzion thart 3ppeass seadily

woskazle +s Zot T.5. and Camadiac tndust=iazl =ilk prices T2 fai) uworil there

19 =0 Verzh igezicaa suzplus praducziea. This cculd wall Tequize & f3il sf as
ucs as 2% perzent iz Canada'sy 4sdustzial milk prices azd stvigusly it woulc

.

sake quUSTAS ©INeR23I3TT. Ta.judge Irom quota valuass iz Cmcarlo, Quehbec, azc

3-4ziga Colum3ia, farsers who euschase quota would still be cospetitive at

phae-y
&

u

[}

suen a reducsd p-ice. Not oaly couid they be expectad =ta proviie for =he

Tt & -
teceaased Cazadlan comsu=pclsn 23t would result froz iswer pricas “ue iz i3

posegidla that at cusTeat axchisge Tafles, stere couli be Teglezal oT tsazl

o -

exzores Iz 2e T.S. za=kag. The opes bdarder woull equa.-ze Zalzy jproduc

(e.g. duzzes and skiz ziik% powder) prices as sell as zTaw i1k pTices, aad

iv

ta=mcmizasica likely would requize elim?=aricn of the federal dirmet subsd

o= t=dustzial =ilk,

T2 azeh counITy were To coatizue 2 foilaw 173 cusTe=t suTpius

— — -
r—————

sgileles — Quotas i~ Cazada, zover—oexIl puzzhases L3 the U=l%2d Staces, azd
srizes 3hove TequiliiTizm lavels 4= hot: coumtzlies —— at the sz=e 1ize That tie
serder was cpezed up, scle ashiczasy decislozs ot 3aIxet ghazisg Jerween Ile

Tos examgle, Cazada couwld nold gquotas atT &

lawgl aguivaia=t 2 =arz” deozestic csosumpsics. EgweveI, 2OC ocly would rzals

e~

-
i iy

sravezz e loveI-2sst coussTy fTom achlaevizg any et =arkez renelIalisT

<=e orhez, Lz would ziso =aka 1o 44Fffiguiz to praveczt famazclang £oca sRi39Li2
34l pracduced i excess gf s=malx guotas izt the C=i%ad Scazes. Thus, It

would appear That ehe csapization of <urTeat poile
13 =gc wockalle, avaz wirh aqual faT3 gacs prices. 1= acdt=ion, RRLs scerzETio
o4 -

woulid dezend oz zze T.5. gaver==eal's wHlllzgmess To conilizue purehasizg

suzsius U.S. productien, agd Washlogtom cecessarily souid emd up dazazIini=zg
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words, complex peiicy hardonization would be required, enforcement would be

diffieculz, ané the level of acceptadia budgetary outlays by the T.S.
government would likely dominate decisiocas.

A Chi=d alrarmative would be for Cazada to follow U.S. policy more
compiately, by removing quota resirictions and purchasiag surplus production,
a&s 13 the éase {n *he Uaiced Staces and as was the case in Canada durizg the
1960g. Policles would be harmonized mot only By opes borders aad equallzed
prices bu:':his opticn also would require an ag-eed sitaTing of zhe zosts of
purchasizg surpius milk.

As iz the poultry f{ndusctry, am lmportazt result of &4z ope: vorder for
she dai=y industry would be the recoval of existing regulatory bartiers to
{azemprovizclal movemexzt ia fludd aad'indus:rial zi1% (or products).
Turther—ore, quota values for both imdustrial zilk and filuid would falil, the
forme= to zero, and the latter tc reflect whacever price maTgiz could still be
earmed or local wartkets, given open borders arnd tvansfer c¢osts.

Tue za’a rescurcze effacts of this dairy poliey harmenizatlon Teflect
guailzatively most of the Lssues already éiscussed for pouizry. The key
mo=ivatisnes for chazge are the fall in prices a=d the rtemoval 2% borier,
{atzzrprovincial, and quota comstraizts., Producer cespeuse agaia dejezds om

the facéividuai's real (acnqueota) costs, and Zour catagories of fazas 232 be
descri=ed, racgizg from relatively productlve, euota-purchasizg, typicaily
lacger-than-average farmzs that at least would Be able to cocpete with border
prices, to farzs umable To cscpete due to regionmal or lmdividual cost
dlsadvantages.

Alchough prices likely would nct falli by ag much as iz the poul:ry
and egg industries, there zignt de =oTe farms 12 the disadvantaged categories

(zToups three aad four discussed eariler). This would be due partly td 2

“ar &

large expected izCerprovizcial reallocation of doth fluid aad -fadustrial milk



produezion. Saskacghewadn, Msgizsta, and, pertaps, New 32 tek esul

axtesiance recuced =i’k roduczion =— i= soca czases, 331 =4 52cant zaducticns —
’

and, ‘= the zourse af =3cfamaiizazion of prsductica o ToTE efilclent
ogezats , a aumter of praducsrs acd processsTs iikaly would lesve che ailxk

53 eviiance of ctur-over, eilll7, azd

o

{ndust=r. GHcwever, thaTe L3 aiso mucs L
axis w=t=’a the daisy izdustTy. Tsizg e saze census daca as Isporced

easitar, dalry-fara entTy aud exit is jugt less than one-nalf zhas

.

16
f3% peulTy. T~ acdzicism, avd csmgsisteznt wiz=h lass far= adjustzext zakizg

gzear deal of

(2]

slace, 2air7-ccst suIveys fsr vears tao 1381 gonzizue T3 show
diversiTy Lo ¢osT sTTucRuTe 3CTISS tadividueal far=s. This gvidazce suggests
e~ac differsncas might exlst berweed the zargizal <osTs 0% queca-purstasiz

fa—=s az¢ c4cse of the zZore izeflilcient, szaller, older farms thal have 30T

tought quctas. o other words, Tt could he relatively faver fasmess. WO

are
ats czzzezicive with Border prices a=d relazively sore faTzers who wowld rave

-

143220127 balng cscpetillve, cacpased with thcse In tie goul

7 LladuszIv.
“hesa adiusizezis ight te lavzer 12 the fiuid zilk seczer azd iz

—5-

J

the poice fall would be greatast Le=a. As {2 =%e poultry lzdustry, I azclizg

- shsge firmers Wne have sec2ally pusctasad guolas,

4

sacsizulazly TZueld =tl% guetas. 3ut, 33 2weced azriier, these pratlex=s wiil

he

i ¢~ zilk suoza zarkess,

-
-
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circumstances, Such as oce fiads cuzrently with beef and pork. 3But an oped
borde= would also subiect some milk processiag planis T2 addizional
comperizion from high-volume, low-cosc U.S. plaszs. This competiticn could be
erpected to icmcraase prassures ot those Caradian planis to ratiomalize
operaticzs to achleve she size acomozies available from voliuse production of
stancarZized procducts. As an cffset to these adjuétme:zs, specialey
gpezaticns produciag nigh-qualicy products would have the opportuciiy to

-k

expazd thel: sales.

[

2 summary, despite comparable levels of protecticn for the U.S. and

Cazadian dairy fadustoies, policy harmomization 4in these iadustIies would

)

aspear to Srovoke soze signtficant changes in the Cazadian industry. TFiTst,

an opexn borier largely would equalize industrial and fleid milk prices derween

the two couniries, and although tThis prizazily would zean soxe {zcTeased

sraduction azd =aj9T -sduczions i ceats to producers i tle fiuld seczor, it

a'so wouls meam a ramoval of industrial milx quotas and open-sa:ke:-determined

poices 1z the jacus=zial milk sector. Thls appeals 20 a wnere tae U.S.

- - - -

{adpsc— <5 headicg, and evez 1f it weTe 2OT, tre difftcylzies != harocnizing

eack countzr's curtext pollicles wish surplus-iacduclng price lavels iz both

snunz=ias would be challezgizg.

Alzhcugh zanv Canadlac dally farme=s arae elflziant enough ©I

Py PR

2

accoc=odate tais fall ir prices — iadeed, localized expcris 9 the United

Stazes are possidle — zany others have COstS char are toc high to allow thed
to contirue producizg milk. Tals ad justzeat protlem appesrs 20 »e larger thac

1 the case of the poulzry industry. 4s o poultry, the prabadle loss iz zilk

quota values weuld he very high, &s such as $2.1 dillforz im fiuid milk quotas

and $3.1 b£11loa im industrial mflk quotas using currect zatket values.

Although the dairy industIy could survive aand even prosger umder an FTA, tnis

lacge loss in wealzh and che -educczion ia the nuzter of daisy farms would cake

.
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st and the

Gageema Graln Stadilizasion ict, which pravide periodic pevmears t3 producers.

In the Toited States, there are three major pragra=ms affeczing this

gector:

o a price support operated wiil goveruzent purchases azd deflclency paymezts,
augzenctad with stoTage subsidies and lané diversious;

cili=ias to encourage expoTT salies; acd

[s]
(2]
"
(11
.
e
e
sl
1)
0

¢ exverct subsidies designed to cfiset foreign export subsidles.

se notewcrsay featuce of the T.S. price—suppelt gyscam is that 12 some years,
G.S. gover—mernt offars~to=-purchase effactively provice a ficcT O world grala
prices, bdeaefizizg graiz producers iz Canade as wall.

Iz any oce vear, eizher countTy's policles azght provide moTe
-5zaczlon chaa the othes's, but whe compaTed over a zuader of veacss,
reractlea for wheat is slighrly nigher iz Canada. Sarmozizatioz lssues
rs’zre mpTe <o Casadlaz izpor: controls, Cw3 powers, aad T2 sode alements of

eubsisizesd freight rates axd the nature of each coOURETT'S scabilizatica o

o
2]
«
L)
b
fa.
'S
[
(=]
[

mport conirols, tle Tolzed States likely will press fors

§

opea-borier access. TInis access will allew entzy of lower—quality wineat and
bakesy product faports, forcing domestic selling prices om these 1I23s closer

zo export price levels. These pressures {rom az opez bo=der oz domestic

prices of higner-quality wheats w411 be mederaced by exiscting traaspersasion

.

costs. Depending on pacticular markets, ad justzents iz sozme otlher graiz

1

rices mav occur. Some belleve thatz this open borier would jeoparilze
’ R s

Cazada's grain licensing systed, the ablliicy to guaranlsze high—qualicy wheat
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abzoad, azd t=e cousegue=t quallly srecium i prics. I= any czase,
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. st
e giaz il * we s—qualisy vheais <3
ezsizg of these izporsT rascziscions to al-O% 2anRIT7. 9 ) 1 :

£ =k Py £ f-ae gTade zegotiaticus. A
ocourtiz=g anyway, Lade dent af the course of ITee TTES e

w3y
1]

3
M osugh eR = TTA zay oty
s0el for upliizecsed wheat alr=ad7 ex13ls th=sugh the CW3, amd an L =233
spead these develcopments.
- e - - e - - 14 avy
The =mcacpoly selliag pover o3& she CWB 2ight se threatsgec IY POLLTE

3 t za:z { argue that suclk powesls
ta——cnlizitioz, aither becguse 2= Qalzed Stazes vould acy o

: i 2 z bt cause {:z would be
comssimmze 33 uzfal:s advazlage oo eXPOTT 3aTxkars ot Sacau
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iy

: = les ¢ .z were cleaps
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move Camadiaa g-ala south I3 exjort o sba wi=zer mon2xs, LT would Zuziies
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more compesitive in domestic markets. Althougd such oeasuTes oftes nave beex
zplecented to cocpets With coudtries other thac Canada — such as the EC —
thelr use could be iziurious to Carada by reducing Cazadlac markats or by
forecing Cazada ta adopt siziiar policies.

Canada ltkely would not seek reductlons im U.$. suppert prograns by
lowesizg G.é. t=igger prices because that provision aiready provides stop=loss
support to praducers as do Canada's stakilization programs. 4As it 1s, scme

peiisy zarsomization could nroceed withour am FIA decause the J.S.

aéa‘=’strazion ls toyvizg to meke {fs suppoTrt payments zars pazket orisnted,

1i%a those La Canada, and this could faclude redueccions in U.S. trigger

P

srices. though the U.S. gralz sector scill would affact significaatly worlid

, the [.S. goverasezt would oo longer be underwsiting then.

b3

o
-

0

caln pris

([ 2]

¢

Bacause so zuch of the ecocmeais health ¢f this seztos depends on

worii maviars azé because an ope= U.S.-Caradiaa bovder lively would generate
czlw zizer crzde Zlows DeTieez WO ccuntTies, the eccuozic orf

-ay

TA cu the graizs and cilseeds I=2ustIT¥

)

coscuzce~aloczcicn eifects of an

wouls be suca less major thaz on the poultIy azd Zalzry irndustoies.

Yeversheless, there would appear o be a aumbes of importamt changes. First,
14

the ability to price domestically used wheat above woTid prices would be lost,

‘faz producer prices mocdeszly. Secons, {ncreased
izporzatioc of low-quality U.S. wheats Iiznca Cazacda csuld lower Cazaca's exryoT:T

-tce praziun unless mixiag of different gualizfes could e avoided or
P P 4

noavisual qualicy-coatTol zeasures could de acopted. This would also zake
existizg vacilesy-licensing pracTices for oroductica difficuiz, {Z not
f=possible, to ezforce. Shouid low—quality varietlies bde zore wicel? piantec
ans should the cucremt quaiity precfum be lest on exdOTLs, increased yvislds

could oifset — and evez cutweizh — rcevezue losses. This chazge would oake

lowar-qualiisy T.S. flou= availzdle to the Cazadilan bakipg {zduscry and is .
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to She guITexn

- :xaly to ceducs= L5 dezand fof wird wheat Cazadizz fiouT. Tue
tack of Camsdian =illfag sapacicy 2of c=esa wheacs, this chacge caz te

ax—ec-ad o cseats difficuliclas £5» the Sakizg aad 3L11Iz3 {=dugc=ies ag thev

begia acgzczodatizg lawer—uallcy wheats.

It is deubtfyl chag, wizh ao oped order, tha CWB couls eniarse l:is
sizgla=sellar role for exgert graizs. Grazs deilivery ta the T.3. s7sisez by
Camadiap farsess would, place the (W3 41 tha =ols of a =zajor gTala exgoTter —
s=dspd, a3 state tradizng agecty — .Syt escpesizg with othes exFITLRIS ior gTais
suppiles. CW3 poollzg jesicias still would te actractive 3 Iacy sroducers,

Wy =0 szsure Ced suppiy cozsilzexls, So=e o= of gontTaciizg vLi:2 sroducars

ascessasv. AltDough susl a sole i3 cone Cne CA2 has plared Lz the pasz,

==7 e
==’g cmazge would e jeziaived, particulazly oo the Trai=ies, as a 23T scift
{12 polilicv.

= loesallzed =2atkats f{ov sofs wgnails, <narse gzalzsz, azd ailsaads,
‘e a =prah-sgush Sirection

ewzdm Zlaows wauld Llacrease lgealily, Zovizg praducis =
t=gz28é of east-~wesT as is cussemzly the case. Swer3ali, eIrpeTs pppoTTulTles
sould sszpezsate fa2rI 1aa-sased degesllic cozpesizion, but chese grais tTace

2% mig Samsmen Cacada and the Uafled States aze likeliy s te sza l.

Tizail7, ctheve ls the lsste af subsid

- f3= G.3.—4estized gTralts and oilseads. MerTe ‘=20732nIl7,

-

£ T.5. gTaia

[}

eaw

grala thTough cazada az actTactive propesition far a ausber

. 2 3iala

graducers. Allouga Cacada probadly would prafaz €9 avold subsidizizg Qe

-

]

sea2m

K

tramsporsatics OF g.5. grain a=d ccogesiiag she Praizia-——2levalel §

acgorilizzly, ao ogex vorder would =zke LT 1281 oyle agd disesizizatoTy

qu=gidy dirscciy 2o the faTzers s=3taad of to Che talilways, acd allow the
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rzilways to ckarge compexsatory rates., This fora of pavzent could Invite U.Ss.
¢=arges that the subsidy coustisuted an unfair advauntage (aithougs this charzge
more likely would emerge In mulrilageral than bilateral pnagotiations). There
might be cozsequexT pressures for removal or reductlon of the subsidy, to be

weighed agafnsc Canadian claizs for ceduced T.S. protectica — ZIrom deficiency

pavoezts and export subsidies, for exaxple.

eed ?;eigh: Assistazce may be under TJ.S. pressuTe for rezmoval. IZ

stis prograz wers Treocved, feed-gralin~deficit regions such as Eastarz Laza<a

likely would be supplled moTe by local feed graians, aad éisplaced
tacley would be saoléd offsnore. This, toc, woull have liztle effect cn

Canaciaz-U.S. trade.

Iz summary, an open border for gralzs ané oiiseeds could lead to

-

scme, perhaps alzoT, redustions iz gralag prices ou the Prairles, bul would

causa more sigzificant changes by admitiiag ador? lower~-quality wheats, flour,

and gralc products 12T the Cazasiaa systew and by removizg the 2XPOTT sales

scacpoly of the Canadlac Wheat Roazi. Even Lf the CWB were mal=talzed, 2

" quality stazdazd cf, and quallty crezfuz for, Capadian expors wheats 2Ight be
%, price premfums from tZe domestic wheat market would nat De possible

ar transportatioa cost margizs), and frefght-racte sutsidies ou

~~
[
H
't
®
u
i
"

U.S.-bouné graizs and oilseeds might be removed. The CwB's ability o provide

eculzable access to the elevator and transport system could be eroded, there

i1m fretght subsidies under tha Westera Grala Transpor-iatica Act

relght Assistance night be Temoved. Only scall aad local increases
12 e-pss-borier trade in these products could be exsected. U.S. policies aisc
? %

could chacge, in the directiom of smalier deficlency payzents azd smaller or

zore targeted export subsidies.

For all these prospective changes that an T4 would briag to tle

tt woulid do iicttle directly o opet third markets

.

graias and ollseeds sector,
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de= £zmada or tha Coited Szacas and would Se ymlilkaly o cause 22 ioT chazges

c=q or Licsmes L2 eizher cduscTy, As soted eariler, the at

.

‘m fazm Pz

acvazzages ©o Yoch couztTles wouldld cize frsz the ocenizg of thicd eounzsies’

- - -

.
n

=27%ars iz 3 =ovacear to STeer agliiliataral ra

O

2 all agmieulzuval comzccisy praducers in Zazada, {2 ls teel and heg
sTaduceTs vho would le 2esc tazazascad i= 4 bilaceral ITace agreselelt Vi

Ca‘zad Sescss., Iz Sotl cozmodities, Cazada L5 fztermaziczally cospeliiive,

rytac=ion is —ocest, tzade Slews gccur bet: for Live azi=2als and Zd-essed Se=l

sT peTk, azd the za jor exporT desiiaazlon i3 the Uplced Scatas,
While zhis exzamsive cTacde {3 facilizated 37 lov 21328 wallg, czecs
& b

ars =g pezzaziff tarciarzs at e3ch Sorder. I f1=gz eonsisss of quansizacive

)

—ezz izvarz resITicTicms. These afe, hoveves, 1435 encugh ta be gezerally

asmmagt=iczive, Mosecver, Chev fize over Tize, azn ate test inmgazpTa2zed &s

safageazd, Tather thaz srozeczive, zeasyses. o8 seesnd ac=tasiif SarTiaz,
a=2 ==a cme of coasiierably gTeataT signilflcange, <¢ons5isTI 2Z the healtzz a4
sezivary Testziceiozns Both couzmTTiss i-zase. I= tha zase of fazada, waaf

caczle =37 ezzar Canmada less rescTrictively. Live fleg i3povis, acwever, arl

fiagcively srohidized due o tle existezce of sseudarables in the Tzizad

.- ¢ - w='e

(1

Y L Rte

Scazas, TezT thelr zars, T.S. reatTicricas Iinvelve vecasizazy cesIillncallcd of
f=zg=:5 of 2eaf and vezl (zfo che Jofzed Szacas. Althougl lmTolts cf Live
am‘-zlg fzom Ca=ada ace gezezilly uzafiszciad 37 sued zachzfcal barTiars 3

tzade, 2Rhe zecear rafusal %7y gsoze states o aligu aenzzy of Cazadilaz Live



i - 25 -
cattle and swiae due to the use of chiorasphenicocl iz Cacada is a procizent
exceptlion,

iz addltion to border contTols, Cazadiaz red zeat producers bexzeflt

froc governmest szadilizatilon programs at the federal aad provizclal levels..

The federal program, the Agriculzural Stadilizacion Act, has provided a

deficiency pavseat iz low-price yeass, but paymezts have been small and
IzZTeguezt. A Tevised stabiiizasicn progrzz for hegs and catile has Dow Seen
annguaced, wilch s to be financed by producers and by bech levels of
govercment, aud whizh will bte avalladle ts producers in those zrovinces thas
chcose to belong. 3Secause L1t features a strong carket orlextatica, and, ixe

westTes= Gralazs StabillzatZon Act, covars cash ecosts only, tihe new progran

.

{3 unifkelv to gemerzte serious reservatilons froo the Tnited S:ates fa FIA
negotiations. 12 fact, because the progrzz wilil have mocest

TesauTce-ailocasion costs amd will gratilize productioen, the IzstTumeit may
well te izterzartlopa_ly atiTactive.

froviacial statillzatioz pragTacs, howvevar, are anoliler parfter, IRhey

-
b

~ave provided deflcileamtr-pavzent support To =malzntala remuzeratlve= or

4

izcaztive-oTice levels 4z several preovizcss, which has comeriduted %o

counrar—vail eforss fa the Joited Scates. To limiz the Tisk of trade

N

reacsisns agiizsc Canada fos subsiiies in onme or TWo provizces axd to malstain

Py

soze eleze=ts of compaTazive advantage in reglomal productlos patters, e

revised stakilfzaziom plaz for beef amd hogs makes the proviaces’

- b3

passicipaticn L2 the scheme conditicnal upen prasing out thelr cwt srovipeial

- ke

sudsidies,

Policv harmonization ia the ced =meats sectar could izmvelve Talaxing

“ealth regulatiocs, coordintaring tr-ade seasuTes aized at ofishore produc:s

such as impert quocas and ancidumpisg Tules to minimize the risk of procuct

diversion from ome narkst to another, acd finding acceptable stabliiczatien
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asez=ze=erc3, paATTACuiari ¢cancermisg tha =qineial practics of ~coe leadizs’
& 1 r ? E, ¥ E
tha fpdezzl pragras=. Moor charges, such as eliz=zataasg remaizizg zarlils,

vowlsi favor Camadlan experts of sorsicu-ready Seef <333, walle exe=ptizg each

asuncT? Svac provisicms of Re ocNes's ceat izpost legislation would Teazcve

short~cer= uccerzaiaty. Relazacioe of haaith and vegarizmaly =agsTictions

1lxely would izcrease t=acde in feedar catTle axd calves and decrrase Caznaca’s

‘=porzs of live sliughtes gattle. 3ecause gf the posaibilizy chac gTeatar

=5 <2gk3s would be fncurTed 2 Ca=ada, a concerz L= ke aegaCiaziass

.
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w1 ha eg di3zizgnlst berween cagcse Testristisaa That ale concarmed LIl
Lagitizaze naaltl Lssues an? t=gse that copstizule pomsazifs tTade barTlaTs.
e izgact of thase cnanges ts parsicularly iager=amc far Yreeding aal
sema=, acd emzryes, but Is acte significant foT sozk and =ogs. Csoriizatizo ©
211 ofighgme product Testricticms 13 iikely to focus oz I3pers quatas. I3
sazTiculas, the Uzited Stalas =22y sress Cazada T3 renliace 135 Tisizg zfzizes

.

accass eoroitzeat with a flxed quota.
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sez=237, L% {s zostly a question of wuich far=ms acd tachcisues of stzsillzaticn

sespezly = sha GATT. Despilte 1= eeczozic advaztages o Cazz3a af fadazal
-~avkez-oTiazzed, sIcp—lsss pIIgra=s, provizclial progoas=s azé subsidfias have
Ses~ i-gzaduced 42 paTttT tecause N fadaral slan has generszad unceTTalz,
~elzgad, and Cog=—scall pay=ells. Jez, provizelal subsiiies diszarT zvade zzd

cause ==ace pelizy procla=s wits che Taited Scaces, aad che fadersgl gover—oecot

nag Limited ability ta csczTal provinaelial agsiculzural prszTazs.  one T=l

Spazes 23 likely to fizd the sroposed faderal sezhilizacica prograa for fegs
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average rcaturas a=d reduces risks, it is also pastiy producer f2nsnced, and it

resreseats a policy direczicn tacreagingly sought by the T.S. admipigtTation.

Thls progra= is, however, more Visidle thaz the curreat hodge-podge of federal
and proviccial prograszs, ané will likely attract attentica I negotiztions.
Tve detaze is likely to hinge om cbjective Zeasuzes T2 discinguish betwesz

acceptable = that is, not couatarvailable — “szabilization™ anc unacceptatle

"suppoTt”.
Fizally, the {zgertant depelit o Cazada of ag FTA that iacludes rec

zea=s is the prospec:t of reducing present dncercaincies regazding access to

the .S, macket. Such an ag-eszent would help ©o ‘nsulate Canada Irca the

seemizgly ervatic application of contizgency-protection Deasurs — such as

csunte=vall acsiocs — ané could provide TecouTse to [ore afiective

dispure-settlenent pechazis=s. The ioportance and costly nature of cuTTexzt

spcertalatles is well {llustrated by the hogs and sork case. The immedlate

2fa to the hog sectaT and the otamsial gal= to beef if TU.S. countervyail
£ P 8

uties werze appiied {2 a less azbltTaTy fashion s likely to docizate all

other potenctial bezeflits of az FTA to Cazadian agziculzure.

In adé’tion ta these direct effects, the Ted @eats seclor, like the

dalr7 sector, also wiil te a"ec'eﬁ bv any chacges i local feed graln prices

due =0 2= TTA. The mos: Izportant factor Yera 1s waether there zre chapges %2

tae graiz freight subsidlies. The mos: dramatic effects om the Ted 2eats
seccor could result from pavmea:t of the Crow bezefit under the WGIA to T

fieme-g izstead of the raflroads — lovering feed grain prices anc stizulatizg

Yeef finishing and calf productiod iz Westerm Canada — and cemoval of Feed

oomba

Freighs Assistance — ralsing feed graino prices and inhibizzng Seef productiocn

in the Marictixes.
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SorTiculIuTe

The horsisulsural sectar maxes up ocly a relacively szall zazs aof

faatuszas izsorTazt trade flows in both dirmcticsums tezweez Cacnadza aad cha

=tced Stazes. On balance, Canada L3 a zet izpovier in each cf tle categories

friiis, vegecztles, apd Teorvigulture azd auvsery iliess, and 7.5, prices

iamicata =ast of rzesa carkezs. Dessize Canadlam 223iiZ procaation, £07°7
serzezz of T.S. agricuwizusal exyorcts ¢o Cazada are of ZozTizulizuTal produz:s.

43 a Tesulz, as FTA Ltk the Unfced Stages 13 of parziguiar sigmilfizazce 2
This secTor.
Tha prizcisal poilsv Lzstrument used 0 proteat Chis ifzduscIy iz
Cacaca Ls cthe tarifs, especially seasozal tasiffs zhac aze fzpesed duTiag tle
Cazadiza naswvest seasec and cthas are usually 4o excess of 1S -jerze=z. Thera
224

ace also sigziilzant nemczariff ceasures, lzcludlizg requlisszents tlat i=paor=s

8f graducts gzawe iz Cazadz te sold om a3 £l-3-price tasis, That bulk Izgersis

aroe w0 . ’

W\
(4]
'YS
n

e pr=nihlized wihen deze supzlles aze avallatle, and t2af a fase-rTack
surzzx e ‘3pcsed wher fzccomased T.S. produce volusmes ase scli at depressed

scices, pacticula=ly ar the exd of the hasves:lag seassz. Iz addizizn, ok

aTa savaral faderal goverzgens assfiscaace 2TogTtszs, such a3 Advazce Fzvmexss

w
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+
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!
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2hilfizzIlsc N

(daficlency pav=ezis), the Agrizwleural ?vzducts 3cass (gaverzzent purzlases),

and subsiiies for 3torage gsnstTuctict projects.  FTovizelsal govermoent

e mamBi -

[a])

G.S5. pollery susaosT Ls a svstem of zartkellzg orlers
L3 - - . 2
zhac agzasoIs o i=zprsve zackers axd peraic more ordesly szaskecizg bF izposizs

a watiecy of "qualley” rescTictisms. Cz che lzput side, [z additloz
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capital grants and leats, macy fruiss a=d vegetables Ip the United Statas ace
grown witlh govermment-supplled {rrigactioe water soid at rates ouch below
Razket prices, The latter measures rarely tum up 4in the meblic accouncs
beéause tie water systems typically were built fn years past, bur tihey
coastitute {aput subsidies gevertheless.,

<

Policy hataonization in the horticultural sector probtably weuld

eazer asoucd removing or harmonizing tarliff and aoztarifif bovier measures,

N

but che issue of ccmparative protactiom, or the level plarizg field, would
f£izst have to be addressed, U.S. marketing ovders and faput sudsidies =igh
involve suilliclent U.S. protecticn fo justify scme Cazadian dorder protection,
wnile proviacial staidiiizatior aund capital gra=t schemes couild gziract
atteaczZon from U.S. megotiators.

If an opez bovder became a raaiicy, the ecorexi:z effects wiziiz
Canada ave uncertaiz. Prices wouwli fall and some producction would saifit to
ciher commoditles, bHuT the exzteat of these shifts is urk=owm. The econamic
lzforzazloz base — a kzowiedge of supply fuczctions for these seci3ts — is

sufficleztly l=gczple

t
1

that cze is unadle to predicst majer cutdacks in
productioz or the extext of ensuing lesses ta farmers. Indeed, wich a 73=-cent
Cazadiaz dellaz, losses could be quite small. In a pumter of small fruizs —
such as raspberrcies, hiuedercies, gnd cramberries — as iz red neats, Canada
has demonstrated sufficlear compacative advantage to benefit froc zorve secure
zatket access cue to am FTA wnlch ceduces the risk of U.S. countervaliiczg
cdutfles bdeing appliaZ. Cme ar=a in which izport competition might c-eate

signiflcapr difflsulzles, however, is the frult- and vegetable-processing

grazts and

pos

lodustries, where taziif wails are ofrea highest and capiza
subsidies are prevalenz. Thesa induscries would still enjsy the considerabdie
advaztage the currenr exchange Tata provides, but rzziomalizatioz of

cperations, fewer firzs rezalning competitive, expansion of scale, a=zc

expansicn {zzo zew cavtkers by remalalng fir=s arve iikely outcomes.
¥ g
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72 sum=acy, segectiatigums for am oA are cf partic
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mgreienizuTa gesior. Mult of the prozectiom foT thRis sec=s2 i3 iz the 2372 al
earsf? apd zmomzariff bSarTiels, and t-ese could be subject TO same cmductiaoz.
Alzmeugh s=all fTulzs, cole ezops, potatcses azod othar stoTalle vegez3tias

(R
o

agsezt. Oune gould anIiclizarta oppos igm fo23m the induscIy at lazge —
maTiiculariv {32 processors = e2 a =oTe=apez Sorier, alshcugh praducers of

gma’l Swuiss wousl supzelt az Ty which teduced thelrD expasuseE =3 er-ziic

agpilicazisce of C.S. contingsat-aTetactice amasuTes.

