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CANADA'S DOMESTIC AND EXTERNAL REFORMS HELP CREATE
STRONGER BASE FOR ECONOMIC EXPANSION

Canadd s efforts towards trade liberdization at the regiond and multilaterd levels, complemented
by aprocess of deregulation, commercialization and reduced government spending are helping to ease
distortionsin the incentive system and create a stronger basis for long-term economic expansion. The
combined effects of domestic and externa reformshave, intherecent years, touched virtually al sectors
of the economy (with the exceptions of a few sensitive areas such as cultural industries and supply-
managed agriculture), and a wide range of policy areas (tariffs, subsidies, investment).

According toanew WTO Secretariat report on Canada s trade policies and practices, Canada' s
economy in the last two years has essentially been driven by exports, which benefited from strong
demand in the United States, currency depreciation and liberalization both under the NAFTA and the
WTO. Thereport notes that economic integration with the United States has deepened during the last
two years and that the United States share in Canadd s trade has continued to rise (to four-fifths of
its merchandise exports and two thirds of its imports).

Bilateral tariff reductionsunder NAFTA have intensified North American market integration;
Canada s tariffs on U.S.-made manufactures currently average only about 1 per cent (as against 6.6
per cent of m.f.n. imports), and 58 per cent of al tariff lines carry zero rates. Full bilateral tariff
elimination, except for certain farm items, is scheduled for 1998. These reductions must be seen in
thelight of an ongoing genera reduction of Canadian tariffs, including m.f.n. tariffs, inlinewithWTO
obligations, and improvement in the General Preferential Tariff.

The process of gradual economic and trade liberalization isaso reflected in avariety of policy
initiatives aimed at revitalizing the economy and improving Canada s attraction for investment and
production, including thereduction of subsidiesand investment control sand thederegul ation of services
sectors. The opening of factor and goods markets to interprovincia competition has also proceeded
under the Agreement on Interna Trade.

In this context, public assistance to the economy has been reduced. Under WTO Agreements
and strong internal budgetary constraints, expenditure on agriculture has been reduced by 20 per cent
since 1994, mainly because of the elimination of grain transport subsidies. The impact of such cuts
has been offset by strong export growth. The more market-oriented environment for grain and major
livestock industries contrasts, however, with the retention of supply management regimes
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for dairy, poultry and eggs poultry products, which continue to be sheltered by high import barriers,
now in the form of restrictive tariff quotas ranging up to 300 per cent for out-of quota rates for
butter.

Conditions for foreign investors are aso gradually improving, in particular through the
multilateralizationunder theGenera Agreementon Tradein Services(GATS) of liberalization measures
granted under NAFTA (such as lower investment review thresholds, and removal of ownership
restrictions for some financial institutions). While the manufacturing sector is generally free from
restrictions, investment monitoringandrestrictionsremainin someservicessectors, consideredsensitive
for strategic, economic or cultura reasons.

Recourse to trade defense mechanisms, in particular anti-dumping, has declined in the wake
of currency depreciation and booming exports. Thereisno evidence of Canada simports being subject
to any "voluntary" restraints. However, Canada undertook to impose an export charge above certain
thresholds on shipments of softwood lumber to the United States. The arrangement is intended to
safeguard Canadian exportersfrom therisksof highlegal costsof traderemedy complaintsinthe United
States. As asignatory to the Plurilateral Agreement on Government Procurement (GPA), Canadais
committed to the principle of opening procurement markets among signatories, but its undertaking
to include sub-federal procurement under the Agreementsis linked to economically equivaent moves
by the United States.

Deregulation has touched some of the largest, and previously most protected, services sectors
of the Canadian economy. Competition hasbeenintroduced into large segmentsof thefinancial services,
telecommunication and air transport industry, and transport infrastructures are being commercialized
(ports, airports). While competitive pressures from deregulated U.S. services industries provided a
stimulus to the reform, Canada's proceeded in a more gradual manner. As reform have been
accompani ed by new international commitments, first under theNAFTA, thenunder the GATS, foreign
suppliers have benefited.

