UOO1ZES G/

CONTRIBUTORS
Tim Draimin, John Halstead,
David H. Pollock

A E Baxter Publication

CONTENTS

A New EuropeanQOrder. ............ 1

Letter From The President. . .. ........ 2
SIGNPOSTS . .. .................. 3
REGIONS

Sandinistas Destined For
Re-electioninNicaragua. ... ......... 5
Panama: Fallout

FomUS Invasion................. 5
DIPLOMACY

Mulroney inMoscow . .............. 6
Practicability Prevails In Moscow . . . . . .. 6
Canadians’ Strategic Viewpoint. ... ... 7
Tightening The Pursestrings. .. ....... 7
ECONOMY

Canadian Report Card. ... .......... 8
Diplomatic Bouillabaisse

leavesaBad Taste. ... ............. 9
A Curious Posture on Pacific Trade. . . . . 9
Agrictultural Reform Under GATT . . . .. 10
STATISTICS

Intemational Trade................ n
External Affairs Budget............. n
LASTWORD

The Global Agenda. .............. 12

: Gass Mal! Begrstranon No.4929 . INTERNATIONAL:

PERSPECTIVES, National Press Building. 150
Welhngton Street, Suite 302, Ottawa, Ontanq

Nandnz! Press Building, 150 Wellington Street. Suite.
302, Ottawa, Ontario, Canada . KIP 5A4  Second

GUGESNTHFNT OF EXTERNAL AFFAIRS NON - CIRCULATING i ’
GFL L
gﬁl jorIve - CONSULTER SUR PLALE
156
ENG |
Jan 1990 ll
| ) ' - D¢ E;*;:GaQ.DT : E S
= 1 L I\ L,“P ndde Nigurcd l V
qestes | Wlgagaslaiso™ =
- g — Fea P - .
) ZTCANADA ANDETHE WORLD
I JANUARY 1990 - gerumy 10 00oAHENTALLEMO LUME XIX, NUMBER 1
KEIGURKER A LA BiELIvinkduc oV mimdiche
PRESIDENT VICE-PRESIDENT
whbmer  paviamecung | A New European Order -
EDITOR ASSOCIATE EDITOR Inthe space of the last few months, we have witnessed nothing less than the birth
Edgar J.Dosman  Kenneth A.Pole pangs of a new Europe as the lIron Curtain is dismantled from within. A non-

communist government has been elected in Poland. The Communist Party in Hun-
gary hasliquidated itself in preparation for free elections. The whole power structure
of the communist regime in East Germany has been swept away in favour of a refor-
mist coalition which has proposed free elections. And in Czechoslovakia, the Com-
munist Party is under pressure to negotiate an end to its monopoly. The brutal oligar-
chy in Romania has at last been toppled and the ice is thawing in Bulgaria.

Apartfrom Romania, all this has been remarkably peaceful sofar, but the pace is
breathtaking and could easily get out of hand. Revolution, not evolution, itis com-
ing from below, unlike the reform from above which Mikhail Gorbachev is tryingin
the Soviet Union. The trouble is that while old regimes have lost legitimacy and the
capacity to govern, the new popular movements have not yet gained either the
authority or the experience to do so. Inthis vacuum, the frustration and anger of the
people could degenerate into anarchy. Thus, while the East\West confrontation has
declined, the dangers of instability have mounted.

Mostdramatic to date is the breaching of the Berlin Wall. Deeply moving and po-
litically profound, it put German reunification squarely on the international agenda
again. And this time it seems likely to be not a question of whether, but of when and
how. Chancellor Helmut Koh! proposed a three-stage shift — in tandem with East
German reforms. Vague about ‘when’ and careful about *how’, he evidently hoped
to satisfy his domestic audience while not provoking those elsewhere who harbour
fears of a resurgent Germany. He has not been entirely successful.

West Germany s EEC partners propose to accelerate their own integration. The
United States stresses the need for a gradual process that also would involve NATO.
In East Germany, reunification calls have been voiced at mass rallies but both the re-
form movements and the communists remain skeptical. As for the Soviets, they warn
against any “artificial pressures’ to precipitate the question. Significantly, the Soviets
also have invoked anew the quadrilateral machinery in Berlin, underlining what
they see as the continued responsibility of themselves, Britain, France andthe US.
for eventual disposition of the German question.

Less dramatic but no less important is the transition that has been taking place
from a bipolar to a multipolar world, with the relative decline of the two superpowers
andtherise of new power centres. Itis the EEC which so far has produced the most
substantial aid package for Eastern Europe and there is little doubt that it will be Ger-
man capital and technology which will have the greatestimpact on the econom-
icreconstruction of Eastern Europe. In fact, economic mtegrat:on ofthe Germanies
will come before their political reunification.

" Atthe same time, the Americans and Soviets find they have a common interest
in maintaining security and stability as the new Europe takes shape. NATO indeed
may be more relevant now than ever, not so much militarily but as a political instru-
ment for co-ordinating Westem policy and ensuringthatchangeismanagedin a sta-
ble manner. NATO also could develop, in time, organic links with the Warsaw Pact
asthe latter becomesincreasingly divested of its military and ideological accessories.
And there may well be a role for a more structured Conference on Security and Co-
operation in Europe. The 1990s promise to be interesting.

John Halstead is Chairman of the Canadian Council for European Affairs and former Canadian ambassador to NATO and West Germarty.
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SIGNPOSTS

OTTAWA — Canada has extended its
General Preferential Tariff to Hungary
andPoland. In effect since December 1,
it fixes most tariffs at two-thirds of the
Most Favoured Nation rate but occa-
sionally eliminates sorme tariffs. Preferen-
tial rates are accorded most manufac-
tured and semi-manufactured goods
and seme agricultural products. Moest
textiles, clothing and footwear are ex-
cluded. GPT status for Poland was fol-
lowedby an amnouncement that Cana-
da’s contribution to a $1-billion OECD
aid package for Poland would be $30
million, including emergency food aid. In
addition, Canada is preparedto resche-
dule $2.6 billion in outstanding Polish
debt. .

\X/INNIPEG — . Audrey McLaughlin,
53, a consultant and social-scientist, is
the new leader of the New Democratic
Party and the first woman to head a
mainstream federal political party in
North America. She succeeds Ed Broad-
bent — who was subsequently named
by Prime Minister Mulroney as first presi-
dent of the Montreal-based International
Centre for Human Rights and Democrat-
ic Development, which will function as
aclearing house andigovernment advi-
sory body about human rights issues
abroad. Ms. McLaughlin defeated British
Columbia MP David Barrett 1.316 to
1,072 on the fourth ballot of the leader-
ship convention. First elected to the
House of Commonsin a July, 1987 bye-
lection in.the Yukon, she led the leader-
shipcontest from the outset. There were
five other candidates.

OTTAWA — It cost Canadian soft-
woed lumber producers some $1.89

million in fiscal 1988-89 to administer *

a special export tax that was effec-
tively forced on Canada by the United

States. A report tabled in the House of

Commons shews that the Softwood
Lumber Products Export Charge gener-
ated nearly $67.05 million in the latest
fiscal year. Once administration costs
hadbeen covered, thebalance wasdis-
tributedtothe producing provinces eligi-
ble for a refund. Canada acceded tothe
tax in 1987 in the face of American
threats to impose protective tariffs on
Canadian softwoodbecause provincial
stumpage fees were seen by Washing-
ton as an unfair subsidy.

TORONTO — Canada’s first war
crimes trial has begun. Imre Finta, who
came here from Hungary as arefugeein
the 1950s, is accused of having or-
ganizedin 1944 the detention of all Jews
in Szeged and then deporting 1,815to
Nazi death camps.in Poland. The prose-
cution was made possible by ‘a 1987
Criminal Code amendment thatpermits
trials for war crimes and crimes against
humanity committed in another coun-
try as far back as World War [l. In the
meantime, an Ottawa-area man,
Michael Pawlowski, has been charged
under the same statute with'killing 490
Soviet Jews and Poles in Byelorussia.in
1942. Released.on bail shortly after his ar-

rest in late December, Pawlowski, like -
Finta, has pleaded not guilty. Justice

Departmentofficials say a total'of 45 sus-
pects are:under scrutiny andthat more
charges could be iaid by mid-summer.

OTTAWA — The current Atomic Ener
gy Control Board staff of 267 and
1989-90 budget of approximately $26
million is being augmented by 15
person-years and $2.1 million this fiscal
year. it willbe followed by 39 more PYsin
each of the next two years as well as
$10.7 million in extra funds in 1990-91
and a further $12.6 million in 1991-92.
The AECB has been particularly short of
reactor amalysts and inspectors, radio-
isotope inspectors, and staff who watch
over packaging and itransportation of
radioactive materials.

CAIRO — Atomic Energy of Canada
Ltd. isabout athird of the way through a
three-year exploratory project aimed at
developing a power reactor industry:in
Egypt. The country’s Nuclear Power
Plants Authority is learning to manufac-
ture Candu fuel bundles that willbe test-
burned at AECL’s Chalk River laborato-
ries in Ontario. Although some Canadi-
an technology is:being transferred, the
project is strictly experimental in thatno
commercial agreement hasbeen signed.
Nevertheless, the projectis seen.as akey
step toward the sale of a Candu reactor

to Egypt.