Ta £523 seczisz, we facus on IO agriculzurzl cam=pélzias = T3%acso

-

Q
[ ]

a2é wiza — of zazziculaz Tasavaace 4 .S. tTade =egortlalisus, azé closa Wil

some cas=esc3 az e FUIcessiIg Secmat
Alshaouegs Tstaceo Ls larzely a Teglomal — =27 Ls, 3= Sagatic —

essy, Lztacsouasts far 1.6 pezzact of Ca=zda’s agziculTuzal output a=4 3120

=it dian @f Cazaslat exzolIts ‘mest of which go o0 e reteed Stages azd WestaTs

Tyzsse thI2Ugn 02 lazge U.5. and Je4zi3n tabagie compgances.

een -

324 — @uz aéditlozal sratequlicn I3 orsvided b7 sugply =azagesezI 12 e
23— o a gueza sysIea IsT omgario groducers. ATTaZRlLs cuzraszly ate telsng

-zée 2o S3T= a zatiozal -sbacas =asikatizg toasl That would per=l

rcepéuernion of guaaciiative {zpoIt czugTols.
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+wa [.S. =obacco fadusiT7 i3 goverzed ty sisilar peliclies ¢

sTozactioe and araduction conzzals. aAlthougd sc2bilizaclion thirough gever—=ent
pusztase Ls w=Zartaker, L2 L3 producses fi-aneced to lizlt lzvezlialy groweln,

5.5. prices mave fallen ~odegsly 42 aozizal terz=3 duriag the 13&8Cs aac
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attempts aTe bei:z ‘zade ta recapture lost export zarkets through export
subsidlies.

A trace agzeecent that includes this sector could require resolution
of Canadiaa co:ce:ﬁs over U.S. expor= subsidies asd probably would {acrease

both Cacadiaz exporzs to, ané laports from, the United States. Overall, this

wvouid result ia a loss of Capadian tobacco quota values, it 1ikely would

.
L)

result iz szall met changss in tracde flows, and 4T would forestall che
sessidie formaticn of a marcicmal supply-zanagezent ageacy Iz Cazada.

The Cazadlan grape asd wize industry provides a ooTe c3teatious
topic Jor trade negotiaticcs because of the high levels of protection
presextiv provicded, particularly by provimelal policies. Socurces of 3als
pratection iaclude discrizmizatory procurement and margin policies of .

srovincial liquor momcpolies, capital grants t3 wilerles, pecisdic

v
ot
M
(&
be

tlzatlon prograc suppert for grape prices, azd occasicumal suppoert L3
grate growers for placting diifecext wvarlerles of grapes.

Praviazcial liguor mezopely practices nave the cost izpertant
toplizaticns for trade wizh the Cofted Startes. FoT exacple, the macicup foT
ioea' wizes fa Onczaris and 3rizish Coluxzbia is berveen 45 andéd 50 perceant,
whils =he markup on Califorala wizes is 110 percent in Cotarlo azd 100 perzent
4n Bei=tgh Columdia. Iz addizioz, miafmua-zricing previsicas applv to win
sales iz cthese previmces. Iz Quebec, Caliifor=ia wines Just coctpete agalinst
Fremch bulk wises Teceiving the lowest zarkup, and ave discriminaced agaicns
»oth by cegloc acd because of thelr reluctance o sell iz Sulk.
Discrizinacion against foraign beers {s even greater, with a matkup sozetizes
four tizes that accorded demestic (provincial) beers.

T-ese trade lssues fall into the larger categery of goverameant

procuresext practices and are iikely to bte an important zegotlatiag toplc.

T-e ircav of thfs particular matter Iis that galzing access to U.S. goveromenl



sTseusames: practices fs sme Af e zala Cagadian sbiestives (o seexlizg a2

TTA, Fetf iz tees azc wize 1+ 43 Camadian geovermzear ;rigqureZenc orastliies
wmizh ars at issue. With scme raductioc 1o stage vazied farme of prataciic:n,

ismescic wize azé Sess productism, gTage prices, agé g=ape produciien asuld te
ed. Mzrzizal elemezts of thcse lzdustIies, ‘{3 Tura, wouli Ye under
pTessuTe TO ex™: shp{= {ndusczies. The likeliNood 0f thase chazges i3 unsule,

33lowizg zha Tokye louzmd of GATT segaetiatiozs, difflculzles aZise 12 r=e

ikxely =2 be a3 LIDgorIast Jactit =
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s{laszewzl trade zegoliaticmsa. Gille soce gigmfficazc chanzes 1o zhe faTa

sactas could arise froa haTmeniziag agriculIuTal sclizies, the .gTeatest ellac

2T as 3 wrole could
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suc- a teade agoeecexzT would have om tle agrizul
we ]l ccze zhout Frog izcreased campetition azd 2ew agmozTuxitiss T3 explol:l
ecspeaiag of gize L= food pracessizg. ATe2s ehar would feel T.S. cogpezlition
2a3sc kees T f=alude Ifmuiz, vege:iatle, 24 =4'% sTocessizg, Tezt fackizg, az2
“ 1 fouiz 3zd

of laver=-qualicy wheats. I3 ~-mga a-eas Iuch a3 IT=T

vagazasla pricessisg, vnerse t=3=szaticnal Sizmse are Ixgorsaxnl, scz=a Cazadiaa

silamcy =ay Deczce uazsmpesitive wiizeul taz2ff gratectioz, a=z thus te clssed
o f3vm= of §.S. slazess of the pacgmt IiTm. Thig tg TalavaIt z=oT o7 £3

anzicizazing ine IlTTs, {=dus=Ti29, and sTovizclal goverooezls *=az are Likel?
to exprass $ITSIg oppesiiicm 9 i-ear zwacde. Agaicst tlese Tisks, llere is
she adva=tage <hat some pricessing fizTs would he z3la te nuy Inelr Tav

producs.at lower prices tham 's eurtazgly the case. Ra=oval of this

procacticn’ {Ta processors) would work to {oc-ease Cazadlac faced orocassiag
ccapezizivezess. Tnis zzzseclilivezass will e 2mhanced Syzshar Yy reasval of
cariffs ocn fackaglizg =atavials szd =achlzery.
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Comeluzian

Tht3 paper has fdencif{ed, oo 2 fommodity~hy—comodity basig, tie

main ag=icultusal izsues that miéht arise from hitareral tzade megoitlations

betveez fanadz acd the United Statez, In particular, we have focused our
atze=tizn om possiSle ar likely paths of ggricultural policy laraomization,
az7 “dve t-iad oo aaticipate the seppomic effects and leplicatiens of such an

dg-eememz. To ezanios the likely resulfs we have assumed That 1o S2030CS

cwguld be exemprad, althougl exsmptiops sould well gogur.

The . na_*nv Sarmonization pressures ouflized fgnorTe soce useful
Tor ezample, ac ezaminstion of agriculeuze 12 the cho countries

ravezls maoy sizilarities iz basice egonomis comditimms, igelueding sipliiaz

¥

a*silzble réscuTzes, similar tachaoologiss or prrduccion methods’, and the fipr
=ma+t far=ge=g i1 bhath sounszies ofren sall into the sabe maskers. A5 2 tesuly

ths sratlesg Fasing each couatyy's sgricultural sectar are vemarka®ly sinilax
and governoe=: pelicies shazve zapy comzcn objectives. However, despite these
Sazy sizilaricies, guite different policy ‘izsiTumezts have atlsex In each

2ouzITY. A bettar undazgtandizg of wow thig 15 so would shed guch lighc oz

te0ss cousses of Rarponization that 3rs likel? to be acteptaile ro bota

couctziss. urties=ore, & therough review af the agzicultiuzai trade folicy

a%jectivas meinz soughs by each coumsry iz bilateral and muitilarteral

F

asgoTiatides would be use.l, Thts ifafgrzation would suggest waich of the

-
|

pessible courses of harzonization apd compramlse would be most iikel

A biiataral tzade agreesment could subjiect the strucsure, pelicizs,
and imstipurlcécs of Canadiaz agriculture to sece changa. AYl sectors would

survive such an. ag¥eément aund, indedc zaay would prosper, Bul sgue S&cTOTS

would sxperience cormsiderabla pressures fo faclovalize production, 3 procecs
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izh a grade agreemenp wowld grased ug, Ihis

fruin azd vegatatles fe<iaT. aizg weuld ta
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appears o he Liztls real .azthugtfasm for Irme gTace wizni:z ffazz<lan
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g farmary or agTigultural secfoTs ace, iz facT,

Talue of e Lazsdiaz dallar. Mugh 3£ the fordgoizg szalTslis I Yzsad oz

curTamf eTshanga rztas, aod LF e

hhhhhh

Fomd a : - -
pagsizigtis, JTadaeed, ITom tIe e
4o sk — T 47, - TR T L
jnfustmr Lika agmigoliTure, Lme as

IS

wesT=aT Chare wis & suasTaal

In

221 gflses Ty lzprszved coomedliT

nET ozztTd

gasd oz cha iadeaTs? oar for ozie

=< a2

s Camadlaz dollar rosa 9w core zhaz, gay, i

the pragmesis for Caracdian agriculzure méar an T7A Would e =zze

rspective of 2 traded geommedirFeprIicualzy
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f2 agzizulsuze.woudid, 4= f2é loog Tsrz, Ta
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and ‘3w materials goscs, =ay f=l1, emcauraglag Laczsased azaducilios Lz thess

Tegloug are well lacazad o sezve
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large U.S. populatioz ceanters. feonomies of size and procduct speciaiization

froo lzcreased productioz potestially would be avaZlabdle, cerzaizly loT
processed preducszs, Lf existing £4-mg3 are able tc meet the ccapetitican.
Specific pessibilities, like mDosTt 2ev growth opportuciciles, are alcost
{=possible to predict. These opportucities can act as the catalyst fer
productivity ezfazcezext to lzprove Canada's competitive positioz, and this 1is
the arguzea: presentad 1a the Macdonald Comzission,

®iagllv, the fall iz product price thas is likely to forze adjustzent

-~
£

42224 2ultias or producess of ailkx, poul:Iy and egzs, sode vegezables, axd

perzaps dezestlc grain pr rocducts will geneczate, ia zo:al, large benafizs TO

gr

Cazadian comsumeTs. Wwith the extepiisn peTlials of certafa heaith regulztioes,
an opea borier for agricultural praducss would be to tze advaztage of

consume=s across a widle vaslezy of procducts. Cn tse basis of avallztle

peasuzes, these cozsuser gains would be laTge enough Co outwelgh producer
lesses, meazing that efiiclency g3iis of {acceases i= lacome Io tie Cazacl

;hole would coze atous from fncludiag agziculzure in ac TTA.
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NCTES

The Trads Hauddtﬂ Study was commissioned iz 1981 Ly the QLCD Minisceriazl
Council te study the costs and lenefits af trade-ralated =easures, Toe
TeporI was received by the Council In 1583, and a sumzacy is availabie

See "Cost and 3enefits from Protection,” OECD Observer 134 (May 1%835%:

24-34, ‘

c.

&

. Carter, "Issuesz in U.$,-Cacadian Fiee Trade In Agoizuizurze™  (Faper
pregente? to the Reseazsh Symposiiem on F.5.-Camadlac Free Trace Issues,
Enva_ Com=ission on the Teovomis Union and Developmeat Fraspects far

ramacda, Ottava, Jetober 6, 1983),

drz=ag: Tre Coooumes Tocerast {Vaacouver: Univergity of Brizish

B

sgTisuizural Iconsates, SeptaToer 12E3).

Fly

Calushia, Departmeal o

Cazadz’s Agmizuitwzal and Food Trade Pollcoiesy 4 Symasniz

Tiew (Gualzh, Coc.t! Oalversicy of Guelpn, School of Agrizultural

2enpoziss and Ix-emsion Educasioa, February 1385), pp. 68-70.

B.5. Latiizote, "Cazadizn Agricritural Trace Policy, Commercial Marke:

B B — e -
letacionshies, and izs Zffects om the Level azd Sratilicy of worls

Pricaz” {‘a:e"prasanted-a:‘the.I:tar:aticual Agzricultural Trade Ressarch.

-

Comsartivam mesting, Atlslie Fouse, Ta., Décember 15-18, 12815,
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For poulsry Sfarmers with sales adove $35,000 in 1976, 25 percent had .

exited By 1881, for a compound rate of exit ¢f 5.8 percent per year.
P P P )

4

Txtrapclatiag this exit rate gver 10 years Irom the :2d-1970s to date,
about one~half of the poultry farmers who were in the fadustry in the
21d-1970s rezala, If chese farmars are split egually becween those who
are competizive and those who ars mor — a pessinigtic assumpliican —
&bout oze~quarter of curteat farmers, In gooups thfee ard four, would De
forced out 0f pouliry production by the removal of border contrels.
3ecause these £farsaer-s prsduce less :haﬁ average, ther 3ccoun: for less
than ome-quarter of total Cazadiaz producticnm.

Tor example, a partack period of thTee vears is Toughly eguivaleat to 3

slzx-vezr, =aighs-iize reduczion iz price from cuycTemt levels to the

U.8. level., If the Carzdlan suppiv price at curTe=t gqucta levels 1s less
thaz the .S, price, this siz-yezr zdjustde=t process would be werth morse

-

to sroducerns thaz the quota valiue, givea a three-vear paviack period.

Sarichella, "Govermzent Poclicles Ip Support of Canadlaz igriculiuTe.”

C.a. Carter, M. Gle=n, ané 92, Tangrl, "Goverz2ment Supper: in the Gralzs

see
.

. .

-~a

Secto®: A Camadian~7.5. Comoarison” (Tnpudlished working paper,

Uoiversitcy of Mazitoba, Ceater for Transportarticm Studles, Wianlijeg,

1583).
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Introduction

The proposed Canadian-U.S. trade agreement 1s the latest step in an
ongolng process of fmrermatlional economic ilnce ration. Incrceased agomomic
) g
ties among nations have zeant thar differences in natiomal tax and subsidy

policies have gained ia importazce, for two reasons. First, mobile business

capictal and highiy skilled workers will migrate to jurisdictions that yleld

higher afzer—tax retums. Second, differences in tax amd gubsidy policles may

alzar, ‘or e perceived to alter, trade patterns among 2a3Tlioms.

-

™ 1s paper deals with tax policy in a free-trade area (FTA)}. It

alie

-

examines the basic primciples of fiscal coordination and the degrese to which

kely

(s

zational zax policy is 14 o0 be affected by a free-trade arrangement. I
focuses on the structure of national tax systems rather than om specific
zaxes. Many specific chasactezistics of both the U.S. and Caradizn fiscal
svstems receive less detailed amalvsis than is likely iz FTA negoriacions
because ap underscanding of the tax structures acd their implications Zor
trade ought to pre-e=mpt much of the peed for detziled, policy-by-policy
approaches to tax questlions witiila £rse tracde negotiationds.

As oce might axpect, considearacion of ar FTA betweern Cazada andé the
Goiced Scates ralses serious questions about whether such an arraagement wWou
briag the currear tax systems In the cwo countries into confiict and, if so,
whether freer trade necessarily requires the two nactional systems Co be more

closely aligned and ccordinmated. Thus, it is importaac to identify che

pressures for J.5.-Canadlan tax harmonization that curTenctly exist azd To

decarmine whethes such pressures zight be alcered by further movezents toward

id
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frear bilaterai tIade. Wizh T
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1icy instT
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The present d4scussion

eat, the implications for the
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o oIila, zhe
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-anz volume of trade and
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The dabate {3 at risk, however, of being misdirscted by certain
problems of per-cestion of what taxes caw and cazeot do f£or an open, tTadirtg
economy., Fiscal harmonizacion s a msttar of chocsing to augment the benefits
of liberailzed trade, ratler than being a necessaTy condition Co achleve such

galizs 2o the £first place. Earry Johmsos put the point nlcely:

Ia the ccntexs o7 a free trade arcea...the hartmonization
issue wizh respect to stTucture appears partcly as an

o>iigaticn oo partizipa=cts mot to use other policies to
auiliily the eccoociz ccusequences of the elfriaation of
trade tarriars and partly, aud aore imperraatly, as a
gquestiloz of what changes QT alignuenzs to make in other
nolicles 1z order to facilirate the desired
efficleacy-increasiag resulzs of free ttade or to augzent
those resulrs bevoad wnat tley would otherwise be.l

~~e ecsuomi:z polat 1s that majer galas are offsred by freedom of
S=EES s
trzde 2er se, wihile Izcremental galzns dezived from hartdecnization of polilcles
e ——————

in other aress of eccrocic zenagenezt are of a wuch lowes order of

2 4

cwagzitude., The political point -- the poin: pertinezt to trade

- [ -

zegotiations — L5 that differa=tials in tax strucIure as ara

.
“
o]
per
[
n
Iy
(1]
n
[aJ
M
[+1]
(3

viewed as prsotective — Zzcludfng transportaticm subsldies, selactive fax

i{ncenrives, Tegional tax corzessiszg, and the like — are poteatially

dismuztive of megetlations ou Sasic trade issues. In aa eaciisr examization

of these questisns, Eirofumi Shibdacta concluded:

{T)ax-natmocization prograss zeeded 1f Cazada acd the
Goited Szates were to for= 3 free trade acez would oot
izgose any signfficant ecoromic acd political sacrifices om
either courntry, Sut rather would accelarate in both
cguncTias -- partisularly in Canada — the ratiomaliration
of domestic tax structures that Is required for domestic
reascns. .

Tz some axtezt, the belief that ecomosic {nvtagrz:tlon regquires

extansive nar—ocization of taxes a=d other sceilal policifes thart operate



emeguzs =he axz s7Stem Tasulls fesg csnfusicn of atsoluc2 <o3I3 azd
wtngs Qs

c2msavicive coscs, togaetleT wizh f3iluaze ©2 appreclate Ine woITXil

he axchazge rate. = e

lemg teT=, @ QSUIITT'S ezzhacge Tata Tust Re gusn as T2 sacuTe a Tough

2 balanze of payzezis. Sersigcant fabalacce imads T2

cszpazsazizg adlustzenc of the exchactge tate. TIhus, A=Y of the 4iffazences

42 zax s7stecs shat alght appeas ta faver producery 3
avenzua’ly sffset by a 2ovasment iz ¢na eychasge Tala. IoT exa=pia, a hignal
ax caca L= omne coumRtIy VaIsus ansthar, 9T a nlighel scca
securiey tax Zar wo=kers' cosgessatlon, o7 diifazencaes in comprelezsive
u-egplsvoezT iosuTance pragrazs, 49t e{ailaz general diffaTences ta Ziscal
sTstems -— eitzar Qu e=a zar or tSe expezdiIule siis ~— caczol ST=2actae
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Co t-e =293TTary, tha gfTie souIcte o roade dlsztoriisn

mme =Tizelpls of cmmzaTative advantige {s =-a prasezce of giZfaranzlals i
cal =ar S2scal Senellls

fagidamca @ flscal costs amd tezeflis — TOT=T accuTata-m,

acds eazaziz 1=zpwmacional ITade azd o= factats of szzducticn

l
(2]
3
o

422 la=ez) o che extent chat t-ev aTe farer=atiozally zeblila.
czhsTiise, Ine =iscoccaztise aTtises rmat csogTenensive iiznze=t ol =aX

spli-tes 3zt seclal pLIgTAsS 15 ghe gize quz z9m <f fzaa T

tazarmatlioTal e2omomic afficlancy.

shgse ariizulaz pollizsles r=ar cause substanzially =oTe cf suzscantially 1258

- e ———

==im +he averige buTied of Caz siep t3 apply o gazticuiar traded oF
{smgzz-canselling gocds. T{scal hardcciczatico adarzesses casag Lo wnlizsa tae

oc, o pravice a3cepticeal acdwantagzd &3, 3 parszizularz gIoud a7 dszestis OF

fcrelzz produceTs.
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Eoyom

Tcoonon“iss=s have wurderstood these gazmeral prizciplies for over 138

years from the work of David Ricardo. A comprehensive explorazion of curvent

scozomic, imstizutlomal, and pollcy consideracions imvoiving imtermaticmal tax

sr=onizazicn in the Cozmcn Mazker.

mnarmcnization is presezted iz FTiscal

Most mocerz ecomomisTs regard flexidle exchaznge ratas as am 'fficieut device
to adjust the cverall competitive position of a couatry to balacce wizh ics
trséing partmers followizng trade iikeralizatioz.

e necessary adiustzens of the exchalge Tate followizg trade
1i%erslizaticn is a long-ter3 grenomencn. Despite gemerzl agreezext that
setmant =ust eveptually occcur, theTe is less agreezezt
concar—fnz ghort-ter= t-acsitionali impacts because of problems of izstabdility

and ovesshocticg that beset forelgn-exchaige za-kezs. Studies for the Roval

Comc’ssion. on =he Econem’ic UnlZen and Develogcent 2rospecszs far Canmada (txe

-

n
o
H
n
11
(e ]
bs

Mic<onald Com=issioz) adizessed questions of exzhapge Taras azg adiw

o

bread pecspective as well as t= the contex:z of Cacadfanx-C.S. relatlocs.

~se=s Is cgpsessus zazt the Cazmadiam-U.S. ex.na ge Tale would get be unstatle

iz ghe long taTa LI oesetar? suthericies Za both countTies =aixzainm LaTgects
gr iavels of mozizal waziadles such as zoue¥ grawra, Trade iiderallzatic

wouli avemtualiy caise oT lower the exchauge rate rtelative to 1IS toead value
to -es=are a balacced pattem of tTacde.

Tocusing en structural cax gquestiots, "intermaticoal TaXx

L

direcrt and indizect taxes.

[
...4
s
[N
rt
n.
P~
173
"
Y
)
1~
«\
jo
o
n
1
¥
)]
(L3
9

invaria
15 ac approxizmatioz of a more fupdacenral diszipction betweex gezeval
tazes azd specific taxes. A gezerfzl tax tp vi=zually aay fora will mot
distar:~ﬁqter:atio:al copperitivezess OT s=ade. Instead, as notes, LIS efifect
15 absorbed in the exchaznge rate. However, a tax thar is speciflic to a

factor of

particalar good, t-adable or sonctcadable, cr even to 4 speciflc

productics — whick is the case for most ditect taxzes — potencially will
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sig252% zzade. 7TTade L3 smotivacad by agysaiag causiag Telative comz=cdizy
caszs o vaIv terTseen counITiss. For the Siscal system Co e senzzal w{ch
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*-agae ¢iIlavances are exa=iped bhelow.

Zarmcnizatict of Indirect 1ax=es

Iz Cazada, The l3sor¥iand fadaral fzdlizect taxes tagliude Tle

mzmufazcuress’ sales zx, custacs 3nd sxcisa dutiles, and Ile asscoizeat ol

fadaezl lavias c2 oil azd gas. The provizces iz7cse sa.es taxes, &1l taxes,
2 - - b 7 - P * rpmmmgemr ~a=ivag
aad =zxes sv aicanol az=d Iocacso. ~.e fadaral goves—menT ZeILVE
approxizazely 49 gerzezc el {c3. revenue frim Lzdirect faxatienm, a Ztzuce
- e L
wiw=pally fdamzicai tg tie fzdirect cax faxe d- d-- grzvizces cooihizec,
‘1=zrally fdeztic :
T~ =he Jpizad Scates, the 232 {ndiracs Caxag iTe STate =azall sales
- -~ - (&4 . -l -y = 4 ==
s3veg a=< exclise tazss I2posec 3y tie fedaral goverm=ezl. allce =ze Camazclz:
srovizces, the T.S. statas fave sgvarTalzz Iaxing poweIs -~ susies To velY

1i=2z8d fedaval restrictiots — =iz the conflzes 3@ IheiT WD souzmdasias.
Tor “oth pravizces acd stacfas, caxing autiorily over {=cazpzovineisl or

tecarstaze activisy L= reagzicted,

Quescioes cf tmcemariocal harmcefzatisu of {=4’zacT Tazes
ﬁecess;::ly -a’se the dlstizcsziod 2ezweed IR "dsszizatlicn” and “erigiz” tasis
of raxz. Gzdes the destlzaziloz -ri:éipla, ap fadizasc zax 13 lavied ¥¥ 3ol

‘ - 3 4
arocduzzion i3 dema2stic ¢oFf

(a0}
q
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o
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coucc=y ¢f cscsuzpiisa Tegardlaess o
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farelign. I=ports ate thus taxed and exports leave tle ccuntIy eXezpt froa

dozestic tax. The destizatien principle Ls appropriate 1f taxes om goods aad

services are used to fizance geceral govarmment services that provice direc

cogsumalle Sezefits azd local public goods. Cu the cotheT hazd,
rationale for the destination principle Lf govermment serv.ces
productioz costs to the bezefit of nonresideats who import the
destinazlez priaciple is applied oz a bilateral basis, aeithers
beneflts of govermmen: sesvices ave transfervred intermatiozally
Iace=matiaznal diffacerces in tax rates veflect differences iz g

sericzes avallazle to cocsuzers ia the respecTive countries,

The destination prizciple is izappropriate Lf govermde

zeduce zosts of productica of tradable or !{=port-cocpetizng geods. I

thaze 4is no

goods. IZ cthe

£ax ¢€9s8tsS naT

overzment

=t selvices

taxes are used to fizance services that reduce producctiom ¢osts appiicatian
N 3 bty

of the destimaticm primeiple exzencs de fac:is subsidles ts expoTIs and

rotection ta izport-coopeting izfustTies. Dozestic

effective

e )

- - —a -

dlserizizated against ‘2 favor of cocsucers abrzad. Cousequenily

- N

tax seuz=allcy the destizatilon priaciple should not be applled
or bezefitz zaxes.

Cnder the origia prinmelszle, fadirsct taxes ate levied

cozsyuzess are

to user charzes

by =

, t0 achlave

e coumtry

¢f producticn, the “origiz” of the goods. nen goods ace exgorted, dozestict

S

rax is not rebated at the torder aor does the recelviag countTy levy an ImpoTt

tax. Therefore, Lf the origin priacizie Is aprlied to goods and services,

such items are taxed ia che councry where they are extracted, sazuiacturad, oOF

trading naticas eliminate fiscal froztiers whez they guzually adcpt the origia

rendezed, {rrespectzive of wherze they aTe coasuzed. Cu a bilaceral %asis,

sriccipie. There is mo call for export exezptlonms, Tebates, or compensatiz

izport taxes. Tax-inclusive prices paid by consumers for a given product %

be equal f{z beth countries aside from costs of transportation.

Diffearences 1

-l 7

4

1.

-

-

- -

a



-3 -
T1zas 53 iz SeTseex 3ITUSITILes asa a8S3Tled 37 praduced.

4
-

|

PTizcizla, tiecalisre, L3 aypTupriacze £
(g WS

Siana ==
-—te o

Q

serviszss thas Teduze pyoducIigcs o3sSs.
pTesuzally Tizhar (2 &

aé-mazzage acaTias 33 ;so9ducers Ilo che Lovesax gIURLIT.

I= sum=zzr, voatter 3 dastizatisnesTizelzle TSI

PV . - ipmm=s
9Tigiz-orize lasy tzade distaceisg tezezis

e gvgx= I3

sxTeziLIuce

G4 - & : -t 24 : d i= b 47
ex-e=Zizu=ps are a7 iicecaly scmsumalile tezellls, Tle Sastotd.st R

.

2te gTiziz pTizzinle produces i TauITae eifacz. TS <2

mee 23%23 iTe usec

2z2-2232 coumcITY thax iz Ile lgve-Taz S3u=RIT,

The 3TLZLS

isr gover—sezt

e

suea garriies is

20 -nes

an

i1
o
'y

.-

esse=zla. 7 2T Ils

+ & a— . -a~ - - - -
- &—..re:ﬂ-:';‘.'iﬂ Tacucs PTLAVAILTRTISLILNLLR S “3

‘v

ToTx f27 zaztial ladir=col taxses as well a3 g=mazal (z=difecT Taxes susl 48 2

walus—adiad =2z, TNa aTyumez: also sITesses Ile LIFCTTAISE < 2353 =3 =szILoT
T=e 2if2fzultT — 25 loguaizg on e *8dganl vagiduu=” ragler 3T T TITAS
. Q
. s e _ : -

t= a=zlwsis of alogazive aflects 31 a2 Tizo. Jue= 3= aTPTIACI A
gezsozll7 SoTe scosisvest wLtE 4" B mhrefazsive Tlaw 9% Ifscal mcollexze,

e -
eva':azizg =ec elfecis ol goverTmez: sglistaes — Seczeflzs lassg tized. -

& S3TTecT azgTiach I3
d gy’ ma— ’.'.:5;7 I ]

gizel T3z t3xe 2 z
axTeziizuza gidas i ne zatlocmal

Judges Lo evalualtizg
f4ge3] f=zacT on esack calfegeTy s fagIeTE of cam=odliilies.
Ts 42 ls, zhe ‘zciiemce o et taxzes azd 2overT=oens
Semefizs =ust Se WRowm.  I2IsSS JuTTels 2ighz te evaluaiad
. wis= zaszes: 23 "2a2 Siscal SuTdecs” ef toe ilfiacazce
Yersesen 22r=g zaid 1zZ tezalily emcefved. Suzz an taTsil
e3sk Teguisee mich goeasar cwiedge oI 22 !=zfZenzse IZ4Z
‘g az zTesez: zvallatlae 32d pTesezzs 2@ zTcsliglisus ..
d_fSiguioy of allocatlizg gavermSenzezIsTiies lezellls.—
T= VMoo<z ime=iza, izdires? I3x23, = la®ze aTs, ase l=tesed i

Ci=adiaz gonmszisuliscal Tequmilecents Zamazd prIviniss’

-



-9 =
strics observazce of the destizatioun prisciple. Individusl states likewisa
ate substanrially comnitzed to the destimation principle. It caz reasonably
ke assuced, therefore, that iz azn FTA the tradizion of the destizatian
prizciple iz geseral, vill facilizaze fzdirect tax harmocizazioun, at least

tngofar as these are provizelal or state levies,

3orier Tax Adfustaents

(4 ]

The rasmornization mechazism for iadizect taxes is a systam of torder

sax adiustmezts. A borier tax, properly imcerpreted, is a tax {mposed when

- goods c2s5ss az iantermaticmal border; {ts existezce conflicts with achlevement
0f Au'l gzias froe trade. A border tax adfustmezt, hewever, 1z ac acdjustment
cZ the taxes izposed cn a ;roduée: whez goods are exported. Such.az
adjusczent a2y iavelve an addizilon o, or a subdbtraction from, taxes already
paid, The Zfupctlon of the dorvder tax adiustaent, Lo conirast w2 the berder
tax per se, is ts equalize comdéiticns of competiiliaoz besween Jomeszis and
farelzn producess.

otk Carada azd the Jafcted States have chosan to te goversed by Che

destizazicn priacizle, Temitting domestic indirect taxes ST expoIts anc

lavrizg duties oz izported goods egual to indizect taxes pald o2 cozpasable

-
. —

dosestie products. Agreement to estadtlish aa FIa will nceisher czecess
g

adoptice of fdeatical fmdirect tax structures 2or elimlzace the geed O
maiztaia a properly desigsed swstem of bordier tax adjusI=ents.