Overall, the regulatory environment governing growth and structural adjustment in Canada
has changed significantly since 1994 asthe NAFTA, WTO Agreements and the Internd Trade Agreement
all removed barriersto economicintegration both internally and externally. Theeconomicimplications
of these agreements differ widely between sectors. Whilethe WT O appearsto have had astrong impact
on agriculture, manufacturing seems at thistimeto havebeen moreaffected by NAFTA through reduced
tariffs and strengthened rules of origin. U.S.-based companies currently account for 90 per cent of
al cars and 60 per cent of al computers produced in Canada. Large foreign-owned plants are
complemented by a network of small and medium-size Canadian firms that have often been able to
develop competitive market niches. While capitalizing on certain size-related advantages, such as
flexibility, SMEs in Canada generally operate from a limited economic and financial base and may
experience difficulties in maintaining adequate international supply and marketing channels.

In its conclusion, the report notes that after decades of North American market integration,
starting with the Auto Pact in 1965, most sectors are now exposed to, and perform well in, full
competition with their U.S. counterparts. Concerns persist, however, about Canada s high reliance
on one large trading partner, and the authorities recognize the need for diversification. New trade
linksare being forged, for examplethrough APEC (Asi an-Pacific Economic Cooperation) and the Free
Trade Area of the Americas, and a free trade agreement with Chile, which seeks to complement and
extend NAFTA. Theseinitiativeshavenot, however, compromised Canada s actionsat themultilateral
level; Canada has sought to develop synergies between regiona and multilateral integration, and
Canadd s trade policies remain firmly anchored in the WTO. The report notes, findly, that trade patterns
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in "sensitive" industries highlight the continuing importance for Canada to balance internal pressures
in afederal system against its aims for broader regional integration and multilatera liberalization.

*

The WTO Secretariat report and a policy paper by Canada will be the subject of two days of
discussion at a meeting at the WTO's Trade policy Review Body on 18 and 19 November 1996.

Notes to Editors:

The WTO Secretariat's report, together with a report prepared by Canada will be discussed
by the WTO Trade Policy Review Body (TPRB) on 18 and 19 November 1996.

The WTO's TPRB conducts a collective eval uation of the full range of trade policies practices
of each WTO member at regular periodic intervals and monitors significant trends and devel opments
which may have an impact on the global trading system.

Thetwo reports, together with areport of the TPRB's discussion and of the Chairman's summing
up, will be published in due course asthe complete Trade Policy Review of Canadaand will beavailable
from the WTO Secretariat, Centre William Rappard, 154 rue de Lausanne, 1211 Geneva 21.

Thereports cover the devel opment of all aspects of Canada strade policies, including domestic
laws and regulations, the institutional framework, trade policies by measure and by sector. Since the
WTO cameintoforce, the" new areas" of servicestradeand trade-rel ated aspects of intellectual property
rightsareaso covered. Attached arethe summary observations from the Secretariat and government
reports.  Full reports will be available for journalists from the WTO Secretariat on request.

Since December 1989, thefollowing reports have been completed: Argentina(1992), Australia
(1989 & 1994), Austria (1992), Bangladesh (1992), Bolivia (1993), Brazil (1992), Cameroon (1995),
Canada (1990, 1992 & 1994), Chile (1991), Colombia (1990 & 1996), CostaRica(1995), Coted' Ivoire
(1995), Czech Republic (1996), Dominican Republic (1996), Egypt (1992), the European Communities
(1991, 1993 & 1995), Finland (1992), Ghana (1992), Hong Kong (1990 & 1994), Hungary (1991),
Iceland (1994), India (1993), Indonesia (1991 and 1994), Israel (1994), Japan (1990, 1992 and 1995),
Kenya (1993), Korea, Rep. of (1992 & 1996), Macau (1994), Maaysia (1993), Mauritius (1995), Mexico
(1993), Morocco (1989 & 1996), New Zealand (1990 & 1996), Nigeria(1991), Norway (1991 & 1996),
Pakistan (1995), Peru (1994), the Philippines (1993), Poland (1993), Romania (1992), Senega (1994),
Singapore (1992 & 1996), Slovak Republic (1995), South Africa (1993), Sri Lanka (1995), Sweden
(1990 & 1994), Switzerland (1991 & 1996), Thailand (1991 & 1995), Tunisia (1994), Turkey (1994),
the United States (1989, 1992 & 1994), Uganda (1995), Uruguay (1992), Venezuela (1996), Zambia
(1996) and Zimbabwe (1994).
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TRADE POLICY REVIEW BODY
CANADA

