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T T e oy MASTERE

The Debt Crisis: A New Ice Age Looms

The 1980s ended in a mood of euphoria as the glaciated communist regimes of
Eastern Europe melted after decades of political and economic failure under the chill-
ing legacy of Stalinism, their oligarchies and dictatorships calving like icebergs from
a glacier. But as perestroika emerged in the mid-1980s to cause the gradual meltdown
of resistance to change, the Third World remainedlocked in the frozen grip of sover-
eign debt. Josef Stalin’s legacy of the 1930s and "40s may indeed be meltingunder
the onslaught of change in Eastern Europe, but the fiscal legacy of the 1970s and
‘80s remains frozen for the underdeveloped and developing ‘South’.

As much as the debt legacy has immense implications for the less developed
countries (LDCs), Canadians also need to remember the unresolved ‘debtcrisis” has
realimplications for themselves, as taxpayers and as exporters of goods and services.
Forthe debtor nations, the legacy is awesome, with the LDCs holding a combined
debt of some $1.2 trillion! The cost of servicingthese staggering obligations has had
a pronounced effect onliving standards in the debtor countries inthe last decade;
they fell by an average 10% in Latin America and 25 % in Africa. This hasimmedi-
ate implications for Canadian companies as the export market demand shrinks. The
broaderimplication s that credit from the world’s commercial banks, so necessary
to turn around the economic slide, is simply notforthcoming — now or in the fore-
seeable future.

Some of the industrialized world’s political and economic leaders feel that the
‘blame’ for the mess lies principally with the LDCs, which are perceived as profiigate,
corrupt and generally ill-governed. Thisis true to some extent, but our own finan-
cial institutions also can be faulted; their greed for profits driven by the sudden influx
of petro-dollars deposited by the surge of world oil prices in the “70s.

In the heyday of the “70s, the developed world’s banks extended funds to the
Third World, either as sovereign or "semi-sovereign’ debt, at rates comparable to com-
mercial rates within their own domestic economies. But the loans to the LDCs were,
to a considerable extent, not made for development that had any hope of generating
returns sufficient to service those interest rates. Rather, much of the debt was estab-
lished to finance much needed infrastructure in still underdeveloped societies. Quite
reasonable projects were undertaken but not financed with the commercial rates.
Itshould be recalled that much of North America’s infrastructure was financed atbe-
low commercial levels, through lowsinterest municipal, railway and utility bonds and

similar debt instruments. . . continued on page 14
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But our bankers today, unlike in the simpler world of yesteryear, were under pres-
sure to ‘get the money out and working.' A former executive with a major Venezue-
lan bank recalls literally being chased down a Miami hotel hallway in the late “70s
by North American bankers desperate to lend. As a result, they wrote a lotof very
badloans, relyingon the ‘sovereign’ guarantee butforgetting that countries, like in-
dividuals, can go de factoif not dejure bankrupt. Furthermore, they were ignoring
the relatively low rates of return that could realistically be generated by the projects
beingfinanced.

The'énsuing crisis

9y

Crisis, ,urt;A‘bpth.sides. Apportioningblame after thefactis patently
counterproduictive, although itundoubtedly wouldbe refreshingif the developed
world accepted more openly its role'in the.genesis of the crisis. For Canadians, the
current manner in which sovereign debt of defaulting countriesis held by our banks
andregulated by the Inspector-General of Banks leaves us with a loss/loss situation.
As sovereign debt has proven to be uncollectible — even though itis guaranteed by
governments and their agencies including the financial institutions — our banks have
been required to write down significantly the'book value they place on such debt.

TheBank of Montreal has been the most exposed with $4.65 billion in LDC debt
and aloss provision of $2.78 billion. The respective numbers are $4.2 billion/$ 2.95
billion for The Royal Bank of Canada; $4.1 billion/$ 2.6 billion for The Bank of Nova
Scotia; $1.17 billion/$1.17'billion (excluding Mexico) for the Canadian Imperial Bank
of Commerce; and $1.2 billion/$ 732 million for the National Bank of Canada. The
Toronto-Dominion Bank has sold all but $ 200 million of its LDC debt on the secon-
dary markets with a loss provision at 80% of thatremaining exposure. Those provi-
sions have been taken directly from the banks’ income statements and, therefore,
have reduced their income tax liability. These provisions evidently are completely ap-
propriate but they are an obvious cost to Ottawa and its taxpayers. Result: loss num-
ber I, reduced government revenues.

Butthe loss provisions made by Canadianbanks have not meanta write-off of the
liability due from LDC debtors, only a provision against it; the nominal value is main-
tained for the purpose of calculating interest outstanding. Our banks continue to de-
mandfull payment of interest, to be applied against the nominal value of the debt,
with the predictable result that the LDCs are unable to service the debt. Hence, they
remain in default even after several reschedulings, and in a hopeless situation asin-
terest is calculated on interest upon a principal which hasno ‘real’ valuein aninter-
bank marketplace that trades daily in LDC debt at huge discounts from face value.
(Shearson Lehman Hutton reports recent market prices of LDC debt at 36-37 % of
face value for Venezuela, 3-6% for Peru, and 45-47 % for Yugoslavia.) Result: loss
number 2, a debtor still in default.

For Canadians concerned about maintaining job opportunities and a vibrant
domestic industrial base, the third/loss is possibly the most serious. Because of the on-
going defaults by LDCs, lines of credit for such countries are, quite understandably,
severely restricted, effectively non-existent or, at best, limited to shortterms (30 days}
for small amounts. Butfor Canadian exporters, buyers in LDCs often require much
longer terms of credit prior to payment (180, 270 and 350days, or even longer). The
logic to this is thatthe buyer wants as much time as possible to use the goods, such
as industrial machinery, to create profit that would finance the purchase. Often the
buyer finds that its domestic bank will insist on an extended credit termto help the
bank’s own foreign currency reserves, For the Canadian supplier, onthe other hand,
this demand for extended credit can be deadly because itsbank here will not accept
anything more than a short-term line of creditfor the buyer’'s ban. Result: loss number
3, the exportercannot finance the sale, loses the contract and Canada suffers more
unemployment.

And so we allmove into the 1990s very much affected, eveninrelatively prosper-
ous Canada, by a global debt crisis that islike a glacier freezing relations between the
developed world and the LDCs — seemingly immutable and obviously mutually

Trevor Bartram is a Toronto lawyer speclalizing In trade and finance.
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SIGNPOSTS

OTTAWA — Canadadoes notplan to
relenton its economic, cultural andother
sanctions against South Africa untilthere
is ‘a clear indication of irreversible
change’ that willlead tothe dismantling
of apartheid. That commitment from Ex-
termal Affairs Minister Joe Clark came wi-
thin hours of the unconditional release
onFeb. 11 of African National Congress
leader Nelson Mandela after 27 years in
prison. Furthermore, Mr. Clark’s state-
ment to reporters was in keeping with
Mr. Mandela’s own declaration, after his
release, that ‘to lift sanctions now would
be to run the risk of aborting the process’
set in train by State President F. W. de
Klerk. The only major resistance so far
has been, predictably, from Britain.
Although Mr. Clark said it was ‘very
difficult’ to be specific about the circum-

stances under which Canadian sanc-
timme sammiild kha liftad AMMr Clarlk dirned
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insignificant. That said, and as an aside,
| would note that for both alliance rea-
sons and for purely selfish national rea-
sons, Canada has much to offer and
much to gain by its military presence in
Europe.... It gives an extra dimension to
our bilateral relationship on the North
American continent’ and justifies ‘a
place at the table’ at NATO headquarters
in Brussels and in Vienna, the Austrian

capital being the centre of East-West
non-nuclear armed forces reduction
talks.

\X/ASHINGTON — Canadian em-
bassy staff have beenpaying close atten-
tion as the United States Senate began
debating clean-air legislation. It is the
thirdtime in a decade that Congress has
tried to pass a package that would re-
strictemissions of acid rain constituents
as well as toxic chemicals and automo-
tive exhausts. Those fell afoul an un-
receptive White House and pressure
from states with high concentrations of
poliuting industries. Ottawa is counting
on passage of the new packageto serve
as a framework for an acid rain accord
with the U.S,, but there are indications
that President George Bush, notwith-
standing stated commitmentstoa clean-
er environment, is not happy about the
projected cost of implementing the new
bill's measures over 30 years. 'l want to
sign aclean air bill this year’, he said ina
letter to Congress, ‘but | will only sign
legislation that balances environmental
and economic progress.’