The =2ajor practical protlea of administering border tax adjustoents,
espezialiv-ia light of ccmplex, aultistage sroduction processes £or traded
geods, is thas of accounting accurately for the sum of Indirect Ctaxes enbedded

fn the vzlue of the excor: im quesIiom. Accouating for proper border tax

(3 4

adiuszzents s made difficult ty the necessiiy of assigning {ndizact taxas tc



. - 10 =

susput and Iy ctle asetigully i= 423Tiaguishizg cerialn Lmgirect lazes from
di-aez taxas. Trace disTortions Tesull ¢rop gvergezerous remzitlaace {az
exsors subsidy), imsuiliclenc reaiz=ance (a da fac%o expoTl zax), an iaflacsed
tanore charge (a da 3¢9 caTii®), or an f=suffizia=c I2poTT <Ratge {a %ias iz
favor af izpoTts). ‘

-
]

Ia gractice, borier

ax adjustzamts applied %o a Iverse set cs

exsorzs acd izpers give Tise 0 accounciag ertors {2 all Zour faTms. If tle
svszem of adjustzests .S graperly desgigned, eITOTS WL -8 sazdez. Thavy will
calzher pezalize sor faver s—ade i ome direszion. Cm cthe oclars v2=¢, 37348
disgorsizg adiusuzeacs rasult fToa gysteszatic Iaciusisu oT axz_usion of
tnelfzisie ov eligibie tazes fTom the calsulation. Like any general tzade
acraatage, howaver, a blas bullc fa2o the ealsulaticm of dorler fax

ad just3e=c3 canaos segsist. A avstamatic Sias evenlua_.7? ts offser S gezeral
adjuszzen: =echaniszs, noadiy =we domestlc-drice level acdl Cle eyxa=aznge rCate.

-ve zcre= secious fssue ls T=ac, evexn asvar gecezal adjiusizadt

sechazisss have sgze inI0 PLAT, pazticular secIats Zav 2 fzvoTed OT

étsadva=caged Sy borier Iax aciustzesnt ~ilag. This can occur, 97 axzazplie,

a

wres zazes to winich gezeTal adjustlents selaza azve maot tTmily gazezal tazes,

3 =scuzifars set of

ta

am3/q¥ wnenm the adiust—e=t is caleanlated ag 2= averages ¢

{=d{=acs szaxes. I3 cthe Latzar case, 3diusidezss 57 all 2ut che

ssi=cidencally “average  case are -ada disgorsizg. Coasasuexlly?, gz illics

cver Secier tax ac’iustzent rulas teads €3 ke 2cC SO Tuch a CISTesT over ine

Lalzzce of zrade as it 13 a ccotsat becveen cITceting fadustTias, wnile
.

SULn coTceras have o0 ZTeaTAT OT tags valildicy 42 am FTA thaz o gha curTazt

anmvirzac—eaz, izevizable expansica of s a voluce agd diwarsizv of tTada would
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Ia drcad principle, then, thers s 0o teed to haTdoziza either border
tax adjustz=eat svstems or rataes of indlizect tax among Rezbers of aa FIa., Io
be consistent with the gezerzl inte=t of free trade, incirect taxes should be
made genmsral taxes. They should have the effect of ralsiag prices of goods
and sexvices preportionately and they should not chazge the relative price
structure that would prevail iz the abgence of iadirect taxacloz. To achieve
this end, all {adirec: tazxes should be made ac ad valorea tax applicable to
all goods and services at an egqual rate at a stage as close ta £inal
coasuzptisu 4s adsmlaistrative conmsideratioms will allow.

Iven rhough automatic adjustmez: processes mzizraiz equal competitive
confirtlons detweez Zosestic. acd forelgm producers whez experters are subjec:
ta borZer tax adiusizents, the general perceptiorn of neurTallity Is less

assy

ad., DiZferemces of jerception mav stam from tie pattlcular gethod used
to hasmomize Zadirect tazes. Practical pecple zezd t2 look at‘the farn of the
Soc-des cax adjustzent wilthour apzpreciarizg the implicartiloes for the exchazge
caze and deozestic price levels. Dodestlc expoTrars tezd 1o TegaTi the
destizazion princizle, =o comsider the method Televazt iz the U.5.-Csaadlaz
cozzexz, as foposing an unfals cocpetitive disadvaztage if cossumplion TaX
razes = the nation ta which they export are nigher than domestic rates.
Domeszie svaorters see thelr foralgn couzterparts — these who deliver gocds
to the dozestic exportess’ countTy ~ paving 2 lowe:s bordes tax adjustaezt
than thev do. Exgsorters from a lowe (fadfzecz) tax countTy percelve that they
pPay a "hig=er price of admissioz” to the foreizn market than do foraligz
producezs to sell ip the RZgher-tax country. Such protlezs of percepction
{nevitably create pelitical pressure to aprease those who feel hard dote by,

Rasoonization of tazes must net only e Iz

-

r, it musT also be seen to be fairT.
Destinatioc-based taxes zaw also ¢reate the illeusion of an export

Y

subsidvy, {asofar as the domestic prize exceeds the (bordes-tgx-adjusted) price
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perzent of toral federal tax revesue and approxizately oce-third of federa

iadirect tax vevenue, The =ax apgllies to a large share of Canaclan experis

Correct admizigiracion of the destinaticn primcipie Ls difficylc
under the presgeat system of the fedaral zarufacturecrs' sales tax. The prcblen“
13 ome of multistege or "cascading” taxacion, aotwithsctarnding the gezeral
iotant of the exemption of capital geoods, producers' goods, 3zd maaufacturess’
zezesials fSroz the ax. Withour complete exasprion of 321 goods asscelzted
wizh procuctive processes prior to the poiat at which the tax is levied, saze
patis of the firal value cf a product will be taxed two or more tizes. The
greater the axtent to wnich taxable goods are used iz producticn, the gTeace:
the effective Tate of tax ou the fiznal praduct.

The actusl acount of tax esbedded in productio=z cr distTibution costs
varies according to the method of produc:zion and the chanzels of
1z is pat pessidle to compura, freo the value of the
sracucz, the agouzt of tax zha: shoull be redbated o1 acz expert whea LIS
produczion izvolves the use of vaTtious taxable Interzediate goods.
fuz=herzore, silzce oo sizgle compeosize raze exists f£or a given product, there
is no £eflzatlz rate of compensatc:&’import tzz that would place on the Impor:
exaczily the same tax buzfen as that bome bv a ccaparatle demestlc product.
Givez zhe hezerogenous product iz of Cazmadian {zpgrts and expeTis, the
prodlem of diZfaring efiective tax Tates presents an especially seZious
izpedizenz to che desiza of an appropriace set of borZer tax adiustzeats.

Carada exacerbates the problem of proper bozfer tax adjustseass by
2ct adtecing weil to the destinatiea prisciple {= taxiag procducts movizg iz
fatarnaciconzl trade. Uader the rulés of the General Agrwaezexnt ou Terifls azd
Trade (GATT), Capada, as a countTty of destication, zav izpose sales taxes oo

the CIF (charges, insurance, and freignt) value of ‘mports. Canada failovs
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the prizeizle ouly saTsially, since the freighz csmpocext {zransparaciza

eas=s 29 Ca=ada)} gemerzlly escipes Lax. Zacems publisped coczenmzaries 23T tze
. A - . . “ - 15

sales wax deal az Leoglid W=zl 413 po=ihlen,

=-e =azufzgturars’ sales tax is aot =euCTal Wil Tesgec: 3
1mdystrial svzazlzation OT tavestzenz. Although such &ilstortienas’
45 al-eady preseat Ln tle curTeRat stTuclure of Cazadifan industTv, Che
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ras0far as effsctive zax Ial=s vary accordlag to prd
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distorss flows of lztermaziseal trade, in contrast to the situagzion whezIe
Cazaclaz domestic prices corsectly reflect relative real costs of production
in Cazada.

The ageada for tax harzenizacticn 4in 2ilageral ctrade negotiations zust
address the manufacturess' gales tax because of {:s trade—discorting inﬁluencam
and bYecause curText administrative prodienms :opld be exacerbated. Replacedent
ef the rax bv a reta’ll sales tax, as recommexzded by the Carter Commission,
would be a preferved soluticn. 4Another possidility would Be te {mpilamezt a
value—accesd tax. At a mizimum, scrupulous attesztlon to stemming seepage of
the tax to producers’ and capital goods is necessacy and would hels achieve

objeczives of domestic sund intermational tax neuytralizy.

Sammcuization of Direct Taxes
This diszussior deals fixst with the objectives of direcI tax

ma—mcmizatifon: to rveduce distorticas iz allocatiag resouTces and o establish

&T=C
an acceptadle izremmartioumal divisiom of tax revenue. It 1S assumed In this
dfssussicn that direcz tax pollcies are geseral and unfifor= amd that oo
sectocral, regiceal, or other econcmic unft is permicted preferencial Tiles cor
azes. In othes wcrds, all producers ia the macloumal juzisdictlon face the
saz=e effeciive ratz2 of izcome zaxation.

Wwe thez cousider several signiifcant exceptlicms to the assumption of
gezerzlizs and uniformity Zn direct taxactiom. Such exceptisas — izvariadly
desizned tc erncouvage industrial activicy iz particular reglous, sectdrs, orf
tzdustries — affect che pet fiscal buzdea on the praductisa of particular
goods az=d, hence, can resul:c Iz a comperitive advatntage In trade. Because of

the soecifle, as opposed to the general, nmacure of such policies, the
: ) P

adjuscze=t sechazists of domestlic price levels acd the exchange vare fall t0
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ali=izats zhe advantage. Comsequently, & agsural fogus 1z iree-crada

zegotiaticus sheuld Ye =3 dfssartizg izfiuences c-mazaé Dy preferences 2

ra)
1r
1]

domescic adaizistTation of dlrec= tazaticz. IO adézess exsliciily whether

-

gTessurs I3 elimiznace guch di3ToTs

quescican is, if zet seot, ttea ope witl ud logical amswer; suck discorsions

aTe {sconsiscent with the coacedt of f=ee trade aud, presu=adly, segociations

wbica are levied on wal:ss of Quz3zul 3T

cz=sumptics, direqt taxes are leviad ou thoe izcose of facsors oi prscucticad.

: affeczs are Iull? toaced

~~iq difgrizctice as Yecoze wliua-red, Secause whez the

th=ough a cicsed ecsroly, di-sct ay well as 4{ad{zect taxes can Se ghizite

%

efzhar fzrzazd to coususers OF backwasdi to praducezs. IF an ecdnomy tTades

ans allows fZTee movecezl of capizal and laber, che {zcifencs of dizect cazes

camds o fall oa the least zodlile éaccer(s) of produsticn, tecause sooll=z

faetcTs agve Thus the vorkizag sie
4

S5y si’ateTal tax ma-mer’izatisn of dic

va—ieen eifaczlive Tax Tactes, wish gpeclial goncer= for the most cobile facz3Td

DMeaet tsx tamecfizacicn ia sgsentl

zha fzzagrity of demestic S3x gystexs wrile raconeilizg oze 3ysias 9
amoz=a=., Lz ezcails Zhrze =ajoz atjecctlives. The Strzs: L3 o lzgTease ise
efiiclency af tle tqrarmaziceal allecacics of faczors af preductiad. Tnis
sartizular obiective i3 sometizes refazted %o as iliatzarion of Zzudl2

se3xgcion” buc, in sTizciple, {t ta Yrcadar thac thac. Twe aiz L8 32

e

coordizata direct tax 373Tteas 30 thae taxactiso == eicher.zhe deczmestlc 3T

f3reign couctTy dces oot IWAT decisions Secwseea invescing as toce oz a:rcad.

Di=ect faxz har=cuifzacica ig énocer—ed with =~2 “axzess surfen” of

gzz, 3 ter3 vsed to desczibe tRe autuc losc thzough tax-induced ecomtn

3
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digtorziocns. Ixcess bdusden is g puse of “deadwelgat” loss resultizg fzon

zisailocacicn of resources. It does mot {mvolve gaizs by cme mation ac the
expense of acother. There aTe 2o distrirutional tradeofis. A TpeutTyal’ tax
15 oce that does not distor:t eccnomic d;cisiccs, and, thus cTeates 20 exqess
burden. Ia the {mcerpatiomal setting, excess burden is the loss of aggregate
ouzpuz as 3 cousequeace of naticoal polizies that create barriers to trade 3nd
sestrictions on imternationmal facior dovemeats. ‘we have seer that
nawmcafzation of indlrect taxes addrasses tax barriers to trade. Direct tax
hasmenizazion L5, to a larger extent, comcerzed wic~ factor movements:. In tle
absence of harmocizatice, dispesicties in direct taxes 2ay also disrort trade
because of capizal- and labor-cost differentials thac aifect relative
ccuczedicty prices and tTade flcws:

A second objective of direct tax harmonizacicn is tz gs:ablish az
acceprasle distribuzion of tax reverue dezived from the {acome of TexpatTiarce
€3ctar5” — fareigm-cwned capical and migTast ladar. As a practical matter,
azTasgeme=1s ta achleve a particular degree of allocacive efZlzieacy

sizulzazeousiy decermize a correspcading distrilution of Ziscal revezue. To

———

&1

11iustrate, dec’sicns about capital experss that are ol uenced by taxes ca:c

be elf=t=arad unilateralily by the capital-exportizg counliIy TRIIUgn either a

foreign zax cTedit — agalast the tax 11a>i1i77 in the capital—-exportizg
counzm —— or cutTight exeaption of forelgm-source income ftom tax. In elther
case, the cagitale-exporting countT? pavs the fiscal price; it gives up tax
reveaque to progote capltal-export meutzalicy.

The capital-exporting countIy, however, may take a paTrower view ol
*gseutrali=v”. Capital f{avestad dozestically zecerates Tevezue for the

IS

goveramez: while investzeats zade abrcad iavariably provide less tax Tevenue
-- !adeed, often zero reveaue — under the farelga~-rtax—credit scheze.

Countizg tax tevenues as part of the social retum from dozestic {zvestizent -
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and gotizg that {z2vestaTs =ake sheir decisiocns I3 she light of set=—03-£ax
secymms, the social reti/a oo domestic investmezt 1s grearelr gham the Tefaro
on foreizn LzvesTlea:z since IaT Teveause {s foregoze ou tie laiterl. he
izplicacicn 1s ==3¢ mations Ii=tent on 2aximizizg zatiocal walfare = and 20T

1arprnacioral weifaTe — tTeal £oreiga taxes ag oS3 of deing business
abroad. Torelgn taxes are then deducted, 20T c=adizad, agalzst Ile residence
lizhilicy.

2ts eui=di major objeciive of direct Tax yasmgnization 13 to haTrmoalile

(3]

f1es to reduce the chazces of fac=ors sigratizg L
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caspocse to diffarences {g 2e% tax duzdens beTveen countTizg. ILzococe

redisesituzion is inpezently a politlcal issue. foz thts Teasoa,

.

coasidecacion of canflless c-eared by the use of dt-act zaxes for Laccte .

sedfsToibution purposes L2 Cacada acd the Cuizad Szates will have

ganaf=ive ta tae political satuTe of imcoze distzidurion a4 well as to toe

4 pa

scveralzn Tighz of zatices O escatlish such prior-tias a=d progra=s. Iz 3ny

=ase, the Iagt That pecople atd casital will =gve Iz Tedpanse to favorzdle

dsifazemces i1 such polizles serfves is an imporzaal, f=pifeit comstzalal o2
18
zagigmal pollcles.
CurTens arvTapgeszeals U0 mal=caizn dizecT-fax bar=gofzatisay cauld
semaln stTueTurzily yoezanged (= a fanadiaa-J.5. FTA. The system w23 evolived
over a lemg peried of tize a=d the =aia elezents, which ancail a workizg

o

escprozise of rsaidence and terctitaovial prizcipies of tazazioa, have dea2

farmallzed {1 a csaprenazsive Cax TTa3ty. Lhe Tec2It successyl cocplaticm of
tha= sat of zegotiatlocs is e;idc:ce ehaf curTenl lztegTati:
dirset cax haroootzation ichieve an agpropriaca dagree of allgcati?e

an accastadle disc=idution of Taveczue, azd 20 serlous es=gIoaisa

efficlancy,

cf dozmestic fnzatmal policles.
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P-essure for adéitional harmosizatisa of difect taxes 13 an FTa will
~ot de due ta deficieczcies in the stmuctule for dealing witk foreigz-scuIce

{ncome, built oa such features as the T.5. foreign-tax credit and Cansda's

exempi-surplus and tax~accounting provisions, c=ex, contenticus issues wiil

Se real or perceived violations of the generality of direct taxation as

applied witiln ome county

Ia this section, we exam=ine the pegotiating issues that could arise

£-2m the use of sucsidies oI tax preferences to coafer advencages ou specilic

¢adus==fes. A sutsidy to praductict iz a specific industry is & negative tax,

essenziallT a pegative direct tax. Subsidfes and tax preferenmces 3Ze
=

mo=e—subtle variasts of protection that have arisen to Teplace tle

scre-hesvv-handed traditiosal farmg of the tarxifi. The termld

"nesorocecticzisz” pertails primarily to <2

sussidized expors flzance programs ars uzequivocally iszarvenctionist in

+-ade. Unlike subsidies to import-compeciag {zdustries o- more geaeIal

inceatives to potential expoTtels, subsidized expert finmamce pIrograxs canmot

tationgl industrial

Q
th

Ye disguised as domesilic solicies withia Che pasview

developzazt,

Tre sraditional forms of protectiocnisnm, such as tariffs, aTe indirect

saxes on Zoveiza goods. But whatever protective eflfecIs can ne achleved wizh

taviffs car Be dupiicated dy a system of domestic taxes acd selective

. s 26 . .
gubsidies-. Tor example, a tariff {s equivalenz to & conbined tax on

care subsidy to docestic production

consumption from all sources azd az equal

Zg determine trade voluses aad canm, at 26CST,

tnguish trade, taxes can determine the directicz of trace apd are thus
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23
iy

soteagially zore distorting than tarziliis. Sucsislas c=n stizulace

- e

domestis supplles uzzil they are =core thao adejuate €O Teet domescic dacaads.

Taxes, on the otter taad, mav discoutage domestic praduciic= € the pelac
vtere 4 cocmodity formesly experted Ls imstead imperzed.
The effectivensss of zaoprocteczionist policies degezds o 2 large
on the size of tha coumcry iaitiatiag izcervention raslative t2 the size

Ltz

If a s=all councry subsidizes Llis exporis,

o
(]
-~
on

ta
B
e
O
o
n
3]
[
n.
-~
&
e o)
o
2]
!
(0]
iy
[V
.

geasralls does 3o beczuse expolIs acssumt 3T & IATge soaTe 9f pTaducctism,

ZesallaCswy actiza in the fsv= of couztervalling duzles by ctle large couzsIv

couls sericusly affact che induscTial policy of the scaller ome, Fovever, 12

a largze couatzy subsidizes LIs ezports and 'z small countsy isposes 2
coumzervall, t=e lazcer 13 little core tham an irsizane to the laTge coumily.

AS a case Iz poizz, By {tself, Cacada vas upable o coumtarace tze I.S.

afzar sevazzl

Demastic Imzaznazicznal Sales Casporacion (DISC) prograzm; ool

‘4

vears, follawing complalizts by 2usercys cations and chastisezexnt by che Gall

Couzmcsi, d42 the Talzad States eveceually aodliy the structure of The prograz.

wd myy 43

Siztiarly, Lf a szall councry sudsidizes {3port substizutes, gthere 1

{rg i=3077 sutsticuazes, the palley cauld JesstToy I-e axzoTT

{aduar=tas of L3 s=all £-adizg pacIzers by elilnf=zazizg thell zarciker

Nenproctecticulist devices — sucl as subsidized

-

{=surted export Iizazce — ace goemizally “gemaral” bucg, iz fact, cay Se 1ignly

2

22 . . . .
alactive, lazgze sxport uzderiaxings, iao particuylar, oltez iznvolve

w

3ilorseade fizancial arsamgssments. In a dlaterally enhanced crade

a—

o

asTaszgece=C, muTual agraesmeszs T=gariing cthese dJore subtle for2s of srotactice

car lesd to t-ade diversion — the siaifzizg of productlon from low—csst,

suppllers %a a cember country — as i3 co=caly asscclated wiCD

offshorta
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bilataral tariif reduction. Trade diversion tends systematlically to provide
g-eacer beaefit o the relatively small countIy. Ffor exasple, to break even
42 market pemerratiocn, Canadian products would need te galn 1 pezcent of the
G.S. market to compezsate for losil=g 10 peccent of the domestic zarket.

Stxict {zrtermarticsal harzony with respect to tax-tased,
trade-ighibiting, necprotecrtionist policies would call for bilateral agreezent
to eil=izave suck tacrtics ccmpletaly. It would eztail core thaa just
eliminazicz of subsidized export fizmatce or tax corncessioms T3
!=3crt-cozpeting industry; 4t would also mean foregeolng every speciiic grasne,
emrive, tax silowance, or govertmexz:t cacperation iz private productiom of
zradable, a=d per:ars even nontradadle goods, to the extexi that agy

4

pollcv-induced, inter-izdustcy relatlve cost differemtial is viewac as

'y

affazzing tracde. The prospect for stroict hardocy {n this senmse is as

-]

uz-=asonable ags it 1s uznilkel Neither Canada nor the United Sctates is

willinz ts forego its natiomal prerogstive to establlish regilonal develaopment
(=] b

a=sgrams . ‘ndustTial molicies, or selactive flscal assistacce o cTritical
3 ks ]

-

The Urcited States Rhas long takez the pesition iz fatersmation

cegatiations Thar mamv, LFf aot all, industrr- or firs-specific tax izcezTives
< ] ’ r

‘a sc=e sense constitute uzaccepczbhle gubsidfes ta exporss, azg Iiis position
-

. . o -
woz scme aczepiance iz the recent GAIT agreesent of sudsidies. Givez tie

voluzme cf c-oss-border trade and investaenc fisws, it Is mot susprising thas
th1s issue has cofren arisen in Canadian-U.S. ralatloas.
froz the United States’ point of view, the cestral issue here appears

to be the allegedly unfaiz distorziZon iz trade and facter flows resuitiag £ren

= -

wrat 1t cocsiders "exczessive” subsidizazion abroad — wnlch often appeass to

pean azv subsidization, sizce the Uoized Statss oftez seecs abdle to fiad aan

N .
a
=

“iniury” woerever it can fiad a “subsidy", TFrom Canada's poizt of view, t2



pTodlaes L3 cthat the equily of tha proposad T.S. remadlies dameads tso offtea ou

ska assumpticn that all counc=ies aTe equal voea, 1o ha re3zl world, tlhey

elearly ace oot.

.

A classic exmmple of the applicaticm of tue G.S. positicn i3 =

well-kzown Michelin Tirs case, where che Tolzed Staces coudammed as yefalr aod

excegsive expars subsidizazion the ragiocal davelopmezt subgidies given Lo the

Mickmiin company to locate 1t3 rirs faczory ‘= Nova Scoa. Obviously, 2

vorlidseala tize macufacTuling faciiity can=ot be locaced {3 a ct=gion such as
faste—m Cazada witdout zost of Lts curput el excorted. Several such plazts
couwld exist ia 2he Uanitad Stacas, bewever, given the greater size of {3

demestic market, with a aucd ‘amailexr pazt of cthsiz cutput delilg exportad —
even Lf those exports swanped the Cazadlam zaziel.

Tor “ichelia, the subsidy arguably was an offset €2 a cagurzl cost
disadvancage of lecazing iz 2 sarticalar reglica aod was :':'.uls equivglieat I2 2
sh4g lighs, the countesvailizg

rebaze of a locaticm TAX QT eXpaArts. Tiaved iz

dug7 becaze a procecticnist devize, Tathes thaa am fnstTuzeal f9r preserviag

i L

24
srade geutzalicy.” Iz also gserved to L=Wars the goals of Cacada's regiczmal

davelogzens policies. So locng as the Jofzed Statas gornilsoues U3 gopsilaz

subsidies %2 expe-t-criented Iirms and {adust-ies to be selective expOIT

eynrgiifas, the sTstam is cbviously Seavily blased agalast counzTies, sueh as

P

G

Caracda, w.th a smallec decoeszic sazker.
1

The thceat of T.S. councervalling dutles izmpcses hezviar consSTI3LDCS

on Cacadiaz policy tecause of the asymmecrTy in the size of the Cazadiac and

9.5, escozontes azd thelr t=lative desendence <1 B{laceral z=ade. At prTeseal,
" Cacadiac gover—=enls 43k domestic subsidlies and iancemtives being esllaczad b7

the U.5. Traasury chTtoug: I0e sgceztlal i=pesizica of councarvaliizg ducles.

[z (s puz2lizg To waiel the Coiced Stace

Iy
)
b~
.J
n
w
P
[
5
(el
[
E
B
b
1)
Y
ls
(5
2]
®

wse of subhaldies iz tazerzational cocmerc

'

[
N



.

- - 23 -

pragra=s such as DISC cr Lits modified versios,

28

(zs2) T-ese tax-basacd export subsilies

the Foreigz Sales Corporatiosn

tave po countarTsart in any other
I4

tadust=ial countsy. In effect, they amount @ asplicatioms of the

tn--l carT

ial” principls of income taxation

— tie principle under wnich some

counzries, such as France, exclude income from the tax tase that tielr

resicent corypoTa

withiz the tervizorlal jurisdictlon of tle

0f the DISC on Cazadian industTy have probadly

zanufacturipg and processing credit,

Te Ls difficulc

willing to maZataiz a device like DISC C ia the fa:

in

.

ec

copde=xatiot can be quite as prizcipl
as t=e Unotzed Sctases has Deen with respect

o-zblems could arise iz tilateral

aisout

‘nipstoies that praduce goeds Zor export or iapert

subsidT Lssues that might be of ecmcez

.

other tax prefereaces that zfight provide cost adwvazn

“a-=prizarics would be greatar 1z am Fia,

{nclucde varicus regliconal, sectoIz

tloms ea= abread — to activity that takes place entirs ely

Uniced Staces. Most of the effects

been offset oy the

which, uzlixe the DISZ, Is zot an

to see now a country thar was

=e of repearsd izfernaticrad
fatermacional ecomomic discussions
to subsiiles.

trade cegotiatlions ITeco concel=s

whesses either countTy's Lax system fadirecIly subgidizes daozestic

cmpetiticz. IzpoTtant

, OT

1

nzages o domes:zi: producers.

sga’z, to aciress the questlon ol wnether gressures Iar tax

pressurses to atzer ..ecpr-:’ec:_on st

pclicles would arise duTing pegotiazisns and would de resolves oce way cT

- -
anathar by the =ize ar agreement —

Mare hat=otniza

tion would undoubredl

tf amy — !s reached.

2

existT iz an

for exazpie, in the Zaw daviatloms IToe untfor=icy acd generalitzy Iz the

ad=fatstracsien of direct-rax poilcy — such devia

sdeatrified tv U.S. countervall polizy.

[ 3

resiocal or wage subsidles tull:

sroduction by state—gwoed 1adusiIy —= are

ato uzemplcyvzent Ilmsurazce,

rions as curTeztlv 2ay Je

MYost pollcles at issue — ZIor exz anie,

and expeTs

{pcopsiscect with a domestic of
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Incemazionasly aseuzral direet-fax: sy3cs=. Vever=halass, a soveraiz:- zatisa
spould zaza‘a the rigiat o pursue such policies {n 7_evw of magiceal pricrities
257 {asome -ediztTitution, 4nduse=<al development, and reglicaal expazsiom.
%nile ecercaizly televant to tle broad questicm of RarDonizaticn of
poilcles en TOula %0 establistiag am TIA, these are oot Lsiues af rax .
haracalzation per sa. Actleving & workable ccapromlise Setwesex the prarogatlive
ot.cue aacion to lacarveze iz its econedy 20t social pusposes acd the: equally
iegizizate right of azotiler T2 dafaad Lo commercial lzterests ga-ough suck

28
- -~
secharis=ms as eouncezvall is a aegotiatizg exernlse,

Canadtan=-J.5. Tax Cacrdiazation: The New r:ea:729 .

ntarmazional tax izteraccica terieen Cazada amd tte Coitad Stazteas

i e S e

prizarily lovelives zutual accc=medation of WO soversign gyitess of dizeat

eazasioa. Ap appropriace focal pofat af discussionm tg the oost Temcedl

ecope-aca =azffiestaticn af sucz accommodatist — ehe c2w Camadiaz-T.5. T&x

e-agey., MNegotlatiozs 3D zemlace the 1542 treaty bega= i1 1372 and requized

alscsc 12 yea=s to coaplete. followizg SWe supplecezialy praracals asendfizg

the {a‘tfal draf:, lolizt catifizacicn ccncluded and zade effsczive the world

£e,
=ess comprehernsive Cax cocventisg, one walch goveras t-e largest veluce 2f

-

wi{lsceral tzada szd Izvestlexnt flows io the world. Thete caa se faw atler

areas ‘2 zhe sodern world wrare the rules Termained upaitersd aftar the gaze

-

. ; 30
hWad czanged so Tuch. The pew iTesaty T2pre2sezls 2 maifor advazce
- p *

{mearmaziozal flscal cpordisacion, a decuzent tneorposating elscezls of

o

har cegotiatics scd prideat ecsoprocise.

n

d-Iougr
T2y cweaties can e viaged froa saveral pgerspectives. In tzoe
dizension, for exazmple, they are coutzacis hersse= paticcs, wnich do 20T co=e

1neg effect unless aud until appropriate legislation {3 ezacted wiczin =ach
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aasion. The resulzing lagal documents, like all laws, reilect each couatIy’
pcifzizal objectives and constraizzs., As far as izmcernatiomal i;ves:ors and
ent-epreneuss are copceraed, a fax tTeaty s a compreheasive set of rilas
deflz{ng theilr zax ilabilizies. Ia this semse, a tax treaty is a bilaterally
coosdinaced tax systam, cozplementing or accommodatiag the basic internmational
aspects of different domestic income tax systems — these relating ts the
taxastior of Ffcreigr souszze lncome and {ncome of ponresideats. Its purpose IS
to prasezve the iacegrity of each domestic tax system while Tecozclliiang
diifarsnzes berweea svstems. Fizally, the Tules, rates, azd tegulaticus
l24 {= the tax treaty have izcerzational ecccomic implicatices., The
tem3s of the tr-eaty affect the intermatiozal alloeaticz of capiral, labdor, aczd
techaologv, acd deterafne the izterzariomal division of the tax btase.

