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V. SECTORAL POLICY PATTERNS AND TRENDS
Q) Overview
1 Theregulatory environment governing growth and structural adjustment in Canadahaschanged

significantly since 1994. The NAFTA (1994), the WTO Agreements and the Agreement on Internal
Trade (1995) areall aimed at removing barriersto economic integration, bothinternaly and externally.
Structura reforms under these Agreements were complemented by an autonomous process of deregulation
and commercialization whichwasinspired, or required, by genera efficiency considerations, technica
devel opments (tel ecommunications), fiscal austerity (elimination of transport subsidies) and the effects
on cross-border competition of regulatory reforms in the United States (aviation, telecommunication
and other tradeable services). It is difficult to conceive of economic operators not directly exposed
to policy changesinrecent years, whether intheareasof tariffs, subsidization, government procurement
or regulations on interprovincial factor mobility.! The economic implications may, however, differ
widely between sectors.

2. Overall, the impact of the NAFTA appears to be particularly strong in manufacturing, where
tariff elimination coincides with strengthened rules of origin, and in services industries exposed to
improved access conditions. In areas such as banking and insurance, the NAFTA paved the way for,
and was later "multilateralized” under, Canadds WTO commitments. In agriculture, it was
predominantly the new WTO Agreement, combined with budgetary constraints, that hel ped to redefine
the playing field for producers and traders.? Focusing on domestic market integration, the Agreement
on Interna Trade is likely to have a more limited impact on externa suppliers, although they may
share in the benefits of an increasingly flexible and competitive market environment. Such benefits
would be further enhanced through broader coverage of basic business sectors, in particular energy.?

3. The sectora effects of these reforms are, however, difficult to trace and distinguish from
macroeconomic influences. Whileinternd activities are currently suffering from weak domestic demand,
buoyant exports are bolstering abroad range of trade-oriented sectors, from ailing textiles and clothing
industriesto Canada straditional strongholds(forestry, mining, energy and automobiles) and " modern”
manufacturing (e.g. information technologies, aerospace).

4, A conspicuous feature of many advanced manufacturing industries is the high share of
foreign-owned production plants with a limited research and development base in Canada
Telecommunications remains the only maor exception. In many areas, the larger players are
complemented by small and medium-sized enter prisesthat have been ableto devel op competitive market
niches. While capitalizing on certain size-related advantages, such as technical and commercia
flexibility, the SMEs generaly operate from a limited financial base and may have difficulties in
maintaining international supply and marketing channels.

The most notable exceptions may be found among cultural industries.

*The fact that supply-managed farm sectors (eggs, poultry and dairy) have so far escaped major changes,
contrasting with grains, may be attributed both to regiona sensitivities and the absence of fiscal pressure asthe
cost of support is borne mainly by consumers.

*The Agreement's chapter on energy has remained an empty shell to date (section (3)(iv)).



WT/TPR/S/22 Trade Policy Review
Page 66

2 Agriculture, Food, Fisheries and Forestry

) Main features

5. As a net commodity exporter and member of the Cairns Group, Canada has been an active
supporter of farmtradeliberalization. ApartfromitsroleintheUruguay Round, Canadahasfrequently
used international dispute settlement proceduresto removebarriersimpeding itsexportsof agricultural,
forestry and fisheries products (Annex 11.1). Current priorities include the full elimination of export
subsidiesand other distortionsinworld farmtrade (Chapter 11(2)(i)(b)), corresponding policy initiatives
arecomplicated, however, by the persistencewithin Canadaof State-managed production and marketing
structures in severa food sectors.

6. Noting that the growth of food exports has been lagging overal exportsin recent years, the
Government recently launched an Agri-food Trade Strategy. Its goal is to recapture a 3.5 per cent
share of world trade, up from 3 per cent at present, and to increase exports from the Can$15.2 billion
recorded in 1994 to some Can$20 billion by 2000. A major contribution is expected from higher
value-added products, notably following the elimination of cerea transportation subsidies.
Chart 1V.1 shows the current structure of Canadian farm production.

ChartIV.1
Agricultural output at current prices, 1995
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Total: Can827,125

Note:  The data cover ISIC categories 111 and 112, and therefore exclude processed food, beverages and tobacco.

Source: Preliminary data provided by the OECD in the context of this report.
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7. Federal outlayson agriculture have declined by 20 per cent sincethe 1994 TradePolicy Review,
and further reductions are budgeted until fiscal year 1998-99.# Canada s Producer Subsidy Equivalent
(PSE), estimated by the OECD, declined from 42 per cent of the value of production in 1989-91 to
27 per cent in 1995. The Consumer Subsidy Equivaent (CSE) came down from 26 per cent to 15 per
cent over the same period. Lessintensive government support for farm incomes, asreflected in these
figures, is attributable to both higher import prices following the Canadian dollar's depreciation and
an ongoing process of autonomous and/or WTO-inspired policy reform. There has been a significant
declinein total transfers per farmer (on afull-time basis), contrary to the general trend among OECD
countries.®

8. Agriculture, food and beverages (the "agri-food" sector) currently represent an estimated
8 per cent of GDP, 12 per cent of exports and 15 per cent of employment. Forestry contributes an
additiona 3 percentage pointsto GDP. Contrasting with the fisheries sector, ailing due to dwindling
stocks, the forest industry remains amajor economic force in most regions of Canada. With exports
totalling Can$39 billion in 1995, nearly twice the 1990 level, the sector made the single-largest
contribution to Canada' s trade balance.

(i) Recent developments under the WTO and NAFTA

9. Overall, the WTO Agreements appear to have had a stronger impact on Canadian agriculture
than on manufacturing, contrasting with the NAFTA. Notable changes included the phasing out, in
1995, of transport subsidies under the Western Grain Transportation Act, accompanied by aone-time
direct payment of Can$1.6 billion to affected landowners. Transport subsidies formed the largest part
of the WTO Total Aggregate Measure of Support, which comprises all domestic support programmes
subject to a 20 per cent reduction commitment under the WTO Agreement on Agriculture.® According
to the authorities, the AMS for 1995 and 1996 will be significantly below the relevant commitment
levels.

10. Also asaresult of the Uruguay Round, Canada has converted its non-tariff import quotas and
restrictionsinto a system of 22 tariff quotas covering cereals, dairy products, poultry, eggs and bovine
meat (TablelV.1). In-quotaimportsare subject to relatively low dutieswhile the duties on out-of-quota
suppliesarebound at prohibitivelevels, reflecting therestrictiveness of the quotaand licensing schemes
they replaced. Tariff quotas apply primarily to imports competing with products subject to supply
management systems, which together account for about one quarter of Canada' s agri-food production.’

“OECD (1996).

5In contrast to the situation in 1989-91, these transfers, at some Can$14,000 in 1994, were below the OECD
average and amounted to less than half the transfers recorded for Canada's main trading partner.

5The Total Aggregate Measure of Support, established in the context of the Uruguay Round negotiations,
is an index measure of domestic support, based on a bound Total AMSin 1986-88. It includes market price
support for each product, non-exempt payments (support not meeting the exemption criteria of Article 6:5 of
theWTO Agreement on Agriculture), and other product or non-product-specific support (e.g. fertilizer subsidies).
Canada s maximum allowable AM Sisto decline from Can$5.2 billionin 1995 to Can$4.3 billionin 2000; the
latter amount corresponds to 80 per cent of the aggregate support provided between 1986 and 1988.

"Recent actions by aprovincial marketing board against farmers found to be selling directly to local cheese
producers have further intensified the controversy about Canada s supply management programmes among the
farming community.
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The United States has chalenged Canada s application of out-of-quota duties to its exports as incompatible
withtheNAFTA (Chapter 111(2)(i)(a)), thefinal panel report is expected to beissued towards end-1996.

Table V.1
Tariff quotas for agricultural and food products subject to tariffication
(Tonnes and per cent)

Product Quota In-quota Tariff rate 1996 Eligible importers
volume imports (in-quota supplies)
1995, 1995, In quota Above quota
tonnes tonnes
(per cent)® (per cent)? (per cent)
Eggs and products 12,822b 12,5352 18.0 195.0  Shell, liquid and frozen eggs: historical importers
(3%) (> 3%) (based on past imports), graders, processors,

wholesalers and distributors (based on market
share). Powdered eggs: processors and further
processors (pro-rata basis).

Broiler hatching eggs and 7,949b 8,1562 16.0 270.0  Registered hatcheries (based on market share).
chicks (> 5%) (> 5%)

Chicken, live, meat and 39,844 51,761 11.0 270.0  Processors (based on market share), distributors
products (> 5%) (> 5%) (based on market share) further processors (based

on production of import-competing products) and
historical importers (based on market demand).

Turkey, live, meat and 4,467 4,700 11.0 170.0  Historical importers (based on market share),
products (4%) (4%) further processors (based on production of import-

competing products) and other importers (based on
market demand).

Bovine meat 76,409 86,563 0.0 30.0 Processors and retailer-processors (based on
(> 5%) (> 5%) processing of non-NAFTA bovine meat) and
distributors (based on sales of non-NAFTA bovine
meat).©
Fluid milk and cream 64,500 64,500 16.0 277.0  Persona imports only (up to Can$20).
(2.4%) (2.4%)
Cream 394 (...) 16.0 336.0  First-come-first-served for established importers.
(< 3%) (3%)
Milk, concentrated, 11.7 11.7 295.0  One historical importer.
condensed (0.01%) (0.01%)
Whey 3,198 17.0 240.0  First-come-first-served for established processors.
(> 5%) (> 3%)
Powdered butter milk 908 1,055 16.0 239.0  One historical importer (only for supplies from
(1%) (1%) New Zeaand).
Other milk products 4,345 2,012 14.0 310.0  Applicants to the extent of their use of milk
(...) (...) proteins.
Y ogurt 332 239 14.0 273.0  Historical importers based on past imports.
(< 1%) (< 1%)
Butter 1,964 1,954 16.0 352.0 Canadian Dairy Commission (1,200 tonnes reserved
(2%) (2%) for exports from New Zealand).
Cheese 20,412 20,339 [4.0] 282.0  Historical importers based on past imports.9
(> 5%) (> 5%)
Ice cream 347 308 14.0 318.0  Historical importers based on past imports.

(0.2%)  (0,2%)

Table V.1 (cont'd)
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Product Quota In-quota Tariff rate 1996 Eligible importers
volume imports (in-quota supplies)
1995, 1995, In quota Above quota
tonnes tonnes
(per cent)® (per cent)? (per cent)
Other dairy 70
() 70
(...) 14.0 288.0 Processors to the extent of the domestic use as inputs.
Margarine 4,535 87 16.0 250.0  First-come-first-served (max. 200 tonnes per
(3%) (< 1%) applicant).
Wheat and medlin 136,130 24,036 0.5 71.0 First-come-first-served.®
(3%) (< 1%)
Wheat products 123,557 140,951 6.5 49.0 First-come-first-served.
(> 5%) (> 3%)
Barley 239,400 11,267 0.5 66.0 First-come-first-served.
(3%) (< 1%)
Barley products 11,478 8,659 9.5 75.0 First-come-first-served.
(3%) ()
Not available.
a Share of domestic consumption in 1986-88 (base period).
b Thousand dozen.
c TRQ doesnot cover suppliesfromthe United Statesand M exico; in-quotaimportsarelargely reservedfor Australia(42,000 tonnes)
and New Zealand (29,600 tonnes).
d 66 per cent of the tariff quota is reserved for EU suppliers.
e Mexican and U.S. supplies enter under NAFTA rates when TQ is filled.
f Mexican supplies enter under NAFTA rates when TQ is filled.
Source:  Government of Canada.
11. Like other developed country participants, Canada is committed to lowering its duties on

agricultural and food products by an average of 36 per cent over the Uruguay Round implementation
period (1995-2000), with a minimum reduction of 15 per cent by tariff line. The average tariff on
agri-food products in 1996 was 25 per cent (Chart 1V.2).2 Canada has not invoked to date the special
safeguard clause available under the WTO Agreement on Agriculture.

12. Given the prohibitive nature of out-of-quota tariffs, initia quota access implies a significant
commercial advantage. The allocation of access entitlements frequently centres on the importers
traditional involvement, adjusted for any change in utilization. Details of the various approaches are
shownin Table 1V.1. Beneficiaries may sall or rent their shares, subject to approva by the Minister
of Foreign Affairs.

13. Export licensing requirements have been introduced to administer access to trading partners
tariff quotas. Quotaadministration on theexport sideimpliesthat theresulting rentsaccrueto Canadian
suppliers rather than to importers abroad. The relevant procedures are intended to ensure "orderly
export marketing" within U.S tariff quotas and apply to refined sugar (within a tariff quota of
22,000 tonnes), sugar-containing products (64, 709 tonnes) and peanut butter (14,500 tonnes). Quota
entitlements are alocated to traditional exporters based on their past shares.

8For items subject totariff quotas, the cal culations underlying Chart 1V.2 are based onthe out-of-quotarates,
given that these congtitute the decisive import barrier.
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Chart 1V.2
Tariffs on agricultural products, 1996

Average tariff rates by HS Chapter (per cent)
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HS Chapter
Chapter Description
01 Live animals
02 Meat and edible meat offals
03 Fish and crustaceans, molluscs and other aquatic invertebrates
04 Dairy produce, birds eggs, natural honey, edible products of animal origin
05 Products of animal origin n.e.s.
06 Live trees and other plants; bulbs, roots and the like; cut flowers
07 Edible vegetables and certain roots and tubers
08 Edible fruit and nuts; peel of citrus fruit or melons
09 Coffee, tea, mate and spices
10 Cereals
11 Products of the milling industry; malt; starches; wheat gluten
12 Oilseeds and oleaginous fruit; miscellanous grains, seeds and fruit
13 Lacs; gums, resins and other vegetable saps and extracts
14 Vegetable plaiting materials; vegetable products n.e.s.
15 Animal or vegetable fats and oils and other cleavage products; prepared edible fats; etc.
16 Preparations of meat, or fish or of crustaceans, molluscs or other aquatic invertebrates
17 Sugars and sugar confectionery
18 Cocoa and cocoa preparations
19 Preparations of cereals, flour, starch or milk; pastrycooks' products
20 Preparations of vegetables, fruit, nuts or other parts of plants
21 Miscellaneous edible preparations
22 Beverages, spirits and vinegar
23 Residues and waste from the food industries; prepared animal fodder
24 Tobacco and manufactured tobacco substitutes

Source: WTO Secretariat calculations.
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14. Export subsidies have been granted for cereals, oilseedsand dairy products(Table 1V.2). Like
other developed countries, Canada is committed under the WTO Agreement on Agriculture to reduce
export subsidies by 36 per cent and subsidized volumes by 21 per cent for individua products or product
groups over the six-year implementation period. According to the authorities, Canada will not grant
export subsidies on any products in 1995-96, with the possible exception of skim milk powder and
butter.