OTTAWA — Countries committed to
nuclear generation of electricity will be
watching a new Canadian review of
propoesedunderground disposal of spent
reactor fuel and other waste. An en-
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vironmental panel has been commis-
sioned and Environment Mlinister Lucien
Bouchard says it "will.teview the safety
and the acceptability’ of this option as
proposed and researched by Atomic
Energy of Canada Ltd. An independent
panel of experts told Ottawain 1977 that
deep disposal in stable Canadian Shield
igneous rock fermations was the
preferred option. That prompted a
research anddevelopment commitment
the following year. :

HALIFAX — A $33.8-million funding
arrangement with the Canadian Inter-
national Development Agency.permits
Dalhousie University toimprove Indone-
sia's environmental management capa-
bilities. Signed by External Relations
Minister Monique Landry, the agree-
ment underwrites the costs of advising
various government agencies and pri-
vate sector organizations on how to up-
grade regional planning andresource in-
formation systems and on development
of pollution control measures and en-
vironmental impact assessment proce-
dures. It also provides for training of In-
donesian professionals and assistance in
drafting envionmental management
laws.

OTTAWA — A suggestion that Cana-
da should reduce its dependence on for-
eign intelligence sources has fallen by
the political wayside. Solicitor-General
Pierre Blais says current policy is ade-
quate because ‘we have a very good
relationship with our allies.” The Security
Intelligence Review Committee had
warned that reliance on external intelli-
gence ‘may pose a threat.to Canadian
independence in some circumstances’,
even from friendly nations. ‘To the extent
that covert sources of intelligence are an
asset in gaining access to markets and
technologies and in international bar-
gaining, Canada wiill be at a disadvan-
tage withiits major trading partners. The
SIRC cited Australia’s establishment of its
own external network to concentrate
on political and economic intelligence.

OTTAWA — Draft legislation extend-
ingintellectual property laws tothe com-
puter chipindustry-has beenintroduced
in the House of Commons. The pro-
posed Integrated Circuit Topography
Act, Bill C-57, would give the two-dozen




Canadian companies that design and
manufacture integrated circuits or chips
10 years of protection against reproduc-
tion in any formfor commercial purposes
without express consent. If an IC is
manufactured elsewhere without con-

sent, the company wouldbe ableto get |

a court-ordered ban on its importation.
The value of Canadian IC production
currently is estimated at $300:million and
Canadian telecommunications firms,
globalleaders intheir field, are particular:
ly vulnerable to foreign piracy.

OTTAWA — Canada has provided
$2.5 million for the purchase and trans-
portationof food aid for refugees and dis-
placedpersonsin Senegal and Maurita-
nia: Wheat, white beans, whole milk
powder and-canned fish are being
bought by the Canadian International
Development Agency for distribution by
UN staff.

OTTAWA — A mid-October declara-
tion by Canada that it would be con-
tributing $5 million to the World Bank'’s
Technical Assistance- Grant Programme
for environmental activities was a trifle
premature. None of the funding, to be
provided over five years, had been for-
warded by the Canadian International
Development Agency by the end of the
year. '

VANCOUVER — Inderiit Singh Reyat,
wanted on manslaughter and explo-
sives charges in connection with a 1985
bombing at Tokyo's Narita airport isback
in Canada after alengthy battle against
extradition. A resident of British Celum-
bia when two Japanese baggage han-
dlers were killed at Narita, he'moved to
England in mid-1986 and was arrested
thereinearly 1988. He fought extradition
through magistrate’s court and the High
Court before the House of Lords refused
to consider a final appeal. He then
sought Home Secretary David Wad-
dington’s personal intervention to per-
mit an appeal to the European Commis-
sion on Human Rights but this was
refused.

TORONTO — The Royal Bank of Cana-
dasays there is ‘adistinct possibility” that
the current excess capacityinthe North
American automotive sector will lead to
industry pressure on government ‘to in-
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crease protectionist measures.’ It also
suggests thatimport penetration of the
Canadian passenger car market, which
was 36% in the third quarter of 1989

'| compared with the year-earlier 34.5%,

might increase as overseas manufac-
turers move aggressively to capture an
increasing share through incentive and
new model offerings.

OTTAWA — Canada's policy of damp-

ening inflation by keeping interestrates

| high is backfiring on the government.

Finance Minister Michael Wilson has
disclosed that the Bank of Canada poli-
cy. which has resulted in rates that are
four points higher than they are.in.the
US., hasadded $6.5 billionto the cost of
carrying the cumulative debt in the cur-
rent fiscal'year. “We were looking at in-
terest costsof, I think, $33 billion ... atthe
time of the last budget’, he says. 'They've
gone up to $35 billion. Thathasmeant a
significant change in the fiscal position
of the government!

OTTAWA — Canadian and American
officials are planning formal talks onin-
come and estate tax matters.’in the ear-
ly partof 1990', the Finance Department
says. ‘These discussions will focus
primarily on the effect on Canadians.of
recent changes to the-United States fed-

eral estate tax and on the:provisions of

the convention ... with respect to taxes
on income and on capital signed on Sep-
tember 26, 1980 Before a date for the
talks to begin is fixed, the department’s
TaxPolicy and Legislation:Branch — 140
O’Connor Street, Ottawa KA 0GS5, tele-
phone (613) 992-4859 — is soliciting
comments on what specific questions
should be addressed.

CHICAGO — A poll.commissioned by
American and Mexican corporate in-
terests suggests that 85% of US. resi-
dents favour a North American com-
mon market. It involved 1,200 respon-
dents whowere surveyedby telephone
in November and was keyed to antici-
pated competition when the European
Economic Community drops its internal
trade barriersin 1992. ‘It’s an evolution-
ary thing that appearsto be inevitable,
comments Nino Neriega, spckesman
for the U.S-Mexican Development Cor-
poration. ‘You have Mexico with vast
natural resourcesand alarge pool of less
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expensive labour; the U.S. withitechno-
logical expertise; and Canada with a
small population but a strong currency
and credit power:

LUSAKA — Jacques Bussieres, senior
advisor to Bank of Canada Governor
John Crow on international affairs,
has been named Governor of the Cen-
tral Bank of Zambia through a pro-
tocol agreed to by Prime Minister Mul-
roney and President Kemneth Kaunda.
'This agreement has been reached in
recognition of the assistance neededby
Zambia in its programme for structural
adjustment,’ the Prime Minister’s Office
said in a prepared statement. With the
Bank of Canada in various capacities
since 1960, Mr. Bussieres, a commerce
alumnus of Laval University in Quebec
City, has done post-graduate work in
economics at Harvard and the London
School of Economics. President Kaunda
fired his former central bank head, the
fourthto holdthe postin asmany years,
amid allegatlons of corruption late last
year.

TORONTO — The Ontaric Municipal
Board has upheld an Ottawabylaw that
prevents foreign missionsfromoepening
more offices in residential areas of the na-
tional capital. The city passed the bylaw
in response to homeowners’ complaints
about the presence of armed RCMP
guardsin security posts. Henceforth, the
size and number of the postsis restricted
and foreign governments’ proposals for
new chancelleries will require zoning
approvals,

VANCOUVER — Visiting foreign
warships are entitled to the same legal
protection afforded domestic vessels.
Judge W. C. Craig of the British Co-
lumbia provincial court handed down
this ruling at the beginning of a trial
of nine Greenpeace activists who were
arrested during a protest against the
presence of the American aircraft car
rier USS Independence on a courtesy
visit to Vancouver in August. They
are charged with mischief and couild
face up to five years in prison as well
as stiff fines. Their defence counsel
had argued that aforeign-registered ves-
sel is similar to an embassy and should
be outside of a Canadian court’s juris-
diction.

REGIONS

Sandinistas Destined for Re-election in Nicaragua

MANAGUA — The ’holiday season’
brought dramatic reminders of United
States’ strength and'weaknessin Central
America. General Noriega was eventu-
ally toppled by the 24,000-strong US.
military force that invaded Panama De-
cember 20. But, as a poll released Janu-
ary 5 indicates, Nicaragua's Sandinista
government seems sure of re-election
February 25.

Theeventsin Panama had adirectimr
pacton Nicaragua. Soon after the inva-
sion, the Americans éncircled the
Nicaraguan embassy only to have
Nicaragua reciprocate against Washing-
ton’s embassy in Managua. Then the
US troops raided the Panama City home
of Nicaragua’s ambassador. Nicaraguan
President Daniel Ortega described the
immediate aftermath of the raid, which
culminated in the expulsion of 20 US.
diplomats from Nicaragua, astheclosest
the two countries had come to direct
hostilities.

Indirect hostilities continuedthough.
On New Year’s day, elements of the US-
backed Contras — who subsequently
denied responsibility — killed two nuns,
an American and a Nicaraguan, and
wounded a US-born Bishop. Four days
later, another Contra attack claimed two
mare lives, including that of a Sandinista
election campaign official.