Tach cocuzsTy's approach o tTeary megotiaclons reflects its attitudes

a=é izcsevests with respect o ‘=ter—ational Ilows of capital, its desice t3

et a good shavte of the tax revezues gezerated by foreigners, the polltical
g g K

{=Ffiuence of 1ts canictal exporrters azd izporsers, and — but by o zeans least
[ b Py

— the szrengzth of {its desire for decter realatiomsizips iz general Witk IIs

i

screntizl zreaty pacTzer. Since these factors may chazge from rize o tice,

&gs from negotiaticn to cmegotl a"su, 4t is mot aiways easy to pic down exac:ily

whv a provisiza Lo a treaty between countries X and Y is iscomsistent wiT1 ote

-
Yo

42 a ITeaty berween X and Z. In the case of the recent zadizz-U.S. Creaty

-

negnciations, however, each sife apgears for the most part to have piaved 1icts

custozarsy aad expected role.
Cazada's app-oach to ‘ntermaticnal tax negotiatlozms Ls shaped largely

Conseguently,

by irs positioe &s a significant Loporter of foreign capital.

Canadian taxz negotlators seek to safeguard Canada's revezue pesitiom azd to

) 31
streagtlien docestlc ownership.

Iz gegetiations with the Unicted States,

Capasa asserzed L5 tnotenclon to levy higher wizhholdling taxes on dividezds,
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tovalszies, and Izzsrssc than provided Sor 1= tha acdel treaty, a3d Tmserved I

‘123 pesizion on the “gondiscrizization” avilcia of ths Organisagica for

feonculs Co-opesation azd Develapmezr (0EXD) tax co:vant‘.‘.cn."z
The 0ECD =odel treacy — lika the closely rslaced T.S. 2odel unvelled
‘3. fod yeass latar —= cleazly ceflects the dominact influencs of
ieapital-exporting 2aticns in thac L2 gemerally favors tax reducticms in tze
moust=y of source and uarestrizted tazation in the ccuziry of gmaidance.

tizg &3

-
&
-

:Caplzal isporters obviousiy staad to lose tax revemue fz9m shi

0q

caxacion based on Tesidsmce =ather thaz source or Yoz any equal racipTecsl

n

" radyczice ia wittl=oldlnog tax sates, Iven thcugh Camada 233, = f{acg, beea a
:het capizal exzorter for a aumper of yeass now, the stock of foreiga~ownad

_capical in Cazada remal=s much lazger than tie stock of Cacadia=-cwned capizal

absmad. Iz is the celacive gize of these stocks that govarms the size of tZe
- . a2 . .
sAncome Zows subdiect Lo tax. Cazacda, therefora, was Souand £o lose {roz
. che reduction = to 10 percemt from L5 pertent — in the witkReoldizg tax oun
. divicands megoriated iz tte zaw Canadian~J.S. tTealy. Moregver, Ine Tevelues

tous foregene, for the mosc pave, would flov direetly te the U.S. TTeasury,

ZaT %o the axpavers and, hence, would have lfztle or =25 effec:z cm capital

Oze raasoe Cazada was willizg to zmake chils coacessicc was jerfaps o -

fend 0ff czzszazt B.5. a-iticism thac lss sefusal to exzaad the dividazd zax

'3

-

. 3
__evedir to momresiden: skararclders was "discecimizartory . in gT=acy

=4

. Regoclazions, tle Unl:ed Statas generzily fsliows its tradlziocal lize —

. mmsuTprisiag for the couat>y vith the largest stock of direcc izwvestzant
_abroad - oI agtemptiag to caduce wirhholding races agd to failcew QZIOD

principles of accdiseriminarien acd rec’procil coucessions. The Jafged SIates

[

kad, for example, suczsssfully persuaded the Joltad Xingdoe 5 extend ics ’
dividead credit to cerzaia J.S. investors fn the U.X.~7.S. cTeacy cozcluded in
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970s. In geseral, it also has steadfastl; maintaZzed its position that

-

the

“sondiscriziraricn” requires countries providing dividend relflef ts domestic

. . . 38

stareholders to do the same for foreign shareholders. Thus, the lower

tTeaty withheoldiag rate was, in the words of one of Casada's princizal

aegotistars, "a resolution of a fundamental issue by way of a cotcessicn in
- .37 , s .

the rates of tax. As this example makes clear, no single feature of 3

ccaplex fatermaticnal ag-eement like the Canadian-iJ.S. treaty caa be

undersescd iz isclaticu from the documezt as a whole — or, for that zacter,

: . . 38
Tevaiilzag comtext of Capadian-T.S. reiatilons at macy levels,

since intermaciloezal tax affalirs are gever static, it is

also mot surprising =hat several zew issues have surfaced (or rcesuriaced)

since- the r=eatv was origiaaily concluded, amorg them: tTeat? shopping,-

treaty interpretation 4a light of chanmging domestic Tules and definitioms,

undtaTvy taxaticn, and the capital expert bias arisizng Srom the U.S. treatzent
& ¢ ) F 39 -y . “ o

of forelzz sourze Income, These »roblems are subjescts of currcenc

atceazicn of pelicveaxers, pracritlomers, acd analysts of latermatliozal tax

[X>)
teATTacTs.

Corclugiom

The geed for adiitilozal tax har-onization, and, corTespondizglvy, the

serzeived loss of f£iscal sovesalgn:tT gemerally tezds o be overstatec iu
discussions of free twacde. Cme zajor source of exaggeration of the aecessity
&, Fu'f’ f" 1 1 . 4 -t =gy - oy - ‘u l(—,f"eo“

far full frscal aligroent i{s the matural tenceacy to confuse the lizites
cbjeczive of ar TIA with the far-teachlng obiectives of Dore cocprehensive

for=s of ecomomic imtegrzaticn. Ia the taxovoay of inCarnzciocal ecosozic
‘otegration, a free-grade acea =— as distinct from a2 custsms uniom, a4 tax

uaion, or full political integratiocn — is an artangeszext for derivizg the
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ehous iatsgTaticm of pollcies.

+

bemefiss of t=ads [z a lazgers economis ares vi
Icessased gutpus, exjpanded comsuder chelce, acd he sacricralilizatice of

izdustsy that Tesult ITsm trsar trade coctTibule o che ecomoalc poteazial ol

the trading zazises. The puTsuit of tmese galzs Zzom free, inceraational

trade need ot comproaise aariocal policies that alfer ghe cutcome of demeszis
maskar forcea because of soctal decisicus to produce a variery of public goods

apd to acrlave a 20rs= equitable dtat=itucsion of {=ccae.
rat

Trscal sovereigoty 2ust take gracadeacs aver commaraial aTrangesents

for fwae ctzadae, AlThoug:s #{3ca] goversignty ner se 13 20T ©O te compromisaed,

am =S na

agecific pollicies za7y hinder the realizaticm of the greatel ecopomlc bezefirs

of trade. Ttus, 4t is wisa zo consider alternative Lesss of achieving tae

muryoses of pazticular policles {n a 44f2azent .scemaric, that {g, {= an FTA.

cear Ls the essence of evaluating ore's cegatiating megicica vith an emptasis
on flexidiliszy and witk a= awareoness of alterative zeacs of satisfyizg

dozestic pricritles, fcozomists can estizace tha eccnomic 29833 —— In Ter3s

of locwer GWE, jobs fgregome, OT Bigher cotsuler pTices — af wa-icus polizies

i~ w3Tious scezarios, tbhus attachizg what 2igkT er:dely Se terzed "zatioznal

“ g3 prefereatial domestic policies. Tze [ocus i3 on chose pelicles

cazation, nave 3 dearizg Iu relagive ccstx aad IZus {nfluencse

N
b
(2l
:
1 4
1
] ]
a
[
|
1

e-ade. 7The ulzizsgs wmighlicg of costs acd Teaell:ls of solfzizs, ineludizg

cogsidaraticn of tle ecomazlc risks {zhezesnt L= gt=:c=ural ¢=aznge, 1= &

-

goiizicsl prezcgative.

?rior to cagotiacions wita che Uoicad Stazes, Cazacdlan

regresent3iives ougat so divide aazifozal pelicies carefully lats =90

cacagorias: thcge vngse =3ziovals i3 2o d2acore coadlitions of eappetiricn o
1 4

tarermaciccal trade, and those shar ace essextial to the puzsuic of Cazadiaz

Yaticral poiicies t=at Fall i=go the lattar cafagoTy Sust e

-

objectives.

respected L= any {ncernational tradlzg arTazgecent rhat falls short cf .
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comglete eccmomic iztegrationm. Such policies need o be thorzoughly revieved,
however, whena they diifer acong nations and diszort trade or izcernationai.
iavestzecs signilliczantiy.

e canclusion of this assesszezt of Bow pressures for iotes rnaticnal
cax ha=monization — includizg the aiignzezt of domestic expendizure and
rediseribuzion policies — would chazge im az FIA is that they would not.

Both ‘mdirect- asd direct-tax cechaniscs and the preseznce of a flexihia
axchange rzte 3r2 effec:ive {n paiatafa‘l=g ‘ndepezdezce of the U.S. anc
Canasia= svstezs of taxatios and goveramezt .expendituse. The TWO srinciples
recuired o aveid distcrziom of trade ty the tax systezm — cotsistent
applicatZon of each general ctax acc.rdi:g to either ‘the origis oT destinaticn
priaciple, azd the reaissicu to expo;:ers of pacticular tazes that bear
sspecially hesvily orn thelr products — ate bot: Irdepencezt ci Tthe existence
¢f a free-zTade area.

In certa’a sectars, decisiens have teea zade to <isteTT the workings
¢Z compeziticn ro serve dozmesTit obieczives. These distertions undouztedly
weu i prave Co be conteatious i3 nsegotiatiocs dut, im the csn:e?: 0 the
sresent discussicm, sectar-specific or product-specific Issues essenclally are

A4

suc-s‘ée the realm ¢f tax harmonmfizaztioan. Tc the extent that such distorticus

nzle exist and would remain acceptable iz frea=rrade negotialilozs, zhe

cuTT

area i= question is ipso fact2 recognized as deing outside tle scope of trade
aegntiaticns, I a distortion was removed iz negotiaticus, the pressule for
aligzmezt likewlise would be elfxzizated.

Parhaps the graatest lgpecizeat Lo bilatezal trade negoctlaticus

{ffararces ‘n tha two countzies' tax or publlc expeadifuTes

o

arising froo
svstezs could result fzea perzelved, ratlerT thaz real, economic eflacts.
Broadiy based social policles covering public expeaditures for healsh carTe

w111 got dfstort trade flows iz an FTA. Nozetheless, Canadiaz £fir=s =ight
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pezzeive. chemsalives 23 be af a disadvantags because tealih caze Ls firaaced by
tax revenues that i{3pose 2 durdan cu . the=m, vtile G.S. fir=s =mignt jpercelive
thanselves %o Se at a dlsadvantage beciuse health case is provided “free™ by
the Cazmadian gover—mecot,

. Sixilarly, Cacada could latzoduce &2 value—added %23x that would be

sebated ag t=e border according to tha destization pricciple; dilazarzal t-ade

parttes=s would oot de signfficansly affectad, U.S. izporz-ccmpeling

T3 %e 3o exjport

o

tzdustries migAt parceliva the Tebate ¢f the value-adced ¢

- -

&

sudsidy, alskough, {2 £acz, it weuld ot have this effsct. TRe gesgeotlazicas

w11l have co disctiagulsh clearly between perceived and real eccnomic effects
of differences {a the tax, soclal security, and pudlic spendizg policies of

=ie Cwo countsies.

Zxistiag evidence from the Furopeazm Community, which explicizly

N - —

gought zc hacaonize fiscal zeasures, underllines the realicies. As Wamae

Thi=zsk “as gbserved:

It {s. a czzmoc perzeptiom that {(ncTeasing econenic
{zzexdenezdance and a higter degzee of ecoconic
inzegracicn, such a3 that which Ras ocsurzed witkiz 2le
Tusorear Icoucaic Cscaunity, Tequirss sgooeg and cozcexted
T2asyres 9 hardounize different tax systems. Actually tiis
43 a zmi3peccepcica since lictle harzorizatiot has deen
accocplistad withia thils =asker and, despicze zuch
digcussica and wrictizg on the teplzs, 2o progress
dizeczion can be anticijnacad. Iaceme tax systezms, down
corporazs and persozal, are likely to razal=
uncoordinaged. Within the lazze free trade ar
adjusctsencs and teavy relflance on cha destinaz
af coez=odizy taxarlicrn have acted t> tecouclilie
cf disparate ccemodicy tax avsfams with tha des
adai=ize tax {cduced trade discorzicas.

ity b

.
- e
1= 2=:acz

’

’

'
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NOTES
3.G. Johznson, "The Impiilcacions of Free or Fre=er Irade for tle
Harscoization of Other Policies,” in H.G. Joknsom, P. Woznnacott, and H.

Shibata, Harzocizatist of Narioeal Policies under Free Trade, Cauada in

the Atlantic Econozy so. 3 (To-oato: University of Torozto Press for the

Privata Filanniag Association of Camada, 1367), p. 2. Although

=
Q
@

substaantialily abbreviacad, the following paragrapns closely fo

Jorason's thege.

This is, of course, a judgmenr that ought not to bde ccusidered as fact

without extezsive ampirical izvestigation. Among the studles that

strorgly suppert the view Ls R.G. Harwis wizh D. Cox, Trace, Imdust=ial

=7 azd Camadlan Mamufacturing (Toronzo: Canrario Zcomemic Councsil,

Tor consrary remarks, see J. Whalley, "Disgrimizatery Feazures of
Dozescic Tactor Tar Svstems 1n a Geoods Mekile-Tactors Immeobile Trace

.

Jour=al of Zoliticzal

.

Efrsfuml Shisata, "Tlscal Harpesmization Uader Foeer Irade: Principles

a=¢é Their Applications o a Canada-U.S. Free Trade Area”, in {aplitsl

Tlows a=nd Inrarmational Policsv Fazrorization (Torento: Uoiversity of

ToTonto Fress for the Private Plaaning Assocfation of Camads, 1873).

Cazl Shoup, ed., Tiscal Harpouizatioz ir Comdon Marke:s, Velumes I & 1

(New Tork: Columbila University 2ress, 1976). This study comprises the
mCSt cocprahensive Creataeat of tax harmondzation to date. An espesially
Lo

ioportaat plece is Douglas Deosser's "Zeovomic Acalyslis of Tax

Farzccizazion™, Chapter 2 of Volume I,
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See, Sor exazple, Faul woonacatcs a=d R.J. womzacets,

the Tafcad Szaces acd Cazmada (Canbridge, Mass.: Harvasd Cciversity?

2oess, 1967) Jobn Willfamsom, The Ixcharcge %aze Syscea (Canbridge,

k

¥ass.: MIT Bress for the [astizuze for I=tarmaticcal Zcoooalcs, 1983).

-

Joha Whalley, ed., Voluze i1, Capada-Talted States Free Trade; acd téam,

ed., Volume 12, Docestic Policies and the Tatar=asiomal ITzgonoc-:

papa

Tawirscma=t (Torsote: University af Tozonsa Prese, 193835). Tax quessiccs
racelve expliefz acteztion iz A, MoToz, “Some Chserratiscs on Nou-Tarlil
3azriers amd Their Use In Camada”™ (Voldze 11), pp 239~285. Tte zole of

exchange cages i3 the ad justoent process is dabatad in the papers sy

odaeriex Fill, Jonz Willlamsom, J. Davidé Retardsen azd David tzugwarth

Tee fsdsral/aravizcial allocatien of tazing authorizy restTricts proviaces

to direet tazacica culy. 4 dizect Tax — good axa=mples of waiga are
{2¢¢=e and property taszes — Iis mde=scs0d €O Se extragzed Irca ce very
person jntecnded TO bYeszx Lgs Surias. Frovizelsl sales caxes, 97 Sal=z
Lagislazad as cocduser-puschase taxes Vitl sersila-s dasligmated 33 agecls
of the Crawn feor purposes of csllection, €al? within the difect-iax
catagoTy. ta the convercional structus= of rax analysls, howaver,
proviacial sales taxes aze cocaidered t3 te Iindirect taxes.

Ses Caradian Tax Foundatioz, T-e Maszlomal Timazeces 1983-34 (Torscurta,

1984} apd idem, fraviacial aad Yefcisal Finances 1983 (Terozto, 16837,

Tigures exclude Zealzd izsuTtance, social f{asurazcs, aad pezsiza jlacs

coctg=ibutices.
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Tor 3 mare scopiets discussian of problams of policy aaq izplementaticn
of a yvstes af harmenized indiraet taxes —— with perTident real world
ezzcnies — pes H, Shikata, "Fiscal Farapmization under Fraer Irade:
Puizciples and Theiz dppiicatiens to a Canada-T.5. Free Trade irez,” 4
rnacigsal Palliew

H.Z. Eaglish, ad., Capizal Flgws apd Iotz

Canzda 22 the Atlantic Ecenamy mos. 9 azd 10 {Teoranic: Ucoivessity of

Torsaro Fress fotr-tie Private Plamalag Assoefatiom of Cazacs, 1973},

gspacially po. 4d=E3,

‘Sueh duegilons are addressed by Faul Yonmasokel, "Policy Haramcuizatloo iz

Tree Trade Grousizgs with Special RefsaTezce to the Tusapean Teanamic
Comouzizy™ iz Joh#san, Woormaeatt, amd Shidaza, Hazmoolzatlodn of Natiomal

milctas cpder Foee Trade.

Pezgs Muszrsve, "Hasacmization of Dizect Busizmess jares: A fase STudy,”

Smoup, Tiscsl HarTenization fa Commen Matkess, Volsme II, p. 210

G, Zuidaver azd. J. T#b, Subsidies {n Izterzariozal Trade (Washiagteu,
n.C.: Tmszituce far Taca-matisnal Zceacanies, 19843, pp. Ji-54.

W.R: Thirsk, "Snould Taxss Be Incluced In Trade Ag-germsnzs?” Iz Cazasian
_ . o1

Trade ar 3 CrassToass: - QOpriszms Zor New Intermational sgreemedts

(Ioronto: Ontaris Zoosomie Couneil, 138357.
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Toe Yovecher 1731 fedazsl Tudzes anwoumesd nte .govarzaent's Izfezmrioa o

aove she zazufactuTers’ sales taz Lo E2e weplesalers' Lavel, effective

July 1, 1392, The =wizch #a3 gubsequently postpocad agd, Ia cthe FebTnazy

1684 budges, zascindad. Regeatly, tle guverzmest has dcooumced thal,

rather toin ciangicyg the gemsTal avplicacion of tos taz,_tax\au::ar{:ief

would Teview azy tdancified fnequitiss of 1ytorsions due to tha

application of che tax ad would addrsaqs tRa problems dn 2

SecizT-by=sediar of produss=ty-product haslis. Chacgss would 2e

Gonaidéved ragariizg e lavel at which fike tax ia [=poded in a given

‘sectaTr or 41 gmecific goods, Is the May 1935 budget, Ehe goverazent

spmoved the ezarmprisn of sevepal cartegorles af products, tlus broacsalzy

sha =ax's bajga,

The inteTzaciomal prabidns creazed by domastic {mdifeqt razacion fa tha

salas car aze baszically che saze = 3irhougd

for af she =amufgcsuzess’

guzgrancially lesa sarised — 23 chose emcouncered 3y IuTopeal gaumzTies

Ex7Liog o taroonlze zhalzr ceaulazive, oulztgtage "imower  Caxas. ThE

Zusopean case lmvalved mzizie taxatiszu o= virmually svery 7ars of walae

1ddad tmfare %he produce reaczed the trader, who csen séied ghe lazt

tzra=le walus €3 L. The ;anadiau dniufactyress ' gales zax tayo lves

=pisfzls Zzzatign ooly O% thar sact of tha wvalus addad by wme uge al

raxabia goeds Iz productiom. Tha Eurspean seolution was T2 akanddn

czscade=trre turzaver taxes anc 30 adope value—sdded caxes. with

galusmaddad tzwarion, The £3x tuTden at aach stage of praductiza i3

Jzsparsienal To the valus .Thac hag beex added ar fRatT 3tagd) ene sum of

rhe caix pald ar rhe successive STEges {s r=e szze 213 tze zax shat wduld

{g wacn chacged oo the fuli value of xe Fiaal produes ind

Nk B R N A mE e
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Sae Malcolm Gillis, "Tederal Sales Taxatlocun: 4 Survey of Six Decades of

Zxperience, Critiques, and RefoT2 ?rsposals,” Capacian Tax Jour=al 33

(January~Februasy 1983): 68-38, azd Robin Bcadway and #arry Ritchex,

Canaéian Tax Policy, Canadian Tax Faper ro. 63 (Torents, Camadian Tax

Toundation, 1580).

31

The fcllewizg ccmzeants closely foilow Shidaza, "Fiscal HarTacaizatic:n

furs=her discussicn of the theory of direci-zax ba-zenization i1s :rssente
{a H. Shitata, “Tree Trade Areas aand Policy Cooriizaticn with Special

Free Trace A-ea”, in Johzscn, Wommagat:, anc
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g=i%asza, Sarmonization of Naztiornal Follicles uccer Free Trade, pp. 71-34.

-y

To- a= exremsive desszintioz of curreszt Camadiaz azd U.S. practices, as

4

vell as azalvsis of the effects of prevailiag policy for boTh
‘atam—z=ignal fnvestment azd the distribulicn 0f revenue, see

- e

5.5.5. 3rea=, Iatermational Issues in ~axatian: The Clazailac

= - e

Sers-eczive, Canacdian Tax Paper 2c. 75 {(Torcoua: Cazadlan Tax
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J. Wralley, ed., U.S.-Canada Trade and Investaent c=tsns (Tarozto:

Cntario Zeonooic Council, 1983), pB. 391-425.

These poizts are developed at greater iemgzh iz Thizsk, "Should Taxes 3e

g-eezents?” pp. 138-31.
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21, J.2, Melwin, The Tax Stucsuze and Camadiaz Trade: 4 Thegretical

22, 23rsen, Iaterzacional Issues iz Tazatisc, Chapter 3,

23. C.TF. 2ergstea, “The Need for Iaterzaciacal Cocperacion iz e

I{zterarional Icvesc=eaz Az=2a,” §.S5. Desarw=eat of the T-easury News 20.

3-1554, vay 11, 1379,

24, See Thirsk, “Should Taze=s 3e Izciuded In Trade AgTeenects?”

.

R. de C. Grey, T-ade Solizw fa the 1388s: As Agenda for Cazadian-D.3.

-

~
in
.

felaczionsg, Pelicy Cozmentary ze. 3 (Montreal: €.D. Fowe IastizTuce, 138L).

2§, "DI3C SubstituCe Decailad iz Adzia’lscratlon CTrazfs Proposals,” Tax Nates,
0 . & y

Juiy 12, 1983, .

~4

. Sees R.M, Fyudzan, “The Ifficacy of Zecezz Corporaze Izcome

"

for MazufacTucing,” Cacadliazm Tax Jourmal 22 (Jasuasy-Tebruary 1974):  pp.

84=31; azd L. Sdem, "JISC, CMIC and tha Mulsigaticual Iacerzrise,” (Srock

Golversisy, Departzent of Zcsmomics, S¢. Cacharizes, Cnt., 1583

<

28, Se= R.G. Lizsey aad M.G, S=izh, Takizg the Initiacive: Carmacda's Trade

-

Cotioz=s {2 a3 Tursulezt Warld, Observacioca ' zo. 27 (Tgrozto: C.3. Fove

Izstizuze, 1985), Chapcar 3, for a useful gulide t3 this axercise.
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Tals section closely follows R.M. Bird a=d D.J.S. 3reas, "Cazada-J.S5. Tax
Relations: Issues and Pe-spectives™, iz D. Fretz, R. Stera acc J.

Wnalley, eds., Canada/Unized States Trade and Izvestlent Issues

(Torozto: Cmzazio fezmeomicz Council, 1985), pp. 391-425.
3

Although thers were amesndiag couventioms iz 1950, 1956, and 1966, the

basiz treatt framework recalms that established {m 1942.

See G. Coulombe, "Certaia Policy Aspects of Canmadliaa Tax Treaties,” in

Rescrt of Praceeslzps of the Twentv-Iighth Tax Conferezce (Toroato:

Cazadiaz Tax Foundatigmn, 1977), pp. 290-303; snd P.G. Caztor, "Busizess

Profits,” im Resor: of Proceedings of the Thirtr-Secoed Tax Coaference

n

(Toroneo: Cazadian Tax Fouadatiom, 1981), »p. 33C-50.

Crgazisazion for Ecovomic Cos-cperation and Developzent, Mo

Taxatisz Cozmvencizn of Ineome znd Cazital (Pazis, 1577).

Tor a cecent review of Cazada's iztemational Isvestsezt posizion, With

in Taxzzigeo.

ezphastis on tax factors, gsee 3rezm, Iatermational Issues

A. Deutsch and G.P. Jenkins, "Tax Iacentives, Revenue Transfers, and the

Taxaction of Income from Forsiga Investmext,” in W.R. Thirsk and J.

Whallev, eds., Tax Policw Gortioms iz the 1980s, Cazadiaz Tax Paper no. 66
A * B by by

(Tezorto: Canadlan Tax Foundatiom, 1982), pp. 217-47.
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M, 3uzgze azd 2.D. 3rowm, "Yegotiacions £3T a Nevw Tax Tr=aty tef7eed

sae

Cazada aod the Unlzad States = 4 long Story,” Camadian T4z Jouz=al 27

Janua—T-Tepruasy 1873): 94-104; aad 2.J. PazTick, “The Prsposed

-
-

Cimada-Jnizad Scazes Income Tax Ireaty: Noadisczimizatios, Magual N

-y

Agssacect, aad Ixclacnge of Informaction,” iz 2eport of ?roceedizgs of the

]

T {-tv=Sacond Taz Conferezce, pD. 735-42.
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See G. Ca=lsom, Iztarzacional Asgoects of Corperzze—shar

Inzegrzsidu, OTA Faper 40 (Washicgzoad: U.S. DepaTz=zect 0f tha Treas=ury,
0€9:2e of Taxz Analrsis, 1580). Tte T.S. pasiticn ls faxr iTcm Seizg

acceptad by evesyoze — asee, for ezaople, R.M. Bizd “Iacerzacicea

Aspects of Imtegraciom,” Nariomal Tax Joumial 28 (Septeamber 1975):

302-14; acd GICD, Model Doudle Taxacion Comvezmtiom, pp. 1CO0-0I ~— 1834
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wig tg got tha place To puTsue tls abszruse (though i=por=az

Pee——

coCzToversy.

R.A. Shor=, iz Repect of Proceedings of the Thisz~Sezond Tax Conlarence,

~ig ohservatiom =av appear to lend scZe SupIOIT =0 7.5, czur=3’' coc=OT

praczice of turaizg To legislative histsry 1= latersrecing fax lavs,

{petuding trsaties, Cue cCrouble wizk ghis practice, hovever, Ls C2at

n
.

igmering goapleziag he essezce gf a toeacty as & dilataTal agraeeces

Saa S.I. leter=s, “Grezg-wegt [1fe Assuraacs Cozgany v. infced STatas:

Zxzlotatize of e T.S. Incerpretatica af Tregcles,” Cacadiaz Tax Jourzas
30 (Sestamber—Jctober 1582): 75354, Othec aspects of crealy

{acerprecaction aze discussed briefly later {o tle presezt papex.
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Introduction

The purpose of this papeT {5 to examine Canada's ma jor cultural

gupport policles amd to evaluate the potential {mplicaticns of their existence

for pegotiating a comprehensive trade agreepeat with the Upited States. It

evaluaces how Canadlans wight reconcile trade and political objectives in

negotiaciors on cultural issues.

whila there is a sudbstarctial amount of anecdoral evidence that

Caznsdian authorities have ereczed a wide array of cultural tcade barciers,

ng existing

theze ace wmajor d¢ifficulties associazed with specifically {dencifyi

bazriers to free, B{iaceral trade in cultural services. Mosz of the relavant

ts-riers are of the moncarif? form and, hence, are not readlly identified

thoough putlished tables or .formsl schedules. FurthermoTe, it 15 é1fifculc to

5 perween nontarifi barriers designed to protect domestic producers

azd these that represent "legizizate” expressions of soverzeign political

The latter complication Is especially acute in the cultural sector,

sizce proteczicnisa Iis heavily tied to expressed goals of promoting “culcural

sdentity” and “polirical soverelignty .

In order to evaluate how Canacda would be able To sUPPCIT legitimace

cuirural policies in a free-rrade area without asking for a blanket exexption

‘{n pegotiarions om a range of policles vwhose boundaries are impossitle to

define -- which the United Startes probably would £1nd unacceptatle — it is

useful to identify and evaluate the major policies in place fzom two broad

perspectives:

o Wnat impact do existicg policies have ot the bflateral flow of trade In

cuituzzl services?
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e Wwhat fzpacT do these policies have ou the lagirimare expreassion of Camadlan

cultural objeccives?

Policies that have litele or 00 {mpact ou bdilaceral culcural trade

flows presumably are fanocucus with respect to any free-trade agreezent with '

the Tnited Scates. ZIxemptions for such policles should raise no concerns for

the negotiating process. Simtlarly, policies that significancly affect crade

flows bur that serve no legitlimace roose i3 spromocing Canadian cuiture pose
; ? P

go special policzy comcamn, Conceprually, at leasc, such policles should =ot

be ezempted froe an agreement: indeed, Canada should abandon thez
by g » b}

unilaterzlly. The problemaric set, theTefore, consists of thcse policles that

address legirimate cultural comcercs bur that clash with f{ree-trade principles.

Ideslly, thls paper should idestify all relevant barciers to culrural

zrads and assigwe thez to one of the three categories descrided above. A

izee
more realfscic approach, however, is to identify che zajor berriers and offer

a cecesgsarily cursory assesstent of the category inte vhiczh they fall., 7The

focus 1s on cuitural policies at the fedaral level, because they are
P

quaztitatively most fmpertant and most easily documected and because

provincial cul:u:al'poli:ies vould (presumably) not be a direct objec:t of

gegotiaclion Setween Cacadlazn and U.S. ofiicfals. Maorecver, the Quetec

govermmenc has erscred 2any of the relevant proviccial trade dartiers; given

the zactural — chat {3, language —— trade barvier that exists betueen the

Uniced Scares and Quebec, specific cultural barriers izposed by Quebec aTe

less czonzenticus than those impased by eocher goverzments iz Canada.
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conzent Brsadceast Regulations

In ac effort to promote Tthe use of Canadian pationmals in kev artistic

and technical Toles, Canzdian broadcasting reguiatlons require relevision and

radio statious to malntaln certalan levels of “Cazadilan content  in thelr

programzing. These levels aTe determined by various formulas, but briefly, 60

perceat of celevision brocadcast matecial must qualiify as Caradian, acd at

leass 30 pezcent of mucical conposicions & radio statioc broadcasts oust

gualiiy as Canadlan.