Table V.2

Actual exports and export subsidies commitments
Product Actual Outlay Actual Export

spending commitment exports commitment
1986-90 2000-01 1986-88 2000-01
(Can $ million) ('000 tonnes)
Wheat and products 311.0 199.1 11,205 8,852
Coarse grains 116.4 74.5 4,579 3,618
Oilseeds 59.7 38.2 2,214 1,749
Skim milk powder 48.7 311 56.9 44.9
Other milk products 35.2 22.5 38.3 30.3
Incorporated products® 31.7 20.3
Cheese 25.4 16.2 11.5 9.1
Butter 17.2 11.0 4.4 35
Oilcakes 7.5 4.8 274.4 217
Vegetable oils 35 2.2 117.4 92.8
Vegetables 31 2.0 101.4 80.1
Tota 659.4 421.9
Not available.
a Products containing skim milk powder, butter, cheese or other milk products.

Source:  Government of Canada.

(iii)  Cereds and related products

15. Canada is one of the world's leading producers of cereds, accounting for 24 million tonnes
of wheat and 23 million tonnes of coarse grainsin 1995. Over 40 per cent of the value of production,
estimated at over Can$10 billion in 1995, is exported; imports are marginal. While cereals have
traditionally received the lion's share of Canada s domestic and export subsidies, there has been a
significant reductionin recent years. The PSE for wheat declined from 46 per centin 1989-91to 18 per
cent in 1994; asurgeto 24 per cent in 1995 was due mainly to a one-time compensatory payment
to landowners.

16. With the abolition of the Western Grain Transportation Act on 1 August 1995 and the attendant
termination of transport assistance, Canada has currently over-achieved the reduction commitment for
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export subsidiesunder the WTO Agreement, according to theauthorities. Interna support, asreflected
inthe AMS, issignificantly below its baselevel. The Gross Revenue Insurance Plan (GRIP), amajor
domestic subsidy programme, wasterminated in Saskatchewan; other provincesareconsidering options
for early termination. The GRIP is to be replaced by initiatives focusing on whole-farm incomes,
corroborating an overall trend away from product-related stabilization measures.®

17. The Uruguay Round has brought no major changes in the operations of the Canadian Wheat
Board (CWB). TheBoardisto remain the sole marketing agent for wheat and barley grown in western
Canada for domestic human consumption, interprovincial and international sales. Sales revenues are
pooled into a common account and, after deduction of administrative costs, redistributed to farmers
in proportion to their deliveries. Some WTO members have raised questions about these operations,
implying that the CWB's ability to set producer prices and pool sales revenues unduly enhances its
flexibility in export pricing.’® However, the Government sees no need to change the current system,
given its positive contribution to the sector's internationa bargaining position, risk management
(concerning variations in market return) and export competitiveness.

18. In August 1994, Canadasigned a memorandum of understanding with the United States governing
its bilateral supplies of non-durum and durum wheat.®* The MOU, which took effect on
12 September 1994 for oneyear, provided for U.S. import tariff quotas on Canadian wheat, withrising
tariffs on quantities exceeding specified levels. (White winter wheat, produced outside the jurisdiction
of the CWB and not covered by the Western Grain Transportation Act, was not restrained under the
MOU.) Both parties also established a Joint Commission on Grains to examine their marketing and
support systems, including effects on competition.

19. Among a number of suggestions, the Joint Commission recommended that Canada and the
United States eliminate export subsidies and excessive discretionary pricing practices of their ingtitutions.*
The Commission dso cdled for amodification of domestic agricultura policies to remove trade distorting
effects. One of the approaches examined in this context was to expose the CWB to the possibility
of profitsandlossesin themarket or act in an equivalent manner, without precluding the use of pooling.
Subsequent to thisreport, the Government established in July 1995 the Western Grain Marketing Panel
to discuss the future operation of Canada' s grain marketing system. The recommendations made by
the Joint Commission and the Panel are currently under consideration.

20. Previous import licensing requirements for wheat, barley and their products were replaced
by a tariff quota system under the WTO Agreement on Agriculture (Table 1V.1). Quotas are to be
allocated on afirst-comefirst-served basis. Importsof wheat and wheat productsfromthe United States
and Mexico continue to enter at lower NAFTA rates once the tariff quotais filled. In contrast, any
additional importsof U.S. barley and barley products are subject to the m.f.n. out-of-quotarate (barley
and barley products were covered by the recent NAFTA Panel; section (ii) above.

SOECD (1996).
OWTO document G/STR/W/8, 28 February 1996.

"According to the Hon. Mr. Roy MacLaren (DFAIT, 1995a), Canada accepted the restrictions " under the
threat of a unilateral action under Section 22 of the U.S. Agricultural Adjustment Act".

LCanada-United States Joint Commission on Grains.
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(iv) Beef, veal and pork

21. Mirroring developments in the grains sector, the external market environment for meat has
improved significantly in recent years. While consumption was stagnant between 1990 and 1996,
production and exports of beef and veal expanded at an annua nominal rate of 3 and 18 per cent,
respectively.™® The Producer Subsidy Equivalent for bovine and pig meat declined from 20 per cent
in 1989-91 to some 15 per centin 1995, withvirtualy no transfersfrom consumers. Thedeclinereflects
lower domestic prices, currency depreciation and, to a certain extent, the termination of the National
Tripartite Stabilization Program (NTSP) for the beef and hog sectors. While the reorientation of
Canada stransport policy for grainsisexpected to promotered meat production, primarily intheprairie
regions, the authorities consider the ensuing cost effects as too small to have a discernible impact on
the North American market.

22. All provinces except Newfoundland continue, with variations, to rely on marketing boards
negotiating saes conditions on behalf of hog producers.** The boards handle the vast mgjority of
transactions in each province. Although not endowed with specific quotas for supply management,
they "have such power that it isimplicit in their operations to use aquota system to establish prices®.*
Given the boards' exclusive position, interprovincia differencesin price and supply conditions at the
input stage are shielded from offsetting arbitrage operations.

23. The 1982 Meat Import Act, which provided the authority to restrict bovine meat imports, was
repea ed following theUruguay Round. Canadahasestablished aduty-freetariff quotaof 76,409 tonnes
of bovine meat for non-NAFTA countries with country-specific dlocations for New Zedand and Austrdia
(Table1V.1).*® Tariff-quota alocation is reserved for retailer-processors and distributors on the basis
of their processing or selling (distributors) of non-NAFTA bovine meat in the preceding year. A
safeguard action on bonel essbeef, maintained under GATT ArticleX1X since July 1993, wasterminated
at end-1994.

24, The new Cattle Options Pilot Project (COPP), developed jointly by the cattle industry and the
Government, is intended to reduce price and exchange rate risks through market-based instruments
(option contracts); accordingtotheauthorities, theobjectiveisto promoteafully privatized mechanism.
Changes in grading and inspection systems are intended to increase the industry's cost contribution;
grading services are destined for privatization.

BWTO document, IMA/W/9, 10 June 1996.

¥“The agencies are: British Columbia Hog M arketing Commission; Alberta Pork Producers Development
Corporation; Saskatchewan Pork International; Manitoba Pork Est.; Ontario Pork; Fédération desProducteurs
de Porc du Québec; New Brunswick Hog Marketing Board; Pork Nova Scotia; Prince Edward Island Hog
Commodity Marketing Board.

BInternal Trade Secretariat (1994). Only small processors are normally allowed to purchase directly from
producers.

®Under supplementary permits, non-NAFTA suppliers may ship additional meat (when the tariff quotafor
beef has been filled) provided, inter alia, that the import price is no less than the price of similar meat entering
the United States.
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(V) Poultry and eggs

25, All provincesbut Nova Scotiaand Newfoundland havesigned aNational Allocation and Pricing
Agreement for the period December 1995 to January 2002. It implements an agreement in principle,
concluded in August 1994 by most members of the Canadian Chicken Marketing Agency (CCMA),
on a new nationa quota alocation and pricing system for the chicken industry. The new system is
based on a " bottom-up approach™ in all provinces, within which provincia producers and processors
simultaneously negotiate each processor's requirements at prices acceptable to producers.®

26. The system is complemented by regulatory mechanisms at the provincia level. In Ontario
and Quebec, acommittee comprising chicken producers and processors determines prior to each quota
period the volume adjustments required in the light of current and expected market conditions. While
Quebec and Ontario undertook, on a best efforts basis, to co-ordinate prices of live chicken, other
provinces are committed not to undercut these prices less transport costs. Production growth in any
province must not exceed a cap of 8 per cent in any two-month production period on a year-on-year
basis, with the ceiling to be reviewed annually.

27. High levels of border protection have a long tradition in the sector. Import quotas were
introduced in the egg and turkey industries in 1974, and in the chicken and broiler hatching industries
in 1979 and 1989. In 1994, imports of chicken and turkey were limited, respectively, to 6.3 and
3.6 per cent of domestic consumption. Under Canada s Uruguay Round tariff quota commitments,
39,844 tonnes of chicken may enter under tariffs of slightly over 11 per cent; additional suppliesare
dutiableat around 300 per cent. Similarly restrictive conditions apply to imports of turkeys and turkey
products (Table 1V.1).

28. No country-specific quota allocations have been made under the import régime. Since the
inception of the FTA, however, U.S. suppliers of chicken and turkey have been entitled to export in
any year, respectively, upto7.5and 3.5 per cent of Canada s previousyear' sproduction at preferential
conditions. This competitive advantage, within an m.f.n. tariff quota, leaves virtualy no scope for
additional supplies. 1n 1995, Canadaimported 51,761 tonnes of chicken products, considerably more
than the corresponding tariff quota; the main supplier was the United States (Table 1V.1).*® The
alocation of in-quota supplies to individua importers is being shifted in steps from a régime based
primarily on historical quantities to a system relying mainly on current market shares. Eventualy,
processors and distributorswill have accessto alarger portion than further processors, thefood service
sector and historical importers.

YProduction levels for poultry meat and eggs are managed by four national agencies: the Canadian Turkey
Marketing Agency, the Canadian Chicken Marketing Agency, the Canadian Broiler Hatching Egg Marketing
Agency, and the Canadian Egg Marketing Agency. The Agencies are mandated to set national production quantities
and all ocate quotasamong provincia agencies, but have nopowersover importsand exports. Typicaly, producer
prices are established provincialy, based on cost-of-production calculations and, according to the authorities,
market factors. Regulatory amendments in March 1996 provided for additiona industry representation on the
boards of the four agencies. The fact that industry organizations, rather than the Federal Government, now appoint
directorstotheagencies boardsisexpected to encourage more balanced decision-making. However, consumer
organizations are not represented.

189 jpplementary imports may be allowed, subject to confirmation by the respective chicken and turkey marketing
agencies, to prevent shortages, compete with further processed products not subject to export controls or for
re-exports.
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29. Despite the complex system of government intervention in production and trade, the PSE for
poultry declined from 41 per cent in 1989-91 to 15 per cent in 1995, owing largely to exchange rate
developments. In contrast, support for the egg industry continues to account for about half the value
of production.

(vi)  Dairy

30. Assistance for milk producersrelies predominantly on high producer prices on ddliveries supplied
under production quotas (Box 1V.1). Excess production, mostly of skimmed milk, isexported. Higher
administered prices for industria milk in 1995 tended to further weaken market orientation in the sector.*®
The price increase coincided with a commitment, in the 1995 Federa Budget, to reduce the Federal
Dairy Stabilization subsidy by 30 per cent over 2 years, followed up in the 1996 Budget with an
undertaking to phase out this subsidy by 2001-02.

31. Until July 1995, the cost of surplus disposal - mainly through export - was financed through
alevy onmilk production paid by producers. Thelevy régimewasreplacedin August 1995 by asystem
based on the pooling of revenue from specia milk classes (e.g. products facing U.S. competition,
products covered by the further Processors Rebate Program and the Butterfat Utilization Program,
cheese exports to the United Kingdom and the United States, other exports (evaporated milk, whole
milk powder), niche markets, and surplus milk removal).?® The priceishighest for specified quantities
of fluid milk destined for the domestic market, and falls sharply in other categories of mostly industria
milk. Revenue in al classes is shared among participating farmers. Food processors and exporters
continue their activities, using lower-priced milk categories, without a producer-funded rebate from
the Canadian Dairy Commission (CDC). Theauthoritiesconsider theeconomicimpact of thesechanges
to be minima in the short term, as the price pooling arrangements are geared to maintain producers
income.

32. Dairy exports are carried out by the Canadian Dairy Commission and private companies; the
subsidies involved are now limited by Canada's export subsidy commitments. The Dairy Export
Assistance Programme, which previously served to bridge the gap between interna support and world
market prices, has been abolished. Under NAFTA provisions, subsidized exports to the United States
are prohibited, but not to Mexico.

33. On the import side, atotal of twelve tariff quotas for dairy products have replaced the past
system of quantitative restrictions (Table IV.1). The Canadian Dairy Commission continues to act
asthe soleimporter of butter under the new quotarégime.? Butter imports, amounting to 1,964 tonnes
or 2 per cent of domestic consumption, are sold to processors and further processors.? Thisimplies

A reduction announced for 1996 would be the first nominal milk price reduction in 15 years.

2Revenue from all classes of milk are to be pooled among producers from Prince Edward Island, Nova Scotia,
New Brunswick, Quebec, Ontario and Manitoba. Some features of the pooling system are being phased in over
atwo-year period from August 1996, including transportation cost pooling and interprovincial quota exchange
between Ontario, Quebec and Nova Scotia. Negotiations are ongoing to complete apooling arrangement among
western provinces.

ZAccording to the authorities, the CDC's dominant position is based on custom rather than law.

2Under the old system, import permits were issued by the Department of Foreign Affairs and International
Trade when the CDC considered imports necessary to relieve a temporary market shortage.
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that foreign exportersare not freeto ship to themarket of their choice, asthey arerestricted to supplying
only butter for processing. Any out-of quota supplies would carry an ad valorem duty of over
300 per cent.