TORONTO — Peter Murphy, the senior
American negotiator of the Free Trade
Agreement with Canada, says the FTAs
in for a rough ride this year because the
slowdown in the United States econo-
my almost axiomatically means in-
creased protectionism. While the FTA is
in ‘decent shape’ at the moment, he said
during a speechto the Canada-U.S. Bus-
iness Association, ‘there is goingto be a
difficult imein 1990. Notingthat Ameri-
cans have never been overly enthusias-
tic about the pact, he counselled a con-
certed lobby on Washington to ensure
thatthe 10+year phased elimination of re-
maining tariffs continues despite the ex-
pected-protectionism. "W hile the agree-
ment was broadly supported in Con-
gress atthe time of jts adoption, this sup-
port masked a number of business in-
terests that felt threatened by the agree-
ment’, he said. ‘There will always be
pressures to close markets. Nobody

wants that to happen, least of all you,

butit could...”

\W/ASHINGTON — A comprehensive
review of Canadian extradition laws has
begun in response to what Justice
Minister Doug Lewis says are complaints

F EBRUARY 1990
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that Canadais becoming a refuge for for-
eign criminals. ‘Itis incumbent upon all
countries to ensure that alleged criminals
... do not regard other cduntries as safe
havens’, he told a meeting late last
month of the Society for the Reform of
the Criminal Law. “We must, therefore,
strive to ensure that our extradition ar-
rangements appropriately meet current
needs. Concern aboutthe currentlaws
has grown because an American
charged with the murder of 13 people in
California has managed to fight extradi-
tion for more than four years. The
Supreme Court of Canada rejected his fi-
nal appeal lastfall and Mr. Lewis ordered
his return to the U.S., but the minister’s
ruling is being appealed, a process that
could see the case before the Supreme
Courtagain.

BONN — In an attempt to assuage
worried potential investors, Quebec Pre-
mier Robert Bourassa hasinsisted that his
province will always be a safe place to
place capital even if failure of the Meech
Lake Accord revives separatism. His com-
ments during a 10-day swing through
Europe came only a few days after
Deputy Prime Minister Don
Mazankowski told a Chamber of Com-
merce meeting back in New Brunswick
that foreign investors are increasingly
nervous about the possibility of ‘another
constitutional crisis’ in Canada. ‘They
are starting to ask questions,” Mr.
Mazankowski said. However, Premier
Bourassa said that regardless of what
eventually becomesofthe Accord, “it'sin
the interest of all of Canada ... to gpt for
economic and monetary stability” He
specifically declined to sugar-coat his as-
sessment, saying investors are owed
more than 'generalizations and
platitudes’.

OTTAWA — Seven months of research
by Prof. Martin Rudner of the Asian Pacif-
ic Research and Resource Centre at
Carleton University has yielded a book
on Canada-Philippine Relations: The
Dimension of a Developing Relation-
ship. Although targeted to university au-
diences and priced under $10 at many
campus bookstores, the book should be
of interest and value to government
agencies, academics and the business
community. Canada-Filipino trade tops
$400 million annually. Formed last year,
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Butour bankers today, unlike in the simpler world of yesteryear, were under pres-
sureto ‘get the money out and working.” A forimer executive with a major Venezue-
lan bank recalls literally being chased down a Miami hotel hallway in the late "70s
by North American bankers desperate to lend. As a result, they wrote a lot of very
badloans, relying onthe ‘sovereign’ guarantee but forgettingthat countries, likein-
dividuals, can go defacto if not de jure bankrupt. Furthermore, they were ignoring
the relatively low rates of return that could realistically be generated by the projects

being financed.

The'éfisuing crisis hurts. both sides. Apportioning blame after the fact is patently
counterproductive, although itundoubtedly wouldbe refreshing if the developed
world accepted more openly its role‘in the genesis of the crisis. For Canadians, the
current manner in which sovereign debt of defaulting countries is held by our banks
andregulated by the Inspector-Generalof Banksleaves us withaloss/loss situation.
As sovereign debt has proven to be uncollectible — even though it is guaranteed by
governments and their agencies including the financial institutions — our banks have
been required to write down significantly the book value they place on such debt.

The Bank of Montreal has been the most exposed with $4.65 billionin LDC debt
andaloss provision of $ 2.78billion. The respective numbers are $4.2 billion/$2.95
billion for The Royal Bank of Canada; $4.1 billion/$ 2.6 billion for The Bank of Nova
Scotia; $1.17 billion/$1.17 billion {excluding-Aavical farthe Canadian lmoarial Banlke

of Commerce; and $1.2 billion/$732 milli
Toronto-Dominion Bank has sold all but
dary markets with a loss provision at 80%
sions have been taken directly from the b
have reduced their income tax liability. The
propriate but they are an obvious costtoC
ber 1. reduced government revenues.

But the loss provisions made by Canadii
liability due from LDC debtors, only a pro
tained for the purpose of calculating inte
mand full paymentof interest, to be appli
with the predictable resuit thatthe LDCs 4
remain in default even after several resche
terestis calculated on interest upon aprin
bank marketplace thattrades daily in LD
(Shearson Lehman Hutton reports recent
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For Canadians concerned about mai
domestic industrial base, the third loss is p¢
going defaults by LDCs, lines of credit for,
severely restricted, effectively non-existen
for small amounts. But for Canadian exp
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bank’s ewniforeign currency reserves, For the Canadian supplier, on the other hand,
this demand for extended credit canbe deadlybecauseiits bank here will not accept
anything more than a short-termline of credit for the buyer‘'sban. Result: loss number
3, the exporter cannot finance the sale, loses the contract and Canada suffers more

unemployment.

Andso we allmoveinto the 1990s very much affected, even in relatively prosper-
ousCanada, by aglobal.debtcrisis that s like aglacier freezing relations between the
developed world and the LDCs — seemingly immutable and obviously mutually

-unproductive.
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Trevor Bartram Is a Toronto lawyer speclalizing In trade and finance.

SIGNPOSTS

OTTAWA — Canada does not planto
relent on itseconomic, cultural and other
sanctions against South Africa until there
is ‘a clear indication of irreversible
change’ that will lead to the dismantiing
ofapartheid. Thatcommitment from Ex-
ternal Affairs Minister Joe Clark came wi-
thin hours of the unconditional release
onFeb. I1 of African National Congress
leader Nelson Mandela after 27 yearsin
prison. Furthermore, Mr. Clark’s state-
ment to reporters was in keeping with
Mr. Mandela's own declaration, after his
release, that ‘to lift sanctions now would
be to run the risk of abortingthe process’
set in train by State President F. W. de
Klerk. The only major resistance so far
has been, predictably, from Britain.
Although Mr. Clark said it was 'very
difficult’ to be specific aboutthe circum-
stances under which Canadian sanc-
tions woulid be lifted, Mr. Clark urged
Pretoria to ‘complete the removal from
statute books of laws that give effect to
the apartheid system’ or, atleast, ‘begin
convincingly, the removal of some of
those laws." In addition to ordering Mr.
Mandela’srelease, Mr. de Kleik also lifted
the ban on the ANC itself as weli as the
Pan Africanist Congress and the coun-
try’s Communist Party.

VIENNA — Gen. John de Chastelain,
the Chief of Defence Staff, has ac-
knowledged thatthe presence of 7,000
Canadian troops in Europe ismore polit-
ical than military. Although a meeting
with 22 of his counterparts from the
other NATO countries as well as the
Warsaw Pact nations last was behind
closed doors, a text of the General’s re-
marks was made public. ‘Numerically,
our forces in Europe are less significant
than the political message of their being
there’, he said. However, ‘as ... an erst-
while commander of our Brigade Group
inthe Federal Republic of Germany, you
willunderstand when | say that militari-
ly our Europe-based forces are far from
insignificant. That said, and as an aside,
I would note that for both alliance rea-
sons.and for purely selfish national rea-
sons, Canada has much to offer and
much to gain by its military presence in
Europe.... It gives an extra dimension to
our bilateral relationship on the North
American continent’ and justifies ‘a
place atthe table’ at NATO headquarters
in Brussels and in Vienna, the Austrian

capital being the centre of East-\West
non-nuclear armed forces reduction
talks.

WASHINGTON — Canadian em-
bassy staff have been paying close atten-
tion as the United States Senate began
debating clean-air legislation. It is the
thirdtime in a decade that Congress has
tried to pass a package that woulid re-
strict emissions of acid rain constituents
as well as toxic chemicals and autormmo-
tive exhausts. Those fell afoul an un-
receptive White House and pressure
from states with high concentrations of
pollutingindustries. Ottawa is counting
on passage of the new package to serve
as a framework for an acid rain accord
with the US., but there are indications
that President George Bush, notwith-
standing stated commitmentsto a clean-
er environment, is not happy about the
projected cost of implementing the new
bill’s measures over 30 years. ‘| want to
sign a clean air bill this year’, he said ina
letter to Congress, ‘but | will only sign
legisiation that-balances environmental
and economic progress.