Content regulaziozs may be sees as equivalent TO iocal purchasing

requiresents. Ia rhe case of television and radlo, the services of "local”

cceazive Lcputs must be used in certaiz minicun quanctities. 7o the extent

chat content regulation ~reduce” the demand for ipporced culcural services =

C.S. sizuation-comely shews, for example —— they aJle a potantially significant

pontaTiff barrier to ceizural free trade.

T.ore has teez & great dpal of controversy OVeT whether

Carailan-contenl regulations have generated any significant net demzné for

Ca=adlaz artists. Soce observers have argued that such conteat regulaticms

have' been met largely through incTeased SPOTTS and public afiaics programcing,
equirements. On

whish wou.¢ have Deen forthcezming in the absence ¢I content T
o

che other hand, Canaciao broadcasters argue that Cazpadian-content regulations

significancly incTease their program=ing costs without expacding thels

gqudtence size. There is fairly persuasive evidence to support the

broadcaste:zs' argumezt. The expensive and largely ineffectual nature of

Canadlan~-cnzurexnt regulations has jed some observers CTo propose that they be

replaced by expenditure Tequirements. Specifically, Canadian broadcasters

would be required to spead a oiniout percentage of their profits (or revenues)

on Canadizn programsing. In this wav, cricical exgenditures atc some £ixed

level could be concentrated on specialized prograining.
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There 1s lictle doubt that an expendisurs quota makas zore ecsaomic
sense than a ccnrent quota, in the agme way that allewing broducets <o
deteraice the least-caog: wvay to achieve certain poliu:ion standards, =akasg
more serse than dictatiag by fiat the way that emfssions should be
coutrosllied. Furtherzmore, an expeadirure quota alzht be a less—contemziocus
trade barrtier than curTenr ¢ontenct regulations; since iz would leave g-eatzacz
scape for TU.S. prog=amming cu Canadilan television channels vwhile Iimprovipg the
"quality” of a oore focused Canadlan programming effore.

It Ls impossibie to estadblish whether or not Canada's cultural
i1dentity and policical soversigmty are enhanced by ancouragliag the produciion

of clones of popular U.S. television prograzms suck as Cheers oc Dallas, I,

aud others, have argued that the widaspread applicatioca of any such

1
vational-sovereignry argument is speclous. Uafortuastely, 1t camnot
deZiaicively Ye dismissed. There is, zherefare, ar least a concaptual .basis
for argulng thart even with respect to mass, popular culture, encouraging
original Canadian prograzing 43 a rmaticmal prioricy. Ic a later seccion,,
hewever, I azgue that direcz foras of protectionlsm are not the preferred way
To enccurage Carnadian progracming in sectors vwhere "the marker” would

(possidly) produce suboprizal resulzs.

i

Copyrighc Trovisices ezd Juressalo Restrticticoms

Canadian practices thac are perceived to infricpge en U.S. copyrighcs

ars a zajor {rricanz bervesn the Cwo countries. Canadian cadle operatovs, for

example, are required toc substitute local television sigmals (Lncludizg
commercials) for G.S. border-stacion signais when the progracming oc both

-

gtatZons is ideatical. Ard early 12 1384, the Canadlan Radlg-Talevisiou and

. .
. .
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Telecomsunications Comzission authorized cabdle operators %o carty specialized

U.S. sacellice chanrnels as program optioms for pay-televisioc subscribers 1o
£ pas

Cagzada.

Foreign citizens or cofpoeratioes are prevezzed from owning more than

20 percent of amy Cacadian broadcasting or cable undertaking. Such owmership .

restrictions in the cable sector are definitely a trade irritant to the Uniced

.

Scates, especially since that country's Communicacioas Act of 1534 does cot

restrict forelgn owrership of cabie sysrems (alzhcugh forsign owmership of
cozverzional U.S. televis{ion and radio stations is severely restriczed).

Howeves, ownership regulaticns may well be sees as outrside the sccpe of aay

hip restrictions

contexplated free-trade agreement, since “key gsectoz” ownerss

are a widespread aad fairly well-accepted phenomenon. Hence, Lf such
rescristlioss are seen as coctribuTing to legitimate culrural cbjectives, they

sext a valid subject for exemprtioz umder apy trade agreeceat with the

broadcasters. The primary Lmpact of such rules 1s to LncTease demand for

Caradian acdvestising services. Not onlv is this an obvious trade testrictioa,

it cannat de viewes legizimately as coztributing efther to Canada's

gsovareigary o te Canada’'s cultural idemctity. Rather, the restrictioc zersely

bids up the prices of Canadian advertzising serwvices while encouraging an

increase in the supply of Canadian advertising inputs in the lozg terz. The

social welfare benefits of such a poiicy are dublious at best. It would seexd,

therefare, that cable substituticn rules should be dropped as part of any

trade-negoxisting stance.

T would take a less bealgz view of substitutiorn rules for cadle




2411 C-38
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8411 C-58 prohidizs
advertisisg on T.S. border tadio and
publicacicus.

provoked U.S. pezaliacion. To argue 1

from negotiations would requize a demonstracion T2at

afiiciently promOCES Capada’'s idenzity and polizical

-

£2r2s o Cacad

fesm claiming tax deductions fer

ealavisioc stations and 12 foreign—owmed

This legislation has beex especially conzenzious ard has

cs merics as 3 subject for exemptlon

it signtiicancly a=zd

soveTelgary.

T™he oszemsibla purpcse of 811l C-58 was Co procote {ncreased spenciz

or Canadian publizations and bYroadcascing.

revesue to Canadiin—owned stations aod publ

Capadian productions and literary material woulid ipcerease.

has been largely unreslized, since there 1a 20

awoed media to dissiparce

Bi1l creasred. MoTacover,

perzetuate che lezgeh of

Zeace, there is 20 coepelling gaclal-velfare arguselds for seekizg &n

Caczadlaz
group would aczually benefic fro

ares.

Canital Cost Alliowvance for Files

Tre Capltal Cost Allowezce (cca) for
allows {avestars woo ate deecad to have put ~mcney at

Canadian £1la to deduct a cerzain percenctage of thelz shace of

plus agy Llmteresc on the

fcaziouns,

on Canadian comcezt cthe

epcry restrictions

gimilar iegislacior, in arny trvade pact
the recent passage of G.S5. adzrror tax pravisions, wiilen

broadcastevs pemetrating the T.5.

The noticn was that by Siverticg

specilng oo erigizal

tacentive for domestically
wizdfall profigs that the

tmro the broadcasting 5ecTtoT

-

tipe over which these wlpdfalls caz bYe gafintaized.

ezemption
iniced

wizh the

markesz, suggests that this

amw removal cf such measures s a free-trade

f4}jms is a tax shelzer that
s4sk” by Lzvesting ig a

the proiect

soney borrowed €O finance their i{mvestzent.

In facc, this goal:

v
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The CCA has not rafsed acy bilateral conmtroversy and would seen to be

at iznocuous trade issue. Furthermore, {t is analogous tTo other tax

{nstrumerts desigaed to promote domestic production thar are accepted as

iegitimate instruments ¢f ecomomic policy. Hemce, it is likely that an

exenption for such {nvestment tax expenditures could be obtalned without .
significénn corncessions, especially since comparsdble U.S. legislation exists.

It {s worzh noting in passing, howéver, that the CCA's effactivezess
iz prcnozi:g’Canadian feature films has been criticized. Specifically, while
the CCA undoubrediy has been responsibdle for a sharp increase in Canadian

rozkin most fiims lost money for their ianvestsrs. Furthermore, few of
H ’

(4 -
Ii.‘ e

Whztever the

overzll economic impact, nefther the CCA nor the feature films it has helped

to fi-ance can be coosldered to have contributed to Canada's natlonal ideztity.

for Fil= DistributaTs

Coz=tent nequirgnaents

While no formel Canadilan-content requirements simllar to those

affecting broadcasters exist for fiim exhitictors, informal quota arrazgements

have beern attempred in the past., At preseat, “moral suasion” is beimg relied

upes to eccourage theater owcers to exhibie Camadian-content films. However,

should content requizerears for film distridutors be implemenced, they
undcubrzedly would comstitute the kind of trade irrizant that breadecasting

conteat regulatlons now pese, and with similar dubious benefits for Canada's

cultural idencity and poliriczl sovereigsty.



Direcr Govarmsent Zxjendizules

In an effort ts stizulate "more commercial” Canadiaz £ila
productions, the federal geverzoear recentiy introduced a policy to subgidize
private fila producers to & such greateI exTeat wvhile continuing to fund filn”
production by cthe Canadiaz 3rocadcasting Corporation (CEC). The agezcy
established to aczomplish this objective is Talafilm Canada, which chips 12 up
to ome—-taird of all film produgtion cOS6TS, ¢k the raemainder cocing from
Wrsadcascers and other private sourcses. In the yeaw ending June 3¢, 1384, the
ageacy Lavested $36.2 atlilion in Cazadiam £f11x developaent.

Direct goverzment fundiné of film producticn might be seen as a forw

nontariff barrier to trade, as it seems clear that the funding is desigmed,

o
(2 1

at least ip part, o displace 0.S5. £ilms for television. However, &
subscantial portiocn of this assistacce might also be seez as an attazpt to
£411 a gap iz untquely Canadian program=inrg. Tor exaaple, approxirzacely
cne-hzalf of the filzs funded were undertaken by tha Fremch cecwotk of the C3C
or by the privace Freanch-language zetwork. In this respect, goverclec:t
ficanciag assiscacce through Telefils Cacada, by advancing legitizace social
a:& poli:iéai objectives, aTguably éould conscictuce a legicicaze exemptioe in
azy trade gegotiactioms wi:id the Tnited States.

Ta the exmen: that the Uuited Scaces sees difect govermmeal funding
by Telefilm Canada 2s 8 trade barrier, it mighc be worch arguizg for az
execpcicn for cargeted fuanding assiszance ~— far Freamch-language progransing,
for exazple — especially since targezed funding ¢an be a legitipate Wiy TO

ovarcoge the market's failure ts produce culzural goods.



Cther Cultural Trade Bazriars

A number of other cultural trade barriers exist that may have to be.
add-essed in acy negoziatlons with the United States oz a free-trade area.
Cne thar is difficult to document, with respect to both fts frequency and i:s -

importance, is imoigration restrictions — includizg visa requicements — on

foreign perfermers and other producers of culzural services. While iz mostc

cases appropriate visas are grazced, documentad cases exist of foreigm

perfcrmers being denied entry into Canada. Eowever, similar entry

rtastrictiozs confroct Canadisn performers seexizg to work {n the United States.
Whether these irsigration resctrictions would pose ac issue in
pnegotiatious for a trade agreement with the United Scates depeczds on the scope

of che agreement. Since what appears to be at issue is trade liberalizaction

rather than economic union, autocozmy with Tespect to fmmigratisz policy would

gee= a legitizate subject for exemptlioz., Whether such restrictions contribute

to legizimate Canadian social objectives is a broader atzd Dore prebdlematic

issue.

Ancther source of gevermmeszt intervention izmto che culture sector is

Torelegn Investment Review Act, under which

pravided by the terms of the

Invescmert Canaca (formerly the Foreigc Investzent Review Agezcy) reviews the
effects or the Czradiaz ecomony of all sales to foreigumers of compaties with

Caradian bramches. Wnile recent revisioecs To the act exenpr many formerly

reviewable transactions, cultural fndustries will corntinue to be reviewed

cozprehensively., Experience so far suggests that where culitural businesses

are concermed, it s virctually fzpossible to obtain approval ucder the act.

The Forelzn Investment Review Act has beez a periodic source of

concerz to the United Scates., While direct screening of foreign direct

investment seems to be acceptradle ir principle, preventing transfers of
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ownersalp from ome fareign investor To amocher is a conte=zticus issue aad oae

thac may a0t be easily exempted ITcm any trade negotiaticms. £accuraglasg

domestic owrership of culzural {ndustries (s cleazly a natioeal prioricy,

although the ecodom=c baslis for the priority is unclear; in any case, zote

appropriace azd acceptable policy imstruzeats 0 eacourage domestic ownersaiy’

ahould be used, RestTicting ovnarshlp transfers betweead foreiga inovestors Ray

be seer as an indizect way of expropriating forelgn assets, by foreing those

assecs =5 be scld at a cheaper pTice o Canadlan fzvesters. TRIs policy

represencs, cherefors, a sotentially infiaamaloly srocecurs with limiced

culecurzl beneiits.

One other major subsidy that could be comstrued as am imdirect rade

.

sarTier 13 governzexnt funding cof the CBC, wits its assoclated 80 pezcent

Capadfan—content zacdate. Since so much of the C3C's producticn, at least to

daze, takes the for= of speciailzed, acmeszmercial praogracaizg, iz 13 uclikel?®

thar the C3C comstitutes a wajor pateatial boce of ecozcencicn iz bilateral

he C2C addresses At

Furthermore, it cac be argueé thaz T

therefore,

jeservedily merizs exezmption from acy tilateral trade agTeeeal.

Nowwichstandliag a general presumpiion of ecozomic bdenefizs froa

tzade, some observers argue that ever 4n a general frse-gzade regize, cuitusal

The acalvtical scarrtiag pelnt {s thaz suleural

s

tadustries should be excluced.

tndustrias gecerally supply “gesit goods”. These are goods whose social

rherefore, will be undessuppried

benefics exczed cthelr privace becefies aad,

by a free maTket. Such goods can e thought of as haviag 3 patlonal-cuirural

compctent ané a general-culrural componext.

N

o o G5 &9 AF O S8 O NS e
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There are two aspects of the matlonal cocpozent of the merit-good
argumezt. First, there i{s the pride fndividuals feel in the achlfevements of
theis countrymen, especially 1f chese achievements are recognized
internatiovally. Secerd, thera 1s the pride Individuals feel in the
expression of their national culture and perspective, Although the efficacy
of this arguzent {s difficule to establish because people receive a free ride
~~ they recelve benefits regardless of what they pay — there ls soce
emnizical verificazicn of the prop;sizion.

The geserszl-cuitural coaponent of ;he meriz-good argurent can also be
acceptes as a ratiomale for government subsidies to cuitural {pdustTies. The
gezeral-cultural componant coasists of contributions to interpatiounal culcuyre
not specific to nation states. Alithough Canadians may wish to suﬁport
intermational cultural activities, this objective hardly justifies
protectionist pclicies.

The patisemal-culrtural argudeat 1is ofcen given as a ratiomale for
srotectionisz, Iintezrzwirved as it is wich the notionm of fcultu:al identicey”,

vhlich Zmplies that "cheap” Imported cul:iure threatens & natloc's indigenous

culrure, there>y exacerbsting the market's unwillingness to supply cuizural
meric goods. .

It 4s izpossitle Iin this short paper to evafba:e the
cultural-ide=tity arguzent in any detail; however, the protectionist argumeat
as applied to culiture does not appeat to be stronger than that applied to an
other industry. Nor is there evidence of azy great popular suppor:t for
cultural protectionisn., In a Teceat survey, Crtario residencs felt thar while
the promci;o: of Canadianm content should have a high priority, imperzs would
dadage ne’ther Canadfan content por & Canadian culctural idemticty. These

findings are sinilar to az earlier national survey, which concluded that wnile

Canadfans overwhelmingly support goverament figancial support for films chat
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“promcte a disclactive Canadian (denrticy,” an even larger percentage oppose

goverzzent control ¢f which U.S. televisiocn signals are allowed {szcto Canada.

Thus, while macy Canadians apparently beiisve in subsidies for some uniquely

Caradiac sulture, they do not see its exi{stesce as nec=ssarily threalened by

This position is supported In principle by the imaight that

Thus,

foraign gulture,
sore culture has content of unique value to the pepulation of an-area.

even in a free—trade eavirocment, an irreducible asount of "sariomal culzure”

13 likely o be produced.

This 13 noz to say that the market will aecessarily produce an

"optinal”® amount of Casadizz-spectfic culiure. Rather, it is to say that aany

underproducticn protlem ¢f this sort is zmore properly addressed through

goverzzent subsidies. The izppact of izport restricticms largely wiil de to

increase the short-term retuszs to specific factors of praducction. In the

lozger terz, dosestic output in procectad sectors should expand. 2uT secTOTS

such 3s fezcture flims are 1likeiy to bYe pen-Capnadian specifis in rpature, so the

rational-sesiz-good arguzent will bte larg=ly irrelevasr ln this context. The

geteral-zeriz-goad argucent for direct (or indizec:t) prorecticaism 1s also
fairly weak for "tradable” cuitural services, since the impact of izcreased

Canadilan supply will Ye margiral agalnst the background of Iztermationzl

supply.

Conclusions and Folicv Ianiiczazicns

A falsly widespread rafeczicu of the relevance of neocliassical trade

medels-co the culgure gecrer, along with a fear of a loss of {néigezcus

culzuvre, has contsibuted 2o Cazadian policymakers' taking a defensive paostuTe

toward cuitural trade. I argzued elsevheve that cooventigral acgucencs for

free trade are as applicable to cultural izduscrias as to octher induscries,

.
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Mcre specifically, walle free trade would emcourage a reallocation of cultural
resousces, this reallocation likely would be circumscrided t¢ a fairly narTow
sez of culrural activities. TFor exanple, activities that draw upon a small
cucber of specific talents and whose outpur is mationalicy specific present .
few prodbiems.

Even where output is not naticnmalicy specific, there 1s no reasoz to
believe that Carnadiac producers of cultural goods would be at a competitive
disadvanzage in activiries such as the visual acts, creative writing, wmusic
comocsiziorn, and so forth., To be sure, under a protecticunist reglme,
relatively pove of these cultural products would be suppliied indigezously thaz

would ctherwise be the case. But the soclal costs likely wculd exceed the

soclal bdenzfits, since overall consumption would be lower.

Disiccaticn of resources likely would be greacest in these culitural
seztoTs charvacterized By scale ecscocies and whose cutput is largely
paticzality ponspecifid It is in these areas that the Urited Scates’
atsolute and cocpavative advantzge peses a pacticular problam. However, U.S.
ourput of this tvpe mar be just as valuable as Canadiac cutput to Cazadiac
culzursl consumers.

reducible corcern of free trade 1a

3|

The intelleztually valid amd |
cultural services is that Canadians will substitute cheaper U.S. products acd
seTvices for Canadiac-specific cultural services. While it 45 fadividually
rational for Canad’lzzs to make this substizution, coilectively 1t masy lead to
an underconsuoption of Canadiac coatent, given that some of the benefics of
Camadian gpi:ure have zerit-good characteristics. OFf ccurse, it must alssc be
poinced out thar theres 1is aa incoze effect assoctatad with cultural free
trade. That is, Cé:adians would be able to consuze more "real uanlts” of

culzure, given lower real prices in that sector. Given s sufficliencly strong

incoze effect, the gverall coasumption of Caradian culrcure mighc well increase.
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I~ sumczary, walle cultural f{Tee crade {s azguably good for Cazacda,

convecciceal markez-failure protlesms =ay scill exist and the issue of domesTic

subhsidies for culture re=alng ralevanrt. I would suggest thac, 4o a free-tTade

envircoment, scall countries guch as Canada have & atITond inceptive to focus

their culzural support subsidies oo caciorality—specific activicies whila -

»uyizg nocspecific eulzural output as cheaply as poasizle. II produczion

subsidies are deezed desirabie, cariffs and other culrural erade barriers such

as contant Tequirezents are 0OT efficient substituctes.

LY

.

-

’
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NOTES

1. See S. Globerman and A. Viaing, "3ilateral Cultural rree Trade:

U.S.-Canadian Case” (Simon Fraser Doiversity, Vancouver, 1984,

and . Globermsn, Cultural Regulatioa in Canada
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Introduction

In principle a free-trade area (FTA) between Canada and the Unirted

Szates should leave doth countries free to pursue thelr own commercial

policies toward third countries. Pressures aasy arise, however, to harmorize

the application of such policles to trade with each other or with third

countries. Both parties will have to identify such pressures at the outrset

avd decide how to deal with them at the negotiating tatle.

This paper defines the issues thar are likelv to arise, in two

stepe. TFirst, Lt exaxzines soce of the eccnozic, legal, and political
pressures that ogperaze in the status quo to prodote harmgnizacien of Canadlan
and T7.S. cozmercial policies with Tespect to both bilateral wrade ané trade

relations with third countries. Cormercial policies include border measures,

such as tarifis and quotas, ané docestic pelicies that can operate as

roztariff barriers. The paper then focuses oz scme additicezal issues that

could actise froo the negotlatioz of a cocprehensive trzde agreement betveen

Caznada and the Uriced States. These {ssues {zclude narmerization of

‘astizutions and procedures for bdilateral trade; harmonization of cormsercial

3

pelicles for rrade with third countries; locger-term strategic implicatlons

for the conéncs of furture Canmacdian trade policy; and the resolurioz of

dispuzes about trade rules.

The Currest Sizuation

Borh Cazada and the United States are signateries to the General
Ag-eezent on Taviffs and Trade (GATT) and all of the subsidiary agreezezis ou

nontariff barriers (NTBs) concluded during the Tckyo Round of multilateral
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t
t-ade zegeonlazions. These GATI agreezelis = suggiezezzed Dy the

Crgaaisazion £ar Zconcmic Co—operation azd Develspment (QECD) and other faTu=s

-- provide the hasic framework within which the Two couatIies couduct thelr

commercial rvelations wizh each other aad wicgh thaisd esuancries. The GAZIY

frazework izcludes tules azd procedures goveraizg cariffg and quotas, and -

remedies against i3p0TT eompezition. CATT .cules also apply, with varying
?

degrees of effectiveness, to such NT3s as domestic commodlty Tax poiicies and

gacheical scaadardis.
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Tue GATT process has beez pasticularly successful in achieviag

gcadual eariff reduczions acé, with the apcable exception of agriculcure, ina

largely elizimacing the use of quotas and other quantitative restricticuns,

Threugh successive rounds e¢f GATT zegotlatlioms, both Canada and Che Uziced

Stazas have reduced subszancially thelir taciff levels.

{

2fg racaiz higher on average t=an thcse Ln tae Unized

bia

Sczres, tThe paTierT acIrass {ndustzies ia beth coumtries tends to te very
iz Tabie 1. This similarzity rafleczs the ccnees
tte effscts of iapoTt coapecicica <%

—ae

‘ve icduscTies — such as =lotalc and

tmpact of tie CATT negociating process ot both countries.
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zegstlaticns. After the Rencnedy Round, fer example, Cazmada introduced the
requisezent that theTe be an injury ficdizng befere antidumping duties are
fzpcsed. After the Tokyo Rownd, the United Scates introduced a similar

precsquisite for the levying of countervailing ducies.
The seconé factor is the teadeacy both countries have had to epulate -

each other's procecural protectionisa. As Rodney Grey has argued, the process

ef cofifyizg izpor: regulatory procedures may have macde it more acceptable forT

- -

d:sfave=z coumtries to imitzte the protecti 1gnist measures acopted by thelirs

i : 2
t-zding pariners.,

-
-

)
}ed

2% count trade legislation has TWO eiements., The first

4
n

consists of recedles — such as antidueping anc countervailing duties, and

oeasures agaizst such practices as copvright or patent infringemest =— that

for

are {ztez=ded to limit unfalr trade practices. Both countries require,

exazpLe, nse

that an incependant triburzl mzke a deterpinazion tiar an imdusctry Iis
sfencling "material 22jury” — or the threar of such ipjury -— before

antiduzsing or countervalling dusies are imposeé. The second element,

B et ]

o,

somerizes referred to as the “escape clause” or as "safeguards”, is {prended

T2 provide temperarty relief to domestic induscries thas are suffering fro

3]

{zports. If industzies caz demonsrzate "serious imjury” frow
1=ports — & stricter defiatzion and mere difficuit te prove than "zaterial

{njury” -— thez quotas oT adéitsonal tariffs may be irposed withou:

demornstrating that the imports are unfairly traded.

Nonvariff Mezsures

The GATT process has been more successful in gegotiaring limitationms

on the use of tariffs or other border zeasuces than with dooestic policles

thaz may cecsticute NIBs. GATT trade rules, however, do dez2l with NZ3s. - The
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key GATT provisicc cencerzicg NI3s 1s Article III, wheredy sigzazssies zust -

grz2t “nacional trmarseaz” — -trestment —o less favorable than that accorded

produces which originars iz tha tome countTy — to inported goods. Countrles

ate not perzizted, far exasple, to assess discrimiznatory commoedliTy tazes that

388

may kave protecticonist effects sgimilas go tariffs, This obligation admizzadly
imposes constrainss on domestic policies, but it does mot izmply chat countries
need to have identical policies.
Szazdards and Tachmical 3arriers

The GAIT approach ta dealing with standards or oCler tecanical

tegulatiocs that may act as NZ3s provides a useful illuscratiec of how

treazpeat need pot create harmonizacion pressures. Many governmerot

regulations and voluntary standacds are iztended to serve nealrl, safery, ard

me wmanufacrtu-e azd distributlon of

rn

eavirgzzental c:jeftives, and they affact

®

The negotiation of the Agreement on Techuical 3arziers co Trade (che

goocs.

n
i

Code) in the Tokyo Round faveived substaazial effeTts ©ay lizi:z

Stancazs

potential effec:s of standasds as NT3s, which bullct om the comnitzeat To

gatiocal treatzent embodied in Articie III of the GATT. According to the

Scandaris Coda, regulations azd ‘'staedards do 2¢C cecessarily have t2 Ye

armonizes, but {zported precducts have Co be accorded caclcmal trealme

Thug, Canada can require bdilizgual labeligg or stric
products than does the Unized Scaces as loag as the saze Tac

{mposed om both dezestic and imported goods.

addizion to the mecracisz of che Scandazds Code, thera are

conzicul ng effsrcs ts achleve voluncarv hatmonizaction of Canadilan and U.S,
technical standacds for the zsuality, performazce, and saferty of zazufacrtured

articles. This harzonizacicm, hecwever, does not exrtend to the sace degiee tO
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other areas, izcluding health and safety imspecticos — especially for food

and agricultural products — and medical supplies.

Certification procedures and product-testing methods zay create trade

parriers to the export of manufactured products. wnile the principle of

paziozal treatment embodied in the Standards Coce applies to these areas as

wvell, problems can arise when, for example, one country refuses to accept the
_ .

other courtry's test data. Scope exists for more bilateral cooperazioct %

these areas, regardless of whether or oot a trade agreezexnt is negotiated.

Cocmevrcial Policles toward Third Councries

Pressures currectly exisc for Canada to harmocize its commercial

policies toward third couatries wizh those of the United States. COze

- i

prozinens exazple is the applicaticn of export conzrols to high-technology

goods moctivated by aational-security objectives. Canada's NATQ coczitzents

oblige it to impcse restrictioms om the export of technclogically advanced o

iz addf{zion to this comsensus framework withiz NaT0,

sensitive products.

there is the exzracercitorial application of U.S. laws to U.S. pultizacional

cospanies, subsidiaries, or their licencees operatiag i= Canada.

Barmocization pressures also exist in sectoTs characrerized by
managed trade. Recently, for exaople, Canada acted to impose

country-of-origin marking requirements ou {pported steel in order To ensure

chat offshore steel was pot entering Canada for reshipeent to the United

States.

“Wnile these exaoples suggest that harponization pressuzes exist under

the status quo, there can be ne doudt that Caracda ané the Uniced Scates pursue

thelr own separare compmercial policy cbjectives, both in zrade negotiatioas

and {n rhe day-to-day adzinistratioz and conduct of trade policy. The crycial
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gquestisn 20w to be ccusidered is how a comprehersive tTade agreesmezt beTweern

afface their econcmic rmlagicrs wizh each other and with third

.

the Two wowlsd

cuzzcTies,

0

£fects of a Comprehensive Trade AgTesmert

A trade agreecent bervween Canada acd the Umiced S:ates could te

elzher a gasTow one invelviag sectoral arTtangezencs iike the auto pac: or a

coc=prehensive one fzvolving the elizicaticc of subsranefally all bilateral

barriess tc trade., Cue problec with a sectaral appreach is tha: obtaining the

1}

gecessary GAIT wailver — ag the Ucited Scates did wiczh the auto pact La h

603 — would be very difffsulr, More sigrificanzly, & sectdral approach

o

Y

nt-lag very

wvould make a Balance berween the trade istarests of the Twe cou

difizuit to achiave in the negotlaticus. For practical purpesaes, ther,

Cazada 1s leftr wich the oprion of negetiating a comprehensive agreezanc, o2

a2z would meet the forsal requirements for an TTA under Articie XXIV 8(%) of

the GATT. Such azm arcrangement L3 quite distizer fram any preoposal for a

cuszo=s unionm, which would fnvalve commor external comzercial policles

boch gountsles,

Two t7pes of pressuras =s harconize commesceial policles z2ighr artise

One would be tc har=crmize {nscirucriczs and procedures

from an FTA agresment.

for Stlaterzi trade. The other would be tTo harmonize c¢omzmerclial pelicles for

trade and eccoomi:z relaczions wicth third councries.

Bilazazal Trade

Tre key oblectives of an TTA agreececs would te zo harzonliz

)=+

[

n

[

3

&

[l

n
,ﬂ
u
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[
< 1K
(1]
o
m

viiacevral tariffs at a rate of zero and to reduce or e
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Canada's key objectives in negotiating an FTA will be to limit the application

of U.S. contingent-protaction mechanismss to Cazadian exports. A number of

options for treaticg these G.S. actiozs have been suggested, izcludipg:

o cooplete bilateral exemption from the appiication of such

cortingezt-protection mechanisas as aatidumping avd countervailing dutles;

o binational administration of bilateral contingent-procection systems;

o exclusien ¢f f{zxporzs from other countries in deterzialzg injury; amd,

o czegeotiatlon of stricrer criteria for applying acztiducping acd
couztervalliizg dutles combized with very tight restrictions ou, and alacst

cocplete exezprion from, the bilateral appiication of escare-clause measures.