Report by the Secretariat - Summary Observations

Recent Economic Trends

Exportsand investment (principally in export oriented industries) have been the main elements
in the strengthening of Canada s economy since early 1994. Both "traditiona"” industries such as
minerals, lumber and automobiles, and "advanced" sectors have benefited from strong demand in the
United States, currency depreciation vis-avis the U.S. dollar and liberalization under NAFTA and
theWTO. During the period, the United States' sharein Canada s trade has continued torise, currently
accounting for four fifths of merchandise exports and two thirds of imports.

External liberdization is being complemented by a process of internal deregulation,
commercialization and government retrenchment. This has helped to ease distortions in the incentive
system, consolidate public finances and create a stronger basis for longer-term economic expansion;
inthemeantime, however, unempl oyment remains high and domestic demand lagsGDP growth. Under
the new Agreement on Internal Trade (AIT), efforts are being made to harmonize conditions for trade
and investment and facilitate factor flows among the provinces. The combined effects of domestic
and external reformstouch virtually al sectors of the economy, with the exception of afew sensitive
areas such as cultural industries and supply-managed agriculture.

Trade Policy Developments

Canadabecameafounding Member of theWTOon 1 January 1995. TheWTO Implementation
Act of November 1994 involved amendmentsto 29 federa statutes covering virtualy all trade-related
areas. In addition to changesin the Special Import Measures Act (SIMA) necessary to implement the
WTO Agreements, ageneral review of anti-dumping provisionsis currently under way. Canada has
fulfilled most of its WTO notification obligations, but has yet to complete these in some areas of
agriculture and subsidies.

Tariff liberalization has proceeded in line with both NAFTA and WTO aobligations. Tariffs
on U.S.-made manufactures currently average about 1 per cent as against 6.6 per cent on m.f.n. imports.
Over 58 per cent of all tariff linescarry zeroratesfor U.S. supplies, withfull bilateral tariff elimination,
except for certain farm items, scheduled for 1998. To prevent further erosion of General Preferentia
Tariff benefits, areduction in preferentid rates on some 3,000 items and an extension in product coverage
are being phased in.

Canada has aso embarked on atariff review process intended to ssimplify the present multi-
layeredtariff régime. Toenhanceindustria competitiveness, tariffson some1,500 items, mainly inputs
for manufacturing, were reduced in June 1995. Performance-based duty drawback and remission schemes
are being phased out under WTO and NAFTA provisions.

Anti-dumping remains apotentially powerful trade defence instrument, with over 90 measures
currently in force (including price undertakings). However, the number of new initiations has declined
in the wake of booming exports and currency depreciation, continuing a downward trend since the
mid-1980s. Canada s only safeguard measure under Article XIX, concerning bonel ess manufacturing
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beef, expired as scheduled on 31 December 1994. Five out of six countervailing actions applied at
end-1995 concerned processed food products from the EU.

Thereis no evidence of Canada s imports being subject to any "voluntary” restraints affecting
prices, quantities or other supply conditions. The authorities reportedly refused to monitor cerea exports
to the United States after the expiry of a bilateral Memorandum of Understanding in 1995. Under
arecent bilateral arrangement on softwood lumber, Canada undertook to impose an export charge on
shipments above certain thresholds to the United States; the arrangement is intended to safeguard
exporters from the risks and lega costs, estimated at some US$100 million over the past three years,
of trade remedy complaints in the United States.

Other Policies Affecting Adjustment and Growth

Given strong fiscal constraints, recent internal policies have relied strongly on non-budgetary
measures to revitalize the economy and improve Canada s attraction for investment and production.
A variety of policy initiativesareaimed at removing regulatory barriersto business expansion, reducing
subsidies, and opening factor and product marketsto interprovincial competition. While the provinces
arefully associated with thefiscal consolidation process, itisdifficult toidentify itsimpact onindividua
subsidy programmes. In this area, the AIT continues to alow considerable leaway.