TORONTO — Peter Murphy, the senior
American negotiator of the Free Trade
Agreement with Canada, saysthe FTA is
in for a rough ride this year because the
slowdown in the United States econo-
my almost axiomatically means in-
creased protectionism. Whilethe FTA is
in ‘decent shape’ at the moment, he said
during a speech to the Canada-U.S. Bus-
iness Association, ‘there isgoingtobe a
difficulttime in 1990." Noting that Ameri-
cans have never been overly enthusias-
tic about the pact, he counselled a con-
certed lobby on Washington to ensure
that the 10-year phased elimination of re-
maining tariffs continues despite the ex-
pected protectionism. ‘While the agree-
ment was broadly supported in Con-
gress at the time of jts adoption, this sup-
port masked a number of business in-
terests that felt threatened by the agree-
ment’ he said. ‘There will always be
pressures to close markets. Nobody

‘wants that to happen, least of all you,

butitcould...”

\X/ASHINGTON — A comprehensive
review of Canadian extradition laws has
begun in response to what Justice
Minister Doug Lewis says are complaints
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that Canada is becoming a refuge for for-
eign criminals. ‘It isincumbent upon all
countries toensure thatalleged criminals

.. do not regard other countries as safe
havens’, he told a meeting late last
month of the Society for the Reform of
the Criminal Law. "We must, therefore,
strive to ensure that our extradition ar-
rangements appropriately meet current
needs. Concern aboutthe currentlaws
has grown because an American
charged with the murder of 13people in
California has managed to fight extradi-
tion for more than four years. The
Supreme Court of Canada rejected his fi-
nal appeallast fall andMr. Lewis ordered
his return to the U.S., but the minister‘s
ruling is being appealed, a process that
could see the case before the Supreme
Court again.

BONN — In an attempt to assuage
worried potential investors, Quebec Pre-
mier Robert Bourassa hasinsisted that his
province will always be a safe place to
place capital even if failure of the Meech
Lake Accordrevives separatism. His com-
ments during a 10-day swing through
Europe came only a few days after
Deputy Prime Minister Don
Mazankowski told a Chamber of Com-
merce meeting back in New Brunswick
that foreign investors are increasingly
nervous about the possibility of ‘another
constitutional crisis’ in Canada. ‘They
are starting to ask questions,” Mr.
Mazankowski said. However, Premier
Bourassa said that regardless of what
eventually becomes of the Accord, “it'sin
the interest of all of Canada ... to opt for
economic and monetary stability” He
specifically dedined to sugar-coat his as-
sessment, saying investors are owed
more than ‘generalizations and
platitudes’.

OTTAWA — Seven months of research
by Prof. Martin Rudner of the Asian Padif-
ic Research and Resource Centre at
Carleton University has yielded a book
on Canada-Philippine Relations: The
Dimension of a Developing Relation-
ship. Although targeted to university au-
diences and priced under $10 at many
campus bookstores, the book should be
of interest and value to government
agencies, academics and the business
community. Canada-Filipino trade tops
$400 million annually. Formed last year,
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the Centre recently received a $95,000
grant from the Max Bell Foundation to
underwrite further research. This is ex-
pected to result in a series of mono-
graphs being published several times a
year.

OTTAWA — Creation of a Centre for
Canadian-Soviet Studies at Carleton
University is being underwritten by a
$285,000 grant from the Toronto-based
Canadian Donner Foundation. Among
other things, the grant will fund aca-
demics’ trips.tothe Soviet Union andthe
hiringof a research co-ordinator, accord-
ing to Prof. Larry Black, head of the
university’s Institute for Soviet and East
European Studies. An initial project for
the centre willbe a bibliography of what
Prof. Black says is ‘just about everything
the Soviets write about us

BUCHAREST — Canada's ambas-
sadortoRomania, Saul Grey, hasopened
diplomatic relations with the National
Salvation Front (NSF), the meovement
that was instrumental in bringing down
Nicolae Ceausescu’s dictatorship. Unlike
other countries, Canada recognizes
states rather than.administrations, so no
formal diplomatic recognition of the
new regime was necessary. ‘Reports
from our embassy ... as well as news
reports, give us some cause for opti-
mism, Mr. Clark said in Ottawa of the
ongoing developmentsin Romania. "We
hopethis means that democratic values,
including due process, will soon prevail

- as Romania emerges from a revolution-

ary condition to a more stable situation!

OTTAWA — Most of the Canadian
Forces personnel deployed to Namibia
as partof a muitinational peacekeeping
groupin anticipation of the country’s re-
cent elections are back in Canada. ‘ltis
most encouraging to see a mission com-
pleted on time and within budget’, Na-
tional Defence Minister Bill McKnight
commented as he greeted the logistics
personnel who were assigned to the
United Nations Transition Assistance
Group (UNTAG]). Stable political condi-
tions in the aftermath of the election per-
mitted the start of aphased withdrawal
of military personnel before UNTAG's
mandate expired in March. Nearly 500
Canadian troops servedin two rotations
with the Canadian contingent, peaking
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at 260. Only a couple of dozen Canadi-
an Forces personnel and 100 members
of the Royal Canadian Mounted Police
are staying on to the end of next month.

LONDON — Petro-Canada Chairman
Bill Hopper has been named to the
13-member international advisory board
that will guidethe new Centre for Global
Energy established by Sheikh Ahmed
Zaki Yamani, the former Saudi Arabian oil
minister. Canada has resisted sugges-
tionsthat it become involved in the Or-
ganization of Petroleum Exporting
Countries, but Sheikh Yamani’'s new
group is seen as walking a politically safe
ifchallengingline. Itis expectedto bridge
the institutional gap between OPEC
and the UN’s International Energy
Agency by promoting study of medium
and long-term developments in the
world markets. ‘International co-
operation between multinational com-
panies, the consuming countries’
governments and OPEC producers, par-
ticularly in the Gulf, is essential and
should be fostered by all means possible;
a spokesman for the Sheikh said at the
Centre’s mid-January inauguration. The
first self-assigned task of the new body is
an assessment of developments in
Eastern Europe and their implications for
the giobal energy balance.

TORONTO — 'Canada will need to
look increasingly to offshore markets for
export growth and opportunities ... as
globalimbalances diminish in the future
andastheUnited States’ demandforim-
ports slows,” according to the latest an-
nual review from the C.D. Howe Insti-
tute. ‘An aggressive trade policy should
help, by gaining ... increasedand secure
access to those markets. In so doing, it
will lay a more certain foundation on
which tomeet future challenges. Copies
of the review, GettingltRight, are availa-
ble from bookstores that normally han-
dle government publications.

OTTAWA — Canadians should see
more of how MPs conduct their business
on a day-to-day basis if recommenda-
tions by a House of Commons commit-
tee are adopted. The committee is
proposing not only that TV cameras be
permitted in committee hearings but
also that there should be fewer restric-
tions on how the Commons itself is
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shown on the parliamentary channels
available on cable. ‘'The public has a
right to see and understand how its
elected representatives work and how
its laws are passed’, says committee
chairman Chuck Cook (PC—North
Vancouver, BC.). Current coverage is
limited to atight focus on the MP whois
speaking at any given time, a process
that advocates of a more open approach
say robs the coverage of much of its vital-
ity. Although Commons coverage is
now routine after blazing the trail in
western demeocracies, cameras are still
banned from committees apart from a
couple of isolated experiments, but the
committee proposes that two existing
hearing rooms should be permanently
wired for broadcast and that cameras
should be permitted into all hearings un-
less specifically excluded by the
committee.

OTTAWA — The federal government
has set up a joint committee with the pri-
vate sector to advise the governmenton
how to tackle money laundering related
to the narcotics trade. Chaired by
Minister of State {Finance) Gilles Loiselle,
it will ‘assess existing measures and ...
look at new ideas for increasing the ef-
fectiveness of our fight! Canada has
anti-laundering legislation under the
umbrella of apackage of Criminal Cede
and related amendments passed by
Parliament as Bill C-61 in September,
1988. It also is participating in an interna-
tional task force established atlast year’s
Economic Summit. Officials from the
departments of Finance, External Affairs,
Solicitor-General as well as the RCMP
andthe Superintendent of Financial In-
stitutions are involved in the committee
along with senior representatives of the
banking and other financial institutions
and the insurance and investment
sectors.

SAN JUAN — The Feb. 2 official open-
ing by Trade Minister Crosbie of a new
satellite trade office in the Puerto Rican
capital was the third in two weeks as
Canada stepped up its campaign to
broaden export opportunities. He also
opened one Jan. 25 in San Diego and
then another in Miami Jan. 31. They
bringto 27 the total number of Canadi-
an trade officesin the United States and
its territories.

PRIORITIES

External Affairs and Trade Begins internal Review

It is more than two months since
Treasury Board President Robert de
Cotret unveiled a broad ‘expenditure
reduction initiative’ that included $70
million off the External Affairs and Inter-
national Trade Canada (EAITC) budget
over the next four years. In response, the
department launched a review of its
operations. This review is based on'work
already begun as part of its long-range
corporate strategy, Preparing for the
1990s: The -Management Challenge;
which emphasized three vital elements
— relevant programmes and services,
excellence in management, and leader-
ship. A summary provided by EAITC says
current initiatives should ensure that
short-term measures will fitinto alonger-
term strategic plan. All areas are being
looked atin a search for optionsand ap-
proaches to programme and service
delivery that are at once practical and
creative.