Box 1V.1 Main dements of the internal support régime for milk

Canadian dairy policy is split between the fluid and industrial milk markets. Fluid milk is processed into
liquid milk and cream products, while industrial milk is used for a wide variety of products such as
cheese, butter, skim milk powder, ice cream and yogurt. While the provinces are competent for fluid
milk policies (including licensing of producers, quality control and pricing), the marketing of industrial
milk, which involves exports, imports and interprovincial trade, is under joint federa-provincial control.
A federal-provincia agreement, the National Milk Marketing Plan, sets out the framework for
establishing the national Milk Marketing Quota and its allocation to the provinces. The Canadian Milk
Supply Management Committee (CMSMC), chaired by the Canadian Dairy Commission (CDC), oversees
the implementation of the Plan. The CMSMC comprises producers and governments of all provinces
producing industrial milk. Representatives of national consumer, processor and producer organizations
participate as non-voting members.

Domestic production continues to be subject to a national Market Sharing Quota (M SQ) which is set by
the CMSMC. The quota defines the amount of milk that can be sold at the domestic price; additional
deliveries receive a return based on surplus export activities. The quota is established by estimating the
domestic demand for dairy products on a butterfat basis, adding a production and export sleeve and
subtracting the expected milk equivalent of imports. Provincia shares of the national quota are
determined under the provisions of the Plan; in turn, these shares are distributed to producers according
to the individual provinces quota policies. The MSQ for 1995-96 was edtimated at
43.9 million hectolitres, unchanged from the previous dairy year. Quota decisions, on the basis of
butterfat demand, result in the production of skim milk powder in excess of national consumption.

34. While Canada sin-quotatariff for milk powder iscurrently set at 15 per cent, contrasting with
out-of-quotaduties ranging up to 280 per cent, no quotas have actually been opened for either skimmed
or whole milk powder. In other cases (condensed and concentrated milk, powdered butter milk), one
historical importer has the exclusive right to in-quota imports. For severa categories, designated
suppliers, including New Zedand, Australia and the EU, have been reserved quota shares.

35. Expert advice may help to advance economic change and overcome lobby resistance. 1n 1992,
the Canadian International Trade Tribuna published an enquiry into the quota allocation system,
recommending, inter alia, the auctioning of import quotas for cheese, ice cream, yogurt, buttermilk
and condensed milk; the setting of ceilings on the shares of individua importers; and the possibility
of quotatransfer.?* Although the current system hardly reflects these proposals, the authorities have
stressedthat the CITT report hel ped to devel op and i mplement theadmini strative provisionsof Canada s
tariff quota commitments, devise more market-oriented procedures for quota alocation among importers,
and make provision for quota transfer through rent or sae.

Zrollowing an agreement announced in December 1995, Canada adjusted its reserve for EU cheese from
6010 66 per cent of theglobal quotato accommodate EU enlargements since 1979 (accessions of Spain, Portugal,
Greece, Sweden, Finlandand Austria). Inthiscontext, Swissexportershave complained about adisproportionate
reduction in the quantities allocated to the remaining EFTA countries.

“Canadian International Trade Tribuna (1992).
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36. While PSE levels for milk came down by 16 percentage points since 1989-91, to an estimated
62 per cent in 1995, they remain the highest anong al segments of Canadian agriculture.

(vii) Beverages
37. Compared with developments in other food sectors, the regulatory framework for beverages

production has changed relatively little since the 1994 Trade Policy Review. Under the Importation
of Intoxicating Liquors Act, liquor boards continue to control sales, imports and transport of alcoholic
beverages within all provinces except Alberta. The boards' monopoly is maintained for reasons of
public health and morals.® Canada's trade balance for acoholic beverages has continued to record
asurplus, with exports (mostly of beer) valued at Can$803 million and imports at Can$740 million
in 1994.

38. Two GATT Pand rulings, banning discriminatory pricing practices by liquor boards, have
hel ped to create competitive conditions on the Canadian beer market. For example, thereare no longer
any differentia mark-ups between imported and domestic beer.?* For wine, al mark-up differentials
between blended and imported products were eliminated on 1 January 1995; mark-up differentias
between imports and 100 per cent Canadian wine are to be phased out by 1 January 1998.%

39. Imports of alcoholic beverages are mostly subject to specific, compound and mixed duties for
which few ad valorem equivalents are available. Thesewere estimated by the authoritiesto range from
2.4 per cent for beer (beer from the United States enters duty free) and 6 per cent for wine up to
40 per cent for cider in 1995. Imports of alcoholic beverages are in addition subject to excise duties
(beer, certain spirits, liquors, and other spirituous beverages); the rates do not discriminate between
importsand domestic production. Minimum pricesfor beer arein effectinall provincesexcept Alberta,
Manitoba, Prince Edward Islands and Saskatchewan.

40. In order to be offered for sale, products must be listed by the provincia liquor boards.
Exceptions include Alberta (all acoholic beverages) and Quebec (beer), where retailing has been
liberalized. Suppliers may either use the liquor boards distribution channels or private servicesin
all provinces except Ontario and Prince Edward Island.

(viii)  Fishing and fish products

41. Given its particular sensitivity - for economic, ecological and regiona policy reasons - the
fisheries sector is subject to various forms of government intervention, from tariffs to production and
export licensing, fishing moratoriaand financial assistance. Most grantsand other support programmes
(e.g. via soft loans) are operated at provincial level.

ZWTO document G/STR/N/1/Add. 1, 10 November 1995. Exportsof al coholic beverages are not regul ated.

%According to the authorities, "the retail sales price of an imported product is afunction of its landed cost
(invoice price, duty and freight), to which are added the applicable mark-up and federal and provincial sales
taxes. (...) The mark-up varies by product type and by provincid jurisdiction.” WTO document G/STR/N/1/Add. 1,
10 November 1995. The two GATT Panels were Canada - Import, Distribution and Sale of Alcoholic Drinks
by Provincia Marketing Authorities (1988) and Canada - Import, Distribution and Sale of Certain Alcoholic
Drinks by Provincial Marketing Agencies (1992).

Z'Ontario maintains a minimum grape content requirement for domestic wine, as well as provincia grape
purchase requirements for Ontario wineries (Box I11.1).
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42. M.f.n. tariffsin the sector average 2.9 per cent in 1996%; al fresh fish enters duty-free. The
tariffs on unprocessed or semi-processed products (frozen, salted, dried, smoked fish), declined from
an average of lessthan 2 per centin 1994 to 0.3 per cent in 1996, reflecting Canada s WTO reduction
commitments. The corresponding reductions for further prepared fish were from 10 to 7.3 per cent
and for prepared fish mealsfrom 17 to 10 per cent. At the end of the Uruguay Round implementation
process in 1999, m.f.n. tariffs on preserved sardines, tuna, anchovies and prepared fish meas will
still exceed 9 per cent.

43. Canada has reviewed its licensing policy for industrial and ecological reasons. Following
decisions by the Northwest Atlantic Fisheries Organization (NAFO), moratoria have been introduced
on the fishing of cod and other groundfish in the North Atlantic. In May 1994, Canada amended the
Coastal Fisheries Protection Act and regulations to enable enforcement action against stateless and
flag-of-convenience vessels fishing on the Grand Bank of Newfoundland outside a 200-mile zone.

44, The dispute with the European Union over allowable catches of Greenland halibut outside this
zone was resolved in April 1995. An important element of the conservation agreement was the
deployment of independent full-time observers on board vessels fishing in the NAFO Regulatory Area
until theend of 1995. At its September 1995 Annual Meeting, NAFO agreed to extend the requirement
for observersto dl NAFO-member vessdls, effective 1 January 1996. Other NAFO measures introduced
a the same time include enhanced satellite surveillance, increased inspections, quick reporting and
follow-up of infractions, and dockside inspections.

45, Despite such measures, Atlantic groundfish landings are not expected to increase in the near
future.® Total vaue of landings continued to decreasein 1995 (by 20 per cent from the previousyear).
The authorities state that the fall in the value of groundfish landing since 1992 was fully compensated
by an increase in shdlfish landings, and the groundfish processing industry maintained its activity via
increased imports.*

46. Commercia salmon fishing on thewestern coast, whileeconomically moresuccessful inrecent
years, has aso created tensions. A dispute with the United States hinges on alleged overfishing in
Alaska. In negotiations since 1994 both parties are seeking to agree on measures that would ensure
long-term stock conservation and, at the same time, revitalize salmon fishing.

47. To encourage domestic processing, Canada maintains an export permit requirement for
unprocessed Pacific roe herring.**

BGPT ratesaverage 2.2 per cent, tariffson U.S. supplies 0.3 per cent and on Mexican supplies0.6 per cent.
All tariffs onfish and fish products between the United States and Canada are to be eliminated in January 1999.

PAsdescribed inthe 1994 TPR report, the depletion of stocksmay be attributed to both domestic over-fishing
by Canadian vessels, encouraged under past incentive schemes, aswell asover-fishing in areas beyond Canada s
200 mile zone. GATT (1995).

%ghellfish landings, valued at Can$ 1.3 hillionin 1995, accounted for three quarters of total value of fishery
landings in Canada. Most is exported, making Canada the world's fifth largest exporter.

AGATT (1995).
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(ix) Wood and paper industries

48. Theforestry sector remainsoneof thestronghol dsof Canada sexport industry, recently boosted
by currency devaluationandaU. S. construction boom. Approximately onethird of thecountry' stimber
harvest is used directly for the production of pulp and paper®; while the remainder consists mainly
of primary wood products for construction. Exports of timber and timber products totalled
Can$41.4 hillion in 1995, some 70 per cent of which were destined for the United States.

49, Government involvement in the sector, via land ownership, has proved a contentious trade
issue. Some 71 per cent of Canada s timber-producing land is owned by the provinces, with logging
permitsbeing subject to stumpagefees.® U.S. producershavelong complained about the comparatively
low level of these fees, considered to be tantamount to asubsidy. Theissue, asit related to softwood
lumber, was settled in April 1996 in the form of a bilateral arrangement providing for an export tax

(Chapter 111(2)(i)(d)).

50. In the Uruguay Round, Canada agreed with other developed countries to eliminate tariffs on
all pulp, paper and paper productsby 2004. Current m.f.n. duties onwood and wood products average
2 per cent, but include peaks of up to 12.9 per cent (down from 15 per cent in 1994) on furniture,
and 15 per cent on basketwork (down from 17.5 per cent in 1994). Imports of these products from
the United States enter duty free, while duties on Mexican imports average less than half the m.f.n.
level. Tariff escaation, resulting from duty-free imports of most primary materias, has declined
somewhat in the wake of the Round.

51. The Government's forestry policy is aimed at ensuring sustainable development.®** Canada
has endorsed the " Criteriaand Indicators for the Conservation and Sustainable M anagement of Temperate
and Boreal Forests" (theMontreal Process), and several provinces have adopted new forest management
frameworksstrengthening ecological criteria.* Theauthoritiesfavour thedevelopment of international
rules defining sustainable forest management, such as the International Forest Convention currently
under discussion in the UN Commission on Sustainable Development. The Canadian Standards
Association has devel oped a series of standards for the certification of sustainable forest management;
the first certificates are expected to be awarded in 1997.

#0ver 65 per cent of thefibreinput in pulp and paper millscomes fromwood residues generated by sawmills.

BPrivate operators exploit the publicly owned forests under various forms of volume or area-based tenure.
According to the authorities, most tenure agreements include forest management tasks and, in addition to payment
of stumpage and other fees (e.g. land rents), make the right holder responsible for access to the timber, road
maintenance and reafforestation. Severa provinces have made logging permits subject to local-residence and
processing requirements. Exports of raw logs are to be approved by the Department of Foreign Affairs and
International Trade.

%As noted in the 1994 TPR report, the growing concern for environmental protection has in some major
consumer countries led to initiatives, inpired by non-governmental groups, againgt clear-cutting and unsustainable
forest harvesting.

®Examples include British Columbia' s Forest Practices Code, the Integrated Forest Resource M anagement
Plan in Manitoba, and Ontario's Crown Forest Sustainability Act.
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3 Enerqy
) Overview
52. Benefiting from its abundant natura resource base - including crude oil, gas, coadl,

hydroelectricity and uranium - Canadais amajor producer, consumer and exporter of energy.* The
energy sector generates 7.6 per cent of GDP, about twice the average of OECD countries, with ail
and gas aone contributing some 55 per cent (Table IV.3). While oil and gas production have grown
rapidly inrecent years, dueto both explorationsand strong demand from the United States, theel ectricity
industry has been constrained by sluggish domestic demand.

Table V.3
Main economic features of the Canadian energy sector, 1994
(Can$ hillion, thousand employees and percentage)

GDP Investment Exports Imports Employment

(thousands)
Oil and gas 19.3 9.2 16.8 6.6 202
Electricity 13.2 12.0 1.3 0.1 95
Coad 1.0 0.1 1.6 0.4 8
Uranium 1.0 0.3 0.6 0.6 1
Tota 34.5 21.6 20.3 7.8 306
(Per cent of national economy) (7.6) (16.8) (9.3) (3.8) (2.9)

Source:  WTO Secretariat estimates based on information provided by Energy Canada.

53. Over the past decade, most energy markets have gradualy become more open and market-based.
The deregulation of the oil and gas industries, between the mid- and late-1980s, is currently being
followed by a comprehensive review of eectricity policiesin nearly al provinces. While budget cuts
have reduced government subsidies, tariff reductions or eiminations (on crude oil, most refined products,
and gas) under the NAFTA have improved the external trading environment.® Foreign ownership
in the energy sector is subject, however, to low review thresholds and, in some instances, restrictions.

54, Under the Canadian Constitution, |egislative competence for energy is shared between federal
and provincid governments. The provinces own and control the natura resources within their territories,
and are empowered to regulate resource development, land-use management, royalties, production,
processing, interna transmission and distribution. The Federd Government isresponsible for the nationa
policy framework, covering international and interprovincial trade and transport. By the same token,
the National Energy Board (NEB), the federal regulator, is mandated to regulate tolls and tariffs for
oil and gaspipelines, certify international and designated interprovincia powerlines, and issuelicences,
ordersand permitsfor the export of oil, gas and electricity.*® Despiteincreasing co-operation between
provincia and federa authorities, tradein energy, in particular electricity, has remained a politically
sensitive - and yet unresolved - issue in the context of the Agreement on Interna Trade.