Reflecting concernsabout Canada’ s performancein high-technology industries, strong attention
continues to be paid to research and development. Support programmes have been restructured in
recent years and have generaly escaped the effects of fiscal tightening. The largest R&D scheme,
the Defense Industries Productivity Program, was replaced in 1996 by " Technology Partnership Canada’,
a venture-capital fund investing in advanced-technology projects.

Conditions for foreign investors haveimproved. Liberalization under the NAFTA, including
higher investment review threshol dsand theremova of ownershiprestrictionsfor federally-incorporated
financial institutions, was multilateraized under the General Agreement on Tradein Services. While
ownership limits have been eased on holding companies in broadcasting, Canada continues to monitor
and, in some cases, restrict foreign investment in sectors considered sensitive for strategic, economic
or cultura reasons.

As asignatory to the Plurilateral Agreement on Government Procurement (GPA), Canada is
committed to the principle of opening of procurement markets among signatories. Its undertaking to
include sub-federal procurement under the GPA is, however, linked to economically equivalent moves
by the United States. While the Agreement on Internal Trade seeksto remove provincia procurement
preferences, significant reservations remain, in particular for Crown Corporations. Where no
international commitments apply, AIT signatories are free to employ buy-Canadian policies.

Sectoral Developments
Primary industries

Overall, Canadian agriculture benefited from favourabl e price and exchangerate devel opments
in 1994 and 1995. Federa outlaysfor agriculture have been reduced by some 20 per cent since 1994,
mainly through the eimination of transport subsidies under the Western Grain Transportation Act;
and strong export demand has hel ped traditional export products, in particular wheat, to adjust to cuts
in public support. The more market-based environment for grains and major livestock industries
contrasts, however, with the retention of supply management régimes for dairy products, poultry and
eggs. These products continue to be sheltered by high import barriers, now in the form of restrictive
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tariff quotaswith excess suppliescarrying prohibitive rates, ranging up to over 300 per cent for butter.
The alocation of quota entitlements to individua importersis generaly based on past performance;
in areas such as butter, condensed and concentrated milk, historical monopolies remain.

Canada s oil and gasindustries have performed well inrecent years. Exports of electric power
have compensated for the sluggishness of domestic demand and provided a favourable background
for provincial deregulation policies. However, disagreement over the approach to liberalizing internal
trade has delayed the adoption of the energy chapter of the AIT.

Manufacturing

Bilaterd tariff reductions under the NAFTA have intensfied North American market integration.
U.S.-based companies currently account for 90 per cent of all cars and 60 per cent of all computers
producedin Canada. Largeforeign-owned plantsarecomplemented by anetwork of small and medium-
sized Canadian firms, including producers of technically advanced niche products in such areas as
information technologies and aviation.

In tandem with the implementation of the NAFTA, Canada has reduced protection on imports
of selected productsfrom m.f.n. sources. Thus, m.f.n. tariffs on car parts were eliminated in January
1996, to balance the termination of a duty remission programme in the sector, and autonomous tariff
reductions on frequently used textile inputs are being phased in.

Canada has notified to the WTO its first stage of integration under the Agreement on Textiles
and Clothing. Restraints are maintained with 31 WTO Members in Europe, Asia, the Americas and
Africa. Inthe context of tighter origin requirements under the NAFTA, Canada may export additional
amounts of non-originating clothing to the United States under a zero-tariff quota.

Services

Concerns about economic and technical inefficiencies, and their budgetary ramifications, have
encouraged deregulation, privatization and management reform inmajor servicessectors. Competitive
pressures from deregulated U.S. industries have provided additiona stimuli. In recent years, competition
has been introduced in large segments of the telecommunications industry, and domestic air transport
has been liberalized. In a genera climate of deregulation, interprovincial market integration in the
telecommunications and financial sectors has increased with the relative expansion of federal control.
Restrictions on sectoral diversification financial services have been removed, and infrastructura
monopolies in air navigation and the port system are being commercialized.