Seven initiatives are targetted for com-
pletion by June 1: (a) areview of head-
quarters organization; (b) a special
review of operations at the largest mis-
sions, principally Washington and Lon-
don; (¢ studies of how the delivery of in-
dividual programmes and services can
be updated to deal with. the environ-
mentof the 1990s, including a look at al-
ternate delivery mechanisms and the
potential for cost recovery; (d] areview of
the department’s administrative func-
tions, structure and processes; {€) prepar-
ing recommendations on what should
be the nature of Canada’s operations
abroad in the 1990s; (f) a separate exami-
nation of certain personnel and related
policies; and (g} a cabinet-ordered
review of the level of grants and
contributions.

‘Because'the department recognizes
that this type of fundamental examina-
tion must be a collaborative effortto be

successful, special efforts are beingmade
to reach out to staff at alklevels for their
involvement and inputinto the process,’
the summary states.. "Working groups
are under way throughout the depart-
ment, focus groups with employees are
planned, suggestionsare being sought
from all employees here and abroad and
special incentives are beingintroduced.
Incentives might seem excessive in that
staff essentially would only be doing
their jobs but aspokesman explains that
the extra inducementisdesignedto en-
courage participation by employees
who otherwise might not come forward
with constructive ideas.

Thefocus forthe nextthree months or
so willbe whatis described as ‘areshap-
ing of the department of enhanced
relevance and effectiveness’ with the
objective of leaving itready and able 'to
meet the demands of a lean and
challenging decade ahead.

An Increasingly Urgent Need to Redefine ‘Security’

In recent decades, the word. security
has been used in terms of preventing
World War lil-by justifying huge invest-
ments in nuclear and conventional
arms. Powerfuleconomiesincurredlarge
deficits while global social and environ-
mental problems went virtually
unattended.

Today we seeold threats disappearing
and new ones emerging: global warm-
ing, waste disposal, drought andfamine,
and nuclear plamt accidents. Aithough
we continue to perceive an ‘enemy’ out
there, disguised as another nation or as
a different palitical system, this percep-

tion is gradually being replaced by reali-

zation of the emerging threat posed by
human attitudes and activities in the
environment.

W have begun to ask ourselves ques-
tions unthinkable by all:but a few years
ago. What good are military alliances at
a time when the atmosphere is being
eroded and our lakes and rivers contami-
nated? What good is protection by a
Strategic Defense Initiative if it we can't
protect ourselves against acid rain? Is it
real or false security we pursuethrough
our arms budgets?

Are we ready to ask ourselves ‘when

are we and other nations going to stop
poltuting across eachothers’ borders?’ it
causes immense damage while
destabilizing national and continental
economies. It'sworth recallingthe decla-
ratien by the 1972 Conference on the
Human Environment in Stockholm in
which the signatory nations conceded
each other’s 'sovereign right to exploit
their own resources pursuant to their
own environmental policies” only to
stress that the right carries with it ‘the
responsibility to ensure that activities
within their jurisdiction or control do-not
cause damade to the environment of
other states.

Having been ready for decades for
Russian tanks to roll through Western
Europe, having spentincomprehensibly
on weaponry, having witnessed pollu-
tion of previously pristine regions such as
the Arctic, we must recognize the real
threat facing us. The prospect of Mutual-
ly Assured Destruction is as much en-
vironmental now as itis military. To meet
it, we must give top priority to policies
encompassing environmentally sus-
tainable economic growth while stop-
ping desertification, soil erosion, water-

contamination, and depletion of forests,
grassiands andfisheries. Remedial action
is not without cost but the Worldwatch
Institute puts the bill for reforestation, pro-
tecting topsoil, raising energy efficiency
and developing renewable energy
sources at about $774 billion over the
next 10 years — just under 10% of total
global military spending.

Among other things, we needto urge
the United Nations Security Council to
give precedence to environmental secu-
fity and we should promote Article 2 of
the NATO Treaty, the ‘Canadian’ article
emphasizing the importance of non-
military collaboration within NATO and
with non-members. In asking others to
help put our global house in order,
Canada must modify its own economic
policies to serve ecology and not vice
versa. Spending priorities meed to be
readdressed and government rede-
signed to:make all departments respon-
sible for the environment. Furthermore,
the role of the Canadian International
Development Agency and the coun-
try’s role in the international finan-
cial and economic institutions should
be re-examined.

Former Environment Minister Charles Cacclals Liberal MP for the Toronto constituency of Davenport.
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THE NINETIES

Experience of Recent Decades \Warrants Caution . ..

‘As alandmark year in modern history,
1989 wiill ... surely rank with 1789, the
year ofthe French Revolution

This is how the Canadian Institute for
International Peace and Security in-
troduces its latest annual report as it fo-
cuses on three main topics: the arms
race, domestic defence policy, and
regional conflict. “We want to believe
that this ‘peace’ is real and enduring’, it
continues, ’yet millennia of human ex-
perience and recent decades of history
counsel caution!

Onthequestion of the armsrace, the
ClIPS acknowledges overriding.concern
about ‘dangerous instability in an en-
vironment of major arms reductions.’
This resuits from the continuing political
upheaval that has been developing
daily, almost hourly at times, in Eastern
Europe. The longer-term view includes
the ‘delicate’ issue of Germanreunifica-
tion and its effect not only on the rest of
Europebut also the rest of the world. As
for the ‘buildingdown’ of the North At-
lantic Treaty Organization and the War-
saw Pact, ‘there isstill along way to go.
Nevertheless the CIIPS urges the West to
‘reciprocate and encourage every realis-
tic disarmament measure’ taken by the
SovietUnion and its allies.

On the whole, the federally-funded
body, whichisbased in Ottawa, comes
across as cautiously optimistic when it
proposes that ‘other countries must also
be drawn into the improved internation-
al climate emanating from Europe. Par-
ticularlyimportant is the need to improve
relations between the Soviets and Japan
and the CIIPS suggests that ‘Canada is
well placed to pursue this special
dialogue’

Having made that observation, the
ClIPSthen points out thatthere islinger-
ing concern about the fate of hardware
as the superpowers disarm. ‘A possible
unintended consequence ... is the
danger that demobilized weaponry and
military equipment, if not destroyed, will
become available for sales andtransfer to
armies and armed groupsin-other parts
ofthe world’, the CIIPS cautions. ‘Similar
ly: unless the military production capabil-
ities of countriesin East and West are dis-
mantled or decisively cutback, they will
have evengreaterincentives than inthe
past to direct their products to other

markets.

Onithe question of Canadiandefence
policy. the ClIPSsays thatitis clear, in light
of the last budget's evisceration of the
1987 Defence White Paper, that another
comprehensive review ‘and basic re-
thinking” of demestic policy is crucial.
The ‘extraordinary’ challenge isto make
decision that would give defence plan-
ners ‘reasonably clear and stable direc-
tions and credible assurance that they
will be equipped to carry out the tasks
assigned to them.

Citing its own public opinion poll
[summarized on Page 7 of the previous
issue of International Perspectives}, the
CIIPS points out that Canadians are still
supportive of the concept of ‘prudent
defence’ and of co-operation with their
allies andthatan ‘in-depth-publicdebate
of policy needs and options’ is essential.
‘There is a widespread expectation that
the defence allocation, which was not
actually reduced in the 1989 budget,
could be singled out again [with official
developmentassistance) in 1990 when
the few ‘discretionary’ categories of fed-
eral spending will once more be vulner-
able to Draconian spending cuts.

The secondand even more important
reason for a re-thinking of this country’s
defence policy is found in the dramatic
evolution of East\M/est relationsand the
prospects for equally dramatic change in
Canadian military ‘threat perceptions’
and responsibilities.” The CIIPS goesonto
reject as ‘totally unrealistic’ any move by
Canada to proceed with a major
defence acquisition such as new battle
tanks for deployment with NATO in
Europe.