%Canada is running an export surplus in al energy products but uranium, where trade is balanced.
"However, m.f.n. tariffs on energy products were aready low in generdl.

%®The Nationa Energy Board, endowed with quasi-judicial powers like al independent federa regulators,
reports to Parliament through the Minister of Natural Resources.
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(i)  Oil

55. Qil production has grown steadily since the late 1980s, reaching 2.0 million barrels per day
(MBD) in 1995. With ashare of about 3 per cent in world production, Canada has been anet exporter
for more than a decade; in 1995, net exports of crude oil and refined products amounted to
850,000 barrels per day. Multinational companies own most of the country's production and distribution
facilities.

56. The increase in oil production in recent years may be attributed to both buoyant demand,
especially from the United States, and supply-side factors such as the deregulation of the crude oil
sector in 1985 and adrastic reduction in production costs (about 25 per cent since 1990). Deregulation
has been accompanied, according to the Government, by theelimination of virtually all directincentives
for energy conservation, fuel switching and petroleum exploration.* Public involvement in the sector
remains essentialy confined to R&D and participation in Hibernia, a mega-project off the coast of
Newfoundland, which isled and owned by aconsortium of Canadian and U.S. companies.*® Although
committed to the privatization of Petro Canada, pending favourable market conditions, the Government
continues to own a significant share of the company (no new initiative has been taken the last TPR).*
Under the Petro-Canada Public Participation Act, foreign ownership in Petro Canada is subject to a
25 per cent limit of voting shares.

57. The rules governing foreign commercia presence in the industry have remained unchanged
sincethe 1994 TPR. Only Canadian-incorporated companies quaify for the necessary production licence;
and investments by NAFTA-based companies continue to benefit from lower (preferentia) review
thresholds.** While oil exports must be authorized by the Nationa Energy Board, all applications
covering periods of less than two years are "routinely and expeditiously” approved, according to the
Government.*® However, under a new act of procedures for oil export review, the National Energy
Board isto assess whether domestic refinershad an opportunity to purchase theoil onterms comparable
to those offered to export customers. Import tariffs are at generaly low levels, under the NAFTA,
crude ail is traded duty free between Canada and the United States.

(i)  Natura gas

58. Natural gas is Canada s second most important energy export, with the United States as the
only destination. Bilaterd supplies, amounting to 2.8 trillion cubic feet in 1995, are higher than domestic

%¥Canadian submission to IEA (1995).

“Since 1994, the Federa Government has provided financial assistance to the Can$5.8 billion project in
the form of loan guarantees (Can$1,074 million), direct contributions (Can$542 million), equity participation
(Can$216 million) and interest free loans (Can$66 million). Hibernia is expected to start producing in 1997.

“Canadian submission to IEA (1995).

“Investment Canada reviews the acquisition of control of a Canadian company by a NAFTA investor only
if the relevant assets exceed Can$167 million; the threshold for non-NAFTA investors is Can$5 million for a
direct acquisition and Can$50 million for an indirect acquisition.

“The NEB has never received applications for longer-term licences, export contracts are concluded for
30-60 days on average. Under current legidation, licences exceeding two years may be granted only after a
public hearing.
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consumption (some2.7 trillioncubicfeet). Boosted by improved accesstotheU.S. market, thenumber
of wellsdrilled annually more than doubled between 1992 and 1994, exceeding 5,300. Likeoil, about
85 per cent of Canada s natural gas originatesin the province of Alberta. Under an agreement between
the Federa Government and the three gas producing provinces (Alberta, British Columbia and
Saskatchewan), domestic and export prices have been deregulated since the mid-1980s.

59. The gasindustry consists of alarge variety of companies, from large foreign-owned multinationas
to small Canadian-owned firms and Crown corporation. The ten largest companies account for
40 per cent of domestic production.* Contrasting with the oil industry, there are no fully integrated
conglomerates covering exploration, production and distribution. Gas distribution is mainly in the
hands of local, privately-owned monopolies, which are under provincial regulation.

60. As noted in the 1994 TPR report, the National Energy Board authorizes al exports through
theissuanceof either short-term export orders (up totwo years) and long-term licences (up to 25 years).
Unlike short-term export orders, which are issued within 24 hours, long-term licences involve public
hearings. These include a " complaints procedure”, enabling consumers to appeal to the NEB if gas
is not available under terms and conditions similar to the proposed exports; an "export impact
procedure”, intended to determinewhether theexportislikely to " cause Canadians difficulty in meeting
their energy requirements and needs"; and a" public interest determination” where any other relevant
factors may beraised. Provincia approval is aso required prior to the remova of natural gas from
the province.

(iv) Electricity

61. While suffering from weak domestic demand, mainly for cyclica reasons, the dectricity industry
continues to play an important réle in the Canadian economy. With a workforce of some 90,000,
electricity generation currently represents nearly 3 per cent of GDP. Capitalizing on Canada s natura
resources, the sector relies heavily, at some 60 per cent, on hydro power, followed by nuclear energy
with close to 20 per cent.

62. Given the pull effects of the U.S. market and the absence of significant trade impediments,
bilatera electricity exports matched interprovincial trade, both accounting for about 8 per cent of
domestic productionin 1994 (Chart 1V.3).** However, theattraction of the U.S. market may not alone,
without the existence of interprovincial barriers, suffice to explain current supply patterns.“

63. The provinces have legidative authority over dectricity generation, transmission and distribution.
Federal competence is essentially confined to aspects of interprovincial and international trade, and
nuclear power. In most provinces, production, distribution and transmission are provided by public

“Amoco Canada, Shell Canada, PanCanadian Petroleum, Mobil Oil Canada, Imperial Oil, Petro-Canada,
Talisman Energy, Norcen Energy are among the ten largest firms. Canadian ownership on average of these
ten firms is 45 per cent.

“Saventy per cent of Interprovincial eectricity trade consists of thetransfer from Newfoundland to Quebec
of energy produced by the Churchill Falls power plant. These supplies apart, interprovincia electricity trade
has tended to decline over the past two decades.

“There is some complementarity between the U.S. and Canada' s markets, as demand in the United States
generaly peaks during the summer while demand in Canada peaks during the winter. Canadian suppliers tend
therefore to export their surplus to the United States during the summer period.
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monopolieswhichaccount for over four-fifths of total el ectricity generation (Table 1V.4)*; therelevant
utilitiesareregulated by provincia bodieswhose mandategenerally includesrate approval. Reportedly,
some utilities have in the past used their exclusive position to prevent interprovincial purchases.*

ChartIV.3
R Interprovincial transfers: 39,558 GWh
EleCtrICIty trade’ 1994 Exports to United States: 51,012 GWh
Imports from United States: 8,280 GWh
(GWh)

United States

. . L . 13,373 ,
Source: Canadian Electricity Association, National Resources Canada. 2,340

64. Market segmentation may have encouraged industrial inefficiencies, including through
over-investment, and provided scope for price discrimination between customers.*® In generd, dectricity
prices have increased more rapidly than the CPI and other energy rates, in particular since the late
1980s (Chart 1V.4).*° Following deregulation in the United States, many provinces have launched
reviewsof their electricity systemscovering issuessuch as utility structure, wheeling services and tariff

“Sdlf-generation by consumers is permitted and frequently used in Canada.

®BGATT (1995), p. 145.

“In areport submitted to the Minister of Natural Resources in 1994, the National Energy Board estimated
the benefitsto be drawn from increased interprovincial co-operation at some Can$23 to 32.5hillioninyear 2000,
i.e. roughly corresponding to the sector's current annual revenue. National Energy Board (1994).

OIncreases in eectricity rates aso reflect rising margina costs, due to environmental and safety-related
investment as well as exploitation in remote aress.
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policy, with a view to promoting competition and cost-based pricing.>* Alberta enacted legislation
in 1995, creating acompetitivemarket for electricity generation and opening thewholesal etransmission
system in the province. In January 1996, British Columbia's public utility opened its transmission
system to any third party for wholesale transaction. In June 1996, an expert committee released a
report to thegovernment of Ontario recommending structural changesintheelectricity sector, including
the mobilization of private capital. Quebec is also reviewing its energy policy.

TableV.4
Institutional structure of electricity production
Province Electric Utility Owner ship
Newfoundland Newfoundland and Labrador Hydro Provincial
Newfoundland Light & Power Company Limited Private
Prince Edward Island Maritime Electric Company Limited Private
Nova Scotia Nova Scotia Power Incorporated Private
New Brunswick New Brunswick Electric Power Commission Provincial
Quebec? Hydro-Quebec Provincial
Ontario Ontario Hydro Provincial
Manitoba The Manitoba Hydro-Electric Board Provincial
City of Winnipeg Hydro-Electric System Municipal
Saskatchewan Saskatchewan Power Corporation Provincial
Alberta Alberta Power limited Private
Edmonton Power Municipal
TransAlta Utilities corporation Private
British Columbia British Columbia Hydro & Power Authority Provincial
Y ukon Y ukon Energy Corporation Territorial
Northwest Territories Northwest Territories Power Corporation Territorial
a In addition, there are some municipally as well as privately-owned and administered power plants.

Source:  Natural Resources Canada.

65. Although the provinces seem to acknowledge the need for enhanced co-operation, some
disagreement persists on its actual form.*? In the absence of a compromise, electricity trade has not
been included in the Agreement on Interna Trade, despite the economic stakes involved. While an
energy chapter was to be negotiated by 1 July 1995, discussions are continuing.

*Wheeling is the authorized use of transmission facilities by two entities whose facilities are not interconnected
in order to sell, purchase or exchange electricity.

52According theNational Energy Board: "those utilities and provincesthat, by virtue of geographic location,
have direct access to externa markets in the United States, have a tendency to prefer the status quo. Under
the continuation of the existing regime, the utilitieswould enter into voluntary cooperation activities (...). They
tend to oppose any form of mandated solutionsto disputesthat arise between parties concerning electricity trade,
including those that would include mandated federal powers. (...). Onthe other hand, those utilities and provinces
that do not have access to external markets tend to support such solutions'. National Energy Board (1994).
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Chart1V.4
Price indices, 1983-95
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4 Manufacturing
) Overview

66. Owingtoasurgein exports, the manufacturing sector madethelargest contribution to Canada s
economic growth in 1994 and 1995. At end-1995, the sector had an export ratio of 51 per cent, with
four fifths of shipmentsdestined for the United States. All segmentswere ableto capitalize onincreased
U.S. demand, "traditiona” industries (e.g. automobiles and textiles) as well as modern, technology-based
production. Buoyant exportshel pedto compensatefor sluggishdomesticdemand, particularly inmature
industries such as textiles and clothing, where the effects of 1ong-term demographic change coincided
with low growth of disposable income. Real output across al manufacturing industries grew by
7 per cent in 1994 and 4.5 per cent in 1995, as against 4.6 and 2.2 per cent, respectively, for GDP.

67. Canada s recent export drive, in particular vis-&vis the United States, benefited from the
combination of the FTA/NAFTA implementati on programmewith significant gainsin competitiveness.
Strong currency depreciation vis-avis the U.S. dollar between 1990 and 1994 coincided with almost
identicd wage and productivity trends in both countries, possibly reflecting increased market integration.
The resulting improvements in unit labour cost (Chart 1V.5) helped to attract investors, especially for
assembly operations, from across the border. At the same time, the NAFTA combined an ongoing
process of bilateral tariff liberalization with strengthened rules and origin, in particular for textiles
and automobiles.
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ChartIV.5 .
Changes in Canadian and United States unit labour-cost, 1990-94
Per cent
Unit labour cost ?
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7 33
U.s. /
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= A 3.0 2.8
U.s. Canada U.s. Canada
a Average annual change in nominal terms.
b In Canadian dollars.

Source: Compilation based on U.S. Bureau of Labour Statistics

68. Canada' s 1996 tariffs on manufacturing importsfrom the United States average 1.1 per cent.>
Bilateral trade in sectors such as automobiles is duty free or, asin the case of textiles, clothing and
computers, subject to very low rates. Asdescribed in Chapter 111(2)(i), there have also been significant
reductions in m.f.n. rates, from an average of 9 per cent in 1994 to 6.5 per cent in 1996. However,
high tariffs persists in areas such as textiles and clothing or shipbuilding (Chart 1V.6).

69. U.S.-based multinationals account for 90 per cent of the motor vehicles and 60 per cent of
the computers produced in Canada. The strong presence of these companies has reinforced the link
between trade and foreign direct investment, as about 70 per cent of their exports are conducted on
an intracompany basis. Overal, intraccompany trade accounts for close to 45 per cent of total
Canada-U.S. trade.