Canada has generaly pursued a process of gradua reform in the service sector. This may
have cost some time, but has smoothed the transition process. As reforms have been accompanied
by new international commitments, first under the NAFTA, then under the GATS, foreign suppliers
have benefited. However, cultura industries remain largely untouched by reforms, while foreign
ownershipin areas such astelecommunicationscarriersand airlinesisstill subject to review and control
provisions.

Trade Policies and Foreign Trading Partners
As bilatera trade flows have continued to grow, a dominant policy theme has been to ensure
smooth trade relations with the United States. After decades of North American market integration,

starting with the Auto Pact in 1965, most sectors are now exposed to, and perform well in, full
competition withtheir U.S. counterparts. Concerns persist, however, about the potential vulnerability
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of the Canadian economy deriving from such high reliance on one large trading partner, on a handful
of "traditiona” industries and on rdatively few large-scale plants. Canadian policy thus seeks to combine
externa with stronger internal market integration and encourage sectora diversification in production
and trade.

In this connection, new trade links are being forged, for example through APEC and the Free
Trade Area of the Americas, and a free trade agreement with Chile seeks to complement and extend
the NAFTA. Theseinitiatives have not, however, compromised Canada s actions at the multilateral
level. Rather, Canada has sought to develop synergies between regional and multilateral integration,
including by promoting WTO-compatible rules at regional level and, at the same time, binding its
NAFTA services commitments externaly under the GATS. Thus, Canada s overall trade policiesremain
firmly anchored inthe WTO; however, trade patternsin " sensitive" industries highlight the continuing
importance of balancing internal pressures in afederal system, regional integration, and multilateral
liberalization.

TRADE POLICY REVIEW BODY
CANADA

Report by the Government

EXECUTIVE SUMMARY

The past two yearshave seen the Canadian economy, already oneof themost openintheworld,
become even more performance dependent on itsinternational economic activities. Exports have been
the most dynamic component of the economy, leading the Canadian economy to an impressive pattern
of sustained growth, albeit not spectacular, over the past two years. Underlying productivity increases,
especialy in the more-easily-measured manufacturing sector, have been dramatic in recent years,
reflecting the adjustment of the Canadian economy to global developments, international trade
arrangements, and totechnological change. Progressively Canadian productshavebecomeincreasingly
more competitive in world markets. Foreign exchange rate fluctuations have not been amajor factor
impacting competition.

Canada s participation in both multilateral, regional and bilatera trading arrangements over
the past ten years has been an important element in thisgenerally successful adaptation of the Canadian
economy. Vigorous involvement in international trade and in the conduct and advancement of the
international trade agendawill continueto influence Canada s approach, strategies, and objectives with
respect to Canada' s trade policy initiatives in the coming months and beyond.

Canada continues to pursue trade liberaization objectives at the multilatera, regiona and bilatera
levels. In addition to thisthe fundamenta and generally successful overall orientation of the Canadian
economy to meet the new international context and challenges, Canada has been fully and effectively
implementing and taking advantage of its internationa trade commitments to liberalize. Canadd s
approach to trade policy management over the past two years has been: managing a large number
of trade disputes both in the WTO and NAFTA context and working to expand market access
opportunities by reducing or removing barriersto trade in certain instances internally or with respect
to certain trading partners.
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In particular, Canada has been actively engaged in discussions to extend the NAFTA beyond
its three original members, including undertaking negotiations with Chile over the past nine months
to establish a free-trade agreement, as well asin discussions to achieve a free trade agreement in the
hemisphere by 2005 and to establish free trade and investment in the APEC region by 2010/2020.
Further, in preparation for the Singapore Ministerial Conference in December 1996, Canada has initiated
or participated in discussionswith many of our trading partnersin different foraon advancing the trade
agenda to reflect globalization pressures, the changing international economic circumstances and to
maintain the credibility, dynamism and effectiveness of the internationd trading system. Canada remains
committed to pursuing an active trade policy agenda. Thegoa of thiscommitment isto help strengthen
the framework of an open, rules-based globa and regionally-consistent trade regime.