Given what it says is the ‘practically
assured’ success of talks on strategic mis-
sile and conventionalforces reductions,
the CIIPS challenges the legitimacy of
continuing Cruise missile testing, which
resumed over Northern-Canada late last
month (see Signposts). It argues that
flight-testing of unarmed air-launched
missiles by the United States Air Force
‘has lost some of its political immediacy’
because of the arms reductions and the
generally improved East-W/est relations.
‘The majority -of Canadians who were
uncertain and divided during previous
national debates over Cruise missile test-
ing would clearly be much-more difficuit
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to convince of the need and legitimacy
of further modernization.' That said,
‘Canada has an urgent and direct in-
terestin seeing Cruise missiles {particular-
ly the sea-launched variety) included in
East-West arms control and reduction
negotiations. This concern is shared by
NATO as a whole butprogress is blocked
by the dogmatic resistance of the US.
Navy which has also, so far, blocked all
other attempts at naval arms control.
Thereis no reason-why Canada should
acceptand be expectedto co-operate in-
definitely in a situation which is
detrimental toits own security interests’

Onthe increasingly troublesome issue
of regional conflict and its frighteningly
obvious potential for escalation, the
ClIPS says thatfascination with Europe-
an events has tended to distract world
attention fromithis no lessimportant are-
na. 'Thetoll of conflicts in other regions
... has been constantly and frequently
horrific, with civilians being in-
discriminate or often even selected tar-
gets, large regions beinglaid waste, and
their inhabitants swept up in the
wretched tide of refugees that has be-
comea flood in'the Horn of Africa, An-
gola and Mozambique, in Indochina, A-
ghanistan and Central America.' It
decries the "atrocious’ war betweenran
and lraq that saw the global taboo on
chemical weapons broken and laments
the "agonized anarchy’ of Lebanon and
the ‘still explosive’ Arab-Israeli situation
that is now in its fifth decade. ‘The bil-
lions.of people whose countries are not
members of NATO or the Warsaw Pact
are deeply conscious that they have
been held as powerless hostages to the
threat of global nuclear annihilation be-
cause of the hostility between these two
blocks, it says. ‘Leaders and:peoples in

Asia, Africa and Latin America will wel- .

come the easing of the global threat
{and) will watch to see if the thawing of
East-West relations and the reduction of
superpower competition in their own
regions will lead to more constructive at-
tention to their problems or, onthe other
hand, to evengreater marginalization of
the Third World'

Copies of the report may be requested
from the Institute at 360 Albert Street,
Suite 900, Ottawa KIR 7X7; telephone
(613) 990-1593 or Fax [613) 563-0894.
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THE NINETIES

. . . About the Potential Probiems on the Road Ahead

‘The near-desperate economic state
and depressed social conditions of many
countries’ prompts the North-South In-
stitute to call this decade ‘the Nervous
Nineties. A draft of the research body’s
latest annual Review & Outlook high-
lights, among other things, foreign debt,
aid, women's rights, the Organization of
American States (OAS) and Southern
Africa. ‘There are plenty of problems
alongtheroad’, comments the indepen-
dent NSI's Executive-Director, Maureen
O’Neil.

The document cites the grievous
problems that are arisingin Latin Ameri-
ca as governments try to come to grips
with foreign debt. A graphic example
was thefact that more than 300 people
were killed in Venezuela last year as they
protested against an austerity
programme sanctioned by the Interna-
tional Monetary Fund. ‘Instead of im-
proving their prospects, existing ap-

proaches seemed to be making debtor

countries worse off; the NSI says. The
United States, for one, responds with
rescheduling and debt-equity swaps,
but the effectiveness of these initiatives
clearly is being undermined by lender
discounting as more countries default.
Thus, the IMF has virtuallyno option but
to put aigenuine debt-relief programme
into effect, especially where individual
countries are demonstrably willing to
deal with their woes.

‘Thefundamentaldilemma now ... is
howto persuadebanksto agreetodebt
reduction on a voeluntary basis’, the NSl
says. 'To sugar-coat the pill, financial
guarantees were provided by the inter-
national financial institutions, but there
is only enough money to provide such
guarantees to a few debtor countries.
Ms. O’Neil says that Washington has
advised American banks to ‘look at
some of the creative options open to
them, but she is nonetheless skeptical
that such advice wouidbe welcomedby
Canadian banks. The NSIpoints out that
with few lenders apart from the World
Bank andtheIMF providing fresh capital,
‘each dollar they put into guaranteeing
old debtis a dollar less to finance badly-
needed investment or imports.

Official Development Assistance
suffered the deepest cuts in the 1989
budget which was tabled last April by

Finance Minister Michael Wilson. Fore-
casts for the 1990 budget vary — from
total restoration of the cuts, to further
reductions of as much as 10%. Ms.
O’Neiltakes limited comfort from a sug-
gestion by External Affairs Minister Joe
Clark that he wants torebuild Canada’s
commitment. ‘Mr. Clark is goingto have
trouble selling what he wants to sell
around the budget table. Faced with a
question about the use of food aid as a
lever, to get recipient countries to
change policies that are perceived by
donors as unworkable, Ms. O’Neil re-
plies that ‘virtually all’ industrialized
countries are trying to compel Third
World change. ‘There is greater condi-
tionally attached’ to alt aid. Echoing the
CIIPS {see page 6), the NSI says that
Eastern Europe has ‘distracted’ the West
from concerns about the Third World,
where the problems are ‘longer term
andindeed larger’ Asked about special
assistance packages put together for
countries such as Poland and Hungary
and how Ottawa should prioritize its
commitments if forced to choose be-
tween the. East Bloc and the Third
World, she replies that ‘the-government
has no choicebutto respondtoboth of
them'

On women’s rights, the NSk says that
although an.institutionalframework has
been builtin the decade since the United
Nations Convention for the Elimination
of Discrimination Against Women was
signed, progress in implementing real
change has slowed. Some countries re-
fuseto ratify the convention or impose
restrictions on sectionsthey consider in-
appropriate. ‘Many concerned observ-
ers remark that, other than internal lever-
age by well-organized women's groups,
there is little pressure on politicians and
civil servants to live up to the convention
or to enact any domestic legislation to
improve the lot of women', the NSI says.
‘Itis time to evaluate what progress has
been made, especially as countries face
times of austerity!

Canada’s recent decision to join
the OAS as a full member, after dec-
ades as an official observer, divided
Canadians more evenly than few other
foreign policy initiatives, the NS! says.
‘We share the positive view, Latin Ameri-
ca has changed greatly since the United
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States used the OAS t&' give its own
hemisphericdesigns a multilateral coat-
ing, as in its 1965 occupation of the
Dominican Republic or in its isolation
of Cuba. In the 1980s, some 10 coun-
tries have moved from dictatorships to
democracy’ When itis suggested some
critics see Canada continuing to ‘parrot’
the US., Ms. O'Neil replies that there
already are signs of a more indepen-
dent posture. She refers to Canada’s
official condemnation of the sacking of
the Nicaraguan ambassador’s residence
by US. troops during the Panama inva-
sion. "We seem to have recovered our
senses somewhat. However, she adds,
the criticism that Canada’s financial
commitment to the OAS — which is
some $6 million in this first year of full
membership — is inadequate is ‘very
valid’

Asfar as Southern Africais concerned,
Namibia is called ‘perhaps the single un-
deniably bright spot’ in that part of the
continent, now that a constitution is
nearing completion in the aftermath of
free UN-supervised elections and that
complete independence from South
Africais expected in March. ‘Butwhat of
South Africa itself?* the NSI asks. There
have been dramatic changes ‘onthe sur-
face’ but it notes that ‘repression is far
from ended’. Although 800 high-profile
prisoners were released in October, at
least 800 more remain incarcerated,
hundreds of detainees are under
rigourous restriction orders and there
wvere more political trials duringthelatter
half of 1989 than ever before. Notwith-
standing this and the re-emergence of
the power struggle between the army
and the police, the NSI acknowledges
‘movement’, much of it precipitated by
the international pressures making
themselves felt. ‘Itis Nottoo soon Now to
foresee and to plan for the post-
apartheid era’, the NSI says. ‘South Africa
will be the main "engine of growth’ for
the whole region.

Copies of The Nervous Nineties: Un-
certainties Cloud Decade for Third
World, should be available in either offi-
ciallanguage by the third week of Febru-
ary. The cost will be $7.50 and the NSl is
at 55 Murray Street, Suite 200, Ottawa
KIN 5M3; telephone (613) 236-3535 or
Fax [613) 237-7435.



TRADE

Too Early to Tell Whether Free Trade Will be a Success

About all that the federal government
is able todo asfar as the first anniversary
of its Free Trade Agreement with the
United States is concerned is to try to
reassure Canadians that ‘implementa-
tion ... is proceeding in an orderly
fashion.” That's courtesy of a Depart-
ment of External Affairs analysis issued
by International Trade Minister John
Crosbie. The country’slargest chartered
bank, The Royal Bank of Canada feels
much the same way, but one of the
FTA's principal architects warnsthatas a
combination of factors putthe brakeson
the US. economy, Canada could be
thrown through the windshield. ‘The
politics of American trade are miserable
at the best of times’, observes Gordon
Ritchie, who was Deputy Chief Negoti-
ator through the FTA discussions and
who now is an Ottawa-based consul-
tant. ‘In a recession they are positively
vicious!