The first th-ee options were suggested in the Reoor: of the Macdonald
- v ———
3 \
Coznissicn. The fourth option is essentlally the cme Richazd Lipsey aad I

4
utlined in Taking the Irmftiative and proposed bty Debra Stege:s in azother

(o]

eper i thls secies. “e opticz that is chosen will izfluence the cegree ol
hz-ootfzation of hilaterazl instictutioes azd orocedures for ifmport regulatilon
that will be reguired. ‘
The first optlor — complere bilateral exaxmprlac froc antidunpling and
counzervailing duzies -- ralises a number of issuves. In the case of
avtidumping duries, bilareral exemption might make sanse oace tariif darriers
-~ which segmezt natlopal markets -- are removed, because the poterntial for
harassment of exporters fros the other countrvy would de greatly recduced., Ou
the other mawé, 1f amcidumciang ducies were likeiy to bSe applied omiy rarely,

then retalring such mechanisas for bilateral trade could be a relatively
costless way to reassure demestic firms that fear teing overwhelned when

bilateral barriers are reduced. Morever, if anciducping dutles were

eliminated, the issue then arises of harmonlization of dozmestic laws
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forizson=-2aczan, far exaople, ‘would apply

e issue of bilateral exemption froa the applicacion of

couarervallizg-duty laws raises difficuls problems &s well. %what comziTTelt
wave to make about 1ts subsidy practices 1n ordar for

would each govermment

the othaer goverzoeat T3 execpt it from the applicatict of countervailing

duties? The zuIspesa3 Comcunizy, f£or example, dces 20T perzic applicatisn of

couynzesvalling durias to tzade amoty mepber countries; instead, it has a

coeplex, su;:azacional regulacoTy acéd legal syste®d {aceanded T concral tne

Tte Macdomald Cor=issicn's sesond opction — ©O pave couczarvalilicg

izg laws acdmiatiszered cn & binatlonal basis — would provide atT

socess to daal with bilaceral .rade dispuzes., Soce {zpoTsanc

questions, however, still would need te be resclved. For exazple, what would

we zhe critaria foI the applicacien of tmese duties, apd whea would they te
Tz any eveat, pinational adzfaigtraticn of impoTT regulatlion izplies

“kable degree of harmoeizacice of laws and iesticuclioms.

fouc-th opticus, dealing with injuIy rulings a

O
;
t
[
s
n
-]

would iavelve botr

1zg com=om étscipiines o2 chelr Teccurse to cOnIZ

devices. <the dagrae of harzentfzacion of crade regulatoTy procecures and

1zszirucions, heveveT, would =mot éiffer gigalficastly from that which nas

4 fvpa the conmald ~ATT obligacioas of the two counzrties.

|
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1]
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couztries. Thus, no forzal pressures wculd arise from the nature of
contesplated arrangement with the Unirted Sctates to harmeozize any Canadian
econozic policies th respectr to third countrles. 7For exacple, each country
could make Independezt decisions about rrade embargoes or other ecomonic

acticns motivated by forelgn policy objectives. Canada could choose to
participate ir a U.S. e:bargo of grain shipments to the Soviet Uniech, as
occurred after the invasicon of Afghamistan, but there would be no formal
obligacion to parricipate. In o;her cases, such as the curremt U.S. exbargo
or. tracde wizh Nicaragua, Canada could paincain its presezr independent stance.
Although each country would maintain its own Indepencent cocmerzial

pelicies and tracde relations with third countrles, there remaits the question

¢f whether an 774 would setr ic mction subtle econcmic and political pressures

L]

for hat=onization of the two countries' commercial policiles.

The sizplest type of haroonization pressure that caz arise in an FTA
results from what i35 called "pass-through” trade. If substazmcial
discTepancles exist in the leve} of protection azfforded particular products in
the zez>er couzcries, ther third countries have an incentive to expert to the
me=3er country that has the lowest import restrictions on that particular
procduct, ir the hcpe that the product can then be exporced ducy free to the
other TTA mezbers. Left unchecked, this evaslon of import barriers creates
pressures for the FI4 members to harmoalze thelr impert barciers. 4s a
result, :hg:e could be 2 tendency for the FTA eventually to evelve into &

P

cuscoas ualaomn.

In primciple, at least, the problies of pass-through trade can be

solved relatiZveiy easily. When a product moves froc the FT4 zember with the
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lower extermal bartier izcto the territory of the FIA zember with the higher

exteraal btarries, then cthe diffarence in tariff duzies sizply would have to Be

paid ac that point. In fact, Arcizls I of the GATT requires thar ghis cype of

soluticn be izplemented,
The exacpls of pass—through trade illusctraces zhe gezeral problex

ceterminiag what produczs ought to qualify for duty-free access tetween FI:

»

of

oecbers. Fass~through trade might be regarded as a special case of the more

general pherowenon of z=ade deflection. Orly modest amounts of crocessing

[o 34

sazulacrturiag in the zesber country with the lowes {=por: barwrsles mnight recdar

1z very diffiicult to recaprurs the discrepancT {n tariif levels when the

product ia questioz eunters the other nez=ber coumsty with the higher extermal

[}
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cde defleczion, virtually 21l 7Tis izrose

ts toe cype of product lzvolved. Thus, primacy products such as fresh frulc,

O

slaply wvould have o te produced ia oce of the zecter

¥

ount-ies i ordier o

quallily for duty-ftee ez=zT7. 3ut manufactuTed ead products 3ight Cequire chac

thirty, forty, er fifcy perzeanr of the value added !3 processiag and

manufaccture pus? ocsur in the member counzties (z ordar to qualifw,

The purpese of rules of origin is to avold the seed te harzonize

imporc.zescriceions. [f discrerancies iz i3port barTiers are very large,
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nowaver, thev can create i3

izcenrives to locz2te praduction iz the couc:iry wich the lewes: import barrd

in order to capture the beneficg of the pass-rchrough effacc. .
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Tffective Protection

Since production deflecticns to satisiy rules-of~origis criteria musTt

invelve significazt acounts of value added, the issue here iovolves the

stmyctuce of effective prorection. Thus, 4z {s mot so much the disparity of

izport barriers on particular end products tha: matters but, rather, the

potantizl anomalles iz the entire structure of effective protection beTwee:n

the two courntTies.
Tffective-protection raies calculate the advantage afforded 8

perticular production activity through a tatifif on izs output adjusted for the

effacts of cariffs on its iaputs. The effects of a tariff oo the inceantives

s relocate a parzicular production Process can be magnified greatly by the

trreracticn of faput and output taTtiffs.

Coasider the foiiowing exaaples. Iz each case, a manufacturing

tafustTy assextlicg a cobsucers duratle has an outgut tarils of 10 pervcenz. In

-

Case A, however, there is no toput tariff, while in Case B chere is an iaput

ta=iff ¢f 10 percent.

CASZ A Cast B
No input Izput taTtiif
taziff of 10 percent
Price of components $ 5@ $ 50
on world markets -
Dury peid on cemperents 0 $§ S
Cost of {aputs $ 50 $ 55
Break-ever cost of assembly § 60 $ 55
$110 110 .

sale price, iaclusive
of the tariff
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I2 efzher case, if faoreign nacufiactuTers can asses>le the good faor
$50 and the fical product i3 availatle for fzpert at a cost of $100, az i=mpor:
ducy of 10 percent would salse the price of the fnported csmsumer produc:t 3¢
$1:0. Iz Case 3, where an import duty of 10 peszezt must Be pald oc the
inpuz, the domés:ic zaaufactyrer csuld zave costs 10 perceat higher than those

of the foreigz manufacrturer and still be comperitive in cthe docestic mariket.

(4]

In Case A, where therz s ne {mpert duty oo the f{aput, cther the domestic

.

e as high as %60 ~— ghac is, as zuck as
g ;

o

manufacrurer’s assesdly gosts could

20 perzenc higher chan chose of the foreigs manufaccurer ~- azd s:till rezain
comzetitive. The combized effect of outpur az=d iaput tariifs oa the

tresk-evea level of costs s known as the "level of effective proteczion”.,
The magaification of effective-procection rates of low-laput tasifls
becamaes greater whez the azount of value added dy a particular produdtic
srecess Ls relatively less, Suppose that the fo:eién zanafacgurar caa
asse=zle the praducz for $3C. Wich az import tasifZ of 10 pescent ou the
cocsuzer praduct, the producst will sell for $88 ipn the dozestic matkez. With
ac Lzput taciff of 10 perzeanz, che d&:es:ic cufacrurar could have costs of

$33, or 13 percent higher thano chose of the foreign zapufacturar. With 2o

-

o
™
n
(%, 2
(99
o
O
"
o
~

lzput tazifi, the domestic firm can have assezbiy costs 2s tigh

p

perze=t higher thaz chese of toe foreign sanufactuser.
Consider the situaricr Iim an FTA. Suppose cha: bock nemcer coumctTies

rave a L0 pewcent tariff on the final good, bBut Counczy 1 lavies a caziff of
10 perzant oo the compements, walle Country 2 does mot. IZ rules-of-ovigin

crizeria require 50 percesnr value addaed, than a cacufacrurer in CountTy I €3

have a$se=hly costs as high as $80 and still supply the product to CountTy 1.

s

ezly eosts {z Couacsy 1 can ke $35, while offshere

o

v comparisicn, &ss

L

sanufactusers can have coscs of $50. Cocseque=zly, a cazaufacturar fan Couacsy
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to 8 percent higher that those of manufacturers iﬁ Couztry 1, wiile remaining
cozpetitive both i :h; docestic marvker and in exports to Country 1.

If rules-of-origin criteria require ocly 30 percezat value added, then
discrepancies iz costs of production within the FTA potentislly can be evez
greater, 1In such a sceunario, a u;nufacture: {n Country 2 can have costs 13
percent higher thaz these ic Country 1 and still remsin compecitive,

Cf course, Lf the {nput and cutput tariffs are the same in beth
countries, Theze is oo differeznce in the rates of effective proteaciion for
manufacturers in either country. When both couzctries' izput and ourput
tarlffs are siztlar -- aad, 12 particular, when Input tariffs are low or zero
iz doth couairies — thean there 15 no trade defleczion, even when
rules-cf-orizin criteria contain 8 low value-added requiremezt.

The issue, thezm, is whether quanritarive discrepanczlies in
eflective-protection rates across different ecopoxic ac:ivi:iés in Canada aad
the United Sctates are sufficient to distort sigoificantly the incentives To

locate praduction Iz one couztsy rather than the ocher., If discrezancles in

(2]

these razes ars low, very liberal rules of origiz could be izplemexted.

An isgue relaced to rules-of-origin criteria is the guestiocz of

-
L

wherher "duty-Zrawback”™ provisions should be appiled to trade betweea the FIA
partoers. Such provisions, by remitring duties on Imported compomezts whez
products that 1ncor;c}ate the csopocents are exported, pernit an exporter IO
have cos:g':ha: more closely correspond to world prices. Iz this context,
duty drawback is got an export suhsidy dut sipply 8 means of removiag &l
izpediment to trade. Follewing this reason’ng, the GATT Subsicies Coce
excludes the drawback of dutias on imporzed comporents from its 1llustra!i;e

1ist of export subsidies.
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The effects of dury drawback are paotancially differear within az
FITA. Under chese circumscancces, the application by one pember of dury

drawdback on imperts from third couzntries can be perceilved as havizg the effect

&

of 3z expor:z subsidy to other FIA members. Duty-drawtack pravisions wichino
the FTA, thetefare, can izcTease subszactially the potestial £or deflections-

of preducticn. In effect, duty-drawback provisions izply that f{aput tarifis

will be effectively zerc for export industsies. Thus, there is a tradesfl
Jetwesn having relatively liberal wules-of-origén crizeria and permizting duzy
dravback,

0f ccuzse, domescic producers cf raw materials 9T cospemzils 2ay

resist the application of duty dravback witihin the FTA for reasous othler thano

fficiemcy objecctives. Suck provisions, for example, might lead 2o a

el

of the effective protection afiorded input producers

&

fecan: lowezi

lh

sizni
seilling t©s exoors i{ndustries aad, thus, adversely affect proiizs and capacicy
b ] 1

utilizactlion {2 those sectors.

Sectors Iavolviag Managed Trade

)
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The stakas faveived cac Beccz=e much highez
cozhinzzlons of besh quocas and tariffs ave applled To particula

azd elschizg sectars, for exaogle, the stackiang of cusctas and

s
tariffs creazes very iarcge pocteanrial discrevancies {n effeciive protectlison on

pacticular products or stages of processing., {(Furcherzore, thera may be

admiaistracive protlems L2 ensuring compiiance with rules-of-origin cricersis

orts fiew through sze councTy, thea the

[T

m

3

i such seccars.) If aeffshoce

zh ehe higher ipport darriers {s likely o urge the others <ouncly

<
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If there {5 a dozestic import-competing lobby to reizfarce tiese
pressures, thez thers could be a teadency to emulate the higher lmper:
barriers of the othes councTy. Thus, the pressures for harmonization of

commerczial policies could be grearer iz sectors characterized by mapaged

trade. At the same tize, however, couctcries may also have ipcentives to tilit

thelr structure of effective protection 80 &s to increase poteatial production
L

deflections. Imposing stricter rules-of-origic cwiteria ot sectols

characterized by managed trade could help resolve these difficultles.
Admiziszration of Rules of Crigin

The adsinistration of any system of tules of origia iz an FIA
reguires coordiparion of customs administrations in the mecber cousntries and
the Terenzicn of custoss points berween them. Althcough any systen of rules of
orfgin izacses a coopliance burdez on firms, a systexm analogous to that used
by the European Free Trade Associatilon (EFTA) i; likely to be less- costly to
ad=i=lster thar & cu=tersode and complicated systes similar to that used in
the agreecents batween the Zuropeaz Comsunity and the former EFTA countTies.

Zxport Controls

Some of the issues associated with exdort controls on
techoologv-related goods and services have already been mentioged. A much
more difficult aad ccatentious set of lssues concerns export controls or taxes
oa resource products. Under aa FTA, each country‘vould retain the right t©o

such coztrols, aad the GATT, in fact, does permit export taxes and allous the

use of expor:t controis for a number of purposes.
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™o scrTts of issues arise ia the appilcaticn of exper cozcrols to

Teasource p:oducés. One i=volves the prodle= af amergencies or surply
disTuptions. hough the two councIies =dgnt have divergeat views o3 the

applicadility of export costTols in these ageas, it should be possitle T2

ex
reconcile these vievs
Muchk more comcentious is the i{ssue of peraanent &xpoIl ¢cacTols or

taxes om prinary resource sroeducts. To Cansdians, such contTols are both an

4

asseactal elascezt of their soverelgac? 2 and a legitimate means of srotecting

thetis adilizy to zage thelr resoutcs che. To Amezicans, at7y disparic

besweaz fore

operation of export cope=cls are unjustified subsidles to resouzce—-based

izdusteies — a:z least whea this 1is the practice of other coumzTies. The
Gibboms bill (ER2341), currezcly before CongTess, is aimed dizeatly at the

resource poiicles of Cazada and Mexico.

12, ip the councex: of a btlarerzl coccrehecsive crade agreesent,

Cacaza did agree to oblligatioms proscriding exporT contr=als oo TesouIce

products, Inis would undercut the legic of the Gitbboms B11ll ot si=ilar

proposals. Tega-iless of aoy diffarances {n Tesource tenules QT mazage=ent

rt
3]
™
(Y
"

ollcies her<eel Ctle CWO Couls tag, 4f prizary raesoutce products <&t

")

tn

—ealv becweez thes, Tien lizris or zo &

processiag {aduscries excep:t for modest differences 1z TTANSPETT CASIS.

I7 Silaterzl ex3Clx ceacrols are to de removec, however, SCI€
prodlezs Tust e comsIcers Tirsc, Canadfams will w=mnt 00 be assured That

the Cazmadia=-J.S. bordar occurs QT an ar=s-length basis cor is valued on €

- .

%as’s of markaz prices. Cacaclacs gight e concermed aboug lnzracsorpozace

n

-

transfers of prisary resourses {a situatiens where a market price for

v



pacticular products cannot be readily determized. Seasitivities about

trazusfer pricing are particularly acute 1o the case of resource products.

Third, the obligations should be reciprocal.

& 84

Althcugh these conceras could bde remedied or addressed in a dilataral

arTangement, other prablems are likely to prove more elusi{ve. let us take the

example of the expor:t of logs. Recenr data cowmpiled by the Caznadiaz forest

{ndustry suggest that the prices of compazable logs avallable to processing

faclliclies oz both sides of the border correspond verv closely indeed, Thus,

while allowing free trade in logs between the two courntries likely would have

affects, it would deflect many of the allegations by U.S.

Ty
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producers that Canadlac sawzills or pulpeiils are subsidized by virtue of

¢ifferences L2 stumpage practices and resource tepures,

The protlem that arises inm this coatrext is that both countzies have

.

ignificant trade in both logs and lugker with a third councrv, Japan.

SLgnllC
further=ocra, Japar has a high taziff on i=porced lumber. Thus, free trade in

logs bectween Cazada acd cthe United States could result 1a logs being moved

from Carada into the Uniced States and then being re—exported to Japan,
theraby allowlng Japanese purchasers of logs to circumveznt Cazadian expors

comsrois. This prodiem is acalogous to that of pass-through trade with

izports discussed above.
In primcipile, the problem of pass-through experrs could be adisessed

by @ processiag provisior anzlogous to rules of origin. But it couid be zoTe

d1fficulr to admlnister becsuse the existing svster of export adm=inistration

is zmuch less developed than that of import csperol regimes.



Comcizgent Proteczion

L]

t 15 uncertaiz vhather there will be any addizicmal li=ictations om,
or pezhaps btilaceral exemptloc from, the application of costingent-protection
Bmechaniszs. FRowever, evez if there vere speclial features or even exemption 1;
bilateral comziagent pro:gc:ion, would Lt be gegessary for the two counzTies
tc have com=oa exterzal coarizgent-protection mechanisxzs?

we do not geed to kmow the answer to the first questlion Zc te atle to
ansver the secsnd. Zach country would retain igs own custocs agents and
2

custoos polizts and the saze administrative arracgeceats Invelvizg Tules of

oTigin would apply %o goods that were subject to amriduzmpizg and

csuzstervailirg duties or other coatingent-protecticn remediés, Thus, even LI
these were bilazeszl exenmpticus iz the application of conzingenr-protecticn
Not cnly

devices, each country couid still retain separare exzerzal spystecs.

Y -
woull it be unnecessary for Casada and the Uzized Stazes to 2esge thelr

contizgezz-prstection systems for dealing wich third couxtries, it Is very

uziikely that efther would ever wazt to de sc.

.

The Conduct of Mulziiazaral Trade Negotiatiors

Ar. essential feacure of az TTA fs that each countTy goes LIs separaze
rriers wizh thizd couzcries. 4&Te thare aay

path in the zegocilarion of trade darrTi

quailfications to thls situazion? Are there any subile economic or political

f

prassuras that =ight constrain the cezzercial policy of oze or the ccner

couzzry {n thelr negotiatises with chird couzcsies? Whac will be the

mpliczzlons fov the evolusise of the zulzilateral trading system?

ious is ralacively scraigheiorwasd.

fal

he conducs of tariff cegotila

Wirh‘n tbe GATT contexz, taziff vegotiations ace cemducted ou a bilacaral
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basis betweer the priacipal supplier of 8 product and the importizg countIy.

Under these rules, bilaceral segotiatioas with the United States have always

been the domimant ccnsideratioc in multilateral gegotiations by Canada. Ome

resuit of an FTA agreedent would be that other countTies would bacome tThe

principal suppliers of products that were previously the focus of .

Canadlan-G.S. segotiatiocs. Thus, Canada could shifc the focus of its

rariff-negotiating strategy tO {ts trade with these other countries.

The gezeral situacion weuld be analagous to tThat which prevailad

durizg the Tokyo Roud taciff negotiariots on autogmobiles. The United Scates

i{s by far the lazgest supplier of automobiles to Camada burt, under the specilal

provisions of the auto pact, auromobiles from the United Scates enter Canada

dutv free. As a resul:, the priacipal focus of automotive tarif{ negotiaziocus

n1fred ro oTher countries, notatly Japaa. Since, in an FTA, Canada wvould no

Sh== ¢

jonger be conducting its priscipal rariif eegotiations with the United States

aad then zmakicg this cariff offer avallable TO other counzsies under the GATT

Most-Tavores Nation rule, the eifect could be to eanance Caznada's negotiating

~ ce<iff gegotiations witd third countries.

leverzge 1z

At the sazme tize, however, eizher country might attezpt TO exert
suksle irnfluence over the ozher's tariff negotiatioes. Carada, for example,

=ight lotby the United Szazes to recaliz pacticular U.S. tariff barriezs that

kave the effect of creaticg prefereatial treatment Ta Canadian producers who

weu-é have dury-free access ucder the FTa. The Unfted Scates might loboy
3 g

Carada to retaia tariff barriers that yleld particular besefits to T.S.

praducers givern the preferential access that they would have under the

.
.

agreeneni. Although each couztry l1ikely would tTy to i{nfiuvence the other toO
rezaia these types of exter=al trade bartiers, each would have an tnceazive tO

lower these barriers in order to attain thelr own {pdividual cbjectives iz

negotiations with thizd countries,
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Future sulzilaceral crade negotiatisns ave likely to achieve

reduccions {2 toe exterza

tariff darrierss of docgh countries. Coe resuls of

(S

zhis process would be that the zargims of preferecce that eack would have {aco

the other‘'s market under an FTA ag-eement would be progressively reduced. At

the sase tine,

there {8 no reason To suppose that direct izmprovements in .

aecess achieved oum a biiateral basis would be e-oded through subsegueat

nsegetiazions by either councry with thizd couztTies.

The situatioo 4z an TTA would be quite differezc from that which

characzezizad Silateral reciprocal arrangements zade during the alaeteeach

cenzury,
that was obtalped
éissipaced 1f oce

-

¢ouneTy To ievels

bllzgazal agreezeat

agecg the=selves.

4

Unde- theose zypes of agteeceats, an improvexzenacr iz tilarezsl aceess

-
3

under a parzicular treacy subsequenzly couid be complecaly
of the pacties negotiated reductions iz tariifs with a third

below those available ts the other partmer to the original

2. . Impalroent of bilareral market access-cguid ast occur inp

the case of az FTA agreemeat whare the mexsler countries go To zero taTiffs

.

The quescicn ¢f the lenger-cers effects of Sflacveral T7A agreesexzcs

was recesnrly ccasidered by U.S, Secretary of Scate Gearge Shultzt

Tsom a2 glohal perspective, a splintering 2f the
gulsilateral twadizz svstem iztc a cultitude of bilateral
arrange=ezts would be a backward szep. Bilaterzal free
trade agTaecexzcs, hewever, such as we have negociated with
Israel aad have offerad to discuss with other gounzrize,
pead ser nhave this vesult; cthey cac stimulate crade and
Treagtien the multilaceral systam. Irae trada agreeagects
ace sauc:iozed by che intermaticnal rules azd izvolve a

2
agcz fzeer crade tihazn
2

tighzar tTade disciplizne; they caa pr2
'« the dulsiiaceral! systez Ls curreacly prepared oo
accomcocdace, Our hope, conetheless, &s that the exazple of

greatar 1fteralizacicz -— and the recogoiticc chat the
Golted Stazas cac pursue ancther course — will help
mocivace a larger zroup of zations to tackle the job ef
exsacding trade on a glocal basis.$
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Eladcrarting ot this theme, the Council of Economic Advisers argues

thet "the possibilicy of an FTA...offecs the Teilted States and others the

option of usizg & free~trade ipstrTumezt, ratherT than protectionism, as a lever

.3
against protectionist counsries. The Council argues that the preferred

access avallable to members of an FTA provides az incentive for ocher

councries to engage in trade zegotiations. This strategy of lideralizicg

to use threats of trade rescrictions to induce

.

trade Ls preferadle to attecpts

ocher courtcries to negotiate: since such peasures would impose cosSIs 03 the

rchermore, if

o

ho=e couatTv, the threats wouléd lack credibilics.

smezced, they would izvize retallarzion.

asr

4

Ipevizably, disputes will erise iz future ecomoaiz velatioms between

Carzsa a2n2 the Uoited Scates. SQimitarly, disputes cat be azticipated berween

efther councry and third countries. How might a bilaterzl agreemezt affect

# Canada's economic relations?
the Urited States seek TQ enter {azo az Fza

ag-eenent does not @ean that their existina mulrilateral oblilgz:tions under the
g : g

71 Bcch covactries wouid ccantinue to manage thelis

CaTT mecome irvelevent.

reiaciozs with thizd countries through the GATI. Simflary, GATT rules would

sTiil apply to bilazeral trade. The U.S.-Israell FIA agreement, foT exaz=ple,

{acorporates The commen GATT obligations of the TwWo countries. Tfrom &

Canadian perspective, anm FIA agreedes: {s orly attractive in terms of what

U.S. Seccetary of State Shultz refers to as -tighter trade disciplizes”™ within

the GATT framework.

If existing GAIT rules aTe considered to be satisiactory TO both

countclies oo particular issues, then the bilataral agreedednt could incorporate
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these zul: ;-ate'a_ Tules. If a dispute arcse on thcse Issues, cthee edcher
couztry csuld have TacouTse to exiscimg dispute-seztlement procesures uncers
the GATT. Carada would 20t, hewever, have recourse to the GAIT for tie
seztlement of disputes ou issues where the billacteral ctligatioms go Yeyond
GATT tules. This gituatiom already prevalls wicth the auto pacz. Canada would
te uratle to lodge a GAIT complaiac Lf U.S. pollicies derogated fzoc the auro
pace provisicns but did nct comsraveze the GAIT.

Alsrouvzh zhe Tanitved Scatss has not incroduced measutes chat dirsculy

v

uzdar=ine the auso pac:, thare is consideratle risk thag fuzure U.S.

legisiacive or pollcy actious zould ecode the bezweflrs cbtalzmed from ax FIz
11

-

agreezent., ~ For this reascn, I recocze=d a forwal bilareral
dispute-serclement process and che creation of 2 bimatiomal ardifzral

. 12 . . : P
TTliduzal, Such a cribunal c¢ould izvescigace the facrts om parcliculszsr
dfspuces azd inreTpret the terms of the agreemenz. Walle ics fiadiags —— lixe
those of GATT pazaels — would noc be forzally bindirg om the oo countries,

ther likely would Ye persuasive in 20sT cases. Io the evezt of a severs

breakiown in cthe bilarteral agresemear, both countsles si=zply would revest o

thel> comoonm obilgations uzder the GA

1
-
.

Conglusice

The purpcse of zegoclazizg an tzA 1s o apely coczen Tules o
bilaceral tzade. The degree of further hatsomnizatlon of Silazerzl

concingast-procection systae=ms chat will be required depezds oo tThe apgrzach
thac s -zaken to bilacteral izpovs admizistrzation {z the FTA agreeszenc. Jader

the =most likely appzoach — zighter rules goverzing each councIy's trada laws

-~

addizlsecal harmonicatisn will be acdesc.

w
(=]
Iy
]
I3
o
n
i

o

™
l

ru
w
)
14
1]
(s W
n
v
LY ]
T
[
0
th

Bl ay =

N
)



.\_ __-

-

- 23 -
The essencial featuze of an FTA is that each zmexzber cont

gepazate and distinct commercial policles for relations with

inues to have

third countries.

T™ve remowval of bilateral trade barriers creates {ncencives for trade

deflection -- beczause of differences in extercal trade barriers -- but Dost

problecs caa be resolved iz advazce through negotiartion of rules~of-origin

eritesia. As Victoris Curzon says about the EFTA expec-ience:

I was ac amazing technical success, in that the various
asministrative problems associated with cperating & free
r-3ie sresa worked smootily ané did not impede the growth of
trade. WTisible distortions iz the patzerz of productist
acd isvesctment due to variegeted matlozal tarifis did mot
occur. The IFTs experience therefore confounded the
crizics of the negotiatilozs and proposals in the larte 1950s
far a pan-Zusopeat free trade area, wWho had predicted dire
cousegqueczces if no harmontzatioz of extaernal tariffs took
place.’

This discussioz
suggests Two quite comtradizTorTy iafluences oz the comzercial pe

ca=has- countries. Oum the ome hand, one mezber is likely To urge

hac=c-ize {ts erxrtermal cocmercizl policies to prevext increases

i

defiactions or diversioens.
rules-of-origlin criteria,
far from harzonizing thelr exteTsal

rri

TTA cac be expected to use their extermal trade barriers

chiss 4n mul:ilaceral trade zegotilariouns.

of some of the effects of an FTA oz trade {lows

licies c2

iz trade

Thts prodlem can largely be scived by the
but careful pegetiation of these critesia will be

trade barriers, venbers

as bargaizing

On the other hand, the cocmercial policles of Canaca and the Unirted

Stares will contince to evolve 1f an FTA agreesent 1s concluced.

There 18

1ttle evidence or analysis to support the coatenticn that an FTA inevirtably

will lead toc a closer form of econmomic {ntegration, such as a customs tnion.

A alternative and pechapzs sore likely outcoce, suggeszed by Gary Kufbaver of

the Inszitute of Interzational Ecconozies i3 Washiagzon, D.C., 1

s that future



rounds of mul:zilzteral trade cagotiaticns aveazually will Tesul: iz 3

free-trade area lavcliviag most of the OXL2 couzcries., The negotiazizcz of
az 7TA agreecent baetwaen Camada and the Unlized States could eoarributs o this
progess.

Both courtrTies have 3 com=on interest in reinforcizg wulzilareral .
dispute—sectlement mechazlisas. In additiom, develéping an effactive bllazeral

dlspuga-seztlecens process willi be vital to the sucessful operacion of a

free-trade arTazgenent berween the TWo ccunrries.

-

.
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NOTES
The five new agreements on noniariff measures reached during the Tokyo
gound are: an agreemeat On i{nterpretaticn and aprlication of Articles
VI, XVI apd XXIII of the Gemeral Agreement on Tariffs and Trade (the
Subsfdies Code); an agreenent on technical barziers to tr-ade; an
agreement Ou govarnmesl procurement; &N agraezeat on izport iiceunsing
procedures; a1 agreemecnt on customs valuaticn procedures. In addition,

the 4ntidu=pizg Code negorisred during the Kezmedv Round was revised in

the Tokyo Rourd Negotiatious.