THE TRADE AND ECONOMIC POLICY ENVIRONMENT

The Canadian economy over the past two years has continued the recovery that beganin 1991.
Exports have been the primary component of growth; the share of exports as a percentage of Canadian
GNP has steadily increased (from 24 per cent in 1991 to 37 per cent in 1995), indicating the continued
opening of the economy and reflecting its increasingly successful specidization within the North American
and global economic order. Thisstrong export performance has been hel ped by improved productivity,
thecontinued economi c expansion of Canada sprincipal trading partner (theUSA), risingterms-of-trade
for Canada s major export products, Canada s continued low inflation rate and arelatively underval ued
currency. Further, reduced public debt and improved competitivenesshaveresulted in Canada scurrent
account moving into a surplus position for the first time since 1984.

Continued steady growth in the USA market, and improved prospects in both Japan and most
of the EU member states, as well as in certain other markets where Canadian-based firms are active,
as well as higher investment at home and improved consumer confidence should underpin Canadian
economic growth prospects in the period ahead.

TRADE POLICY DEVELOPMENTS 1994-96

Canadd strade policy activities over the past two years have focused particularly on implementing
the Uruguay Round and the North American Free Trade Agreement, advancing WTO-consistent bilatera
and regional trade arrangements involving Israel, Chile, the proposed Free Trade Agreement in the
Americas (FTAA) and APEC, and managing alarge number of trade disputes, primarily withthe USA.
Aswedll, anumber of positivepolicy initiatives have been taken by the Canadian Government, including
tariff simplification.

These initiatives include developments in the following areas:

) Uruguay Round

(i) The North American Free Trade Agreement (NAFTA)
(iii) The Canada-USA Free Trade Agreement (FTA)
(iv) Canada-lsrael Free Trade Agreement

(v) FTAA

(vi) APEC

(vii) Government Procurement

(viii) Tariff Smplification

(ix) Rules-of-Origin

(x) Anti-dumping and Countervail

(xi) Safeguards

(xii) The Interna Trade Agreement
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FUTURE POLICY DIRECTIONS

Canadian trade policy has been largely successful over the past fifteen years in building on
an increasingly internationally-competitive economy to establish, with our trading partners, a globa
and regional framework for improved market access and astronger rules-based system. For thefuture,
the fundamental underlying economic philosophy of freer and more open markets rooted in
internationally-agreed rules and practices will remain the basis of Canadian trade policy. Asaresult
of ahighly-publicized seriesof tradenegotiationssince 1986, recent export successesand mediainterest,
itisclear to most Canadian stakeholdersin the economy that tradeisvital to Canada' s economic well-
being. Canadd s economic growth, job creation, and maintaining its standard of living depend on its
ability and success in attracting new investment and technology, to pursue important policies which
do not place Canadian-based producersor services providersat acompetitive disadvantageinthe global
marketplace, and to maintain and expand access to export markets for both goods and services.

Canadian trade policy over the next several years will:

. continueto be part of, and give effect to, the Canadian government' s micro-economic growth
and job creation;

. remain a central, and ever-more important, component of our foreign policy in the post-Cold
War era. Tradepolicy isanimportant aspect of Canada s bilateral relationswhich it will wish
to continueto usein building amore stable multilateral system to ensureinternational stability
and economic growth; and

. will continue to reflect the profound transformation taking place in Canada and in the world
economy both geographically and in terms of sectors and issues.

In particular, in developing and conducting trade policy the Government of Canada will:

. Ensurethat Canadaand Canadian compani es capitalize on the business opportunities presented
by an increasingly global market. Thisinvolves generating greater interest anong companies
in opportunities in international markets and attracting investment to Canada;

. Advancetheliberalization of trade and the devel opment of arules-based trading system through
the World Trade Organization, the NAFTA, and other regionally as well as bilateral
arrangements; and

. Manage the Canada-USA trade relationship to preserve the benefitsthat Canada derives from
its most important export market by far.

To achieve its overal economic and trade objectives, the Canadian Government intends to
continue to pursue trade policies aimed at further market liberalization, reducing barriers to trade,
strengthening the rules-based multilateral trading system, and tightening international disciplines on
the use of direct and indirect subsidies. In addition, Canada intends to continue to exercise leadership
in addressing new trade issues which are now emerging on the international scene.