Mr. Crosbie stresses that itis "too early
yet for any objective observer to make a
definitive judgment of its economic im-
pact’ of the FTA. While he declinesto at-
tributeitto the FTA, he says there was a
netincrease of 193,000jobs in Canada
since the agreement went into effect at
the beginning of 1989. The govern-
ment’sreportonthe FTA was released a
day after The Royal Bank of Canada stat-
ed that the first year ‘appears to have
been positive for business capital spend-
ing, industry restructuring.and exports.
The bank’s economists also caution that
it is too early in the 10-year phase-in of
theFTA for a-definitive assessment, but
they do say the FTA ‘has not led to any
major or dramatic dislocations in the
Canadian economy;

Treasury Board President Robert de
Cotretjoins Mr. Crosbie in defendingthe
FTA as ‘an indispensable tool for Cana-
da’s prosperity’ and cites the formal dis-
pute resolution mechanism that has
been put in place and which is begin-
ning to comeinto play, albeit with mixed
results. Asked whether the ongoing sec-
toral disputes — which the Trade
Minister attributes mainly to protectionist
lobbies within Congress — were a bell-
wether of future difficulties, Mr. de Cotret
repliesthat there always have been sec-
toral disputes between Canada and the
United States. He points out that the cur-

rent disputes involve only about 1% of
the total two-way trade of some $250
billion and that the pre-FTA regime did
not provide for satisfactory resolution of
disputes. ‘| can‘ttell youthatthe new ...
system is perfect, that we are going to
win each case, the Treasury Board Presi-
dent says, ‘butnow we can defend our
cause!’

Inthe External Affairs report, which is
bolstered by an analysis prepared for the
department by Informetrica Limited, the
government saysthatjustas theFTAis ‘a
long-term initiative ... the economic
benefits whichwill accrue are also long
term. It points out that only a small
proportion-of proposed tariff reductions
are in place and that preparatory work
continues in the reduction of non-tariff
barriers such as government procure-
ment rules, temporary entry, services
and agricultural technology. ‘Not sur-
prisingly, expert opinion withinthe fed-
eral government, the Economic Council
of Canada and private think-tanks con-
clude that discernible and substantial
FTA effects are still several years away. As
for the spate of recent allegations that

Job layoffs and plant closures in Canada

can be blamed on the FTA, the Infor-
metrica report concludes that ‘lags in
availability of reliable data, difficulties in
isolating FTA from other effects on the
economy, and the uncertain nature of
results provided by models of behaviour
all point to great difficulties in developing
any systematic evaluation,

The Royal Bank report, whichtakes up
the entire issue of its latest monthly
Econoscope, looks at more than two
dozenindustries as well as the main eco-
nomic indicators in arriving at what it
emphasizesis a preliminary assessment
ofthe FTA's main effects. ‘The impact of
free trade with the United States cannot
be measured simply by counting the
number of plant closures and openings’,
comments Alex Thomson, vice-
president and deputy chief economist
for the bank. “‘Only by studyingthe on-
going and cumulative effects of the
agreement from the dual perspectives of
individual industries and the broad indi-
cators for the economy as a whole can
government, business and labour ap-
propriately adjust to a free trade
environment.
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As for the bank’s report itself, it says
that the effects of the FTA sofar have
been overshadowedby other forces, in-
cluding a cyclical deceleration of the
Canadian economy, high interest rates
and a relatively strong Canadian dollar
thatis the result of investment inflows. It
also echoes the government lines that
the FTA shouid result in more secure ac-
cessto American markets for key primary
industries and that the Canadian
manufacturing sector is particularly well
poised to benefit from this access as well
as from the phase-out of tariff barriers
andthe harmonization of technical stan-
dards in many industries.

There apparently islittle evidence that
the FTA has affected the Canadian serv-
ice industries so far, but the bank says
that competitiveness is the key to suc-
cess, regardless of the sector involved.
*Canadian economic policies and busi-
ness cycle dymamics remain the fun-
damental determinants of Canada’s
competitive position and the recent
news on this front has not been en-
couraging’, itsays. ‘'The sharp apprecia-
tion of the Canadian dollar in the past
three years and the widening gap be-
tween Canadian and U.S. labour costs
have hindered many Canadian export-
ersin many markets abroad.... However,
the cause of Canada’s deteriorating
competitive position has very little to do
with the trade agreement. Canada’s cur-
rent weak competitive position reflects
developments that were under way well
before the implementation of the FTA!

Notwithstanding the government
and Royal Bank paositions on plant
closures andlayoffs in Canada, Mr. Ritch-
ie suggestsin his own analysis that it is
an issue the government must address.
‘As the economy slides into a recession
overthe nextyear or two (Editor’s note:
there are conflicting opinions on the
prospect of recession), there willbe an in-
creasing-cacophony of announcements
of layoffs, plant closings and economic
hardship’, he predicts. ‘Inevitably this will
be portrayed as directly attributable’ to
the FTA. However, he argues, high in-
terest rates, the dollar and the federal
government’s spending and taxation
policies will have more of a short-term
economic impacton the economy than
the FTA will.
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ECONOMY

R&D Slippage Troublesome for the High-Tech Sector

Last year evidently was a goodone for
investment in research and develop-
ment butthe ConferenceBoard of Cana-
da waorries that the-business communi-
ty‘s uncertainty about the economy
couldlead to a gradual decline in crucial
R&D. There is concern too at the Eco-
nomic Council of Canada, where
researchers say this country’s competi-
tive position.in high-technology trade is
"weak on several scores’ and requires im-
mediate corrective action.

The independent Conference Board
says R&D spending growth should de-
celerate this year, barely keeping pace
with inflation. Furthermore, “in the medi-
um term [throughto 1994}, growthisex-
pectedto deteriorate further’ The projec-
tions arebased on a survey of 170 mem-
ber corporations, 153 of which were
either involved in, or purchased, R&D
services. Only 48.3 % feltit was a ‘good
time’ toexpandR&D, adrop from52% in
a year-earlier survey. Some 19.5% felt it
was a ‘badtime’ for expansion, upfrom
18%. The proportion that was unsure
rose to 32.2% from 29.7 %. Services and
technology-intensive manufacturing
companies remained the most optimistic
with 62.5 and53.3%, respectively, feel-
ing that it was a good time to invest in
R&D. Also, medium-sized and very large
corporations were more optiristic than
others: 59.6% and 48.3%., respectively,

Lastyear's climate was due to several
factors, including federal Patent Act
amendments protecting developers of
proprietary pharmaceuticals against
‘generic’ copies. There also were en-
hancedincentivesin Ontario and Que-
bec. ‘The foremost reason for the posi-
tive 1989 spendingis the continued con-
fidence of Canadian business in the
strength of the Canadian economy’, the
Board says. 'This factor was greatly rein-
forced by a growing awareness of the
need to maintain global competitive-
ness.... When asked how significant de-

yvelopment was for a company’s com-
petitiveness, 93% ... replied that it was
important. Even so, R&D spending over
the next five years is expected to slide
‘significantly’ with average growth
declining in real terms as sectors fail to
offset inflation. Industry, Science and
Technology Minister Harvie Andre |a-
ments the evident trend, saying R&D is

an obvious target whenthe economy is
not as healthy as the corporate sector
mightanticipate. 'Our view isthatCana-
dian industry doesn’t do enough
research now’, he says. ‘Research and
development is discretionary and so
when companies are tightening their
belts, they frequently do cut there!
Government policies are highlighted
by the Board as a primary concern and
this isechoed in the government-funded
ECC’s analysis of Canada’s high-
technology sector. Working with Statis-
tics Canada’s &World Trade Data Base,
ECC researchers Sunder Magun and
Someshwar Rao say the current climate
‘demands ... amajor review' of Canada’s
science and technology policies. They
made their findings public at a meeting
in Quebec City of the Canadian Eco-
nomics Association. 'Striking proof ... is
offeredby Canada’s significantlosses on
world markets and its persistent trade
deficits’ according to a summary issued
by the EEC. Theresearchers are particu-
larly disturbed by the ‘dramatic’ decline
in Canada’s share of the United States
market as well as its ‘very low’ penetra-
tion of the newly-industrialized coun-
tries (NICs} around'the Pacific Rim.
*Canada’s share of exports of high-
technology products in its total
manufactured exports is lower than for

any other industrialized couhtry’, the sum-
mary says. It rose to only 14% from 1%
between 1971 and 1986, ‘indicating rela-
tively littte change in Canada’s export
capability over a 15-year period when
both markets and competitors have
changed rapidly. Over the same period,
Canada’s share of the gloebal high-tech
market shrunk to 2.6 % from 3.5, which
the summary describes as ‘a meagre
share’ of a market worth sorme $330 bil-
lion annually, In contrast, Japan’s share
rose to more than doubled to 17% over
that period while the share of the Asian
NICs mushroomed to more than 9% from
1.5. 'Canada’s decline ... is not confined to
a few product areas, but has affected the
entire range of high-technology goods’,
the researchers say. This includes the sec-
tors in which Canada has clearly estab-
lished expertise, such as aircraft, telecom-
munications and data-processing.