R. de C. Grey, "A Nora omn U.S. Trade Practices,” in W.R. Clize, ed.,

T-ae Poiicv in cthe 1980s (Washiangron, D.C.: Imstizute fo5r Intemmational
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products essential <o zhe exporting cotiracticg sarsy,” Article 2I:2¢a)

tikl sources 4f such peasures are cade

o To cemserve ~exhadustisle patural re
efZaczive iz comjuacticm with resccictioas on dozestic productios of

comsumption.” Arzicle XX (g)
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United Szates, EIxecutive 0ffice of the President, Esgaomic Report of the

Presidenz, transcitted to the Congress FebTuary 1983, together with the
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Table 1

Post-Tokyo Round Tariffs orn Industrial Products by Sector:

ceda, Coited States, and All Industrial Countries
(pe:centage)a
Ualced All {ndustrial

Sector Canada Seat countries
Textiles 16.7 9.2 8.5
Wearing spparel 24.2 22.7 17.5
leather products 6.3 4.2 3.0
Tootwear 21.9 8.8 12.1
Wood produccts 3.2 1.7 1.9
FurnizuTe and fixtures 14.3 6.lb 7.3
Paper and paper products €.7 0.2 4.2
Priatizg and publishing 1.0 0.7 1.5
Cheziczals 7.5 2.4 6.7
RubZer products 6.7 2.5 4,1
Nonsetal zinevrzl produccts 6.4 5.3 4.0
Glass a=<d glass procducts 7.2 6.2 7.8
Iron and steel 5.4 3.6 4,4
Neafer=ous metal 2.0 0.7 1.6
Metzl products - 8:5 - - — 4.8 - 6.3
Nozelectrical machlimery 4.5 3.3 L.7
Electrical machicery 5.8 4.4 7.1
Transporzatlon equipzexzt 1.6 2.5 6.0

iscellaneous manuiactures 5.4 4.2 6.7
All incustries 5.2 4.3 5.8

weighted bvr own-country imporcs

‘. Estizated froem Iincomplete data.

excluding petroleux.

Source: ‘A.V, Dearderff and R.M. Sta2ran, “Economic Effects of Complete

Elimination of Posc-Tokyo Round Zariffs,” in W.R. Cline, ed., Trade Pollcv in

the 1980s (Washizgeton, D.C.: Iastitute for Icrermationai Zconosics, 1983),

pp. 674=675.
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Introduction

Since the negotlation of the General Agreemeant ot Tariffs and Trade

(GATT) 4m 1947, tariff barriers gradually have come dowz. In their place,
however, has arisen an elabota:Q system to regulate forelgn impor:ts and to
counter what are viewed as "unfair trade” practices of foreign countries. The
United States, in particular, has developed an elaborate izpocr: Yegulatory
system that now coustitutes one of the most contentious issues in
Cazadian-U.S. trade relations. These procedures ¢reate private Tights for
dozestic U.S. Industries to seek redress against the practices of foreign

gcverzzezts aad business and to limit disruptive import competitlon.

The major U.S. trade acts of 1962, 1974, 1979 (the Trade Agreements

Act of 1979, which implenmented U.S. odligations negotiated i3 the Tokyo Round

of muitilateral trade cegotiations), and 1984 (the Trade aad Taziff Act of
&

198%) dedoznstrate the growcth ia the Ucited States of a lagalistic aund complex
govemameztal systez of fnpor: regulation, or “cortingent protection”. A
privaze U.S. citizen now can izvoke a8 dozer differemt proceductes and processes
to seek relief from imports. To couater gr-owing protectionist sentimeznts In
the U.S. Cbcgress, emerging administration policy appears to be to initiate

more u=falr trade actlons on behaif of the U.S. govermcent. The system of

-

reseiles povw contalned 2n U.S. trade law includes countervailing dury acd
antiducping procedures; investigazion of uzfair trade practices such as
patent, copyright, cr aatitrust infringecear under Section 337 of the Tariff
Act of 1920; initlation of compialints against unfalr foreign goverzdent

practices affeczing U.S. exports or other trading activities umder Section 301

of the Trace Act of 1974; proceduras for escape clause relief; and a variety

of other proceedings.
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Rodney de €. Grey Ras characterized contizgent protectict systems &S
- R P
power—oriaezted: ouly a larze imdustrial srare cas cperate effectively
the la-ge bursauccatic establishment and =2ass of detatlled lagislatiop required
to maintalc such a gvstea. The Iizpact of countarvailing duty and antidumpizng

actions, Grey avrgues, will be greate= on a scaller, trade=depeaden? eccnomy .
such a3 Capada. Plants in a smaller counzry export a large portios of :béi:
octpus and, thus, a couﬁ:etvailing duty or antidumping action takea in amother
country can have devastaticg effacts on theilr overall proiffizadliicy. Plants
{2 a lacge ecoucay such ag the Uattad Szatss, os the other hand, sell most of
thelir produccion 42 the domesti: matket and, thus, are zot as vulaerable to
uafaizr trade actioms taken 1o other countries.

In 1584, Cazacda shipped 75 percezt of its exports to the Unitad
Stares. The elaborsate U.S. corntizge=at protectioc system thus has a profound
i3zact ow Canadiam governmeas policymaking and on the business activities of
Caradlaz exporzacs. Froc Cazeda's perspective, the maln rade irritaqcs 12
the U.S. contiagent protection arsenal can be classifled broadly iazo twe

grours. The £irstT consists of countervailing duties aed other seasuTes

diracted at Cacadiac goverumeat policies or busicess practices that the Jaized

Scaces views as coastiruticg unfair trade. In the second group aTe farzal or
izfor=al restrz’acs dizmcted at Canadlaz exports dzezed o de disrupilve o

o
()
n
°

aper dascrides these Two groups of trade {rTitanis aad exaaines

their izpiicacions for Caradiarc ecomomic policy. It then offers ‘suggestiots

20

N

as to Row dilateral trade negotiatices =might iimf: the impact on Cazada of

g.s. trage laws.
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alr Trade laws

P

11ing-Ducy Laws

r.S. Counteva

- -

Canada's practice of gubsidizing its 4adustries and the Uzited
graces' adopziod of retaliatory geasures iz the form of countarvailizg duties
undoutceily are the mest izportant crade irritants between the W0 countTies.
rocedure Y which an-importing eountTy lavies

durfes to counteIact the wmfair trace practice of a faoraigs

vail 1s defiped as & P

Countat
countcy

exportatios OF p:oduc:ion of a product. U.S. countervailizg

1890, and AT {cle

subsidlzing the
vi of the GATT authorzizes

dates back tO
czed the

dury law
ccu::e:VAiling duties. However, only s5ince rhe Ucited States ena
£ 1979 nas it brought

2 ayns aTTalgecests iz the Trade AgTeemenc +s Act ¢

§iace the end of the Toxyo acund, the

neen far and 3way the mcst active enforcerl

Gatcad SzateSs =AS§ DO
< tairtated 123

1~ duties. Zetwee 198% acd 1984, the Unized States
actiozs, cozpared with 8 by Cazada azd AustTalia, 6 by the Tuzopean Cor—unlty

and 1 by Japa:.z
The Usited States’ g*eato- emynas*s oo cou rervalling duty
refieccs its phil iosopnical commitzent &8 free-satkel ptinciples. It
piozeered, noth ia its owa trade legislacion and in mul
the whele questiot of discipliinicg the use of subsidies and ¢

éduties.

cuntervailiag

It a?p:oached the Tokvo Round with the objective of pecsuaiing other
countTies 't d¢scipline cheir use of subsidies. Most of the other |
participasts, however, viewed the usé of subsidies — with the exceptice of
-— ag strictly 2 question of national of {atemal policy,

expoT: gubsidies
and thelrt opjective w35 to hawve the Upized States adopt an Lojury cest i
ccun:e:vailizg duty actions.

; procedures

vilateral megotiatices,
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The Subsidies Code agreed te iz the Tokye Round csptains & Two—TTARCK
prtocedure. Track I regulates the L:pogizicu of coumtervailiag ducles by a
gignatory om products {ocozrzed froc'a:o:her slgracory. Article 2 of the Code
gripulaces that counzervailing dutles may be {mposed oriy afrar ther= has beec
an {mvestigatior acd fiodiags of (a) a subsidy and {ts amow=t, (t) macerial -
1njury or the threat of :a;e:ial injury to a domastic iadustry, and (¢) a
caysal 1izk bercweea the subsidized imports ant the allieged injury.

Track II1 of the Subsidlies Code provides for government-to-goveraaeat

censulzazions, conciliaziom, dispute setcleze=t, scd autborized

2
e

councer—easures within the cozntext of the GATT svste=. Articles 8 thsough ii

of the Code recognize the right of goveramects ts use subgidies to promole
{zportant objectives of sccial and ecomomic policy, prohitit tHe use of export
suts<dies on products other thaa certain primary products, and eajoia

glgmatories to avoid causing, throug:? the use of azy sudsidy, icjuzy <o 2

dogestic {adustry or sevious prejudice 2 +ha imceresss of another sig-atery.
Arsfzle 11 has pac-ticular impertapce for Ca=ada, sipce it acknovledges the

right to use domestic (nonexporz) subsidies to pro3ote suck policy ctjectives

{adustrial, econcmic, acd soctal disadvancages of
3

rh

as the eliminatiozm ©
reglons; to facilizate the restructuring of certals seclorTs zz=de necessary by
changes iz tTade palteT2s; t5 cogbat umezployment amc prosdle rezTalialng; ©O

esncourage research anc deveiopzent, especlaily iz htgh-zechnclogy {aduszties;

to promote ecozomic and social developsent of developiag couxntries; and to
eacourage r2depioyaexnt of {ndustTy to avoid congestion and eavironseatal

proble=s. .

n.
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"“As a resulc of thelir unigue histories an
q

Caiced Stazes end Canada have developed diiferect pnilosophical views hotd on

‘o« =

the uyse of subsidies as an iastTugect of government pelicy aad ou the
tncernacieonal discipline of subsidies through the use of countervalliicg -

-
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measures. Of the major fndustrial countries, the United States, sinmce 1952,

has persistectly exhibdited the lowest ratio of gubsidies to g=oss domestic
product. Ia 1980, the U.S. ratio was 0.43, a decline from 0.50 in 1968.

Between 1968 and 1580, only Camada and Italy noticeably increased their

relative levels of subsidization (France and the United Risgdom have had

extensive subsidy systems iz place gince the ead of World War II). Cazada's

subsidy-to~GTP ratlo rose from a low of 0.39 in 1956 to 0.87 in 1962 and to a

4
Rfgh of 2.34 1= 1980.

Cuzrent U.S. Pracedures

Current U.S. couaterveiling duty laws — contaZzed i3 Title VII of

1979 and Title VII of the Tzriff act of 1930 as

the Trazde Agveenents Act of

azenced by the Trade Act of 1574 -- provide procedures wheredy 2 manufacrturer,

producer, wholesaler, umfoz, group of unicns, trade assoclaticn, or the 7.s.

gevemmoent can initiaze a complalant agalizst imports of sud
Uzder Section 701 of the Trade Agreemests Act of

The

froe another couzmtroy.
12793, zhe complaint procedure invelves twe U.S. governoent agencles.

Cozmezze Depactoen:z’s Intermatiocal Trade Admiaistration (ITa) is charged with

indirectiv, a subsidy with respect to the msnufactura, productiom, oOr
exportatioz of a class oT kiad of merchandlise imported izto the Uznlted
Stazes.” For its par:t, the Ictercational Trade Cocmissicn (ITC) is to
detarmi:e.yhether “"an industry in the United States is paterlally irnjured, or
i3 threatezed with material injury, or the establishment of an industry iz the

Toited States is materially retarded, by reason of imports of that

1f the finding is affirmacive in bo:th cases thea, iz the words

cerzhacdise.”

of Section 701: “there shall de imposed upon such merchandise a
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countazvailizg duty, tpn adéition to 437 otber duty {cpcsged, equal to the

amcuzt of the 2et gubsidy [eophasis added}.”
The procesdings can be fnitiated by private petition or by the ITA.

Afrer & petition 1s £1ied, the ITC Bbas 45 days to zaxke & prelizinary

dazerziaatice of fnjury of threat of imjury. 1f tts determization is .

pegative, the tpvegtigation ceases. The ITA, peacwnile, das 85 days alter the

petition is £iled to make & praliminarzy deterninatico concer=iag the provision
g a subsiiy. 1f che ITA's prelicinaly decermination is affizmative, all

encries of the perzhancdise are malzed at the border apd suspended iz
wa-shouses, and the exporter TusT post & tond ia the amouzt of the "cet
7

gubsidy” om all iapoTts of the merchandlise 1aga the Uzited Stztes. “Net

gubsidy” means the gTOES gubgidy adjusted for deferzal of recelpts frez, O

special charges by, the foreiga governzeat.
ays of the date of its prelininary determization = aftaz

%3
-~
n

I8
'.L
[$]
~
v
n

14c hearings and givizg all {ntaregtad pasties an opporzuznity €9 be

[1}]

heasd — the ITA wmust aske a fical dezerzinatisn of whether a subsidy Ls beln

as

(5
a
&)

¢{zilacly, the IIC kas 120 days alterx {es prelimicay degarainal

ts coaduct hearzings,

inju:y.a 1f che ITA

— o7 45 days efter the ITA's £inal detarzinastion —

z1gaze, axd make & final.dete::i:a:ioz of matezial
tha IT4 then 0rierss

and ITC both cake affirmative £laal

1als te assess eountevvailizg

n
=
wn
ct
Q
1]
(7]
o
rt
rh
.—L
n

na imported gerchandise.

Carrent U.S. counzarvailicg duty laws arce admizisterad as 2

tise-tizited, 2a24afory, quasi-judicial systec. Judicial review of the
decistons of the ITA acd ITC has bdeez avaflable to privatz cizizens sizce the

rerion af {ntervent

£ 1974, There 18 1O room for disc

Tcade ActT O

exscutive bracch i3 the process. Thesa procedures, however, Yo
predic:ability, freedor froc cozuption, certalinfy, and fafrness in the

- oy SN Oy Gy Sy B9 = ) O
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applicatiot of the law to U.S. private interssts, can be used by speclal
interests ts harass forelgn export iandustries acd foreigrc governments and thus

.
to manlpulate U.S. forelgn policy.‘o
Definfzion of Subsidy

Thare are three substantive Iissues {z a countervailing duty action as

ceszcited by Article 2 of the GATT Subsidies Code and Section 701 of the U.S.

a

e Lgreezenzs Act of 1379:

-
'"
a1}
.

o the existence of a subsidy;

o mazerizl icjury to a domestic imdustry, threat of material injury to 8
desestic industrr, or material retardation of the eszabliishment of a domestic
iadustr; and,

o0 a causal lizk betwesa the subsidized imports aad the aileged ILajury.

In ©.S. law, material fajury means "hame wnich is aot

iccsnsequential, i{mmaterlial, or unigportast.” It is to be assessed 1o tezms

of, first, the volume of izports of the mecchandise; second, the effect of th

.

{=ports oc prices iz the Unfted States for similar products; and th
P P ’

a

rd, the

!

CLl

1apact,of the imports on domestic producers of similar products.
Generally speaking, izjury will be found whemever there Is an absolute
¢ncrease in the volume of imports and an aczual or potectial decline In the
output, sales, market'sha:e, proflits, productivity, ceturz on invesiment, OT
utilization of cagacity in the U.S. domestic inadustry.

The {ajury test is mot ccerous aad causaticu 1s not really a sepaTate

tssue ig practice. An increase in the voluze of impoTts ceed be oaly ome .

cause of izjury to a U.S. industry; 1t need not de the predomizasnt cause.
’
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Rod=ey de C. Grey has criticized tle concept of Iajury 4n the GATT as haviag

“y4gzle 4f any ecomomic conteanc.  Ee aTgues thac,

this defect ia tte {-zemmational systex has Seen reinforsed
by che fact thar iz {zportizg countriss, particulazly 12
the Upited Scates, injuty &s @ concept has beez taken iato
domastic trTade relations law primarily as a legal, oot
eccaomic, coccept. As 3 practical matier, tnis has tezded
to but=ress the restzictive and grotec:ive effact of the

system of comilngency measures.

cases, égcer:i:a:ion of the axistence of a subsid? has deez

a mera significant {ssue. The GATT Subsidies Code ané G.S. law recogaize
Sasically two categories of subsidies. The firse comsists of exporx gubsidies

thac are pronisited 3y the Code except ou certain primarty products. The
dozeszic productict gubsidies that may be graated

n

[ ]

]
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o
2]
W
Py
in
"
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]
ru

gecond c3te
to encouTrage Tegiozal devaliopaent, alleviate unemployzect, provide asgistance
fo- worker retralzizg, promote research and development, OT facilitata

ad justoent ap? restructusiag of aa iadustIy.

Expert sudsidies aze beseiits provided by a forelign govermoent

cazctiagens upol eXpatt erforzance OT nenefirs that operate and aze {nzended
a3 ; ? 3 ‘
—ex A'to the GATT Suysidies Code — specifically

4mto 0.S. lav — lists soce examples:

o provisicm by goveTaments of direct subsidies to 2 fira or fadustI

copcingeat upon expoert erfor=ance;

; {~velve a oomus o1

1oz schemes 0T acy¥ gimiliar practices tast =

o full oz partial sxeaptiocs, rem!ssion, OT !

exports, or direct tazes 9T aocial welfare chazges pal

{ndustrial o< commercial eaterprisess

[
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provision by gover=mernts (ot special {nstituticcs controlled bY
gover:ments) of export credit guaraztee OF {msurance prograas, oI of excharge
risk programs, at prezium r3tes, thas arte mapifestly ipadequate to cover the
lozg-tera operaticy coscs and losses of the progTams.

Bath the GATT Subsidies Code acd U.S. lav have treated export

and both the U.S. Treasury Department and the ITa

subsidies as inkerently bad,

kave counzertvailed such subsidles consistently. FoT exazple, Export
Developaent Cor?oratio:'s ¢563 million loan toO Bogbardiier Inc. at §.7 percent
export subsidy and the ITA acd the IIC

3

i5 years was clearly an

\
zo be countervailadle in 1983.7

Alzhough the Unirted States levied -couctervalling duties oz some
40 subsiiles as early as the 1920s, it was unat cacil the 156Cs,

"

rrade deficits, that che Treasary Departzest began to

duty laws moTe aggressively to fmports bezring produstioz

case became the ftrst in which

LYgidies, Ia 1973, the Mizhelln Tize
countervailing duzies were imposed ot domestic sudsicies. Iz 19567, aftel at
i-tezse Nerth Aserican cozpetiticn, Michelin Tire had beer induced to locate &
zlact to mapuiacture steel-beltad radlal tires in Nova Scotia. Michellin's
decision was $nfluenced by a package of gracts a=d special accelezated
depreciaticn from the federal governent, graats apd low—-interest loacs froc

the Nova Scctia geverumezt, and concessions on property taxes frcao the
puzicipaiicies {avolved., The U.S. Treasury Departzent’'s 1973 rulizg vas based
port stimulative elfect, sizce 73

o= the theory that the subsidies had an ex

percent of the plant's production ¥as to be exported to the United States.
e Trade Agreeaents Act of 1879 was the fizst U.S. trade legislation

specifically to 1peiude a defl r21on of domestic subsidy. Accorcing to the

act, countervallatle domestic subsidles {nclude: )
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¢ the provisiocn of capital, losas, or ioan grarantees Ot terls {acoasistezt

witk cocmercial comsidaraticns;

g the provigicn of goods or services &T preferancial rates;
o <the grant of fuzds or.forzivenesa of dept to cover operatiing lossas
sustaized by &.specific industry; and,

o rthe assumption of amy ¢csts Or expenses of maaufacture, production, oF

12 addirtion to this list of specific subsidies, Section 771(5)(3) of

ve T-ade Ag-sements Act of 1979 defines docestic subsidy as one "provided oI

recuired by govermment acticu to a specific enterprise OT ¢ndustry, OT gIoud

¢f ezzamprises or t{ndustries.” Arsicle 11.3 of the GATT Subsicles Code

—anred with the aim of giving az advastage €0 cerzain

| S
(29
-~
lh
(7]
(]

rafars ts "subs

ezzeTpTises...elther reglonally or by sector.”

"

Curvect issues in the definizica of domestic subsidy ipclede

"specificicy” e< general avaflablilizty, zegional developmeczt subsidies,

guhsidiag, vesearch and developcent gubsidies, and natural resouzc

ind not to lapcse

subsidles. It has locng been U.5. administracive practice

countervaiiing dutias or generally avallable sgubsidles Deczause they do 1ot

tave demonstratle trade—digtoTiing affacts. Sizce the ilaposition of a

ehe ITA has f=pased

speciflcizy test Bty tae Trade Agreedents Act of 1973

rvafltag duties only on progIads targetad to speciiic entarprises,

tndustries, or reglomns.

.. The ITA based itz interpretatien of specificity on the econozic

theory trat a widely avaiigble benefir usually dces uot df{stort compaTziive

advanrage withiz a couctIy anc a3y advanzage would be washed out by floazing

exchacge Tates. furthermore, it azgued, if countervalling duties verTe levied

oy 65 S8 O S v O a o

o Gy o9 Gr Sy Sy S Ay = O



_..]_1_..
on gemeTallw aveiladle gubsidies, then almost svery article In iptermational
gomzerse could be coupmzarvailed and messurement of the nat subsidy on any

given product weuld be unmusually difficult. The signatoties to the GATIT

Subsidies Code zoted that “countervailing measuzes [should] nor unjustifiably
izoede internatiocal trade” and that the dbjec:ive pf the €ode was "to reduce
T alimizafe the trade restricting or distorting afifects of pon-tariff
geasures..,.recoguiziag that subsidies ars used by governmeats o piomotse
Izfgrzant nhje;:ives of natiopal pelilcy.”™ If the Uroilted Stices were to
countervall gepeziliv available subsidies, pther countries would very 1ikely
7

-
T
mst .3, programs.

b

Teraliate 3g=

“ne ITA has hzd to éafend Its faterpretatiom of specificity 1z two
Tecear appezls befors the U.5. Court of Interndcional Trade. In a 1mEl

decisinz, Carllsle Tire and Rubber Companv, The courz held that two

f

acmalersated depraclartion prograss foT equipment gvailable muder Soyth Korean
rax law ware pot subsidies, dcassuck as the bensefits acrorded unfer these
progrz=s weze not nrefereazial bur were genavally availatle to the whola
busioess commuiity of Sguth RoTea. The :uﬁrt agresc, hewevar, wizh the

Th's & or

I~

g interpreration of a “bounty or grant” as counoting soms special
corpatstive advantage conferrved oo &n induscTy or groud of indusiries aad not
gvailzbl=s to ail manufacturars asd producess with!s an industry. While the
court fouzd some support in previous case law for its interpretatlon, {z also
agreed with the ITA's suheisslons that ta countervail widely available
subsidias would lead to an absuzd result and cthat Congrass, ie using che .word

"specific” in the act, had mesnt %o limit subsidles to those that are

preferaatial io nazure,
In a2 1935 case, the same ¢ourt esmphatizally rejected a broad mule

that gedezally avatla®le progrzams are oot subsidies. Ir held that an lncoas

tax deduction available to compardes in South Africa for smpiovee tralaing:



ProgTAms Was nor-a Subsidy on ths ground that “thas practice in question was &
tax law, aand eaz laws ars sot subsidies to the zarpayer Lf their fards aTe

+ T . lg ; . ’ Ea = .
gecerally avallabdle. The judge’s comments on the broad rule of geceral
availabilicy o specificity do ot demstituce.a bindirg precsdent.  Fowever,
zhe f3cr that he wen: to great leagehs to ericicizs the IT&'s reasoes fof a
gpecificicy test and to éistipguish bis ruling frow the pressdent ger by

Caziisle fpdicatzs an unwillingness on the part of ar least ove judzge on the

coust to aczept the IT&'e fassrprecationm of this secilon of ghe ast. Als
TLIEWE fhu5 ¢Tearz some whcertalaty about the atrangth.af“ﬁhe<specificiry tast’

z U.5. gountervailipg duty law.

-

Bacans Cases Izwvelvizmg Canada

Iz izs mecent decistons, the IT4. has <ootioded £o soenfesiall only
- > ] N

those subslites that aze targered to specific esterprises, indusities, grouds

mmee——ogf centprarises 2y lodustoies, or regloms in a counory.  The gpeaiilcicy tesg

was applled to Cazada’s benefl: in rCwg recent cases. Ume gase Was Carzaiz

, : _ 20 . ,
Sofrwoed Produsts from Camada {Safrweod Produsztsl. The. other was Live

Fregh, Oniiled, azd Frozea Pork Products froz Carada (S9ine and

In Softeced Products, wumerauns fedazzl anmd provicelal prograps weTe

foumd ts confer subsidias becguse assistance was made availalle ozl? Tto
ecartaln induscriss or o ¢artaisg Teglons. These progldass wmre Q0T
poumtarvalisd, howaver, because the cet 3d wzlaren subsidias ware de minimis

~~ le$s than the .5 percane leval reguired iz She Law: The follewming fedexsal

programs warz detarained To esofer subsidies:

=

o

|
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.
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o reglonal development aspects of the Investment Tax Credit, because credits
over 7 percent were available only within specific regions;
o the Program for Export Market Development, because it provided
interest-free loans for exporters;
o the Forest Industry Renewable Energy Program, for grants made available
only to forest industry firms;
o Regional Development Incentives Program grants and loan guarantees provided
by the Department of Regional Economic Expansion (DREE) to create stable
employment opportunities in underprivileged regions, because the benefits were
limited to companies in specific regions; and
o the Community-Based Industrial Adjustwent Program, created to alleviate
distress in cabinet-designated communities caused by large-scale permanent

industry dislocation.

Federal-provincial Agriculture and Rural Development Agreements
(4RDA) and DREE;s General Development Agreements with the provinces also were
found to confer subsidies, because their assistance was limited to companies
in specific, generally rural, economically depressed regions within a
province. Several provincial programs were deemed to provide subsidies,
including Alberta's Stumpage Payment Deferral; British Columbia's Low-Interest
Loan Assistance (LILA) and Stumpage Payment Deferral; Ontario's Stumpage
Pricing for Non-Integrated Licensees and Stumpage Payment Deferral; and
Quebec's Stumpage Pricing on Timber Limits, its Aide a la Prowmotion des
Exportations, Société de Récupération, d'Exploitation et de D&veloppement
Forestiers du Québec (REXFOR), and its FRI Tax Abatement and SDI Export
Expansion programs.

Particularly Interesting was the ITA's handling of REXFOR, a Quebec

crown corporation that owns sawmills and pulp and paper mills, manages
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progracs was 2ol a3 subsidy ou the ground chat “the practice {n ques=iony

)

tax law, and tax laws aze act gubsidies to the taxpayer 45 their te’ are
/

rule }; general

Y/

a dinding precedt;nt. N
7

L ] L} /
;?ﬁs reasons for 3
7

- - -1
gezezally availadle. The judge's cos=ent3 o0 the bread
availadilicy of speciflcizy do not comstitute However,

ehe fact that he went %0 gzeat lesgths to criticize the I
4
o distiaguish bis Tuling from the pTecedent set by
/, 7
Carliglie ipdicates az umwililagness o the part of a:}géasc ope judge on the

specificity test and t

court to accept TR 1TA's 4pterpretation of this seftion of the act. s
4 }/
4 s
ke s::gngt: gf the spacificity test

views thus cTeate goce cacertainty about

i= U.S. counte-vailing duty law.

Raceat Cases Involvizg Canada

I~ {ns ra=cect decisions,

13iag that are taztget
o’

those subsizze 4 ///
54¢;r cegglons

cf enterprises O industTies ; é/

aefit fn tWO scdot cases.

-

countIy. Ihe speciiicity test

)

Qne case was Cerzal

was applied ©° Cazada's
/i

The otlel was Live
==

.5 frco/Canada (Softvoodxfroducts). N

Sofcaced Traduc

ne apd

Swine azd Fresh, Chiled, and Trozan FPorzk Products £wom Cazada (3w2
pal -
Pork).
2=
wer:2

1o Sgfowood Froducts, aumeraus éaderal and proviacial pregrams

e assiscance vas pade avallable oniy %o

s or to certaia reglons. These programs were oot

gecze de atnizis

because the uet ad valorenm subsidies

#less tozazn the .3 percezt 1evel requirted in the law. The followizg fedara
prograss wers datarzined to confer gubsidies:
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previzcially owned forest lands, nnd‘inves:s {n the Quebec forest Iindustry.
DRZIZ gracves to REXFCR and Quebec governsent assistance in the form of graats,
loans, lcan guarantees, loas coverage, and equity purchases omn Cterzs
inconsisteat with compercial considerations wers all found to be subsidies
because they were targeted to the crown corporatiso.

In terms of its poteatial impact om the Canadian eccnody, the most

important fipnding iz the Softwood Products decislon was that fedaral and

provincial geverzmenl stumpege prograxzs do mot confer subsidies. The ITA cane

ts> this conclusion because the programs are not targeted to sTisulate export
sales over cdasmestic gales sor arve they coffered conctingent on expacst

perfarzance. Moraover, the stumpage programs were found pot to be

countarvailable domessic subsidies because they were not taTrgetad To &

“specific entarszise or iadustry, or group of exterprises oT {ndustries.” In

facz, the progracs are available within Capada om similar teras regardless of

the {adustry oT enterprise of the reciplent, there £s no govermzental

to limi:z use %o a specific industry, ard stucpage is wvidely used by

-

3

n

A

argerd

g

j

However, the ITA's dectermination that

more thaz oce group of lndustrias.

stuzpage programs ares oot targecred to epecific industries has zet with some

-~
é
e-izicism. .

Ivez. if stumpage is provided to a gpecific group of fadustties, the

subsidy under the Trade Agreements act of

IT4 reasomned, 1z 13 nor a domestic
13879 because stumpage prograns do not provide goods at prefercential rates —

that Ls, rates sare favorable to some than to others within Carada — and
because the programs 4o 20t assume & cost of producticn, since “assumption”
refers only to governmeat activity that relieves an epterprise or 12dustTy of
a prae-existizg statutory or contractual obligacion.

Iz addition to stumpage progTams, a pumber of other gemerally

available federal acd provincial programs were found by the IZA roC to confer



-,

e Ca

subgidies. These include the federal Income Tax Act's Deductible Inventory
Allowance and Capital Cost Allowance, federal employment programs, enterprise
development programs, rail freight rates, and loans and loan guarantees
provided by DREE at above average interest vates. Again, most of these
programs passed the specifiicity test because they were not targeted in their
enabling legislation, regulations, or administration to specific regions or
industries.

In the 1985 Swine and Pork case, as with the earlier Softwood

Products case, the ITA found that some federal and provincial agricultural
assistance programs conferred subsidies while others did not. The ITC
subsequently split the case into two parts and held that the U.S. pork
industry was not being injured by Canadian imports but that imports of
Canadian hogs were injuring the U.S. hog-producing 1nduscry.2

Countervalling duties rthus will be levied on imports of Camadiaa hogs but not
on imports of Canadian pork products, valued et U.S.$248 million.

The distinction the ITA made between those programs determined to
confer subsidies and those deemed widely avallable was based on & broad
interpretation of the specificity test.za If a program, in its enabling
legislation, regulations, executive or administrative directives, or actual
implementation, appeared to select ot favor one or more industries within the
general rubric of agriculture or one or more regions of a province, then it
was found to confer a subsidy. If, on the other hand, benefits under a
program were legally and actually available on the same terms to all farmers
or enterprises engaged in agriculture throughout a province, in the case of a
provincial program, or the country, for a federal program, then it was
determined not to confer a subsidy.