STariffs on manufactured goods from Mexico average 2.9 per cent in 1996.
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Chart IV.6
Tariffs on manufactured products, 1996
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HS Chapter
Chapter  Description Chapter  Description Chapter  Description
25 Salt; sulphur; earth and stone, etc. 48 Paper and paperboard, etc. 72 Iron and steel
26 Ores, slag and ash 49 Printed books, newspapers, 73 Articles of iron and steel
27 Mineral fuels, mineral oils, etc. pictures, etc. 74 Copper and articles thereof
28 Inorganic chemicals; organic or 50 Silk 75 Nickel and articles thereof
inorganic compounds of precious 51 ‘Wool; fine or coarse animal 76 Aluminium, etc.
metals, etc. hair, etc. 78 Lead and articles thereof
29 Organic chemicals 52 Cotton 79 Zinc and articles thereof
30 Pharmaceutical products 53 Other vegetable textile fibres 80 Tin and articles thereof
31 Fertilizers 54 Man-made filaments 81 Other base metals, etc.
32 Tanning or dyeing extracts, etc. 55 Man-made staple fibres 82 Tools, implements, cutlery,
33 Essential oils and resinoids; 56 ‘Wadding, felt and non-wovens; spoons and forks, etc.
perfumery, cosmetic or toilet special yarns; twine, cordage, etc. 83 Miscellaneous articles of
preparations 57 Carpets; other textile floor base metal
34 Soap, organic surface-active coverings 84 Nuclear reactors, boilers,
agents, washing preparations, etc. 58 Special woven fabrics; lace, etc. machinery, etc.
35 Albuminoidal substances; 59 Impregnated, coated, covered or 85 Electrical machinery and
modified starches; glues, etc. laminated textile fabrics, etc. equipment, etc.
36 Explosives; pyrotechnic products; 60 Khnitted or crocheted fabrics 86 Railway or tramway
matches, etc. 61 Articles of apparel and clothing locomotives, etc.
37 Photographic or cinematographic accessories, knitted or crocheted 87 Vehicles other than railway
goods 62 Articles of apparel and clothing or tramway rolling-stock, etc.
38 Miscellaneous chemical products accessories, not knitted, etc. 88 Aircraft, spacecraft, etc.
39 Plastics and articles thereof 63 Other made-up textile articles; 89 Ships, boats, etc.
40 Rubber and aricles thereof sets, worn clothing, etc. 920 Optical, photographic, etc.
41 Raw hides and skins and leather 64 Footwear, gaiters, etc. apparatus
42 Articles of leather, etc. 65 Headgear and parts thereof 91 Clocks and watches, etc.
43 Furskins and artificial fur; 66 Umbrellas, walking-sticks, etc. 92 Musical instruments, etc.
manufactures thereof 67 Prepared feathers and down, etc. 93 Arms and ammunition, etc.
44 ‘Wood and articles of wood, etc. 68 Articles of stone, plaster, etc. 94 Furniture, bedding, etc.
45 Cork and articles of cork 69 Ceramic products 95 Toys, games, etc.
46 Manufactures of straw, of 70 Glass and glassware 96 Miscellaneous manuf. articles
esparto, etc. 71 Natural or cultured pearls, precious 97 ‘Works of art, antiques, etc.
47 Pulp of wood or of other or semi-precious stones, precious

fibrous cellulosic material

Source: WTO Secretariat calculations.

metals, etc.
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(i) Adjustments in traditional industries

€) Motor vehicles
Background

70. Canada' s motor vehicle industry, the largest manufacturing sector, specializes in assembly
operations principaly of cars, light trucks and vans, and parts production. In 1995, Canadds
14 assembly plants (of which 12 are located in Ontario) produced 2.4 million units, of which about
90 per cent was sold in the United States.>

71. Canada accounts for about 16 per cent of NAFTA light vehicles production (Table 1V.5).
Reflecting strong intra-company exchange across the Canada-U.S. border, exports and imports are
strongly correlated.® The expansion of assembly operations, with relatively shallow domestic supply
links, has resulted in an increasing gap between the industry's contribution to trade, 23 per cent of
both imports and exports, and itsrelatively modest 2.2 per cent sharein GDP (1995). Important stages
of R&D, design and engineering tend to be conducted in the United States, Japan and Europe.

Table V.5
Selected economic indicators for the North American car industry, 1995

A. Production, employment and car ownership in NAFTA B. Canadian assemblers of light vehicles;
countries production by firm (thousand units)
Canada United Mexico Canada  NAFTA World
States
Production (units) 2,376,839 11,643,956 931,462 General Motors 908 5,516 8,800
Auto OE Mfg. employment 139,000% 991,000 197,900 Chrysler 540 2,607 2,674
Vehicles produced per OE 17 12 5 Ford 533 3,697 6,476
employee
Vehicles produced per 1,000 82 45 10 GM-Suzuki? 194 194 1,709
citizens
Vehicles sold per 1,000 citizens 39 58 8 Honda? 106 659 1,750
Toyota? 90 472 4,694
Volvo 8 8 447
a Does not include truck bodies and trailers.
c Major expansion under-way.

Source:  Industry Canada (1996b).

72. Labour productivity (labour hours per car unit) was 6 per cent higher in Canada than in the
United States in 1994. With lower wages, Canada s productivity lead has translated into assembly
costs about one-quarter below the U.S. average (1994).°° In turn, this has helped to attract investment;

%|n the same year, parts production (in 554 plants) was valued a Can$21 billion, 63 per cent of which were
exported to the United States.

**In the same year, parts production (in 554 plants) was valued at Can$21 hillion, 63 per cent of which were
exported to the United States.

%I ndustry Canada (1996b).
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in 1995 the motor vehicles assembly and parts industry spent Can$3.4 billion on construction and
equipment, more than three times the 1985 level.

Tariff policy

73. Benefiting from tariff eimination under the 1965 " Auto Pact" with the United States, the number
of light vehicles produced in Canada has grown by 183 per cent ayear in the last 30 years. Under
performance-based duty remission programmes, introduced in the early 1980s, other foreign-based
producerswereallowed to operate under similar tariff conditions asthose availableto North Americans
under the Auto Pact.>” Assembly operations by non-U.S.-based producers have since expanded
progressively, but still account for alimited share of overall Canadian production (Table IV.5).

74. The main provisions of the Auto Pact were incorporated in the FTA and NAFTA. However,
the FTA and subsequently the NAFTA required the elimination of all production- and export-based
duty remission programmes by 1 January 1996 and 1 January 1998, respectively. In 1994, Canada
also started reducing its m.f.n. tariffs on automotive origina equipment parts, with full eimination
achieved on 1 January 1996. M.f.n. tariffson assembled light vehiclesremain at 8 per cent, to decline
t06.1 per centin 1999 under the Uruguay Round; importsunder the Auto Pact areeligiblefor duty-free
treatment. With effect from 1 January 1996, Canada removed the GPT status of carsimported from
the Republic of Korea. As an explanation, the authorities cited Korea s strong competitive position
in the sector.

75. TheNAFTA introduced stricter rulesof origin. Whileunder the Auto Pact and FTA, duty-free
trade between participants was contingent on a 50 per cent North American content, the threshold is
to increase to 56 per cent by 1 January 1998 and 62.5 per cent by January 2002 for passenger cars,
light trucks, small buses (transport of 15 or fewer persons), their engines and transmissions. The
corresponding level for heavy-duty vehicles, largebusesand al other partswill increaseto 60 per cent
by 1 January 2002.% In addition, anew approach is used to calculate regional content, the "net cost
method". While intended to enhance transparency, it may also increase red tape for producers, who
are required to trace the origin of components back to the initial production stages.*

Financia assistance

76. According to the authorities, since the abolition of the Automotive Component Initiative, there
are no subsidy programmes targeted at the industry at federal level. (Under the Initiative, support

5The "Auto Pact" provided for a duty-free trade zone between Canada and the United States for finished
vehicles and car parts. Eligible producers (the "Big Three") were alowed to import parts and vehicles duty
free, subject tolocal-content requirements (the level of Canadian/U.S. content under the Pact was 50 per cent).
With the introduction of duty remission programmes, imports from outside the Auto-Pact area, mainly Japan,
could qualify for rebates on exportation. Preferentia tariff trestment under the Auto Pact and the remission
programmes led to a sharp reduction in tariff incidence for foreign-owned car producers, with duty averages
not exceeding 2 per cent at the time when the FTA and NAFTA entered into force. For more details on the
operation of duty drawback and remission schemes, see GATT (1995).

*®For more details of local-content provisions, see GATT (1995).
*Rules of origin have been a contentious issue throughout the NAFTA negotiations. Administration costs

related to the "net cost method" are said to eliminate a significant portion of the tariff benefits accruing under
the NAFTA. Cadsby and Woodsie (1993).
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was provided to small and medium-sized producers of vehicle parts.) R&D activities may, however,
qualify for attractive investment tax credits. In addition, car producers are eligible for funding via
Technology Partnerships Canada (section (iii)(a)).

(b) Textiles and clothing
Recent economic devel opments

77. While accounting for alimited share of total GDP, thetextile and clothing industries represent
significant productionin certain local areas(Quebec, Montreal, Kingston and Kitchener).® Asin many
other industridized countries, the industry has undergone a painful process of restructuring and
adjustment. Between 1990 and 1995, import penetration increased from 36 to 51 per cent for textiles,
and from 31 to 42 per cent for clothing. Employment fell by about one quarter between 1989 and
1995. The recession of 1990 and 1991 hit some subsectors particularly hard, especially men's and
women's clothing. Tota output fell by 17 per cent between 1989 and 1993 and has not yet reached
pre-recession levels (Chart 1V.7).

78. Despite amodest recovery, the industry remains subject to strong competitive pressures from
both ends of the market: Asian products in low-priced segments and, increasingly, U.S. products in
medium- and higher-priced categories. In response, Canadian producers have achieved significant
productivity gainssincethe1990-91 recession, mainly through accel erated introduction of labour-saving
processes.® Industrial modernization is currently more advanced in textiles than in clothing, with
investment doubling over the period 1991 to 1995 to Can$350 million. Despite important job |osses,
Canada s clothing industry, with 84,000 permanent employees (100,000 in part-time employment),
continues to be relatively labour intensive. According to Industry Canada, "an estimated 50 per cent
of the workforce in clothing are immigrants who have often limited French or English language
capabilities, which limits their flexibility in seeking dternative employment and exacerbates the industry's
adjustment problems".%

%Canada' s main textiles products are man-made fibre and filament yarn, wool yarn and woven wool cloth,
other spunyarn and woven cloth, knitted fabrics, carpets and household products. With regard to clothing, men's
and boys wear, and women's wear each accounted for about one third of output, while children’s wear contributed
some 8 per cent (1995).

#\While between 1980 and 1990, labour productivity (real value added per person-hour) grew at annual rates
of 2.2 per cent in the textiles sector and 0.7 per cent in clothing (1.4 per cent for manufacturing as a whole),
productivity growth rose to 4.9 and 3.4 per cent, respectively, between 1990 and 1993 (3.9 per cent for
manufacturing).

®ndustry Canada (1996c).
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Chart IV.7
Employment and production in the textiles and clothing industry, 1984-95
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Source: Industry Canada.
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Chart 1V.8

Textiles and clothing imports by source, 1991-95
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79. Challenged on their home turf, however, both the textile and clothing industries have been
able to develop outlets abroad. Owing to quality improvements and greater speciaization in
higher-value-added products, the export/output ratio increased between 1990 and 1995 from 16 to
33 per cent for textiles and from 5 to 21 per cent for clothing. Most of the growth was achieved in
trade with the United States, in the context of rapid bilateral trade expansion.®® The United States,
Canada' s fourth largest supplier of clothing in 1991, now ranks second, slightly behind China, but
ahead of Hong Kong and the Republic of Korea. Inturn, according to government statistics, the share
of non-US suppliersin Canada simports of textiles and clothing declined over the period 1991 to 1995
(Chart 1V.8).%

Access conditions under NAFTA

80. Growing bilateral market integration in part resulted from the implementation of the
Canada-United States FTA and the NAFTA. Cyclical and exchange rate factors may have stimulated
Canadian exports, but these alone would not suffice to explain the rapid expansion in two-way trade
during both the recession and the recovery. Reflecting the ongoing process of bilateral market
liberalization, Canada s 1996 tariffs on U.S. textiles and clothing products average 3.1 per cent, as
against 15.5 per cent for m.f.n. supplies. (Under theFTA andthe NAFTA, tariffsarebeing eliminated
in ten equal instalments as from 1989.) On the export side, Canadian shipments in the sector are
currently facing U.S. tariffs of 3.7 per cent on average, about one third of the corresponding m.f.n.
rates. An overview of current tariff treatment is given in Tables AlIV.1 and 2.

81. Although accessconditionsto theNorth American market aretoimproveover timefor currently
restricted suppliers, given the MFA phasing-out process, asignificant tariff gap is bound to remain.®

%Between 1991 and 1995, Canada s bilatera exports of textiles and clothing increased by 142 per cent in
value terms (117 in volume), an average annua increase of nearly 25 per cent, while imports from the
United States grew by 85 per cent (78 per cent in volume), an annual average of close to 17 per cent. Asa
result, the share of the United States in Canadian tota exports of textiles rose from 72 per cent in 1991 to 83 per
cent in 1995, while the U.S. share in imports went up from 34 to 44 per cent. In clothing, the United States
currently takes some 90 per cent of Canada' s exports.

®While in 1991 Canada's total imports of textiles and clothing amounted to Can$5.7 billion (witha U.S.
share of 34.5 per cent), they roseto Can$8.4 hillion in 1995 (with aU.S. share of 43 per cent). Low-cost imports,
which increased in absolute terms (from Can$2.8 hillion to 3.7 billion) declined slightly as a share of the total
(49 per cent to 44 per cent). Canadd's textile and clothing industry, statistical data.

®Under the WTO Agreement on Textiles and Clothing (ATC), quantitative restrictions vis-a-vis a number
of developing countries and countries in transition, carried over from the former MFA régime, are being
progressively phased out as products are "integrated" into the GATT. On the date of entry into force of the
WTO Agreement (1 January 1995), Members which had retained the right to use the special safeguard under
the ATC, wererequired tointegrate productsaccounting for nolessthan 16 per cent of their 1990import volume;
afurther minimum 17 and 18 per cent are to beintegrated by 1 January 1998 and 1 January 2002, respectively.
All remaining productswill be automatically integrated at the end of the transition on 1 January 2005. Products
from each of four categories - topsand yarns, fabrics, made-up textiles products and clothing - must be included
inthefirst three phases but the choice of the basket of goodsto beintegrated in each phase isleft to the importing
Members discretion. At least 12 monthsin advance of an implementation stage, Members are required to notify
the Textiles Monitoring Body of their preciseintentions. Unlikethe United States which submitted an integration
programme for the full period, Canada (and the European Union) opted for a stage-by-stage approach, so that,
according to the Government of Canada, any developments occurring during the period may be taken into account.
With integration, any restrictions on the products are eliminated.
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From 1998, bilatera trade in textiles and clothing products will be duty free, while Canada's
Uruguay Round final bound rates for 2000 average 12.7 per cent.

82. External suppliers of textileinputs (and their domestic processors) are confronted with stricter
rulesof origin under the NAFTA than under the FTA. For example, the FTA requirement for fabrics
to originate in participating countriesin order for an article of clothing to qualify for preferences, was
extended under the NAFTA to the yarns used for weaving. As Canadian producers have traditionally
relied on third-country imports of yarns, the "yarn forward" rule may have a significant impact on
their sourcing. However, both the FTA and the NAFTA allow for specified quota amounts of
non-originating clothing and textiles to be imported from Canada into the United States. Theselevels
wereexpanded under NAFTA and have generally (except for woollen apparel) been sufficient to sustain
the increase in Canadian exports.