Nicaragua’s electoral process con-
tinues normally despite this. Conducted
in December, the poll showed President
Ortega and the Sandinistas pulling away
from Violeta Chamoro’s right-of-centre
United Nicaraguan Opposition (UNO).

But there remains a sizable undecided
vote and the Panamainvasion, support-
ed by the UNO, undoubtedly will further
the Sandinistas’ appeal to this bleck of
voters. The question hereis how the US
will react to the Sandinistas’ increasing-
ly certain victory. Before Panama, many
optimistically hoped President Bush fi-
nally would terminate Washington'’s
$4-million-a-month support for the Con-
tras after the election, even though his
pledgeis only to end the trade embargo
if Chamorro wins. Now the ultimate
direction of US. policy is clouded. Dis-
trust of U.S. intentions runs so high that
there is widespread fear Washington
might provoke incidents to discredit the
electoral process. Itis not clear how that

could be achieved, however, given the
multitudinous presence of the different
Organization of American States (OAS),
United Nations (UN) and non-
governmental observers.

Washington has invested heavily in
the Nicaraguan opposition. Newsweek
reports the CIA spent $5 million on
covert aid by September 1989. Congress
allecated $9 million in overt aid two
months later. U.S. policy-makers still seem
to find it hard'to accept that radical na-

tionalism, fueled by deeply-rooted ‘anti--

Yanqui’ emotions'could gain a majority.
Stereotypical comparisons between so-
cialist Nicaragua and communist
Eastern Europe misunderstand the in-
digenous-oots of Nicaragua's pragmatic
revolution. In a clear statement of oppo-
sition to the Contra war, the Central
American presidents called December
12 for all Contra monies to go through
the joint UN-OAS Intemnational Support
and Verification Commission (CIAV)
overseeing Contra demobilization and
repatriation. The presidents also extend-
ed their demgbilization deadline to
February 5. Thé US. then committed
some money for CIAV's operations.
Canada has contributed $700.000 to
Nicaragua’s Supreme Election Council
and has made a thinly-veiled appeal to
Washington to respect the election
results. Addressing lastfall’s Hemispheric
Summit in Costa Rica, Prime Minister

Mulroney said that ‘once the people of
Nicaragua have freely Spoken, their will
must be fully respected — inside
Nicaragua and out!

Canada has been much more circum-
spect when addressing the Contra issue.
Due to escalating Contra attacks,
Nicaragua suspended its unilaterally
maintained ceasefire with them. Exter-
nal Affairs Minister Joe Clark declines
comment on Nicaragua’s charges, say-
ing Canada’s lack of representation on
the ground prevents his department
from having enough information.

Canadian officials in the past have
maintainedthat Canada must carefully
protectits ‘néutrality’ as amember of the
United Nations Observer Groupin Cen-
tral America. 'Hence, there has never
been-any explicit criticism-of US. policy. It
is far from clear how Canada’s neutral
posture squares with the Prime
Minister’s support for the U.S. invasion of
Panama. An unofficial Canadian elec-
tion observer group, led by the.Canadi:
an Council for International Coopera-
tionand the Inter-Church Committee for
Human Rights in Latin America, has
concluded that ‘American intervention
continues as the mainobstacleto the at-
tainment of free and fair elections.” Even.
the UN observers, headedby former US.
Cabinetmember Elliot Richardson, have
acknowledgedthat Contra attacks had
tripled during voter registration.

Tim Draimin is Manager of Develdpment Policy for the Canadian Council forinternational Cooperation.
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DIPLOMACY

Muironey in Moscow: A Sign of the Times

The first visit by a Canadian prime
minister to the Soviet Unionin 18 years
was triumphal, contrary to predictable
political and media sniping thatithad to
make up in style what it lacked in sub-
stance. Prime Minister Muironey’s rap-
port with Mikhail Gorbachev, and the
welter of signed agreements and
memoranda were eloquent testimony to
a more productive relationshipbetween
the world’s two major Arctic nations.
Furthermore, many of the 200-odd
businessmen along for the trip were en-
thusiastic about opportunities for trade
and investment, and a prominent
Ottawa-based legal firm, Gowling Stra-
thy Henderson, has already moved to
establish a Moscow office to facilitate in-
vestment and joint ventures. Central to
the economic part of the visit was an
agreement in which each country
promises to ensure that the other’s in-
vestments will receive ‘fair treatmentin
cases of expropriation, nationalization or
transfer of funds

Possibly the most important aspect of
the trip from a strategic perspective was
a declaration by the two leaders that
their governments ‘respect the rights of
the peoplesof Europe to pursue paths of
political and economic change without
outside interference and in an at-
mosphere of international confidence
and security Signed in the Kremlin, the
document is seen as a-commitment by
the Soviets not to intervene in the
democratization taking place among
many of its allies. ‘Both countries are
committed to building bridges of under-
standing and co-operationto overcome
this legacy (of a divided and heavily-
armed Europe) and strengthen their
common search for security” Mr. Mul-
roney, previously reserved in his-assess-
ment of President Gorbachev's perestroi-
ka and glasnost, was laudatory in
Moscow. ‘He’'s @ man of great vision
who has initiated profound reforms that
have clearly had a beneficial effect, not
only across Europe but around the
world! Mr. Gorbachev cailed his visitor
‘a personality and policy-maker® who
meets the demands of a changing world.
Welcoming the refreshed Canada-Soviet
relationship, he predicted it would be-
come ‘richer and more substantive.’ The
visit included an announcement of

Canadian plans for a consulate in Kiev.

There also was confirmation that
NATO and Warsaw Pact foreign
ministers were invited to a February
12-14 ‘open skies’ conference in Ottawa.
Soviet Foreign Minister Eduard Shevard-
nadze and his American counterpart,
Secretary of State James Baker, had al-
ready accepted. Open skies would per-
mit ‘short-notice overflights® of the signa-
tories’ territory by others” unarmed air-
craft ‘to satisfy themselves regarding the
peaceful intentions of the other adher-
ents’ Canada’s position is that there
should be norestrictions other than the
basic air safety requlations applicable to
civil aircraft. The Ottawa ministers con-
ference is followed by 2 weeks of offi-
cials’ meetings. This is to be followed
within a few months by a conference in
Hungary before any agreements are
signed. In that vein, a Canada-Soviet
agreement establishing the first military
exchange programme between the two
countries was signed.

Another agreement will lead to a
resumption of scheduled Canadian air
service to Moscow this year. The agree-
mentamends a 1966 bilateral agreement
to give Canadian Airlines International
Limited rights to a route given up by Air
Canada in 1977. In return, Aeroflot has
rights to the routes between Gander,
Newfoundland, and Shannon, Ireland, as
well as Gander-Cuba. ‘The new traffic

-rights created by this amendment are ex-

pected ... alsoto lay the basis for a further
mutual expansion of traffic rights at the
next round of air negotiationsin 1990, Ex-
ternal Affairs Minister Joe Clark’s staff ex-
plained after he and Mr. Shevardnadze ex-
changed notes. Although-the route was
unprofitable for Air Canada, ‘the demand
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for expanded air service between Canada
and the Soviet Union has increased con-
siderably in the past year as both business
ties and tourism ... have escalated, Mr.
Clark’s staff said.

Several agreements of an environ-
mental nature also were signed. The
broadest is a fouryear commitment to
‘joint action in areas such as environ-
mental protection, atmospheric and
marine pollution, climate change and
ecosystem conservation.” A Memo-
randum of Understanding on co-
operative atmospheric environmental
programmes will facilitate an exchange
of data on pollution. A second MoU wi-
thin the agreement’'s ambit should to
promote ‘scientific co-operation in water
research and future joint commission
research ventures.” Another agreement
establishes a framewaork for Arctic co-
operation, including creation of a joint to
oversee scientific, technical, economic,
social and cultural co-operation. A
separate MaoU, signed by Mr. Mulroney
and Prime Minister Nikolai Ryzhkov, is
designed to limit oil spill potential. ‘Our
first priority is to improve the method of
prevention as well as requlatory and
monitoring initiatives in each country,
Mr. Mulroney said. ‘The second priority
is to reduce and control ship-source pol-
fution through improved technology
and greater international co-operation
on information- and resource-sharing.’ It
commits both governments to exchang-
ing a wide range of information on such
things as environmental legislation, pol-
lution prevention and monitoring and
cleanup capabilities and research inthe
field. It also provides for an exchange of
icebreaker captains as well as observers
for cleanup at ‘significant’ spills.
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Tightening the Pursestrings: Aid Budget in Jeopardy?

The $1.8 billion trimmed from Cana-
da’s Official Development Assistance
{ODA) budget over the next 5 years does
not ‘reflect the wishes of a broad majori-
ty of Canadians who support aleading
role for their country in fosteringinterna-
tional development,” the North-South In-
stitute (NSI) says. Yetthe latest Canadian
Institute for International Peace and
Security poll indicates that a sizable num-
ber of Canadians may feel differently.
possibly paving the way for further cuts
as the government bears down on
deficit reduction.