Comparisons can get quite technical. Take the federal Agriculture

Stabilization Act, for example. Payments made under the act were found to be
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gubsidias because The legislacion establisiizg the prograc specifically Ltazed

those products eligible for price support payments: livestaock (cattle, bogs,

azd skteep), certaln dairy products ({industrial milk acd cream), azd certain

gralzs (cora, soy beazns, catg, and barley), and sllowsd the Govemor iz

Council to designate other agricultural products for coverage. The ITA found " -

that the paymeats werz zade only to selected ag-icultural producers and that
the level of price-stabilirzatlon payments varied because differezt formulae

were prascrilbed for each named procduct., The federal-provincial Recstd of

Performance herd-testing aystem was found to confer a subsidy because iL

applied orly ts hags, beef, daizy cattle, sheep, poultzry, and hozey bees. On
the other hand, the Hog Carcass Grading System uncer ghe Livestock Crading

PraogTaz and the Canada Agrienleurszl Produzcts Stazndazds Act ware deezed not to

provida subsidies because numarous agricultural productzs were sizilazly graded

under these {edarallv funded programs.

The Outavio Farm Tax Reduction Prograxz, which provides JoT a rabdate

farmers

80 percent of municipal property taxes oc farzland to all eligible

[2]
rh

Ontario, was found to be region specific azd, therafore, to confer a

"
[}

subsidy because the eligibilicy crireria were different for farms located in

eastern or noTtherz Qataric than far farms locateZ eligevhere iz the proviacae.

Long-teTa loacs provided usder the federal Famm Credit Act amd Fars Svadicates

Cradis Act, ou the otter hard, were detarmised not to confer subsidies because

£imancing under these plans was avallable withcut rascrictiom to the producers

of any asgsficultural product iz Canada. Similarly, proviacial agzicultural

assistance programs, such 4s the Ontario Farz Adjustzent Assistance Program,

New Brudswick's Farm Adiystzezst Act, the Aldberta Agricuitural Developaoezt

Corporaéion, and the 3-itish Columbia Agriculiural Cred{: Act, were found uot

to grazt sudsidies because producers of a2 wide racge of commcditias {n all

>

reglons of the provinces had received tenefits from these prograes.
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As the SofTwood Products axd Swipe and Park cases {1luystrate, the

specificity test does ot require that subsidies be geaerally available across

all f{pdustries to escape U.S. countervalling duty law. Razher, bepefits that

are widely available to molTe than a specific apterprise oT iadustry, OT RIOUP

of eaterprises or industrles, are got countervailadle. The ITA thus has soame -

fore ir consticules

@lseretion in determizing how gpecific a bepefit musc be be

a subsidy.

The U.S. Trade and Tazi1ff Act of 1984 gpecifles the clrcumstances

-

u=der whalch the ITA may determide an "upstrean subsidy” to be

counzervallatle. Sectiom 613 of this act adds a deficiticn of upstream

subsidy to Sectlion 771(3) of the Trade AgTeezents Act of 1%78. An upstTeal

sudsidy 1Is anv subsidy provided to aa input product that is used I3 the

zanuiacture or productioz of serchandise under investigatlion in 8

councervalling duzy proceecing. Exazples would be subsidies grazted to coking

cozl, which is an faput in the produczion of steel, or catural gas, which is

n dzpuz iz the rraduction of amsonia. An upstIeas guksidy is countervailatle

e -

{# the ITA determizes that it confars a competitive benefit on the merchancise

unier {nvestigaticz — that {s, where the pice pald for the imput product is

1ower thac the price that the producer of the perchandise otherw.se would have

patd 12 az arzs-liexgth cransaction — ané that it has 3 sigatficant eflect on

the cost of manufacturiag ol producinag the merchandlse.

Tre ITA regards regilomal development Pprograms as countam i1ladle

beczuse thev are treated as 4f they were limitec to a specific enterprise ol

{ndustry, or group of ecterprises or industries. Cffsers for iocatiosal

disadvarcages were previously perzitted in che calculation of net subsidy but

are mo lozger avallable underT the Trade Agreements Act of 1979.

Gemerally, the ITA treats research and developmeat subsidies the sane

as anv other subsidies. The prodlex is in quantifying the effect of the
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gubsidy on the merchandise uader favestigatiocn. The ITA has taken the

sositict tha: whers the research i3 zade publicly available, the subsidy is
pot a bamefir to the product uader investigatiom, sizce all producers bemeflt

equally frov the research. Where the reseasch L4 not made publicly available,

26
a countervailabia subsidy is deemed to exist. -

Ezzloyment, traianlag, or vocatloval prograas are treared as subsidles
{f thev meer the specificity test. Only £ they ace made avallable on the

sage terms to a wide range of iadustries without preference to & cartaiz
region wili they escape the icpasicion cf countervaliling duties.

, dir=ct or indirect,

it

To summarize, anv foTm of govermment assistanc

can be comsidezed a countervailabdis bemefit if 4T 1s moTe thau de mizimis and

is targeted to a specific industIy or group of {aéustzies or reglons. Grantcs,

icac guaranteas, governcent-equity i{pfusious, and forgivezess of debt

| B2

oSS,

on tes=s incomsistent with commercial consideratioms may be characterized as

subsiéles under G.S. couztervailing duty law.

Lagislative Propesals

€& scr of 1984, the first comprehensive plece of

[ 20

The Trade ansd Tar

~3

mants Act of 1979, made some relatively

‘siation amendlpg the Izade AgTe

13

zfaor chznges to the definf:iom of a countervailadle gudsidv. Nuzmerous bills

curranzly Yefore Cong-ess would add mcre practices o the defianitisn. Two
such S11ls — Coogressman Gidbozs' pill, FR245i, acd Congresssan 3ouker's

-

bill, HR1548 ~— weuld make a countervailable subsidy the sale of a

goveranent—owaed resource at a price lower thes the price of a cocparablie

segouTce 13 the Cnited States.

nolud
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program or svstem in which those rights are furnished tc an enterprise in
exchange for cotpensaticn by that enterprise that is less thaa the current
price for comparadle stumpage rights oo goverzzest lazds Iin the United
S:a:es.'27 The Gibbons bill would add a category of “resource-input -
subsidy” to the curzent defirition. Included would be a resource product or
Temoval righsz, which is provicded or sold by a governméut or goverumeot-
regula%ed entity for lnmput use within that couatry at a domesilic price lower
than falir-zarket value, where the product or righr constitutes a significsce
porzion of the total cost of the manufacture or production eof the merchandlse
uzder {zvestigation. For anm input product, falr-martket value would mean “the
price that, in the absence of government regulatioe or comtzcl, a willing
buver would pay & willing selier for that product froz the exporting countIy
iz an aras-leagth trazsacszion.” For a recoval right, falr-sarket value would
be "the prize paid for a cosparatie removal right i a comparable reglor in
ancther country wiich has the largest pumber of arms-lecgth sales of such
rights” — {z other words, the Unired States.

These two bills are nothing more thaz specific atrtezpts to overtura

recent ITX megative determimatioms iz the Canadian Sofzwood ®roducsts case and

t%e Mexican Anhvdrous Amconta, Cavbon Black, and Cement cases. Iz all of

these cases, U.S. dozestic producerss complaiped that forelgs comperitors had
lower production coszs because their governments soid them resources — that
{s, stumpage Tights, natural gas, petroleun feedstock, and heavy fuel oil,

respectively —-— at rates much lower than those available to domestic producers
in the Unifed States for comparable {nputs. Whea the ITA applied the
specificity test to reject their requests for countervalling duties,
disgruntled U0.S. producers lobbied hard to launch a lateral atrack 1o

ang:ess. Congresszan Gidbons introduced a bill ia 1984, ER4784, which

tocluded a definition of natural rescurce subsidy desigred to counter the
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Mexican Anhvdrous domomfa, Cardon 3lack, and Cecent cases. Alzaer proloznged

s ¥ ia

debaze iz the 3Souse, ERG4724 was defesced iz the Senate.

These proposed bills demomscrate the uncerzainty and fluidizy of the

efizition of subsidy iz U.S. law. Apart from judizial and admizistrative

o.

corflicts {n fnterpretation, foreign govermments and producers zust contand

with the possidifty thas Cocgress can change the ground rules sven after an
ITA dece=—=inatiocc. Particularly dangerous in these latest comgressional

- -

proposals is che atteapt %o impose the U.S. way of doiang business on forsigz

At {ssue {z= tke resourte izput cases {8, 12 Zact, gavernzeal

awzership and sacagement of zatural rasources. DJecause U.S. producers have I

purchase resource inputs iz the open =market, they have challe aged foreiga

government reéou-ce pricing as providing unfair subsidies. To define the
ats market value of a resource input owced by a foreign govermzment as the
sase as the price of a coaparable resource fmput in the Ucited States s uet a
fa¢- determinatica of unfair subsidv.- It Ls as assault oc the soversigmty of

azocher smaclon to deter=ide 4Ts own zatural resource pollicles.
t protection gystem that

Other featurss of the complex U.5. coatinge=nt

deal with whac cthe Uuited States regards as unfalr trade practices include

P

aczions agaizst patect, copvright, trademark, o gatitrust {pfringenent under

1oz 337 of che Taziff act of 1930, and actious agalizst unfalrs forelgn

-{=9¢ U.S. axports aad other tradizg actions uader
g T

ctices affec
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he Trade Act of 1974,

7y Gefalr Practices in Import Trade

by cthe Trade

the U.S. Tasiff Act of 1920, as amendad by

Sectiar 337 of Tard
Act of 1974, is eized at {zoorted goeds that are talnted with unfair trade.
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methods of cozpetitioc. The ITC, either on Teceiviag a private complaiat or

oc its own inftiative, conducts an izvestigation to deterdine Lf there have

teex any

vzfair methods of competition or unfalr acts in the
irportation of articles iato the United States...the effect
or teadency of which 1s to destroy or substaatially injure
an iaduscry, efficlently asd ecomomically operated, io the
Ucited States, or to prevent the estabiishmeat of such an
izdustry, g to restralm oT monopoiize tzade aand
coaserce, <?

Aav such acts are wlawZul, and i1f the ITC determizes that a

violaticc of Section 337 has occurreﬂ, the goods concerped will be refused

-

entry isto the Unlited St2tes or the importer or owner will be wamned to stop

engeging in the upnfalr acts or methods. The ITC's determination is £inal

unlezss overtuled by the presidenz. Section 337 does not apply to claips

-

<ng U.S. patects cz goods procured by the govertzent of the United

inwvolw

States. In the 198T-85 pericdé, there were 14 Section 337 cases iavolviag

izports of Camadilan goods. ZExclusiom orders were mace In threse cases and

settledent agresmeants were reached in flve cases.

Retaliatiop Azzinst Unfalr Trade Practices cof Forelgn Governments

&

Section 301 of the UB.S. Trade Act of 1974, as amended by Title IX of

of the Trace amd Taziff Act of

the Trade Acree=ents Act of 1979 and Ticle III

1984, provices the president with broad powers to enforce the rights of the

United Scates uncer any trade agreemect, Or to Tespoad O any act, policy, or

practice of 8 foreizn government that is incornsistent with, or deales benefits

to, the Tnfred S:tates under any trade agreemezz, or is “uajustifiable,

unreasonable, or discrimipatory and burdens or restricts Ucited States

coczerce.” Wnete ope of those cceditions exists, the president is obliged
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to =ake "all appropriate and feasitle actiom withia his powesz” to enfsrce T.S.
righzs or %o elfaicaces the forelga government's practice. Io addizior, he may
guspead or withdravw coucessions and impose dutles, gquoias, OT other imporTt
restriczions or the producis oT gervices of the for=Ilgn counllIy.
Seccfoe 301 {s a statutory vetaliatory power that exists {a the
office oé the president independently of the GATT or acy ather trade

-

agreesezt., In contTast %o the CATT and the wulsilateral codes, this provision
ezsllies to services as well as to products.
Section 301 acticus arze i{nitiated by the delivezy of a sezizion to

Trace Reprasentative (USTR) by any "foterescted gerson”. Ihe USTX

s
144
®
(=]
.
(3]

-

cocduets an iovescigaticn involvizg public heavings, consultations with the

forelgn govertment and, Lf appropriale, tnit{acion of dispute—sectlezent

proceedizgs under a trade agreazent, and recommends a course of action to Che

presicent.

The section is usad principally i cases woare G.S5. exports ere being

The only case that we:zl

hurt By a forelgs governcext's policies or practizes.

coz=letely chrough the Sectioa 301 process 2o culminate iz a retaliatory

1‘.’-

a=’an favelved U.S. berier brocadcasters. Ia 1975, the Camadiag geoveIimzel

- Repuy

enactad 3i11 C-58, which denled Canaciaz compazles tax deductions for pavzencs

co 1.5, televisico an? radlo statioms for advertisicg direcle
Iz 1673, a group of G.S. border Yroadcasters filed a

Seccion 301 complaizc. The USIR reconzended ta President Carter iz 1580 chat

oirTer tzx legisiation de esacted by Cocgress. Section 232 of the Trade and

Ta=4f7 Act of 1984 {s that respomse. It depies a deduction to U.S. companles

for forelgn advertisizg expedses iz countries that deay siamiiarc deductlices far

0.5. acdverzising.
g
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cg Law

[ ]
b
oy
f
"3

C.S. An

Artidurping law {s an internatiomal variant of price discrimicazion

jaw. Section 731 of the Trade Av—eeme=zts Act of 1979 msndates that where the

I8 finds that a foreige exporter is dumping a class or kind of merchazdise ip .
the Uaited States, and whese the ITC determines thatr & U.S. inpdustry is
materially {iniured, or threatenmed with material injury, by the imporszs of that
merchac=dise, ther az antidumpliag duty is to be imposed on the imports.

"Duzmping” oczurs whez an expo-ter sells his me-chazdise abroad for a price

lower thaz the price he gelis %t for %a his howe countcy. Antidumping laws

4

ace deslgned to discipline the pricing decisions of private, foreign firms ard

to provice relief for domestic firms against the unfalr trade practices of

foreigz firms.
C.S. Measures agairst Disruptive Imports

In addition to coucntervalling dutles and other measuses aized at

ke Uznired States regards as unfair trade practices of foTelzn

cozbatlipg what th
gover=zexzts, the U.S. contipgent protaction svstex contains a set of measures

directed at foreign bSusinesg practices seez as disruptive to U.S. industry.

The Dos: significant of these measures frecm a Canadlian perspective 1s Section

200 of the Trzfe Act of 1974 — the escape clause. A number cof U.S. izpeors

o

regulatices pertaiz ocly to agricultural products. These include Section 22

of the Agricultural Adjustment Act of 1933 and the Meat Imper: Act of 1979,

Sectioc 201: Escape Clause

Section 201 of the Trade Act of 1974 {s the U.S. safeguards or escape

clavse. It allows an industry zepresentative to petitionm for impert rellel
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articls 1s bdelng t=porzed 132 she Goitad Scatces "i{n suc2 {nczeased

quazzitiss 8§ <0 Le a substactial cause of serious iciury, OF the threat

thezeof, t¢ the dozegtic iadustry preducing an article like orf directly
FECR | 2} = 1 wsl

coapetitive wich the {mported articé. Seczion 201 is =oC designed O

provide ralief agalnst foreign unfalr trade practices. I=szead, safeguard

provisions exis: to facilitate orderly adjustzert te the PpTesSSUIES of import

competizice arising out of the incredsiag trade 1i{teraiizaticn brought aboul

by the saIies 0f GATT aad ozher guirilaceral t-ada agreexedts:
A privace peticios, 8 request of the president oF the USTR, &
cesoluzios of e%e Eouse Copmittae OZ YWays and Means cr the Sazate Commtitzae of

T{zance, or a sotion by the IIC {tself all can 4mitriate & Sectist 201
tavestigatiol by the 17C. In ies {aquiry, the IIC musc consider atl ecoronic
diz w14z heatings, report 1Cs f1pdings to Tle

factare aad, afterl holdizg o

presgidest.

1f the ITC ficdizg {s affirmative, the president {s onliged TO

~ovila izpost relief for tle spduscy unless ne dee=s it zot t1n “the patiozal
economliz izterest of the United Stazes. port relief can be 1= the form of
1240z of tariff-rate quotas,

wn

ar inerezse i1 ducies om the accicle,; the 1i2po
ehe zmodtffzatica 0T {mposition of qua:titacive rescrictions, sne pegotiation
o corierly parketiag agTeements or volunzary export stoalag ag-eezenis with

: acioga 0f the asgve. La8

tae ramezt {nvolved, or acy ©a= i=

oreiga gover22

n

presidext 2lso may otder that adjustaent assiscacce be |
ta discreszion 9 de

{pduszTy. 1ine presidect ras the gbsolu

eake actioo aad what type 0% import reiief he will {zpose.
{mpozz rellief that the presidest makes under Sectiom 201 is tecn=ically

(14
a
rn
"
r
)
-
.-
-
]

subject T0 mcst—favc:ed-aation t

CATT couatties ex20TTizg that azticle €

created alike. furheraore, {f sanctlioas ©T resgrictl
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foreiga countTy ecnder Sectiom 201, that couatdy has the right to retaliate

with cocpezsatscy measures a 21ast the Dnited States upder Article XIX of the
8

GATT.

Recent Section 201 cases iavolving Canada tasulted in the imposition
of quotas and raziffs on iamperss of stainless stesl avd alloy tool steel asd .

the pegotiatioz of veluntary export restraiat agreements oOn carbon and certain

alioy steel products.

The Almipfatration's Respotse

e G.S5. Congzess curreatly Is iz s dazgerdus protectionist pooc.

FTor its pavt, the admiaistrazion fought down to the wire in 1984 to dafeat 3
g

package of protecticnist nills, the end result of which was the much

watered~down TTale amé Tawiff Azt cof 1884, The administraticn may e

pcwerless, however, to defend agaliast the latest omsliaught, and the

presifeztial veto cat be defeated by & two-thirds majority of both Houses.

Its curcent strategy is to 6TER UP goverzzent enfcrcezeat of unfair trade laws

{n criez to placate domestic complainaczts and €O glow the protectionist tile

iz Congress.

Iz attecpcing to resist protectionist pressuzes, the acdministrzatise

has lauache? an offezsive against unfair trade practices. President Reagzn,

{= rejectizg import gquotas 4z a Sectioz 201 i{gvestigarios iato the shoe

+i0ns ta roct
. .32
be harmiag U.S. interests.

ipdustzy in August 1985, directed the USTR to “iniziate iovestiga
unfalir trade practices that may The

ITC, at the urgiag of the Sezate Finance Commi{ttee, had reconzended that

shce-icport quotas be tmposed because the dozmestic industry was belng

seriously hurt by imports. Iz his policy statemextl, the president spoke out

gtrocgly agaicst protectioatsm. It is no¥ adsinistrzation policy that the U.S.

goverzcent will use Section 30L to open up forelgn mackets to U.S. producer’s.
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Isgueas for Negotlalicen

Bilateral trade anegetiatioes provide Canada with & unique opportunicty

to discuss and cecommend changes to U.S. unfal:r trade laws. Given their .

inporzacce as a trade 1rTitant bdetween the two countries, U.S. countervailing

duty practices and cther trade remedies undoubtadly wiil de high ow the list

(54

of topics to be negotiated. i

Cae option in the megotiation of a bilateral free-trade agreement

a

woull be for each countsy o exempt the other from the applicatiom of Lts

countervailing duty and antidumpirg proceduras. The two countries could

foilow the precedeat set by the Europeaz Comauzmity (EC) and create a bilateral

t makes rulings on couatervailiag duty or antidumping complalats

agancy tha

agalanst impor:ts fro= outside countries, regulates docestic gubsidy policies,

and administers price-discrimizzcion laws within the Comsunmity. The EC also

Fas an inter=al regulation that liscts the S$ypes aad amounts ol subslidides

perzitted within the Coemunity, ard there ave EC-adxmfaistersd cozpetitioo

laws.

. .

caplical upencumbered by domestic couatervaillisg duty or antidumpliag
countetzessuies.,.

It i3 very unlikely, however, that the United S:zates wouid accept a

wmlanket exemption for Canada from {%s couztervaill duty apd aotiduzmpic
€ ag by

processaes. The Ccited Scates refused 2o ¢cmsider exempiion as ac option in

Seczion 406 of the Trada and

{25 cecent gegotiaciozs with Isrzel.

of 1584, auzhocizing the president to negctiate a free-zrade agraezent with

Israel, states expifcitly that the agreeme-t may zot affect exisiing U.S5. laws

veder which relief from fnjury caused by f{mport competitioc or by aay wnialr

izport trade practices may be sought. Since 1579 at least, the G.S.

‘ ‘
Wizhiz the Communicty, there is free movemeat of labor, goods, aad l
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contingest protection system has provided a system of private righes to
domestic {ndustries. Rights, oumce given, are very difficul: to take away.

The adeizistration is zot likely to surteader its GATI-approved escape valve

f£or domestic prozectionist pressures,

As az alternative to a blanket exemption of bilateral trade from the

application of antidumzing or countervallinpg duties, the Roval Cormission on
the Econcaic Unfon and Development Prospects for Carada proposes bimatiomal
adziztstration of these procedures for bdilateral trade, with both countries
; 34
retaiaing their own procedurss for imports from third couztries. However,
2ls prsposal wculd have administrative costs and is unlikely to be acceptadle
to the U.S. Congress for the reasons cited above. Even if it Is poséiblg to
negotigte binarional admiaistration of unfalr trade rapedies, key questions
would remaia about the criterfa for appliication of these renpedies.
It 1ikely would de sore fruirful for Camada to propose some speciiic,
increzental changes to the curreat U.S. trade regulatlon systex. nacian
negotiators should focus on features ¢f U.S. trade laws that are particular
trritants for Canasiac busiress and govermoeant pelicymaking. The negotiatse
could saek clarification of the criteria for application of U.S. trade
resedies as weil as tightar standards of Injury acd causation iz the U.S. igw.
A high priority for Capada is to obtais grzater precision and

certainty for the defimfticn of subsidy In U.S. countervailing ducty lav. I

cases such as Swizne and Pork, the application of this test appears arbitrary.

More particularly, the deficitioc is in a state of fiux as a result of the

Gibbons bill ané other bills pending in Congress. Since it is difflcult ts

-

repeal legislation, clarification of the adzipistration's imterpretaticu of
the definition of subsidy could foreciose the Gidboms or similar billis. II
the Gibboans bill passes in the Fouse, it would be extremeiy difficult to

overturz through bilateral or cultilaterzl megotiations.
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Cne useful stac=ing point for segotiatioms about countervailicg
dutles i5 the GATT Subsidies Code, which, although ambliguous, hag a diffarent

emphasts thaa the U.5. law., The preanble states that the obiective is to

“-aduce or eilimiaate the trace rastrictiag or distortia effacts” of

gubsidies, The problem is to reccneile the inhereat tension beCveez Che

exercise of npatiocal sovereignty through the use of domestic spubsidies and &

limit their possible (or perzefved) trade-distorting effeccTs.

The Subsidies Code contaizs a list of export subsidies that should be

grohibized ino & bilaceral trade agrsemezt. There aTe diffarant optlocs for

zoleczecting Che principle thacz domestic subg’ilas should be permitzad woaTte

[

-4
-

thev serve imporcant natlonal ecouomic, gocial, or industrial policsy

ctjectives and do 2ot adversely affect trade. (me opticn is that the TWO

countrias could negotizte a st of curTeal assiszance prograls or,

z4vely, general categeries of domestisz sutsidles that aTe 2o he

execpced from= countervallizg duty procesures. Adopting this apprsach would

.o twc goveraseats to take accoust of the offsetcing effects of eack

()]
"
m
Ly
ey
o
n

‘othe='s various subsidy progra=s. Zack countrv's List would be ¢ifferens and

vould ceflect governzent policy prisrities. las 1i1sts esuld be specific an

capale of amendmezt by application to a binational c¢eommissice, or ther could

be pore gzezeval aad delipeated bv catagoTies suech &g ceglional develspzextl,
2 N ¢

natural Tescurce, envirocmental, health a=d safaty, agricultuzal, and cultural

prograzs. <Tae advagtagss of this approach ate that Canadiza goverzoencts would

be sora certaliz about whlch programs migh

Another opticm to liaft the application of U.S. countarvailing duties

’

would Se fc negotiate the tequiremeal thar there Sust be 2 stTolg causal 1lfiak

4

berwesz particular Canadlaz syubsidiaes a:
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nz be subject Co countarvalling dutles.
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and the ITC will find Znjury from the imports. TYet, since Caradian fish

production is limited by strict harvest quotas, it would seex that Canadian

subsidies to fisherzen aTe mot causing injury to U.S. producers. In the

absence cf sudsidies, Cazada likely would harvest and export the same amount
of £ish, but fewer fishermen prodably would be employed iz the fLacdustry.

Cansda could seek examption from the recectly emacted cumulation

As a result of the Trade amd Tasiff

provision in countervailing duty actioms.

Act of 1984, the ITC is required to cumulate effect from imports from all

countTies iz determizing injusy to a U.S. domestic industiTy in 2

countervaliicg ducty ecase. Canada could suggest that omly Canadlian imports be

considered in izjury decerminations affecting the fmportation of subsidized

Canadian praducts.

With regard to antiduzping duties, Canada shculd seek the elimization

e

the "sale below cost” provision coutalaed im Sectien 321 of the Trade Act

of 1974, This is a protectiocist provision that does not desi with duzping at

Cavada could seek to lialt che impac:t of U.S. twade laws by

negetiating tighter scamdaris of imjury for all T.5. trade rezedies. In

particular, a tighter standard of injury for the inftial determization by the

ITC would greatly reduce the potential for harasszeat of Canadlan exporters.

Canada couléd seek to reverse the inclusion of Caradlan exports ia

U.S. t-ade actiors directed af third countries.

Conclusion’

When activated, the complex U.S. coctingeant preCection system ca:z

prasent a substantial pomtariff bartrier to Casadianm trade. As such, It places

Since the Trade

considerable corstraints ou Canadian dosestic policymaking.
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73, there has been iz place a privataly inizlaced,

tize-lizited, zandatory, quasi-judicfal machizery for lnvestigating, hearing,

asi determiniag antidumpizg and countarvailing duty cases. Readily accessible

to private coeplainants, the adaizmiscrative process provides quick and

effective Temedlies against foreign unfaflr trade practices. The antidumping
P

and countervailing duty procedutes form a system of guaranteed private rights

to U.S. producers amd 4ndustry cepresentatives. There is no toor in the U.S.

law for governreat-to-goveranent coosultations, gegotiations, or compromise

short of the fore’lgn country agreeing to cease earirely the challenged subdsidy

practice.

Two featuses of the U.S. coutingent procaction system Talse
particular comcemas for Cazmadiaa business and governpmect. First, the process,

i={ts andé mandazory, legalistic, quasi-judiszizl

| 5

vizh 1ts strict tizme

-
-

-

proceduses, cs2 be 8 source of harasszeat for Cacadiac exportess. By Lzs v
lexity, the svstem iahibics i{aports. U.S. producers can
taftiate couzcervailing duty, antidu=zipg, Sectioz 301, and Sectiom 201

czlaizcs simulzaneously and mavy also launchk e lateral attack iz Congress.

co
Iz is extre=ely expensive and tize-cousuming for Cazadian business interests
to defend thezsalvas agalinsT.cuasi-judicilal actions and to lobby cthe

president, the USTR, the IIC, and individual copgressses om all frozt

sizultaneously., It is difficult s obtala ipnformatior about how aad who to

lobby 41 a cocplex forefgn administrative axd legislative systenm.

Tae second Iimpocrans feature of the system is its treatzen: <f

subscantive fssues. The ITC determinatiom of material i{nfury to a domestic

industry as a result of sudsidizad izports 1s not am onerous test for U.S.

producers to mest if thers has beec Increasing lmpor: pesetration azd

declizizg sales, precfits, employsexz:i, prices, of matket share for the domestic

tndustry. The more Important issue, from the perspective of Canadiaxn

e
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govermmezt policymakers, 1s the ITA deterszination of subsidy. The composite
def%nition of countervailable pubsidy, gleaned froc administrative
de:e:ziaatious, juéicial interpretations, and Congressional ameadmexnts, tells
foreign governsents what the U.S. cousiders to be an uefalr goverament
practice. Uzfortunately, the U.S. definition has become so broad iv receat
years that virtusllvy no govermment policy — with the probabie exception of
u:iQe:sally availabdle tax advantagas or social bemefits — {5 Iimoune froz
pctectlal attack. Recect judicial pronouncements and Cotgressional ameadments
attacking the specificity test i{liustrate that there may be ever more
tinkering with an already broad definition. At preseaz, protecticaist forces
are lobbring Congress to change U.S. law to countervall even generally
available foreign domestic programs with no trade-distorting effects., When
U.S. admin’sctrative, judicial, ard legislative authoritles can decree anv form
of govermment izvolvemeat 1in the eccnomy countervslilable, what is at risk is
the sovereigaty of a forelgn govermzent., The C.S. countervalling dutr law

corssirutes a unfque anZ aggressive Interpretatict of the GATT Subsidies

W
[a

Coda. W.tm fts domestic couatervailing duty laws, the Uniced States seeks tO

impose disciplize on the internal subsidy practices of foreign governments.
President Reagan nas annougced that he intends to increase
erforcement of other unfalr trade measures in the contingect protection
arsemal. He has showe a reluctaoce lately to use the escape clause to impose
quotas, to eater into voluptary export restrainat agreedexts with forelgn
goverazeats, or to provide adjustment assistance to demestic industries.

Instead, “e has I{ndicated a preference to use Section 301 of the Trade Act of

.. 33
1974 to opea up new markets for U.S. exporters. 4 new enphasls also is

being placed ot Section 337 of the Tariff Act of 1930, which allows eatries of

merchandise to be automatically refused at the border where the goods aTe

tainted with an unfair trade practice such as patent, trademark, copvright,

.

ané antitrus:t law icfrizgezent.



The comprozise thaz is beizg struck betweesn prot=ctionist istarests
in Congress ard the ad=infstratioe {3 iacreased ezforcezesnt of the G.S.
arsezal of trade rTemedles. TXis csuprcmise.bas scze berefizs for Canada, dut
{t also poses Tisks.

Canada benefiss froc the legalistic U.S. import Tegize tecause 2
deflecss protectionfst pressures and provides a reliable mechaniss for dealing |
with toade dispuzes. The risk for Cacada is that, as the defipnftion ol unlair
tzade praccices fao U.§. trade law becones droader, mores Canadian governmzent
polizies will be sudbject to U.S. trade racedies. As the smaller parmaer in
the worlé's lacgest bilatezal trading relazisaship, Cazada has 3 vitcal
interast ia obtaiaing clarificacion of trade Tules and limiting the iazpacti of

U.5. trade remediles oz Capadilan exports.

: '
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