83. Asdescribed in Chapter 111(2)(i), under WTO and NAFTA provisions, al duty drawback and
remission programmes conditional on production, investment or local content have been discontinued
or are to be terminated by 31 December 1997.% In compensation, Canada is phasing in autonomous
tariff reductions of 26 per cent on frequently used inputs over the period 1993 to 1999. In addition,
producers may apply tothe CITT for tariff relief in lieu of remission ordersin certain circumstances.

The Uruguay Round implementation process

84. Under Articles 2.1 and 3.1 of the WTO Agreement on Textiles and Clothing (ATC), the
Government of Canadanotified to the TextilesMonitoring Body the quantitativerestrictionsmaintained
at the date of entry into force of the Agreement.®” The notification includes restraints within bilateral
agreements maintained under Article4 or notified under Article7 or 8 of the MFA, aswell asunilatera
restraints maintained under Articles 7 and 8 and not covered by Article 2 (Table 1V.6).

8b. In October 1994, Canada notified the first list of products for integration into the GATT,
representing 16 per cent of its 1990 imports covered by the ATC (555.8 million square metre
equivalents). The notification contained the termination of restraints on one item currently subject
to quantitative restrictions (work gloves) from seven sources.® To date, Canada has not invoked the
transitional safeguard mechanism availableto prevent further import surgesfrom causing or threatening
to cause serious damage to domestic industry.

%The application of duty drawback schemes vis-avis the United States was ended on 1 January 1996 and
isto be abolished vis-avis Mexico in 2001. Canada aso decided to offer a partia duty refund procedure for
dutiable goodstraded under the tariff preference levels within the free-trade area. The duty refund system will
be phased out as NAFTA tariff-free access is phased in. Full duty drawback remains for goods traded at full
m.f.n. rates of duty.

SWTO document G/TMB/N/62, 19 April 1995.

BGATT document G/ TMB/WY/2, 10 October 1994,
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Table V.6

Suppliers of textile and clothing products, July 1996

Restraints under the WTO Agreement on Textiles and Clothing Restraints with non-WTO Members
Asean Americas Bulgaria
Indonesia Brazil Cambodia
Malaysia Costa Rica China
Philippines Cuba Chinese Taipei
Singapore Dominican Republic North Korea
Thailand Jamaica Laos
Uruguay Lebanon
Central and South Asia Nepal
Bangladesh Africa Oman
India Lesotho Russia
Pakistan Mauritius Syria
Sri Lanka South Africa Viet Nam
Swaziland
Far East
Hong Kong Central and Eastern Europe
Macao Czech Republic
Myanmar Hungary
Republic of Korea Poland
Romania
Middle East Slovak Republic
Qatar
United Arab Emirates Mediterranean
Turkey
Source:  WTO Secretariat based on WTO Document G/TMB/N/62, 19 April 1995.
(iii) Performance in technically-advanced industries
@ Background
86. Canada's "high-tech" industries are playing an increasingly important réle in employment,

value-added and exports. Manufacturing activitiesintheseindustries(information and communications
technol ogies, aeronauticsand spaceindustries, robotics, high precisioninstruments, and biotechnol ogy)
currently represent some 5per cent of GDP, nearly as much as the automobile sector.
Telecommunications equipment and aeronautics are the two largest and most integrated segments in
terms of their domestic supply links. As in many other countries, "high tech" industries are little
regulated in general, contrary to some user branches (e.g. telecom or aviation services), and are
predominantly privately owned. Canada does not maintain any restrictions on foreign investment in
these areas, contrasting with some related services sectors (section (5)(i)).

87. With a few exceptions, including Northern Telecom and Bombardier (aeronautics),
advanced-technology activities are concentrated in Canadian subsidiaries of multinational enterprises,
surrounded by anetwork of smaller domestic firms. Canadian-owned SME's are often " niche players’
in areas such as flight simulators, remote sensing or rura communications network management and
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computer telephony integration, with a strong focus on exports. While such companies may be able
to capitalize on some of the benefits associated with small size, e.g. flexibility and stronger
responsiveness to market trends, they tend to suffer from a narrow financia base, lack of industrial
and technical synergies, and the diseconomies of relatively small production runs. In addition, given
the size of the country, the scopefor large R& D poolsand lavish civil and defence contractsislimited.*®

88. R&D spending in Canadais low by OECD standards, not only in technology-intensive industries
but across virtually all sectors (Chart IV.9). Alternative indicators of research intensity (patents,
scientists, etc.) confirm areatively weak position which, combined with increased import penetration
in various "high tech" products, seems to corroborate the existence of an innovation or technology
gap.” The question remains, however, whether such a gap should be cause for public concern. It
may be argued, for example, that Canada' s comparatively small research baseis anatura concomitant
to economically efficient specidization and that, as technologies and expertise are incorporated in products
and persons, open markets ensure free access to advanced knowledge developed elsewhere. On the
other hand, since mobility is not just one-way, it may aso result in a brain drain.

ChartIV.9
R&D expenditure as a percentage of GDP, 1993
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Source: OECD, Basic Science and Technology Statistics, 1995 edition.

®Industry Canada fedls that " the dependence on niche markets provides the industry with digjointed capahilities,
which have been detrimental to itsability to compete with more integrated manufacturers from other countries’.
Industry Canada (1995).

The exigting R& D support schemes have also been criticized for an implicit biasin favour of larger companies;
federa government funding of R&D programmes tends to increase with company size (OECD (1995a)).
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89. To promoteinvestment in R& D, provincia and federal governments have devel oped generous
incentivesystemsover time, implyingfiscal costsof someCan$1 billionper annum (Chapter 111 (4)(iv)).
In recent years, more emphasis has been placed on tax credits than on direct payments. Y et the fiscal
drain hasremained largely unchanged, and so has Canada' s internationa positionin R&D. Increasing
budgetary constraints, combined with doubts about cost effectiveness, has thus prompted areview of
variousprogrammes, includingthemainfederal R& D scheme, the Scientific Experimental Devel opment
tax incentive (1994/95 Budget).

0. Technology Partnership Canada (TPC), introduced with the 1996/97 Budget, provides venture
capital to assist companiesin launching "high tech" products. When fully operative in 1998/99, TPC
is to spend Can$250 million per annum in the form of repayable loans (Chapter [11(4)(iv)). Unlike
its predecessor, the Defense Industries Productivity Program (DIPP), which focused on the aerospace
industry, TPC coversabroader sectord spectrum including advanced materids, information and computer
technologies, and biotechnology. Other technology-based programmes, which have survived recent
budget cuts, include "Canarie", a government-industry consortium focusing on the development of
advanced communications networks, and "Precarn", a private/public consortium supporting
pre-competitive research in the field of intelligent systems.

1. The Government has welcomed the Uruguay Round results as providing Canadian firms with
business opportunities in both new and traditional markets, and helping them to diversify beyond the
U.S. market.”* Under WTO provisions, tariffs on "high tech” products will be significantly reduced.

(b) Information and communication technologies

92. Information technologies and tdlecommunications (IT& T) spearhead the technologicaly advanced
segment of Canadian industries, generating about 2 per cent of GDP. Some 15,000 firms employ over
160,000 persons to produce tel ecommunications equipment, computer products and instrumentation,
computer servicesand new media, and el ectronic components. Tradein virtually al major subsectors,
apart from tel ecommuni cations equipment, isin deficit, adding up to Can$11 billion (1994). Canada's
share in the fast-growing IT& T world market is estimated at 3 per cent.’

Telecommunications equi pment.

93. With some Can$1.5 billionin R& D spending (1995), the tel ecommunications equipment sector
isthesinglelargest industrial R&D performer in Canada. Four Canadian companies, led by Northern
Telecom, rank among theworld' s50 largest producersintheindustry. Historicaly, preferential supply
rel ationshipswith monopoly service providerswerean important factor in the development of Northern
Telecom (as for some of its main international competitors). In turn, the presence of a multinational
covering a broad range of activities at the intersection of communications, space and other advanced
technologies has proved a foca point for Canada's modern industria development. Many
tel ecommuni cations manufacturers have begun as suppliersto Northern Telecom. ™ Total employment
in the industry is about 40,000, down by some 15 per cent since 1988.

“Industry Canada (1995), p. 6.
?Team Canada (19964a).

®Industry Canada (1995), p. 4.
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94, The competitive environment for the industry is changing significantly in the direction of
increased openness and internationa integration. Canadian tariffs on U.S. telecommunications equipment
have been eliminated under the Canada-U.S. Free Trade Agreement (HS lines 8517.10 to 8517.90).
Under the WTO, all mgjor industrial countries are committed to significant tariff cuts over the coming
years. For instance, the European Union is to phase out tariffs on telephone sets and some digital
integrated circuits, and to reduce tariffs by 60 per cent on other components (switches, system equipment
and parts). Canadawill eliminatetariffson many products, from tel ephone setsto modemsor facsimile

machines (Table 1V.7).

1Zrbilfisl\éﬁ7selected information technology products before and after the Uruguay Round implementation process
Tariff rates
HS code Product description 1994 2000
(per cent)
Communications and electronic equipment:
8517.10 Telephone sets and answering machines 17.5 0.0
8517.30 Telephone switches, line system equipment 0.0-17.6 0.0-8.7
8517.40 and parts
8517.82 Facsimile machines 10.2 0.0
8517.40 Modems and parts 3.9-17.5 0.0
8517.40 Radio transmitters/transceivers 9.2-9.5 0.0
8525.20
8805.20 Aircraft flight simulators 0.0 0.0
8534.00 Printed circuits 10.3 0.0
Computers and business machines:
8471.10 Complete data-processing machines, 0.0-3.9 0.0
8471.20 analog/digital/hybrid
8471.91 Digital processing units 3.9 0.0
8471.92 Input/output units with/without cpu, storage 0.0-3.9 0.0
8471.93 Data storage units with/without rest of system 0.0-3.9 0.0
8473.30 Parts/accessories for computers 0.0-3.9 0.0
Electronic instruments:
9032.89 Automatic control instruments and parts 0.0-9.2 0.0-6.2
9032.90
9030.39 Measure or test instruments or parts 0.0-10.3 0.0-5.1
9030.40 Electrical properties and telecom use
9026.10 Fluid flow or pressure measuring 0.0-10.3 0.0-4.0
9026.20
9026.80
9014.10 Navigating instruments 0.0-10.3 0.0-6.8
9014.20
9014.80
9015.40 Survey, geophysical instruments 0.0-10.3 0.0-6.8
9015.80
9015.90

Source:  Industry Canada (1995).
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Computer hardware and peripheras

95. Canadd s computer equipment industry is marked by the strong presence of foreign multinationas
such as IBM, which accounts for 70 per cent of all computers produced in Canada. Multinationas
account for two thirds of al exports, predominantly in the form of intra-firm trade. The large players
are complemented by some 200 mostly Canadian-owned producers of parts and peripherals which,
due to lack of funds and marketing channels, tend to focus on their home market. The Government
feelsthat thesefirms are at acompetitive disadvantageif compared to companies, for examplein Japan,
that have access to low-cost capital generated within highly integrated conglomerates.”

96. Bilatera trade with the United States and Mexico has been fully liberalized under the FTA
and NAFTA. Canada and the United States are moving towards acommon m.f.n. tariff on computers
and parts, creating trading conditions similar to a customs union.”

Computer software

97. Based on 12,000 establishments with 70,000 employees, and achieving double-digit growth
rates, software production is considered as one of Canada's high-tech strongholds.” The industry is
composed of some 20 well-established firms(e.g. SHL Systemhouse, DM R Group, Gognosand Coreél),
which aremostly Canadian-owned, and amyriad of smaller companies. According to the Government,
despitethe proximity of theU.S. market, many small companiesseem to havedifficultiesin establishing
a presence abroad, given the lack of adequate financing and the absence of marketing aliances with
large hardware producers. The WTO Agreements on Technica Barriersto Trade, Trade-Rdated Aspects
of Intellectual Property Rights, and Government Procurement are expected to have a magor positive
impact on the computer services and software industry.”

(© Aeronautics and space industry

98. Canada s aeronautics and spaceindustry isamost comparableinimportance, interms of GDP,
tothel T& T sector. Thelarger companiesaremostly foreign owned (Bell Helicopters, Pratt & Witney),
except for Bombardier and its subsidiaries Canadair and de Havilland. A number of smaler firms
are active in niche markets (flight training devices, flight and air traffic control simulators, aircraft
management and control systems, space electronics, remote sensing satellites, space robotics systems
etc.). Theindustry has approximatively 60,000 employees and is estimated to supply 4 per cent of
the world market. About 70 per cent of production is for export, two thirds of which goes to the
United States.

99. Contrasting with many other sectors, Canadian producers of aeronautics and space equipment
rely more on foreign than on domestic procurement markets.” Given their limited home base, they

"“Industry Canada (1995), p. 9.

"The current m.f.n. tariff on computers and parts is 3.9 per cent in both Canada and the United States.
®The turnover of Canada's top 100 software companies grew by 38 per cent in 1994.

"Industry Canada (1995), p. 16.

®Team Canada (1996a).
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generaly compete with larger, more integrated foreign firms.”® To compensate for perceived
disadvantages in terms of firm size and R&D spending, the Government promotes technology
development inpriority areas - with support for R& D throughthe DIPPand the Canadian Space Agency
- and export marketing.

(5)  Services

) Recent developments

100.  Asin other advanced economies, the production of servicesis Canada s single most important
economic activity, currently accounting for close to two thirds of GDP and employment. "New"
communication and information industries have expanded rapidly in recent years. For example, value
added in the computer services sector grew by a nominal 58.9 per cent between 1990 and 1995,
corresponding to an average annual rate of 9.7 per cent.

101. Therecent expansion of modern servicesisreflected in, and may have benefited from, achange
in policy focus. In areas such as telecommunications and aviation, Canada has gradually abandoned
its traditional reliance on government intervention and control, including through public monopolies,
which had long formed an essential component of regional and industrial development policies. (Given
Canada s large and scarcely populated territory, infrastructureis considered to play an important réle
for economic and socia cohesion.) Growing concerns about economic and technica inefficiencies,
and their drain on the public budget, have encouraged a process of deregulation, privatization and
management reform; regulatory changesin the United States have provided an additional impetus.®

102.  Inrecentyears, Canadahasintroduced competitioninlarge segmentsof thetel ecommunications
sector, including in areas of voice telephony and in all advanced services. Long-standing regul atory
régimesin air and maritime transport have been overhauled and previous monopoly rights for Air Canada
removed. Port and airport management isincreasingly provided on acommercid basis. Rules preventing
financial institutions from intra-sectoral diversification have been lifted.