The NSI says if Ottawa is contemplat-
ing further aid cutbacks this year, it
would be ‘an abdication of Canada’s
commitment to developing countries’
While it sympathizes with the need to
curb the deficit, it feels ‘strongly that this
should not be attempted at the cost of
hurting our assistance to developing
countries and jeopardizing prospects of
moves toward a co-operative global
community’ Furthermore, it considers
the $1.8-billion reduction as ‘apparent
abandonment’ of the goal agreed to by

the government.

A possible signal of the government'’s
intent is the pre-Christmas announce-
ment that $1.4 billion will be trimmed
from overall spending in the next sever-
alyears, beginning with $460 millionin
1990-91. There is a two-year extension of
the 2% annual cap on departments’
operating and maintenance budgets.
There also is a reduction of $ 70 millionin
funds for External Affairs and Interna-
tional Trade, starting with $10 million in
fiscal 1990-91 and rising in $5-million
increments through the following three
years. ‘Cuts will be consideredin all areas
of operations, Treasury Board says of
EA&IT. It also plans ‘a full review’ of
Canadian International Development
Agency decentralization, including
potential transfer of staff to the field. "It is
felt that savings may be achieved by
reducing or regionalizing some special-
ized aid delivery functions.... Construc-
tion of new aid administration facilities
will be deferred!

Public opinion aside, any re-
examination of Canada’s aid commit-
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ment must be done against the back-
drop of the recent meeting in Paris of
representatives of the World Bank, the
International Monetary Fund, the UN
Development Programme, and the De-
velopment Assistance Committee of the
OECD. They agreed ‘the essential con-
clusion of DAC’s work ... in the 1990s’
must be a break in ‘the vicious circle of
underdevelopment that links high popu-
lation growth, poverty, mainutrition, il-
literacy and environmental degradation’
This would require economic and de-
velopment strategies that promote sus-
tainable growth while facilitating broad-
er participation by the populations of the
affected countries. ‘Developing coun-
tries themselves are uitimately responsi-
ble for their own development’, but aid
remained essential within an interna-
tional framework that fosters trade and
investment.

‘Developed and other economically
advanced countries cannotlive inisolat-
ed enclaves of prosperity, the four bodies
concurred.




DIPLOMA

Mulironey in Moscow: A Sign of the Tin

The first visit by a Canadian prime
minister to the Soviet Union in 18 years
was triumphal, contrary to predictable
political and media sniping thatit had to
make up in style what it lacked in sub-
stance. Prime Minister Mulroney's rap-
port with Mikhail Gorbachev, and the
welter of signed agreements and
memoranda were eloquent testimony to
a more productive relationship between
the world’s two major Arctic nations.
Furthermore, many of the 200-odd
businessmen along for the trip were en-
thusiastic about opportunities for trade
and investment, and a prominent
Ottawa-based legal firm, Gowling Stra-
thy Henderson, has already moved to
establish a Moscowv office to facilitate in-
vestment and joint ventures. Central to
the economic part of the visit was an
agreement in which each country
promises to ensure that the other’s in-
vestments will receive ‘fair treatmentin
cases of expropriation, nationalization or
transfer of funds;

Possibly the mostimportant aspect of
the trip from a strategic perspective was
a declaration by the two leaders that
their governments ‘respect the rights of
the peoplesof Europe to pursue paths of
political and economic change without
outside .interference and in an at-
mosphere of international confidence
and security’ Signed in thhe Kremlin, the
document is seen as a commitment by
the Soviets not to intervene in the
democratization taking place among
many of its allies. ‘Both countries are
committed to building bridges of under-
standing and co-operation to overcome
this legacy (of a divided and'heavily-
armed Europe) and strengthen their
common search for security, Mr. Mul-
roney, previously reservedin:his assess-
ment of President Gorbachev's perestroi-
ka and glasnost, was laudatory in
Moscow. ‘He's a man of great vision
who hasiinitiated profound reforms that
have clearly had a beneficial effect, not
only across Europe but around the
world’ Mr. Gorbachev called his visitor
‘a personality and policy-maker’ who
meets the demands of.a changing world.
Welcoming the refreshed Canada-Soviet
relationship, he predicted it would be-
come ‘richer amd more substantive’ The
visit included an announcement of

Canadian plans for a consulate in Kiev.

There also was confirmation that
NATO and Warsaw Pact foreign
ministers were invited to a February
12-14 ‘open skies’ conference in Ottawa.
Soviet Foreign Minister Eduard Shevard-
nadze and his American counterpart,
Secretary of State James Baker, had al-
ready accepted. Open skies would per-
mit ‘short-notice overflights’ of the signa-
tories’ territory by others’ unarmed air-
craft 'to satisfy themselves regardingthe
peaceful intentions of the other adher-
ents’ Canada’s position is that there
should be norestrictions other than the
basic air safety regulations applicableto
civil aircraft. The Ottawa ministers con-
ference is followed by 2 weeks of offi-
cials’ meetings. This is to be followed
within a few months by a conferencein
Hungary before any agreements-are
signed. In that vein, a Canada-Soviet
agreement establishing the first military
exchange programme between the two
countries was signed.

Another agreement will lead to a
resumption of scheduled Canadian air
service to Moscow this year. The agree-
ment amends a 1966 bilateralagreement
to give Canadian Airlines International
Limited rights to-a route given up by Air
Canada in 1977. In return, Aeroflot has
rights to the routes between Gander,
Newfoundland, and Shanmon, Ireland, as
well as Gander-Cuba. ‘The new traffic
rights created by this amendment are ex-
pected ... also to-lay the basis for a further
mutual expansion of traffic rights at the
next round of air negotiations in 1990, Ex-
ternal Affairs Minister Joe Clark’s staff ex-
plained after he and Mr. Shevardnadze ex-
changed:notes. Although the route was
umprofitable for Air Canada, ‘the demand
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research and future joint commission
research ventures. Another agreement
establishes a framework for Arctic co-
operation, including creation of ajointto
oversee scientific, technical, economic,
social and cuitural co-operation. A
separate MoU, signed by Mr. Mulroney
and Prime Minister Nikolai Ryzhkov, is
designed to limit oil spill potential. "Our
first priority is to improve the method of
prevention as well as reguiatory and
monitoring initiatives in each country;
Mr. Mulroney said. ‘' The second priority
is to reduce and control ship-source pol-
lution through improved technology
and greater international co-operation
on information- and resource-sharing.’ It
commitsboth governments to exchang-
ing a wide range of information on such
things as environmental legisiation, pol-
lution prevention and monitoring and
cleanup capabilities and research in the
field. It also provides for an exchange of
icebreaker captains as well as observers
for cleanup at ‘significant’ spills.
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threat is an improvement on last year'’s
1% . Concern aboutthe ‘armsrace’ con-
tinues to decline, to 21% from 1988°s 23,
while concern about ‘regional conflict’
slips to 25 % from 28. Although there is a
sharp rise, to 40% from 32, in the
proportion of worried about nuclear
proliferation, the chance of nuclear war
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evenly divided on the p055|b|||ty that
Canada might acquire more
conventionally-powered submarines
now that pians for a nuclear fleet have
been scrapped. A total of 50.1% are
‘strongly’ or ‘somewhat’ in favour of the
conventional option compared with
49.9% who oppose it. Asked about

1.2% prefer the opposite. Some
want even reductions in both
ce andforeign aid compared with
who feel the cuts should have
smaller.

hough the poll was done in Oc-
and November, well before Prime
fer Mulroney’s stated commitment
Issels to keeping Canadian Forces
ope as part of NATO, theresponse
:sts Mr. Mulroney is on the right
an this aspect of Canadian defence
* Participation in NATO is very im-
nt’ to 52.4% of the respondents
—w..sared with 33.7% for whom it is
only ‘'somewhat’ so and only 13.9 % for
whomitis ‘not very’ important. The size
of the current Canadian commitment is
‘justabout right’ for 58.6% while 16.9%
feel it should be more, 10.4% feel it
should be less and 14.1% want total
withdrawal.

Tightening the Pursestrings: Aid Budget in Jeopardy?

The $1.8 billion trimmed from Cana-
da’s Official Development Assistance
[ODA) budgetover the next 5 years does
not ‘reflect the wishes of abroad majori-
ty of Canadians who supporta leading
role for their country infostering interna-
tional development,” the North-South In-
stitute (NSI) says. Yet the latest Canadian
Institute for International Peace and
Security pollindicates that a sizable num-
ber of Canadians may feel differently,
possibly paving the way for further cuts
as the government bears down on
deficit reduction.

The NSI'says if Ottawa is contemplat-
ing further aid cutbacks this year, it
would be ‘an abdication of Canada’s
commitment to developing countries.
While it sympathizes with the need to
curb the deficit, it feels 'strongly that this
should not be attempted at the cost of
hurting our assistance to developing
countries and jeopardizing:prospects of
moves toward a co-operative global
community’ Furthermore, it considers
the $1.8-billion reduction as ‘apparent
abandonment’ of the goal agreedto by

the government.