Inquiries about the Conference
Board's report, R&D Outlook 1990: Cur-
rent Environment, shouldbe addressed
to Ranga Chad, Director of the organiza-
tion’s International Business Research
Centre, 255 Smyth Road, Ottawa KIH
8M?7, telephone (613} 526-3280, Telex
053-3333 or Fax [613) 526-4857. The
EEC summary is available from its Publi-
cations Division, Post Office Box 527,
Ottawa KIP 5Vé6.

Canada-Japan Financial Markets

Canadian and Japanese financial institutions are reassessing their long-term
strategies and product lines in an effort to build on opportunities arising fromthe
growth in business between the two countries. ‘Canadian financial institutions in
Japan are concentrating on the investment banking, treasury operations and invest-
ment advisory services, rather than corporate banking services,’ the Conference
Board of Canada comments in a report prepared by its Financial Services Research
Programme. ‘The banks and their affiliated securities dealers are rationalizing and in-
tegrating their investment banking operations.” Their ability to capitalize fully on the
situation has been curbed by the regulated separation of banking and securities, but
the Board says some securities dealers are exploring the opportunities for upgraded

operations.

It also points out that Japanese entry into the Canadian market has been typically
non-aggressive. ‘Their experiencein the Canadian markets has been characterized
by stable growth and effective diversification .... The Canada-U.S. Free Trade Agree-
mentisseen by several Japaneseinstitutions as animportant factor behind their posi-
tioning ... within the North American continent’

Copies of The Canadian and Japanese Financial Services Industries: Opportuni-
ties and Prospects fromMutual Access may be ordered from the Board at 255 Smmyth
Road, Ottawa KIH 8M7; telephone (613] 526-3280; Telex 053-333; Fax (613)

526-4857.
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Mexico: Renewed Interest in a Stronger Relationship

The 7th meeting Canada-Mexico
Joint Ministerial Committee, produced a
routine official communiqué in which
the two governments catalogued
bilateral and multilateral issues.
Noteworthy, however, was the un-
precedented involvement of no fewer
than 10 Canadian ministers and 7 of
their Mexican counterparts, the home
team captained by External Affairs
Minister Joe Clark and the visitors by For-
eign Relations Secretary Fernando
Solana (see box). ‘This reflects the impor-
tance attached by both countries to
strengthening further their ... relations
based on similar views of world and
regional affairs, and common interests
through geographic and cuitural link-
ages,” the communiqué stated. The
meeting also was a workup to Prime
Minister Mulroney’s March 15-18 visitto
Mexico at the invitation of President
Carlos Salinas de Gortari.

If external appearances were bland,
discussion behind closed doors at the
Jan. 22-23 meeting was anything but,
especially about the Organization of
American States. Inbriefingbeforehand,
Canadian officials said this country’s en-
dorsement of the United States’ invasion
of Panama was not contentious despite
Mexico's criticism. It was not, as one put
it, ‘an issue between us’ and Mr. Clark
and Sefior Solana would focus more on
the question of ‘where do we go from
here?’ Afterward, the Mexican minister
said discussion of Panama was ‘open
and frank;, the diplomatic equivalent of
fisticuffs. Mexico’s concerns about
Canada apparently were assuaged by
our denunciation of the seizure and
search of the Nicaraguan ambassador’s
residence by U.S. troops during the inva-

sion. Sefor Solana said there is ‘great
potential’ for a higher Canadian profile
inlLatin America. Asfar as Mexicoitself is
concerned, he said ‘'we need more and
more political relations’ because of the
paucity to date of discussion of what
should be common policy.

On the more substantive issues of
trade and economics, Sefior Solana said
before the meeting that recent Mexican
initiatives to relax restrictions on foreign
investment, coupled with legislated pro-
tection for investors, should boost the
current inflow, which has averaged
some $3billion (US) annually. T he legis-
lation essentially eliminates government
review of foreign investments of less
than $100 million as long as they meet
criteriathat include permanent job crea-
tion. Mexico is looking for $5 billion in
new investment by 1994. 'The new
Mexican legislation now offers foreign
investors important safeguards,” Sefior
Solana said. "We would like to see our
Canadian friends take advantage of
them.” He left Ottawa apparently im-
pressed with the ‘great potential’ for an
enhanced relationship with Canada.

Two-way trade amounted to $1.8 bil-
lion.in 1988, the latest year for which
complete figures are available, but it was
skewed $800 million in Mexico’s favour
and Canadian officials said "'we would
certainly like to see a better balance.” If
the issue of a North American common
market was discussed, it was only
peripheral; it seemed to have dwindled
to a nadir after Ronald Reagan took it to
ashort-lived zenith with his public mus-
ings in the runup to his first bid for the
US. Presidency in 1980. Canada went
intothe talks insisting, as one official put
it, that ‘it simply is not realistic to contem-

Apart from Sefior Solana, the other Secretaries in the visiting delegation
were: Pedro Aspe (Treasury and Public Credit), Jaime Serra {Commerce and.in-
dustrial Development), Carlos Hank Gonzalez (Agriculture and Water
Resources), Patricio Chirinos (Urban Developmentand Ecology), Pedro Joa-
quin Coldwell {Tourism), Enrique Alvarez del Castillo [Attorney General). The
other Canadian ministers were: John Crosbie (International Trade), Don
Mazankowski [Agriculture), Michael Wilson (Finance), Frank Oberle (Forestry),
Tom Hockin (Small Businesses and Tourism), Doug Lewis {Justice and Attor-
ney General), Pierre Blais (Solicitor-General), Lucien Bouchard [Environment)
and.John McDermid [Privatization and Regulatory Affairs). The respective am-
bassadors, Alfredo Phillips and David Windfield, also.participated.
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plate that option. Nevertheless, there
seems to be a resurgence of interest
despite the factthat the threat of Ameri-
can dominance is as real for Mexicans as
it is for Canadians. Notwithstanding
deeply-rooted emotional antipathy
south of the line stretching from Tijuana
to Matamoros, itis Mexico City‘'sown in-
itiatives that are responsible. The policies
that have opened up the country to
major investors for the first time in de-
cades actually have prompted some U.S.
trade officials totalk openly again.about
the prospects for a trade agreement simi-
lar to the one signed with Canada.
While they welcome the investment, es-
pecially from non-U.S. sources such as
Japan and Canada, officials shy away
publicly from talk of free trade. Manuel
Suarez-Mier, minister for economic affairs
atthe Mexican embassy in Washington,
dismissed such talk as speculative.
"We're still tryingto-catch our breath,” he
said of the aftermath ofthe new legisla-
tive initiatives.

Those initiatives, apartfrom the invest-
ment commitments, are having an
equally important secondary effect:
growing.confidence in the foreign finan-
cial community that Mexico is serious
aboutits.commitments and that it only
makes sense to-ease the pressure from
outstanding loans that an unheaithy
Mexican economy simply could not
withstand. The Solana delegation’s
visit to Ottawa coincided with an
announcement from Mexico City
that a new umbrella agreement with
450 banks will ease the country’s
debt burden by an annual average of
$3.8 billion (US.) through to 1994.
The banks chose from three refinancing
options applicable to $48 billion in
medium- and long-term.debt. Represent-
ing 49% of total debt exposure, they
chose rate reduction bonds. Payment
reduction under the agreement aver-
ages $ 2.2 billion annually through 1992
and $1.5 billion after that. New loans
would provide an additional $1.5 billion
in 1990-92. Although no details were
provided, two Canadian banks are part
of the group, one choosing to-reduce the
interest on its outstanding loans, the
other having chosen a combination of
lower rates and a write-off against
principal.