103. AsCanadahas generally relied on an evolutive process of legidative review, the reforms may
havetaken moretime, but possibly involved lessrisk, thana"big-bang" strategy. Ingenera, thereform
process has contributed to closer integration of (previously) segmented regional servicesmarkets. The
large players in the telecommunications, financial services, air and maritime transport sectors now
operateunder federal rulesand are subject tofederal regulatory control. Many of theformer incumbents
have been able to adjust and retain significant market shares (Bell Canada, Air Canada, and the six
largest banks); their practices are monitored under the Competition Act.®*

™Team Canada (1996b). For example, the space-related revenue of Lockheed-Martin, thelargest U.S. company
in the sector, is more than ten-times higher than the Canadian space industry's total turnover.

8Two thirds of the Canadian population live less than 100 miles from the U.S. border.

8Three prominent competition-policy cases in recent yearsinvolved: Stentor, an association formed by the
main regional telecommunications operators, Gemini, a computer reservation system jointly operated by Air
Canada and Canadian AirlinesInternational Limited (CAIL); and Interac, an association among major banking
ingtitutions providing shared electronic network services. While Stentor was found not to operate as a cartel,
the Competition Tribunal issued a Consent Order in 1993 requiring Gemini, which represented 90 per cent of
the market, to provide al other computer reservation systems in Canada with relevant information. Gemini's
(continued...)
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104.  Foreign accessto the Canadian services markets has improved, reflecting the domestic reform
process and external negotiations under the NAFTA and the WTO. The NAFTA contains provisions
on telecommunications, financial, trucking and rail services. Under the GATS, Canada has upgraded
itsinitial offers on financia, telecommunications and maritime services with a view to contributing
to a significant outcome of the negotiations. On the other hand, investment inflows in many services
areasremain closely monitoredto ensurecontinued Canadian influencewithinanincreasingly integrated
North American and global market environment.® As described in Chapter 111(4)(iii)(b), the review
thresholds for investments from WTO Members are lower in the financid and transport services industries
than in therest of the economy, while al investments in the cultural sector are reviewable. Specific
ownershiprestrictionsremainintelecommunications, air transport, cultural and, mainly at theprovincia
level, financia services (Table IV.8).

(i) Financia services

@ Background

105. The financia services sector currently accounts for about 7.5 per cent of GDP and close to
4 per cent of totd employment in Canada. The banking industry is strongly concentrated, with six banks
representing two thirds of al assets held by deposit-taking institutions. Overall, 50 per cent of the
economy's total assets are in the hands of banks. However, other financia sector institutions, such
as pension funds and life-insurance companies, are expanding rapidly.

106. Deregulation in the financid sector started in the mid-1980s, when Canada eliminated regulations
on financial sector specialization and separation. Being allowed since 1987 to underwrite and distribute
securities of the Government and Crown Corporations, banks have become important players, mainly
through acquisitions, in securities markets and the trust industry. At the same time, they are being
challenged in their traditional lending and deposit businesses by insurance companies, and trust and
loan companies.

107.  Stiffening competition has helped to reduce the cost of financial transformation in Canada;
the spread between lending and deposit rates compares favourably with other OECD countries 1V.10).

8(...continued)
two participants were al so ordered to participate inal other computer reservation systemson "reasonable terms'.
The Competition Tribuna later modified its original Consent Order and required the dissolution of Gemini at
theend of 1993. 1n 1996, the Competition tribunal accepted aconcerted order designated to facilitate both wider
membership on Interac and competition between members. (Director of Investigations and Research).

82Canadian control and ownership of services providersis often linked to broader concepts of Canadian identity.
For example, the Telecommunications Act of 1993 states that "telecommunications performs an essentia réle
in the maintenance of Canada’s identity and sovereignty" and that the Canadian telecommunications policy has
as its objectives "to promote the ownership and control of Canadian carriers by Canadians' (section iii(c)).
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Table V.8

Investment restrictions and controls in selected services sectors, 1996

Sector

Legal base

Limitation

Investment review

General provisions

Sector -specific provisions

Transport services?

Cultural industries

Owner ship limitations

Telecommunications

Air transport

Financial services

Broadcasting

Book publishing and distribution

Film distribution

Investment Canada Act

Investment Canada Act

Investment Canada Act

Telecommunications Act

National Transportation Act
Bank Act

Provincia laws

Broadcasting Act

Investment Canada Act
(Section 20) and supplementary
policy guidelines

Investment Canada Act; policy
guidelines under the Act

Review of direct acquisitions by WTO members of a
business whose assets exceed Can$168 million, to assess the
"net benefits to Canada".

Review thresholds for non-WTO members. Can$5 million
for direct acquisitions; Can$50 million for indirect
acquisitions representing no more than 50 per cent of a
transaction.

Review thresholds for WTO and non-WTO members:
Can$5 million for direct acquisitions; Can$50 million for
indirect acquisitions representing no more than 50 per cent
of a transaction.

Review of any investments (acquisition or new business) in
activities related to Canada's cultural heritage or national
identity.

Foreign ownership of Canadian common carriers limited to
20 per cent (33.3 per cent in the case of holding
companies).

Foreign ownership of an airline limited to 25 per cent.

Individual ownership limited to 10 per cent of a Schedule |
bank (regardless of nationality).

Foreign ownership limited to 10 per cent individualy and
25 per cent collectively of provincialy regulated trust and
loan companies and securities firms in several provinces.

Foreign ownership of aradio or television station limited to
20 per cent (33.3 per cent in the case of a holding
company).

New businesses must be Canadian-controlled. Foreign
acquisition of existing Canadian-controlled businesses is
alowed only in extraordinary circumstances.

Foreign acquisition of a Canadian-controlled distributor is
not allowed. Investment in new businesses permissible only
for importation of proprietary products. Direct or indirect
acquisition by foreign-owned companies is permissible only
if the investor undertakes to reinvest a portion of its
Canadian earnings "in accordance with national and cultural
policies'.

a

Source:

The Bank Act exempts banks from the Investment Canada Act.

WTO Secretariat, based on information provided by the Government of Canada.
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Canadian banks have traditional ly

been active in foreign markets. The absence of exchange controls, combined with a more libera
framework for cross-border than for domestic operations, has encouraged diversification into the
United States. Approximately 30 per cent of the major banks assets are currently held in foreign

Despite (or perhaps because of) alegacy of domestic regulation

108.

currency. The focus on other North American markets has further strengthened in the wake of the

NAFTA.&

In turn, foreign accessto the Canadian market hasimproved, first under the NAFTA and later

1009.

regulated financia institutions; lifted a market

share limitation on foreign banks; and extended NAFTA thresholds for investment review and control

In particular, the WTO Agreement Implementation Act removed long-standing

limitations on non-Canadian ownership of federally

under the GATS.

toal WTO members (Table IV.8). The Bank Act, the Cooperative Credit Association Act, the Trust
and Loan Companies Act and the Investment Companies Act have been amended accordingly.

Asin other sectors, the provinces share some regulatory and supervisory powers with the Federd

Government. While banking falls exclusively under federa jurisdiction, securities companies operate

110.

(Canada remains the only magjor industrial country to regulate

capital market operations solely at a subnational level.) Other financial sector institutions - insurance

exclusively under provincial control.

8Two major Canadian banks recently took control of two Mexican banks, and 15 Canadian insurance companies
are currently operating in the United States through branches, offices or subsidiaries. There are no Canadian

insurance companies operating in Mexico.
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companies, trust and loan companies, co-operative credit associ ations, mortgage companies, investment
companies etc. - are free to incorporate either under federa or provincial law.

111. Toavoidregulatory overlapin areasof shared or exclusive provincia competence, co-operation
procedures exist. Regulators for insurance and securities meet regularly to exchange information and
harmonize their gpproaches. (For example, the Canadian Securities Administrations have been established
as abody to perform such functions.) Sincethelargest insurance and trust and |oan companies operate
nation wide, they haveincorporated under federal law.® Regulation of securities firms has been under
discussion for some years; while some provinces are exploring the concept of a uniform regulation
administered by a single agency, others want to retain their regulatory presence.

(b) Banking

112.  Pursuant to the Bank Act, the Department of Finance is responsible for the general policy
framework governing al banks, including subsidiaries of foreign banks. Regulatory control is vested
inthe Office of the Superintendent of Financial Institutions(OSFI).% TheOfficereviewsincorporations
and acquisitions, and is responsible for prudential supervision; it reports to Parliament through the
Minister of Finance.

113. The Bank Act provides for two classes of bank. Schedule | banks are widely held, with
individual ownership limited to 10 per cent of voting shares for both Canadians and foreigners. The
current eight Schedule | banks, of which six operate a nation-wide network with some 8,000 branches,
hold more than 90 per cent of al bank assetsin Canada; they are all mgjority Canadian-owned. The
second class, Schedule Il banks, was created in 1980 to alow foreign banks to operate in Canada;
they may be closely held on incorporation and must establish as subsidiaries. Most of the 50 foreign
bank subsidiaries currently operating in Canada confine their activities to speciadized businesses (corporate
banking and investment services). The Hongkong Bank of Canada, the largest Schedule 11 bank, had
assets of Can$20 hillion in 1995, while the National Bank of Canada, the smallest of the "Big Six",
had Can$48 billion.

114.  Inorder to incorporate a Schedule 11 bank, the foreign company should be in the business of
banking and be known as a bank to the regulator of its home country.® While foreign banks may
operate representative offices in Canada, they must not solicit business; direct branching or opening
agencies from abroad is not permitted. Therestriction on branching, intended to facilitate prudentia
supervision by the OSFI, has drawn complaints from smaller U.S. banks located near the Canadian

8The federally incorporated trust and loan funds represent 85 per cent of the assets in this sector. Many
trust and |oan companies, traditionally concentrated in Ontario and Quebec, havedisappeared duringtherecession
and the real estate crisisin recent years. Severd provinces, including Ontario, are considering reducing their
involvement in the regulation of trust and loan companies.

®The banks roleisdefined in Part VIII of the Bank Act. Banks are allowed to take deposits, and provide
lending and investment services (portfolio management services, counselling servicesetc.); they may also create
subsidiariesto offer other financia services such asthe managing and selling of mutual funds, insurance policies
€tc.

%A letter of comfort authorized by the bank's board of directors must accompany the application for the
establishment of a subsidiary.
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border.®” They seetherequirement to establish acapitalized subsidiary asparticularly onerous, limiting
their potential for commercial expansion.

115.  Recent changeshavefacilitated market accessand conditionsof operation. Canadaiscommitted
not to enforce reciprocity tests for the licensing of foreign bank subsidiaries for the duration of the
GATS Agreement on Financial Services. Once established, a subsidiary is granted national treatment
and may perform similar activities as Canadian-based banks without restriction. They may hold shares
in other financia institutions such as federaly regulated trust and loan companies and provincially
regulated securitiesfirms.® Although Ministerial approval isstill requiredfor banksfromnon-NAFTA
countries to open more than one branch, permission has not been denied to date. Previous ceilings
on the assets of foreign bank subsidiaries, limiting them to 16 per cent of total domestic bank assets,
were removed for NAFTA members and, subsequently, on an m.f.n. basisunder the GATS. Capital
requirements are based on the Bank of International Settlements' rules on capital adequacy, and do
not differ between foreign bank subsidiaries and domestic banks.

116.  Foreign ownership restrictions have also been eased. Canada has long applied the so-called
10/25 rule prohibiting foreignersfrom holding morethan 10 per cent of any class of sharesindividualy
or 25 per cent collectively in aSchedule | bank. The 10 per cent limit applied to al persons, domestic
or foreign, and was established to avoid the risks normally associated with excessive concentration.
The 25 per cent provision was aimed at ensuring Canadian ownership and control.® As part of its
commitments under the GATS, Canada eliminated the 25 per cent collective limitation.*®

(© Other lending and borrowing activities

117. A rangeof ingtitutions other than "banks' provide lending servicesin Canada, including federdly
or provincialy regulated trust and loan companies, credit unions and co-operative institutions. Since
1992, these ingtitutions have been allowed to compete on an equal footing with banks in the personal
and corporate lending market. With the lifting of the 10/25 per cent limit on federally incorporated
trust and loan companies under the GATS, the relevant activities are fully open to foreign investment.

118.  Securities markets and institutions are under provincia control. Various provinces, including
Ontario, Quebec and British Colombia, allow foreigners to acquire full ownership of provincialy
registered companies. (Ontario hosts Canada's largest capital market, in Toronto.)

8 Journa_of Commerce, 26 January 1996. Consultations on thisissue are being pursued under the NAFTA.

8Thus, aforeign bank or bank holding company would be able to operate its Canadian securities affiliate
as part of itsforeign securities network, separated from its Canadian banking activities. A recent policy paper,
published inpreparation for areview of federal financia institutionlegislation in1997, proposesallowingforeign
bankswith aSchedule Il subsidiary to hold other financia ingtitutionsdirectly, rather thanthroughthesubsidiary.

8\While after the second World War few restrictions prevented forei gn banksfrom acquiring Canadian banks,
the 1967 Bank Act introduced the 10/25 per cent rule. It applied to various segments of the financial services
sector (insurance companies, trust and loan companies, credit unions, investment firms, securities firms etc.)
at both federal and provincial level. Foreign banks were not allowed to engage in banking activities as defined
by the Act (i.e. the possibility of receiving deposits by check), but were permitted to own non-bank credit
ingtitutions which were active in money-market operations, corporate lending and leasing.

9The 25 per cent collective ownership limitation was fird lifted for U.S. banks under the Canada-United States
FTA in 1989.
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(d) Insurance

119.  The Canadian insurance market has traditionaly had astrong presence of American and European
firms, dating back tothe 19th century. At present, about half of Canada s 140 health and lifeinsurance
companies are foreign owned, accounting for 30 per cent (some Can$50 billion) of all assets.™ The
property and casuaty insurance industry is made up of 220 firms; 60 per cent (some Can$25 billion)
of al assets are held by foreign-owned companies. While insurance companies can also incorporate
under provincial law, threequartersof Canada slifeinsurance companiesand 55 per cent of theproperty
and casualty insurance companies are federally registered, representing 90 per cent of total premium
income.