A possible signal of the government’s
intent is the pre-Christmas announce-
ment that $1.4 billion will be trimmed
from overall spending in the next sever-
alyears, beginning with $ 460 millionin
1990-91. There is a two-year extension of
the 2% annual cap on departments’
operating and maintenance budgets.
There alsois areduction of $ 70 millionin
funds for External Affairs and Interna-
tional Trade, starting with $10 million in
fiscal 1990-91 and rising in $5-million
increments through-the following three
years. ‘Cuts willbe considered in all areas
of operations, Treasury Board says of
EA&IT. It alse plans ‘a full review' of
Canadian International Development
Agency -decentralization, including
potential transfer of staff to the field. “itis
felt that savings may be achieved by
reducing or regionalizing some special-
ized aid delivery functions.... Construc-
tion of new aid administration facilities
will be deferred’

Public opinion aside, any re-
examination of Canada’s aid commit-

ment must be done against the back-
drop of the recent meeting in Paris of
representatives of the World Bank, the
International Monetary Fund, the UN
Development Programme, and the De-
velopment Assistance Committee of the
OECD. They agreed ‘the essential con-
clusion of DAC's work ... in the 1990s’
must be a break'in 'the vicious circle of
underdevelopment that links high popu-
lation growth, poverty, malnutrition, il-
literacy and environmental degradation.
This would require economic and de-
velopment strategies that promote sus-
tainable growth while facilitating broad-
er participation by the populations of the
affected countries. ‘Developing coun-
tries themselves are ultimately responsi-
ble for their own development’, but aid
remained essential within an interna-
tional framework that fosters trade and
investment.

‘Developed and other economically
advanced countries cannotlive in.isolat-
edenclaves of prosperity, the four bodies
concurred.
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the economic part of the visit was an
agreement in which each country
promises to ensure that the other’s in-
vestments will receive ‘fair treatment in
cases of expropriation, nationalization or
transfer of funds.

Possibly the most important aspect of
the trip from a strategic perspective was
a declaration by the two leaders that
their governments ‘respect the rights of
the peoplesof Europe to pursue paths of
political and economic change without
outside interference and in an at-
mosphere of international confidence
and security’ Signed in the Kremlin, the
document is seen as a commitment by
the Soviets not to intervene in the
democratization taking place among
many of its allies. ‘Both countries are
committed to building bridges of under-
standing and co-operation to overcome
this legacy (of a divided and heavily-
armed Europe) and strengthen their
common search for- security’ Mr. Mul-
roney, previously reserved in his assess-
rment of President Gorbachev’s perestroi-
ka and glasnost, was laudatory in
Moscow. ‘He’s a man of great vision
who hasinitiated profound reforms that
have clearly had a beneficial effect, not
only across Europe but around the
world! Mr. Gorbachev called his visitor
‘a personality and policy-maker’ who
meets the demands of a changing world.
Welcoming the refreshed Canada-Soviet
relationship, he predicted it would be-
come ‘richer and more substantive’ The
visit included an announcement of
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cials” meetings. This is to be followed
within a few months.by a conference in
Hungary before any agreements -are
signed. In that vein, a Canada-Soviet
agreement establishing the first military
exchange programme between the two
countries was signed.

Another agreement will lead to a
resumption of scheduled Canadian air
service to Moscow this year. The agree-
mentamends a 1966 bilateral agreement
to give Canadian Airlines International
Lirited rights to a route given up by Air
Canada in 1977. In return, Aeroflot has
rights to the routes between Gander,
Newfoundland, and Shanmon, Ireland, as
well as Gander-Cuba. ‘The new traffic
rights created by this amendment are ex-
pected ... also to.lay the basis for a further
mutual expansion of traffic rights at the
nextroundof air negotiations in 1990, Ex-
ternal Affairs Minister Joe Clark’s staff ex-
plained after he and Mr. Shevardnadze ex-
changed notes. Although the route was
unproﬁtable for Air Canada, ‘the demand
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research and future joint commission
research ventures. Another agreement
establishes a framework for Arctic co-
operation, including.creation of a jointto
oversee scientific, technical, economic,
social and cultural co-operation. A
separate-MoU, signed by Mr. Mulroney
and Prime Minister Nikolai Ryzhkov, is
designed to limit oil spill potential. ‘Our
first priority is to improve the method of
prevention as well as regulatory and
monitoring initiatives in each country;
Mr. Mulroney said. ‘The second priority
is to reduce andcontrol ship-source pol-
lution through improved technology
and greater international co-operation
on information- and resource-sharing. It
commits both governments toexchang-
ing a wide range of informationon such
things as environmentallegislation, pol-
lution prevention and monitoring and
cleanup capabilities and research in the
field. It also provides for an exchange of
icebreaker captains as well as observers
for cleanup at 'significant' spills.
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Canadians’ Strategic Viewpoint: The Latest CIIPS Poll

As fears of a superpower conflict
diminish, Canadians evidently are focus-
ing their concern on possible prolifera-
tion of nuclear weapons to smaller
countries that:might be less reluctant to
use them. This is one finding of the latest
national poll conducted for the
government-funded Canadian Institute
for International Peace and Security by
Longwoods Research Group. It used a
nationally random sample of 890
respondents and the 50% response rate,
yields a 7-point margin of error.

‘Soviet actions on the international
scene’ are seen by 5.4 % as the greatest
military threat to world peace, a perspec-
tive consistent through three CIIPS polls.
The 9% who see the US. as the greatest

threat is an improvement on last year's.

11%. Concern about the ‘arms race’ con-
tinuesto decline, to 21% from 1988's 23,
while concern about ‘regional conflict’
slipsto 25 % from 28. Although there is a
sharp rise, to 40% from 32, in the
proportion of worried about nuclear
proliferation, the chance of nuclear war

compared with 10 years ago generally.is
considered much smaller today with en-
vironmental and economic threats tak-
ing precedence over military ones.

" Some 56.2% of the respondents
agree with asuggestion thatnuclear de-
terrence-has been effective and 70.5%
are confident it will remain so. On the
other hand, the possibility of ‘terrorists or
amadman’ using nuclear weapons wi-
thin the respondents’ lifetime is consi-
dered ‘very likely’ by 23.3% and ‘likely’
by 51.5%. Similar numbers turned up
when the respondents were asked
about the possibility of someone other
than the Americans or Soviets using a
nuclear weapon in a regional conflict.

As for domestic policy, opinion is
evenly divided on the possibility that
Canada might acquire more
conventionally-powered submarines
now that plans for a nudlear fleet have
been scrapped. A total of 50.1% are
‘strongly’ or ‘somewhat’ in favour of the
conventional option -compared with
49.9% who oppose it. Asked about

government priorities qver the next five
years, 23.6% of the latest sample want
foreign aid cuts rather than defence cuts
but 21.2% prefer the opposite. Some
29% want even reductions in both
defence and foreign aid compared with
9.7% who feel the cuts should have
been smaller.

Although the poll was done in Oc-
tober and November, well before Prime
Minister Mulroney''s stated commitment
in Brussels to keeping Canadian Forces
in Europe as part of NATO, the response
suggests Mr. Mulroney is on the right
track on this aspect of Canadian defence
policy. Participationt in NATO is ‘very im-
portant’ to 52.4% of the respondents
compared with 33.7% for whom it is
only ‘somewhat’ so and only 13.9 % for
whomitis ‘not very' important. The size
of the current Canadian commitment is
‘just aboutright’ for 58.6% while 16.9%
feel it should be more, 10.4% feel it
should be less and 14.1% want total
withdrawal.

Tightening the Pursestrings: Aid Budget in Jeopardy?

The $1.8 billion trimmed from Cana-
da’s Official Development Assistance
(ODA) budget over the next 5 years does
not ‘reflect the wishes of a-broad majori-
ty of Canadians who support a leading
role for their country in fosteringinterna-
tional development. the North-South/n-
stitute (NSI) says. Yetthe latest Canadian
Institute for International. Peace and
Security poll indicates that a sizable num-
ber of Canadians may feel differently,
possibly paving the way for further cuts
as the government bears down on
deficit reduction.

The NSI says if Ottawa is contemplat-
ing further aid cutbacks this year, it
would be ‘an abdication of Canada’s
commitment to developing countries.
While it sympathizes with the need to
curb the deficit, it feels 'strongly that this
should not.be attempted at the cost of
hurting our assistance to developing
countries and jeopardizing prospects of
moves toward a co-operative global
community, Furthermore, it considers
the $1.8-billion reduction as ‘apparent
abandonment’ of the goal agreed to by

the government.