GATT/World Trade Organization
Throughout the post-war period, the GATT has represented the cornerstone of Canadian trade

policy. With the Uruguay Round negotiations and implementation of the results of the Round in the
process of being implemented, the effective operation of the World Trade Organization is among the
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Canadian Government' stop tradepolicy priorities. Thisinvolvesparticipating inthe on-going effective
operation of the WTO, including its councils, committees, working parties, a dispute settlement body
and appeal tribunal, and the Trade Policy Review Mechanism, al of whichwill bereviewed by Ministers
at the upcoming Singapore Ministerial Conference in December of thisyear. Canada also continues
to be actively involved in the amost thirty accessions to the WTO and in on-going negotiations in
financial and telecommunications services. Canada proposes to continue to use the forum of the
GATT/WTO and other appropriate institutional forafor discussions on the emerging or "new" trade
issues, including with respect to trade and the environment, and trade and investment. Aswell, improved
coordination and cooperation within processes such as the G-7, the QUAD and with other key
international organizations, such asthelMF, thelBRD and the OECD, remain akey priority for Canada
in ensuring that the globa trade and economic system runs effectively and openly.

NAFTA

NAFTA institution building continued at ministerial level through meetings of the Free Trade
Commission. Officiasfrom the three countries working through the various committees and working
groups called for by the Agreement proceeded to further develop the NAFTA. The working groups
and committees also provide aforum to settletrade irritants before they become disruptive. Inaddition
to the formal NAFTA committees and working groups under NAFTA, each country has designated
a sub-ministerial coordinator for NAFTA who consult regularly with each other on implementation
matters. Sub-nationa units have now completed the process of registering reservations as provided
under the Agreement. The Environmental and L abour secretariats created by thetwo North American
Cooperation agreements, often referred to as the NAFTA side agreements, carried on with work
programs developed under the authority of the ministers from the three countries.

In June 1995, negotiations on Chil€' s accession to the Agreement were initiated. These were
later suspended when the United States administration failed to obtain unfettered negotiating authority
from Congress.

Canada-USA Trade Relations

In the context of the NAFTA and WTO rulesand commitments, Canadawill continueto pursue
a trade policy approach that secures and enhances Canadian access to the U.S. market and defends
Canadian trade interests.

. Careful management of bilateral trade disputes with the United States continues to be a key
strategicpriority. Thiscurrently includesmanaging thesoftwoodlumber fileand Helms-Burton
Cubatradeembargo and the defenceof theU.S. NAFTA challengeof Canada s supply managed
sector. Canadaisalso resisting U.S. challenges to Canadian cultura industry trade interests.

. Through bilateral Ministeria contact, NAFTA Commission meetings and working groupsand
other occasions when Ministers meet, Canadian and Canada-U.S. trade policy interests will
be reinforced.

Other Trading Arrangements
Canada signed a free trade agreement with Israel on 31 July 1996. This agreement covers

remova of tariffs from industrial products, provide duty free access or low duties to a variety of
agricultural and fishery products and establishes a dispute settlement process.
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Since the US Administration was not in aposition to effectively pursue accession negotiations
with Chile without a proper mandate, Canada has undertaken to negotiate a free trade initiative with
Chile. Thisisaimedat producing abilateral interim tradeaccord agreement based on NAFTA principles
anddisciplinestofacilitate Chile' seventua accessiontotheNAFTA andtoenhancetrade. Thisbilatera
agreement will encompass trade in goods and services, investment and dispute settlement.

Canadais participating in the FTAA working groups created to prepare the upcoming hemispheric
negotiations. Consultations have concentrated so far in the exchange of information and the identification
of specific areas for negotiation.

In May 1996, Canada presented its APEC Individual Action Plan aong with the other member
countries as a first step towards further trade liberalization in the area.