STATISTICS

. International Trade

After October yielded Canada's first merchandise trade deficitin nearly 14 years, a nosedive in automotive imports was the
principalfactor behind a reversal in November. Seasonally adjusted on abalance of paymentsbasis, the preliminary Statistics Cana-
dafigures, subjectto revision, show a surplus of $679.0millionin the latest month. It left the surplusfor the first 11 months of 1989
at $4,699.8 million — down 49.0% from the same period of 1988. Export value in November was up0.5% from October at
$11,525.6 million, the change was duelargely to increased wheat, automobiles and aircraft shipments that were undercut slightly
by a drop in precious metals exports. November’s imports dropped 8.3%, the sharpestin 17 months, to $10,846.7 million. Half

the drop occurred in the automotive sector, mainly in cars and parts. Here is a rounded breakdown in millions of dollars:
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NOVEMBER CUMULATIVE V Change |
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Japan 701.8 ~ 66311 +38.6 78256 7.585.9 - 42405 -40.4
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other OECD 350.7 372.2 -215 | 3,086.0 3.715.8 -629.8 -145.7
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Mexico: Renewed Interest in a Stronger Relationship

The 7th meeting Canada-Mexico
Joint Ministerial Committee, produced a
routine official communiqué in which
the two governments catalogued
bilateral and multilateral issues.
Noteworthy, however, was the un-
precedented involvement of no fewer
than 10 Canadian ministers and 7 of
their Mexican counterparts, the home
team captained by External Affairs
Minister Joe Clark and the visitors by For-
eign Relations Secretary Fernando
Solana (see box). "This reflects the impor
tance attached by both countries to
strengthening further their ... relations
based on similar views of world and
regional affairs, and common interests
through geographic and cultural link-
ages, the communiqué stated. The
meeting also was a workup t¢ """
Minister Mulroney’sMarch 15- Iq
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dustrial Development), Carlos Hank Gonzalez (Agnculture and Water
Resources), Patricio Chirinos (Urban Development and Ecology). Pedro Joa-
quin Coldwell {Tourism), Enrique Alvarez del Castillo {Attorney General). The
other Canadian ministers were; John Crosbie (International Trade), Don
Mazankowski (Agriculture), Michael Wilson [Finance), Frank Oberle (Forestry).
Tom Hockin {Small Businesses and Tourism), Doug Lewis (Justice and Attor-
ney General), Pierre Blais (Solicitor-General), Lucien Bouchard (Environment)
and John McDermid (Privatization and Regulatory Affairs). The respective am-
bassadors, Alfredo Phillips and David Windfield, also participated.
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investment, coupled with legislated pro-
tection for investors, shouid boost the
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ages $ 2.2 billion annually through 1992
and $1.5 billion after that. New loans
would provide an additional $1.5 billion
in 1990-92. Although no details were
provided, two Canadian banks are part
ofthe group, one choosing to reducethe
interest on its outstanding loans, the
other having.chosen a combination of
lower rates and a write-off against
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STATISTICS

International Trade

After October yielded Canada's first merchandise trade deficitin nearly 14 years, a nosedive in automotiveifmports was the
principal factor behind a reversal in November. Seasonally adjusted on a balance of payments basis, the preliminary Statistics Cana-
da figures, subject to revision, show a surplus of $679.0 million inthe latest month. Itleft the surplus for the first 11 months of 1989
at $4,699.8 million — down 49.0% from the same period of 1988. Export value in November was up 0.5% from October at
$11,525.6 million, the change was due largely toincreased wheat, automobiles and aircraft shipments that were undercut slightly
by a drop in precious metals exports. November'simports dropped 8.3%, the sharpestin 17 months, to $10,846.7 million. Half
the drop occurred in the automotive sector, mainly incars and parts. Here is a rounded breakdown in millions of dollars:

NOVEMBER CUMULATIVE Change
Exports Imports Balance Exports imports Balance  from ‘88
U.s. , 8.485.6 7.505.0 +980.6 95,590.6 85,534.2 +10,056.3 | -2,726.2
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UK. 7 2548 406.9 1521 3.269.6 4,196.3 —926.7 +164.9
other EEC 669.4 759.5 -90.1 7.2101 | 9.103.3 -1,893.2 +1,242.2
other OECD 350.7 3722 -21.5 3,086.0 3,715.8 -629.8 -145.7
all others 1,063.4 1,139.9 -76.5 11,001.9 13,149.3 -2,147.4 -3,011.2
TOTALS 11,525.6 10,846.7 +679.0 127,984.8 | 123,2850 +4,699.8 -4,516 .4
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Taking Taiwan Seriously |

|
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During 21 years of formal diplomatic relations, the Republic of China on Taiwan rarely attracted attentionin Canada, except
as athreat to peace duringthe 1950s crises over the islands of Quernoy and Matsu in the Straits of Taiwan offshore and as a recur-
ringimpediment to improved relations with the mainland. Pierre Trudeau’s recognition of the People’s Republic of Chinain 1970
was palitically and strategically sound, and also held a promise of direct commercial benefit. The legacy from Mr. Trudeau’s de-
cision was an attitude and a policy.

The attitude has been a blend of indifference, distrust and occasional condescension; the policy hasbeen strictly ‘One Chi-
na’ On everything from the avoidance of Taiwanese diplomats to the issuance of visas, Ottawa has adhered to the spirit and the
letter of our initial commitment to the PRC. Officials have responded far less flexibly than several of our allies, particularly the United
States, and apart frombackbench Members of Parliament, few in our policy elite have visited Taiwan or even found it worthwhile
to maintain a watchful eye on developments there.

A significant shift occurred in Ottawa in the mid-1980s. The most tangible element wasthe openingin 1986 of atrade office
in Taipei, funded by the Department of External Affairs but operated by the Canadian Chamber of Commerce. More recently, there
have been high-level diplornatic discussions and movement on immigration applications, visas, new representative offices and
direct air links. : '

Taiwan certainly will loom larger in our priorities in the coming decade and beyond. The Canadian business presence isgrowing
quickly. All five major Canadian chartered banks now have offices in Taipei. Two-way trade in 1989 was approximately $3 bil-
lion. And events on the mainland have triggered a rethinking of China policy. The tanks that rolled through Tiananmen Square
last summer crushed public supportin Canada for a ‘special relationship” with the mainland. They also deepened already increas-
ing suspicions in Ottawa about the long-term prospects for palitical stability and economic transition in the PRC.

The most pressing areas for new initiatives are in cultural exchange, expanded trade promotion and Taiwanese participation
in international financial institutions such as the General Agreement on Tariffs and Trade and the Asia-Pacific Economic Co-
operation group. More of our policy architects need to visit Taipei and we need to increase substantially the flow of communi-
cationsinboth directions. Asin our connection with Japan, Canada needsto develop a co-ordinated capability for promoting
at the same time as managing bilateral commercial relations.

Ottawa’s balancing act in avoiding a major rupture with Beijing while pushing ahead with more ‘substantive relations’ with
Taipei is nothing new. Adjustments to our Taiwan policy are likely tobe low-key, cautious and incremental, butthere is every reason
to think that for the first time in 40 years, they will be enthusiastically pursued. \

The dynamism of the Taiwanese economy showed no sign of abating in 1989. Gross Domestic Product grew by 8% to the
equivalent of almost $153 billion Canadian; accumulated foreign reserves exceeded $87 billion; the annual trade surplus passed
$15billion despite a 40% increase in the New Taiwan Dollar since 1987; and per capita income today of $7,600is where Japan
was a decade ago. Taiwan also has developedinto asignificant foreign investor; the recent $ 285-million acquisition of Wyse Elec-
tronics exemplifies both this outward flow and a vigourous programme of restructuring its manufacturing base.

Equally impressive political changes have attracted less attention. In 1989, the process of democratization reached the stage
where itis virtually imeversible. Decernber’s elections did not threaten the legal status of the Kuomintang (KMT) asthe ruling party.
The distribution of appointed and popularly elected positions does not make that even a theoretical possibility until 1992. But
the elections were a watershed in that they were, on the whole, conductedfairly and accompanied by only isolated outbreaks
of violence; also, they yielded few procedural irregularities. Taiwanese independence was broadly debated but did not figure as
the major issue; nor did the outcome deeply antagonize Beijing.

Dernocratization, itis safe to say, survived the elections. In fact, there are three reasons to believe they accelerated the process.
First, the opposition parties made major gains. The largest, the Democratic Progressive Party, captured 31% of the popular vote,
which translated into a much larger contingentin the national, provincial and municipal legislatures, and victory in six of 14 coun-
try magistracy races. This vastly strengthens the legitimacy and voice of the opposition. Second, the Kuomintang's relatively poor
performance in taking only 59% of the vote has intensified internal reform. Party discipline and unity are more shaky than atany
time in the past four decades. In part, this is because electoral competition has increased tensions between the centre of the Party
and the constituency level. Successful candidates for the Legislative Yuan and County Magistracies often spentin excess of $4
million. And they showed considerable independence in policy matters and formidable capacity for local fund raising. Third, inter-
party rivalries and factional divisions within the KMT have vitalized the legislative branch of government at all levels. Thishas cor-
responded with an explosion of new and vigourous activity by interest groups.

There have been few signs of KMT or military determination to restore authoritarian one-party rule. Suppression of political dis-
senthas been noticeably reduced, though not entirely eliminated, since the suspension of martial law in July, 1987. Major differ-
ences of opinion remain aboutthe pace and ultimate destination of the reform process, butthere is a broad consensusthat the
future will involve increased electoral competition, more assertive legisiatures and less centralized control.

Behind any adjustrentin Canada’s approach to Taiwan must be a new attitude which recognizesthat Taiwan isuniikely to
disappear or self-destruct. On the contrary, the island of 20-million people is likely to be much more important to usin the future,
especially asthe effects of Hong Kong’s repossession by the mainiand in 1997 are felt. A necessary beginningisto think of our
relations with Taiwan as opportunity rather than an obstacle.

Paul Evans Is Assoclate Professor, Political Science, York Unlversity.
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