A possible signal of the government's
intent is the pre-Christmas announce-
ment that $1.4 billion will be trimmed
from overall spending in.the next sever-
alyears, beginning with $460millionin
1990-91. There is a two-year extension of
the 2% annual cap on departments’
operating and maintenance budgets.
There also is a reduction of $ 70 millionin
funds for External Affairs and Interna-
tional Trade, starting with $10million in
fiscal 1990-91 and rising in $5-million
increments through the following three
years. ‘Cuts willbe considered in all areas
of operations, Treasury Board says of
EA&IT. It also plans ‘a full review’ of
Canadian International Development
Agency decentralization, including
potential transfer of staff to thefield. ‘Itis
felt that savings may be achieved by
reducing or regionalizing some special-
ized aid delivery functions.... Construc-
tion of new aid administration facilities
will be deferred

Public opinion aside, any re-
examination of Canada’s aid commit-
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ment must be done against the back-
drop of the recent meeting in Paris of
representatives of the World Bank, the
International Monetary Fund, the UN
Development Programme, and the De-
velopment Assistance Committee of the
OECD. They agreed ‘the essential con-
clusion of DAC’s work ... in the 1990s’
must be a break in ‘the vicious circle of
underdevelopment thatlinks high popu-
lation growth, poverty, malnutrition, il-
literacy and environmental degradation.
This would require economic and de-
velopment strategies that promote sus-
tainable growth whilefacilitating broad-
er participation by the populations of the
affected countries. ‘Developing coun-
tries themselves are ultimately responsi-
ble for their own development’, but aid
remained essential within an interna-
tional framework that fosters trade and
investment,

‘Developed and other economically
advanced countries cannotlive inisolat-
ed enclaves of prosperity the four bodies
concurred.




ECONOMY

Canadian Report Card: Mixed Marks and a Look Ahead

The latest Organization for EConomic
Co-operation and Development survey
of the Canadian economy lauds em-
ployment growth second to none
among the major OECD members in
1988-89 and economic growth second
onlyto Japan’s. ‘Both the rate of unem-
ployment and capacity utilization
reached levels considered to represerits
‘full resource utilization’ in the course of
1988 and have exceeded them since!
However, the OECD proceeds from
there to pointout that there has beentlit-
tle additional progressin Canada’s fight
against inflation since the rapid post:
recession reduction in 1983-84. In addi-
tion, the federal deficit remains excessive.
‘Output growth was stimulated by
buoyant domestic demand, especially
gross fixed capital formation, entailinga
continuing decline in the foreign
balance’, the Paris-based organization
comments. ‘Repercussions on the cur-
rentaccountin 1988 were cushioned by
a further improvement in the terms of
trade and by large net transfer receipts
relatedto immigration from Asia.’

Onmonetary policy, the OECD cites
the progressive tightening and says that
given the importance of preventing a
resurgence of inflation and the crucial
role of the Bank of Canada’s credibility in
attaining this goal, the tighter monetary
policy is appropriate and generally well
received by the money markets.
‘Achievement of the officially-declared
objective of price stability would require
temporarily openinga gap between ac-
tual and potential output.... All else
equal, successful pursuit of the price sta-
bility objective would imply a trend ap-
preciation of the Canadian currency, to
theextent that other countries were-less
successfulin stabilizing their price levels,
thereby maintaining the real effective
value of the Canadian dollar’

AN unforeseen increase in debt in-
terest payments brought a sharp deteri-
oration in Ottawa’s projected financial
position for 1989-90. This puts in some

jeopardy the government’s fiscal con-
solidation goals for the medium term.
But the last budget’s moves to restrain
discretionary spending and to boost
revenues were expected to yield netin-
creases of $3.7 billion and $7 billion in
the current and 1990-91 fiscal years. The

OECD says these would seem "neces-
sary and sufficient’ to put the consolida-
tion programme back on track, consis-
tent with the policy goals of stabilizing
by the ratio of public debt to GDP and
then reducingit, The latest budget meas-
ures were admittedly more reliant on
revenue enhancement than on spend-

ing restraint, but the OECD nevertheless*

expects that most of the medium-term
gains will come from the réstraint.
Within days of the Canadian survey's
release, the OECD issued its 46th Eco-
nomic Outlook for all 24 member coun-
tries, affording a look at Canada within
an overall context. Growth in output
over the next two years is expected to
slide below Canada’s potential and un-
employment is expected to be stable.
Gross Domestic Product {GDP) at market
prices is forecast at 2.0% in 1990 — a
comedown from last year’s preliminary
2.9% — before an anticipated modest
recovery to 2.2% in 1991. The unem-
ployment rate, which averaged 7.5% in
1989, is put at 7.6 % and 8:.0% in 1990
and 1991, respectively. ‘The slowdown
in the growth of domestic .demand

- which became apparent in the second

quarter of 1989 may persist until 1991.
However, high employmentlevels, con-
tinuing strength of private non-
residential investment, and the sustained
expansion of world trade should under-
pin steady, albeit modest, rates of domes-
tic output growth.’

The expected deceleration is attribut-
ed to a projected gradual decline in ex-
port volume growth, which is due main-
ly to dedlining United States demand,
and to ‘restrictive’ domestic fiscal and
monetary policies. The current external
deficit of approximately 1.75% of GDP is
expected to widen to nearly 3% by the
end of 1991. ‘Consumer-price increases
are projected to decelerate somewhat in
1990’ the OECD says. ‘However, theim-
pending implementation of the reform
of indirect taxation will entail step in-
crease inthe CPI{Consumer Price Index|
of slightly more than 2% inearly 1991. It
is crucially important that thisincreasein
the price level not initiate a self-
perpetuating price-wage spiral.’ (It
should be noted that this latest Survey,
which was completed in mid-October,
could not takeinto-account unanticipat-

INTERNATIONAL PERSPECTIVES
8

ed shifts inthe government’s plans for the
Goods and Services Tax, notably the
retrenchment to 7% fromthe original 9%
rate for the value-added tax )

'‘Overall economic growth in the
OECD, apreliminary 3.6 % in terms of real
Gross National Product last year, is project-
ed at 2.9% this year and in 1991. Growth
in the United States, meanwhile, is expect-
edto decelerate from 3.0% in 1989t0 2.3
this year before recovering slightly to 2.5 in
1991. Japan’s deceleration is expected'to
continue steadily, from last year’s 4.8% to
45 and then to 4.3. OECD’s European
members, which averaged 3.6% in 1989,
areprojectedto tum in 2.8% this year and
2.7 in 1991. The West German outiook wi-
thin that framework is for 3.2% growth
this year and for 3.1 next year, a decelera-
tion from last year's 4.3.

Canada’s current account balance,
having shown a $14 billion deficit last
year, is expected to repeat that before
slippingto $15 billion in 1991. The OECD
asa whole, after an $85.3-billion current
accountdeficitin 1989, is facing deficits
of $72.3 billion and then $71.4 billion.
OECD Europe’s 1989 surplus of $6.1 bil-
lion is expected torise to $10.9 billion be-
fore retrenching to $10.1 billion. West
Germany’s phenomenal surge to a
$60.9-billion surplus last year from
1988's $48.5 billion is expected to de-
celerate, to $70.8billion and recover to
$75.7 billion. The US. can expect last
year's $121.5 billion-deficit to improve to
$118.1 billion before declining to $123.8
billion. Japan’s surplus, having fallen
from 1988's $79.6 billion to $60.8 billion
last year, is put at'$61.1 billion before a
surge next year to $68.6 billion.

Economic activity in the OECD has
been buoyant’butithas generally stabi-
lized or even receded marginally since
late spring’ The Outlook acknowledges
that the forces underlyingthe buoyancy
prevailing since 1987 may reflect more
substantial andlongerreaching structur-
alchanges than its forecasts indicate.

Copies of both publications may be
ordered from OECD Publicatons, 2 rue
Andre-Pascal, 75775 Paris CEDEX 16,
France. The cover price on the Survey is
55 Francs and its catalogue number is
44945, Subscription to the biannual
Outlook costs 2,100F without a refer-
ence supplementand 3,100 with it.

TRADE

Diplomatic Bouillabaisse Leaves a Bad Taste

Long-simmering fisheries disputes with
the European Economic Community and
the United States have come quickly to
the boil with no indication that either side
in each.case is willing to yield in a situation
where giving way has serious short-term
repercussions for domestic fishing indus-
tries. The difficulty is that the long-term
resuft may be no East Coast stocks for any
country, The negotiating climate has been
worsened by an-EEC proposal for quotas
that are more than three times as high as
had been recommended by the North-
west Atlantic Fisheries Organization
[NAFQ) and a Canadian warship fired
warning shots near an American fishing
vessel.