Other Administrative Actions
Review of the Special Import Measures Act

The establishment of the Special Import Measures Act (SIMA) in 1984 represented the
consolidation and modernisation of Canadd' s trade remedy laws by incorporating the results of the
Tokyo Round aswell asParliamentary recommendati ons concer ning the design of the Canadian system.
Asapart of normal government practiceto review legislation from time to time, a Parliamentary Sub-
Committee was established in the spring of 1996 to review the SIMA and determinewhether it continues
to adequately reflect the competitive needs of all segments of the Canadian business community. The
Sub-Committee is scheduled to hold public hearings and make recommendations on any improvements
to the law by the end of 1996.

In 1994, the government of Canada announced a three-year review of the tariff system in
recognition of the fact that it has become increasingly complex over the years. The objectives of the
review areessentially two-fold: to makethetariff regime moreresponsive to the competitive pressures
facing Canadian industry as a result of freer trade; and to simplify the system and make it more
transparent and predictable. As part of this review, MFN rate reductions on a wide range of
manufacturing inputs were implemented in June 1995; these will benefit not only Canadian manufacturers
but also foreign suppliers of these goods.

After over two years of study and consultations, a proposed new simplified Customs Tariff
was issued for public comment in March 1996. The new Tariff would provide for further rate reductions,
asignificant reduction in the number of tariff provisions and asimpler rate structure. Under the new
Tariff most goods would be classified in one Schedule wheretheir dutiable status would be determined,
rather than in several Schedules and a wide range of regulations as is currently the case. Other
improvements would include streamlined legislative provisions, the elimination of the "not made in
Canada' conditionsunder certainduty-freetariff provisionsandof therelated administrativeprocedures,
and the replacement of the Machinery Remission Program with duty-free and dutiable provisions for
unavailable and available machinery respectively. The new Tariff would be smpler and more transparent
and predictable, thuslessening theregulatory burden and related costs associated withimporting. Once
the consultations launched last March are completed, implementing legislation will be prepared. The
new Tariff is intended for implementation in 1998.

Among other internationd trade liberdization initiatives, Canada extended, in 1994, for afurther
tenyear period, the General Preferential Tariff (GPT) aimed at helping lessdevel oped countries(LDCs)
increase their export opportunities and earnings. It has aso implemented, effective 1 January 1996,
GPT rate reductions and expanded its product coverage.
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The Emerging I ssues

A number of trade-related issues have made their way onto the trade policy agenda over the
past several years. Theglobalization of theworld economy and theresulting impact on national policies
will require the development of new or more precise rules to handle these emerging issues.

Several principlesmay befollowed in defining these " new issues" asthey relateto trade. First,
Canada does not support as agenerd practice the use of trade sanctions to impose one country's standards
of conduct on other countries; solutions must be found through a process of international consultation
and rule making. Second, we must guard against the possibility that new rules can become a vehicle
for protectionism. Third, the fundamental premise of Canada s approach will be that the rules of the
multilateral trading system arecomplementary to, and not contrary to, the attainment of broader societal
objectives.

Canadaviewsthe WTO asthe ultimate focd point for most of this activity as these issues become
more clearly understood and when or if the necessity of their being negotiated is agreed to following
discussion and consultation. Itisimportant that theWTO demonstratesthat it can manageitsimmediate
tasksof overseeing thefull implementation of all Uruguay Round obligations, seeing that thenew dispute
settlement mechanism isused regularly and fully, and guiding negotiations both on unfinished Uruguay
Round business and the accession of new members to an early and successful conclusion.

The WTO must also ensure, however, that it can respond effectively and in atimely manner
to the needs of the world trading system as it evolves. In particular, the WTO will need to ensure
that theappropriate preparatory work is undertaken to enabl e both thereview and/or further negotiations
caled for under the built-in agenda are effectively undertaken and that the necessary work in areas
such asinvestment and competition policy isconducted and/or coordinated to ensurethat an up-to-date,
credible and open rules-based system is maintained and strengthened as we prepare to enter a new
century.

Once the appropriate analytical work is done in various appropriate fora, Canada, working
with its private sector and the provinces, will want the WTO to proceed on these matters in a manner
consistent with its competence and mandate.

The Singapore Ministerial Conference will be especially important in this context. Thereis
a large agenda ahead that must be managed carefully and effectively to ensure that the world trading
system and, beyond that, the world's international economic system, evolve in the broadest interests
of usal.

END