Canadian concerns about the EEC’s
activities are underscored by widespread
closures and layoffs.in the domestic fishing
industry because of increasingly small
catches in the region at issue. The 12
countriesin the EEC have rejected charges
that their vessels overfish and they refuse
to heedCanada'’s claims about the dwin-
dling stocks. Canada is technically vulner
able in that the alleged European depre-
dation — notably by Spain and Portugal
on the Grand Banks andthe Flemish Cap
— occurs outside the 200-mile offshore

economic management zone. The

NAFO had recommended a ceiling of
some 15,377 tonnesin 1990 but the EEC
has responded with a 56,250-tonne quo-
ta. Although the EEC starget last year was
nearly 160,000 tonnes andits 1990 target
could be seen as restraint, it should
be noted that the EEC fleets fell far short of
their 1989 goal and the proposal for this

year seems to be set at the maximum they
expect to take. The EEC’s case is
weakened considerably by the fact that its
rejections of Canadian arguments about
thefish stocks are made with virtually the
same breath in which they announced
reduced quotas in the rest of the North At-
lantic and in Norwegian and Greenland
waters, ‘The fishing industry across Eu-
rope is hurting and everyone is trying to
minimize the.impact on their own shores;
one British-official admitted after a fractious
EEC ministerial meeting in Brussels. The
problem is that in trying to minimize the
impact at home, they are maximizingithe
impact on Canada, andfigures for the first
nine months.of 1989 suggest the effect is
very real: total catches were down 9.3%
from year-earlier levels. .

The EEC decision elicited a surprisingly
lowrkey and even fatalistic reaction from
Intermational Trade Mlinister John Crosbie
who, as a Member of Parliament from
Newfoundland, has an abiding personal
interest in the fishing industry. ‘Extremely
disappointed’ is how he described himself,
adding that he had not really-expectedthe
EEC to restrict operations off Canada’s
East Coast. However, he says, ‘we believe
that with time they will come to see they
must observe the NAFQ quotas’ Prime
Minister Mulroney, on the other hand,
was justifiably vigourous in ailetter to EEC
President Jacques Delors. Mr. Mulroney
avoided diplomatic nicety in callingthe de-
cision ‘appalling’ and he reminded M.
Delors that Atlantic Canada is dependent
onthe East Coast fisheries. ‘This decision
will further damage fish stocks which are

A Curious Posture on Pacific Trade |

At a conference in Canberra on Asia-Pacific Economic Co-operation, (APEC) In-
ternational Trade Minister John Crosbie warned the delegates not to be too hasty
in setting up a new regional economic organization because of the possibility it
might alienate other countries. Nevertheless, they agreed to create the new body,
whichthe member countries want to promote economic co-operation within the
group, notably onissues such as international trade barriers. “We're not suggesting
that we don't think it’s necessary that any institution be established immediately’,
Mr. Crosbie said at a news conference afterward. However, he added that ‘the
dangers of moving too quickly are that you can't bring everyone along. The coun-
tries within the Association of South East Asian Nations are patently worried that
the broader-based APEC group could undermine the smaller body’s role-in promot-
ing political as well as economic co-operation. Mr. Crosbie said that they have ‘differ-
ent purposes and objectives, soit wouldn't necessarily be a good idea’ to.have APEC

play a pivotal role in ASEAN.

already badly depleted ds a result of over-
fishing by members of the European
Community outside our 200-mile eco-
nomic zone, he said in the letter. "..| will
want to.discuss this with you in person at
the earliest opportunity as a matter of
the highest priority’ A telegram of protest
also went to French President Francois
Mitterand in his role as Chairman of the
EEC.

As for the dispute with the US, the
Department of National Defence said that
the destroyer Saguenay, on fisheries patrol
secondment last month, confronted a US.
scallop dragger on the Canadian side of
Georges Bank, one of the richest East
Coast fisheries zone. When the American
boat refused to heave-to, and after a series
of hull-to-hull contacts that left the smaller
vessel holed at the waterline, several shots
were fired from automatic weapons on
the destroyer and one was fired from its
main deck gun. The US. boat managed to
cross the international boundary and
make it home to Massachusetts. Canada
has issued more than a dozen outstand-
ing warrants for American fishermen
since 1984 but no extradition treaty covers
fisheries violations.

The climate for negotiation with the
US. has been soured somewhat by
Washington’s recent decision to ban im-
ports of small Canadian lobsters at poten-
tial loss to Canadian producers of up to
$30 million. American lobstermen are pro-
hibited by law from catching the smalt lob-
sters allowed their Canadian-counterparts,
but Canada nevertheless is challenging
the ban as a violation of the Free Trade
Agreement. It is worth recalling that the
first panel, set up under the auspicesof the
FTAto resolve a disputeinvolvedfisheries
issues. That five-member panel ruled last
fall that Canadian landing requirements
for West Coast salmon and herring con-
travened the General Agreementon Tariffs
and Trade as well as the FTA. Although
Canada hailed the finding as having ‘ac-
cepted the legitimacy of Canada’s ... use
of these landing requirements to conserve
and manage these impartant fisheries’, it
was leftin the final analysis with no option
but to permit the direct export of some un-
processed fish to assuage American con-
cems. The proposal is 20% of the catch
but the Fisheries Council of British Colum-
bia says that will not satisfy the Americans.



TRADE

Agricultural Reform Under GATT: Parochialism Prevails

As a signatory to the General Agree-

the Organization for Economic Co-
operation and Development (OECD),
Canada is particularly well-placed —
perhaps uniquely — to play a pivotal ole
in sorting out ‘the tangled web that'is
agricultural trade today. Yet, as is the case
with virtually all of the other participants
in this lengthy and often acrimonious
debate, parochial interests have tended
to prevail over the global good:
International Trade Minister John
Crosbie says talks with his counterparts
from other countries at a meeting in
Hakone, Japan, resulted in ‘great
progress’ in bringing developing coun-
tries fully into the drive toward comple-
tion of the Uruguay Round. The at-
mosphere at Hakone prompted Mr.
Crosbie to waxoptimistic about the talks
leading, eventually, to improved global
trade and economic growth. The Round
is scheduled to end with a meeting in
Brussels in December, 1991, and while
two maore years might seem adequate,
he is justifiably worried. "We are not a
world giant, he points out. "We have a
giant exposure to the world trading sys-
tern because a third of our Gross Nation-
al Product comes from exports” Apart
from agriculturaltrade and subsidies, the
" outstanding issues of paramount con-
cern to Canada include regulation of
service industries, copyright and patent
protection. ‘The rhetoric is all good, in-
cluding our own’, Mr. Crosbie ac-
knowledged. ‘W hat remains to be seen
isif there’s any substance behind it
After Hakone, He reiterated the ‘ur-
gent need’ to get'on with the detailed
and difficult negotiations on the un-
resolved concerns. He welcomes the
EEC promise to release ‘soon’ its
proposals for agricultural trade reform
and an announcement by the'US. that it
would be tabling its position on farm
subsidies and countervail. The farm sub-
sidies have been a major irritant, with
Canada drawn into a battle that pitsthe
US against many other countries, nota-
bly those in the EEC. He notes that at a
meeting at GATT headquartersin Gene-
va last spring there was agreement that
"the long-term objective is to estab-

| lishafair and market-oriented agricultur-
ment on Tariffs and Trade (GATT), asthe .
United States’ largesttradingpartnerand .
as a member of the Cairns Group and |

al trading system. Although he con-
cedes that 'trade distortions and restric-
tions cannot all be removed in this
round’, he insists that GATT had to
‘make good on our common commit-
ment to ... progress. ]

Canada’s bottom line comprises three
main elements: subsidies and counter-
vail, safequards for its supply-
management policies, and dispute reso-
lution. "Results inthese areas will not
only determine the fate of the GATT,
they wili also determine ouir capacity to
maintain amoreipredictable tradingeen-
vironment', Mr. Crosbie says. 'Canada
has put forward a comprehensive
proposal on subsidies and countervail-
ing measures and we attach a high-pri-
ofity to achieving a major reform of the
GATT rules! The goal is universal rules
that would alleviate the constant threat
of countervail or-unilateral determina-
tion-of what constitutes fair government
assistance. On the question of fairness,
Mr. Crosbie said ‘constraints on subsidies
must be accompanied by equivalent
constraints on the countervailing proce-
dures. This mustinclude some reasona-
ble understandings on the conditions
under which legitimate areas of govern-
ment assistance for regional develop-
ment andresearch and-development, for
example, should not be regarded as
trade distorting.”

Mr. Crosbie went from Japan to
Thailand for a meeting of the Cairns
Group. The 14 countries put together a
position paper that was tabled at GATT
agricultural talks in Geneva. Considered
a 'blueprint’ for reform, the paper states
that’'a competitive, efficient and market-
responsive world agricultural system
would serve the common long-termin-
terest of developed and developing
countries alike! They recognized that
non:trade concernssuch asfood securi-

ty need to-be considered but suggested

thatthis need notimpede reforms ‘based’
on negotiated commitments on support
and protection and through the estab-
lishment of strengthened and more
operationally effective GATT rules and
disciplines. They recommended gener-
al tariff reductions and said all measures
not explicitly covered by GATT should be
eliminated or made to conform with
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néw GATT rules. These would cover
non-tariff barriers, import levies, waivers
and other country-specific derogations.

Mr. Crosbie said all Canadian agricul-
ture stands to benefit from increased
trade that would come from a fairer re-

| gime. ‘This will provide a solid basis for

the expansion of Canadian agriculture
exports.” But then an estimated 5,000
Quebec and Ontario farmers marched
onParliament Hill, protesting what they
see as declining govermnment support.
Predominantly dairy, pouitry and pork
producers, they called for withdrawal
from the-Cairns Group and preservation
of Canadian:supply-management. They
are concerned that the Geneva talks
could lead to an open-door policy that
could flood the domestic market with
cheaper imports and damage or even
destroy the dairy products and poultry
industries. “The talks have thrown.every-
thing up for grabs’, commented a
spokesman for the powerful Ontario
Federation of Agriculture. Deputy Prime
Minister Don-Mazankowski, in hisrole as
Agdriculture Minister, told the demonstra-
tors that while supply-management
was preserved by the Free Trade Agree-
ment with the US., Canada had to
adapt. “We cannot bury our headsin the
sand’

With that ringing in its negotiators
ears, Canada then refused to liftimport
quotas on ice cream and yogurt, restric-
tions that have been condermned offi-
cially by a GATT panel. The panel had
acted on.a complaint by the US., which,
having acceded bilaterally to Canada’s
supply-management concerns, opted
for a multilateral end-run. The quotas
protect Canada’s $7-billion dairy indus-
try and Mr. Crosbie is adamant that they
will remain in place until there is evi-
dence of progress-on the broader ques-
tion of agricultural trade under the
auspices of the GATT.

A Canadian proposal for wholesale
reform of the anti-dumping rules within
the GATT framework hasbeentabled at
the current round of multilateral trade
negotiations (MTN). '‘Our experience
with the existing GATT anti-dumping
code has shown that we need dearer
and more widely accepted interpreta-
tion and a moere uniform application;,
Trade Minister John Crosbie says.

-/

STATISTICS

@ International Trade

Canada had ts first merchandise trade deficit in nearly 14 years in October as a surge in imports overwhelmed.a marginal rise
in exports. Seasonally adjusted on a balance of payments basis, it was $420.9 million, the first red ink on the ledger since March,
1976. Itleft the surplusfor the first 10 monthsof 1989 at $3,987.5 million — down 52.3 % fromthe sameperiod of 1988. The value
of exports in October was up 0.6 % from September at $11,398.5 million andthe chamge was due largely to increased shipments
of chemical products, plastics, metals, alloys, machimery and equipment, theeffect of which was muted by declines in wheat and
automotive products. October’simportsrose 5.5% to $11,819.4 million with the rise concentrated inmotor vehicle parts as well
asin aircraft, engines and spares, the effect of which was slightly offset by declines inbeverages and truckimports. Here is around-

ed breakdown in millions of dollars:

OCTOBER CUMULATIVE Change
Exports Imports Balance Exports Imports Balance from ‘88
u.s. 8,656.7 8,206.2 +450.6 87.098.6 78,016.2 +9,082.5 -2,523.1
Japan 563.0 736.1 -173.1 7.152.9 6,922.2 +230.7 +26.4
U.K. 2678 3916 +123.7 3,054 3,760.0 ~744.6 +283.9
other EEC 6286 878.7 -250.2 6,543.2 8,3383 -1,795.1 +1,132.6
other OECD 348.6 3673 -305.8 12,7261 3,339.8 -613.7 -226.2
all others 9338 1,239.5 -305.8 9.885.1 12,057.5 -2,172.4 -3,079.8
TOTALS 11,398.5 1,819.4 -420.9 116,421.3 12,433.9 +3,987.5 -4,386.2
External
Affairs Budget OCTOBER F.Y. CUMULATIVE
Finance Department figures show 1989 1988 1989/90  1988/89
that the:External Affairs share of the fed- Interests abroad
eral purse continues to shrink, even be- .
fore the recent trimming by Treasury Operating costs 57,230 59,302 354,899 311,403
Board covered elsewhere in this issue. Capital costs 5928 11,556 33,704 27,187
Total spending in the latest month for -Grants 6,578 5,808 60,964 | 55676
which data are available, October,
amounted to $11,355,000,000, of which Passport fund 147 1595 448 1926
1.89% was for the Department of Exter- APF* 500 500
nal Affaiis and related prograrmes. Thes | World exhibitions 34 215 231 1,216
om .
$10.934 000,000 i overall federal | Sub-total 69.917 | 75786 | 450246 | 394,056
spendingin October, 1988. The pattern ccct 676 3,542 7.193 7,556
i§ similar in a comparison of the cumula- CIlPS* 1.000 3.000 2.500
tive figures for the first sevent months of -
the 1989-90fiscal year. Total spendingto | CIDA
October 31 was $76,744,000.000, of Operating costs 10,351 7.415 51,726 | 49.627
which 1.80% was for the External enve-
lope. The year-earlier share was 2.10% of Grants 110.872 177.770 806,320 | 960.307
the overall $70,284,000,000. Here is a Pymtsto financial inst. 35.426 58,312
rounded breakdown in thousands of APE* 500
dollars: Sub-total 121223 | 185185 | 893,472 | 1,068,746
*Abbreviations used refer.to the following: EDC* 11,466 31,188
fec CamadionCommercialCom. icoD* 1,000 600 4100 | 3,250
— Canadia itute for internati Peace & Securi
o e s beveiopmentgeney | IDRC* 9.050 63.325 6,617
PF  — Asia Pacific Foundation
EDC_ — Export Devaopment Com. 1c 316 837 2,635 2,462
ICOD  — international Centre for Ocean Development
IDRC  —~ Intemational Development Research Centre TOTALS 214,648 265,950 1,455,159 | 1,545,187
1C — International Joint Commission
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LAST WORD

The Global Agenda: Balancing a Three-Legged Stool

Since World War Il, three global challenges have been fundamental in determining relations between nations. One that cons-
tantly pervades our media imagery focuses on East\West superpower rivalries and tensions. Another, equally powerful, entails
North-North commercial linkages: efforts by OECD countriesto increase their mutual trade and investments and thereby their
internal economic growth. The third is North-South development. The global agenda has rested, albeit precariously, on those
three legs of security, commerce and development.

Their respective proponents vie with each other for resources. ‘How much should we spend on armaments?’ they ask. ‘How
much on stimulating our own GNP andthat of our OECD partners? How much on Third World Development?’ Invariably, de-
velopment has emerged a poor third. As a consequence, the three-legged stool, inherently stable in the physical world, has be-
come increasingly shaky in the geopolitical one. ‘

" The OECD countries are islands of affluence in a sea of southern poverty. The developing countries of Africa, Asia and Latin
America have been plagued by a decade of economic regression, social deterioration and political instability. The 1980s has been
a ‘lostdecade’ throughout the Third world with per capitaincomes falling below the levels of the 1970s and, in some cases, lower
than those recorded in the darkest days of the depressed 1930s.

. How to bring equilibrium into the international agenda? How to better balance the three legs of the stool? One way would
be to transfer some of the resources saved by superpower detente toward intemational development. This notonly would help
tostrengthen the socio-economic viability of three-quarters of the world’s population, but also would be in our own self-interest

-inthatit could increase our Third World trade and investment prospects. In the final analysis, we cannot co-exist indefinitely in
aworld where billions of people are, in the words of Franklin D. Roosevelt, ‘ill-housed, ill-clad, ili-nourished. That observationin
_his second inaugural address, on Jan. 20, 1937, applied only to the United States but has obvious global application today.
North Americans have been mesmerized during the past 45 years by geopolitics and economic growth. We have exalted con-
: sumerism and stood in awe of conflict resolution. These are natural reactions but should not be taken inisolation. Our Achilles
‘heel has been a neglect of Third World development. From time to time, our consciousness is raised by powerful television clips
of starving children, emaciated adults and ever-growing slumsin Africa, Asia and Latin America. But quickly we turn away. We
debate instead the pros and cons of closer economic linkages with the United States, Europe or the Pacific Rim. We are hypno-
tized by the current tumuit in Eastern Europe and the Soviet Union and contemplate, happily, the prospect of superpower de-
tente and declining military expenditures.

But what will we do with the dividends of detente? Instead of increasing our funding for the Canadian International Develop-
ment Agency and the Intemational Development Research Centre, we reduce them. We cut nuclear submarines and other mili-
tary outlays but do not use the savings for Official Development Assistance. Our aid target as a percentage of GNP is falling rather
than rising. We must realize that the global agenda during the 21st century will depend as much on the North-South dialogue
as on East:West detente and North-North economic interdependence.

The third leg of our stool —the development one — must be shored up; notjust by aid, important as thatis, butby anew ap-
proachthat combines policies of domestic structural adjustment with those of international economic co-operation. For thefirst
time in nearly haif a century, the global agendais being radically revised in front of our very eyes. We must think afresh about the
trinity of security, commerce and development. Both the U.S-Soviet rapprochement and the reintegration of Eastern Europe merit
our highest priority, as does our economic viability within the OECD community. But let us notlose sight of international develop-
ment. The three-legged stool will remain wobbly until we reinvest our detente dividend and there is no better time than the present
to startdoingit.

———Qavid H. Pollock is Professor of International Affairs at Carleton University, Ottawa and former Washington director of the UN Economic Commission for Latin America and the Caribbean.-
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