120.  Under the Insurance Companies Act, the Office of the Superintendent for Financial Institutions
(OSFI) regulates and supervisesthe federally incorporated insurers.®> Whilefederal regulation focuses
on prudential supervision (solvency regulation), the provinces are empowered to regulate products,
termsof contracts, market conduct, and licensing of all insurance companiesoperatingintheir territory,
regardless of the jurisdiction of incorporation. Nevertheless, according to the Government, products
and distribution are essentialy the same throughout Canada. Each province has its own insurance
regulator, and al insurance companies must be licensed in the province where they do business.

121.  Insurance companies may supply their services either directly, through agents or through brokers.
Lifeinsurance companies are not in genera allowed to offer other services (except for health, accident
and sicknessinsurance), but may be affiliated to, and distribute the products of, aproperty and casualty
insurer. Asinbanking, commercia presenceisrequiredto offer insurance, reinsuranceand retrocession
services in Canada. However, companies may branch from abroad on condition that they maintain
trustees assets equivalent to their liabilities in Canada.

122.  Subsequent to the 1987 and 1992 reforms, federally incorporated insurance companies were
allowed, like banks, to operate in other financial services markets. For example, they may own
deposit-taking institutions, investment dealers, mutual fund dealers, and securitiesfirms. 1n addition,
insurance companies may engage directly in lending activities on an equal footing with deposit-taking
institutions.

123.  According to the authorities, apart from car insurance, there are no cartels or monopolies in
the insurance market. Car insurance for private and commercia vehicles is mandatory in Canada;
severa provinces (Quebec, British Columbia, Manitoba and Saskatchewan) maintain publicly-owned
monopolies, all other provinces have regulated premiums.®

124.  Prior tothe GATS, acquisition by non-NAFTA investors of afederally incorporated Canadian
insurance company was subject to the 10/25 rule. While this restriction has been lifted, foreign
ownership remains subject to lower investment review thresholds (Chapter 111(4)(iii)(b)). Severa
provinces continue to subject foreign investments in existing, provincialy incorporated companies to
authorization (Box 1V.2).

“No firm exceeds a market share of 10 per cent.

%The minimum capital requirement at the federal level is Can$10 million for both foreign- and Canadian-owned
companies in life, property and casuaty insurance.

%In Quebec, while automobile insurance for corporal damages is public, insurance for materia damages
is private.
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Box 1V.2 Overview of Canada's WTO commitments in financial services sectors

Canada has bound market access and national treatment on an m.f.n. basis for financia services listed in
the Understanding on Commitments in Financial Services. However, thisis subject to limitations under
federal and provincia regulations.

Banking and other non-insurance services

Canada s commitments cover the full spectrum of financia activities (banking, foreign exchange trading,
money and capital markets operations, mutual fund management, pension fund management, securities
brokerage, investment advisory services, etc.). While there is no limitation on cross-border supply and
consumption abroad of banking services, a number of limitations concern commercia presence:

Market access:

(i) Foreign banks and financia institutions must generally incorporate a subsidiary in Canada, under
federal or provincia law, to offer banking and related services (including mortgage brokering and
securities brokerage). In some provinces and for some specified areas (credit unions, asset management,
advisory services), incorporation or another form of local commercial presence is compulsory.

(i) Permanent residence is required for activities such as mortgage broking and securities trading or
brokering in some provinces (Ontario). Under federa law, no single person, either Canadian or foreign,
may own more than 10 per cent of the shares of a Schedule | bank. Similar ownership limitations apply
a the provincia level to trust and loan companies or mortgage brokers. In addition to the 10 per cent
ceiling, some provinces limit collective share ownership by non-Canadians to 25 per cent in certain
sectors.

National trestment:

Ministeria approval is required for non-NAFTA foreign bank subsidiaries to open more than one branch.
A minimum of one half of the directors must ordinarily reside in Canada and be either Canadian citizens
or permanent residents.

Insurance

Market access:

Supply of insurance and reinsurance services, both at federal and provincia levels, requires a commercia
presence in the form of a corporation incorporated under the laws of Canada or of another jurisdiction
(i.e. a branch of aforeign corporation) or an association formed on the so-caled Lloyds plan. Some
provinces maintain limitations on the commercial presence of foreign firms. For example, Quebec
subjects foreign investments exceeding 30 per cent of an existing Canadian-controlled and
Quebec-chartered company to authorization, and British Columbia submits any individua acquisition of
a company's voting rights exceeding 10 per cent to authorization. In other provinces, there are specific
requirements regarding risk undertakings or technical reserves or limitations on the provision of certain
auxiliary services (brokering and agency services), including the obligation to supply such services
through loca commercia presence.

National trestment:
The main limitations concern citizenship or residence requirements for directors (see above).

Source: WTO Secretariat based on GATS Document SC/16/Suppl.1/Rev.1, 4 October 1995.
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(iii)  Telecommunications

€) Background

125.  TheCanadian telecommunications market has expanded rapidly inrecent years. Whilerevenue
growth averaged 4.4 per cent between 1987 and 1992 despitetherecession, it reached closeto 6 per cent
in 1994 and 1995. Tota incomein the sector was Can$19.4 billionin 1995, representing some 5.5 per
cent of the North American telecommunications market.

126.  Reflecting Canada s geographic size and theintensity of economic linkswith the United States,
long-di stancetel ephony contributes some45 per cent of telecommunicationsrevenue.* L ocal tel ephone
services account for another 35 per cent, while theremainder comes from variety of sources, including
overseas telephone services, resale and sharing of lines, radio-telephone services, paging etc. Mobile
cellular telephony, representing arevenue share of 10 per cent, isthe fastest growing market segment,
with 15 per cent growth in 1995.

127.  Competition in Canada s tdecommunication services market hasintensified sincetheliberadization
in 1992 of long-distance telephony and enhanced services (data-processing services, paging services
etc.). New facilities-based carriers, such as Unitel and Sprint Canada, and companies specialized in
reselling leased-line capacity have entered the market to compete with Stentor, the association of the
main regional carriers, formerly Telecom Canada. Local telephony and mobile satellite services have
been legally opened to competition. Overseas telephone services may be provided freely on aresae
basis, and thereare norestrictions on theinterconnection of domesticleased circuitsand public switched
networks.®® Call-back companies are allowed to operate, and private networks may be established.

128.  Further regulatory initiatives, including improvements in access conditions for foreign-based
companies, may result from the GATS Negotiations on Basic Telecommunications and new technical
developments (e.g. information highways). The Canadian Radio-Television and Telecommunications
Commission (CRTC), the federal regulator, is currently conducting public hearings on related issues
suchastheremoval of remaining structura barriersto competitioninlocal tel ephony and therebal ancing
of rates.%

129. Possibly reflecting the spur of increased competition, performance indicators for Canadd s
telecommunications sector compare relatively well with other OECD countries. Cost and pricetrends

9By convention, Canada-United States telecommunications traffic is defined as long distance rather than
international.

®Conditions of network access are defined by the Canadian Radio-Television and Telecommunications
Commission (CRTC). Section 29 of the Telecommunications Act (1993) stipulates that agreements between
carriers regarding theinterchange of telecommunications and the apportionment of rates and revenues are subject
to prior approva by the CRTC. Section 40 alows the CRTC to "order a Canadian carrier to connect any of
thecarrier' stelecommunications facilitiestoany other telecommunications facilities' and requirethat therel evant
conditions "bejust and expedient". Under these provisions, the CRTC may order carriers to grant other carriers
accessto their local exchange facilities, aswas needed for the introduction of long-distance competition. According
tothe Government, major CRTC proceedings are currently under way which focus onlocal interconnection and
network component unbundling with aview to establishing ground-rulesfor competition in local wire-line telephony.

%The CRTC is responsible for telecommunications carriers, broadcasters and cable-TV operators, based
on the Telecommunications Act, the CRTC Act, and the Radiocommunication Act.
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tend to converge with those in the United States, in particular in the long-distance segment
(Canada-United States traffic), in which companies from both countries compete.®’

(b) Regulatory framework

130. The decision by the CRTC in 1992 to allow competition in public long-distance tel ephony
(Telecom Decision CRTC 92-12) marked an important stage in the process of sectoral liberalization.®
It was facilitated by a combination of technical, economic and legal developments, including the
proliferation of new services, competitive pressures created by liberalization in the United States, and
a1989 Decision by Canada’ s Supreme Court confirming federal authority over the member companies
of Telecom Canada (now Stentor) and placing them under CRTC control.%

131. A new Telecommunications Act followed at the end of 1993. It provides for the regulation
of "Canadian" or "common" carriers, i.e. telephone companies, that own or operate transmission
facilities. They included al members but one of Stentor, "independent” telephone companies not
members of Stentor, Telesat and Teleglobe, and "new" entrants such as Unitel (owned by a cable-TV
company) as well as Sprint Canada.’® While these companies were submitted to a unified (federal)
régime, the Act by design excluded resellers from regulation. This concerns al companies leasing
and resdlling lines from facilities-based carriers or offering "enhanced" or "value-added" services,
such as data and other computer-related services.

132. The CRTC is mandated under the Act to pursue the deregulation of the Canadian market.**
For reasons of public interest, the Commission may exempt classes of carriers and market segments
from the application of the Act; it must forbear from regulating in areas where effective competition
exists. For example, the CRTC announced in 1994 that it would cease to regulate cellular and public

9"OECD (1995h). Canada tendsto cluster around the OECD average in terms of public telecommunications
revenue, investment, and tariffs per mainline and per capita. Indicators related to some fast-growing market
segments, such as the number of mobile telecommunications subscribers, show Canada well above the OECD
average. While interms of internationa telecom revenue, Canada lags behind its main competitors, thisisdue
mainly to the exclusion of Canada-Unites States traffic (see above). The OECD findings are corroborated by
CRTC estimates comparing costs in Canada and the United States.

®Resde and sharing of lines was deregulated in early 1993 (CRTC 93-17).
®Under the previousrégime, 30 per cent of the telecommunications market was under provincial regulation.

WGentor comprises Canada's largest telephone companies which operate in each province through
geographically divided concessions and in the long-distance market as an association (see Chart 1V.13). Until
1 July 1997, Teleglobe Canadaisthe soleauthorized operator of facilities providing overseas tel ecommunications
services. (However, according to the Government, resale arrangements offer alternative gateways for competing
services providers.) Telesat isthe sole authorized operator, until 2002, of space segment facilities for domestic
satellite services. Fixed satellite services between Canada and the United States are provided by Telesat and
authorized United States' satellite operators. Earth stationsfor Canada-U.S. services must beowned by Telesat,
and stations for overseas services by Teleglobe. Satellite services, as any other telecommunications services,
may be resold.

109The following provisions are in addition to the CRTC's traditiona powers, confirmed by the 1993 Act,
which rangefromrate regulation to quality of service monitoring and theapproval of interconnection agreements.
Licences are not required for the provision of a telecommunications service, but the CRTC isto approve the
rates charged for commercial services.
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cordless phone services that are not offered directly by a telephone company.'® However, it will
continue to regulate termina equipment supplied on a monopoly basis. In genera, the CRTC must
support the policy objectives contained in the Act (Section 47), to help " foster reliance on market forces
for the provision of telecommunication services'.

133.  Few segments of the telecommunication market have retained a formal monopoly status. In
the main, these are overseas tel ecommunications services to destinations other than the United States,
domestic fixed satellite services and loca payphone services. (However, Teleglobe has announced
that it would not seek therenewa of its exclusive mandate as Canada s facilities-based overseas carrier,
which is to expire in April 1997.1%) In addition, competition in local telephony is not permitted in
the serving territories of non-Stentor telephone companies, which currently account for 5 per cent of
thenational market,** and inlong-distancetrafficintheterritories of NorthwesTdl, i.e. in someremote
areasin the north of Canada. Chart 1VV.11 provides an overview of the domestic competitive situation
in 1995 as assessed by Industry Canada.

134.  Although not formally defined in legidlation, the availability of a universa service remains
afocal policy objective. The 1993 Telecommunications Act (Section 7) requires that "reliable and
affordable telecommunications services of high quality be accessible to Canadians in both urban and
rurd areasin al regions'. The traditiona instrument in this context has been the fixing of loca
telephone rates at low levels, relying on cross-subsidization from long-distance calls.*® However,
price competition in thelong-distance market has undermined thecarriers' traditional sourceof profits;
for instance, Bell Canada's rate of return dropped to from 13.5 per cent in 1992 to 6.5 per cent in
1995, reflecting a 35 per cent fall in long-distance rates.

1%2Telecom Decision CRTC 94-15. With respect to mobile wireless services provided directly by telephone
companies, the CRTC is prepared to forgo some of its regulatory powers contingent on the establishment of
sufficient safeguards. Industry Canada (1994).

105T eleglobe Press Release, 8 November 1995. Teleglobe requested the Government to further open the sector,
for example through increasing pricing flexibility and raising the foreign-ownership ceiling for carriers to
49 per cent.

%A ccording to the Government, CRTC is expected soon to decide on the regulatory framework for smaller
independent telephone companies operating in Ontario and Quebec.

195A ccording to the Government, all long-distance service providers must currently contribute to the subsidy
flow (some Can$2 billion) from long-distance to local services. The régime is intended to separate this contribution
fromthecustomers actual choice of along-distance company. Thesubsidy requirement isbased onthedifference
between revenues and average costs associated with a telephone companies local and access services.

W6E|Y (1996).
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Chart IV.11
Competitive situation in individual telecommunications markets, 1995
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equipment ' sharing E carriers
& data | (including
1 services | cellular)

Can$ E Can$ Can$ 2 billion Can$ 7-8 billion
1-2 billion ! 1 billion
40% Monopoly 4%
Basic local service Domestic
satellite
and
overseas
services
Can$
Can$ 6-7 billion 0.7 billion

""" Fully competitive [ ] Open to competition
1 Monopoly

Total turnover: Can$19.4 billion (excluding cable TV)

Source: WTO Secretariat based on Industry Canada estimates.

135.  Local telephone markets arein principle open to competition, but no entries have yet occurred.
The CRTC acknowledgesthat anumber of social, economic and technical issues, such asthe existence
of natural monopolies in certain regions and problems of interconnection, continue to deter new
entrants.’%” Effective market opening, in turnaprecondition for the operation of information highways,
is closely linked to the question of rate rebalancing.

136. To complement the 1993 Telecommunications Act, the CRTC adopted a new regulatory
framework in September 1994 (Decision 94-19). Its main elements are the remova of barriers to
competition in basic loca telephony, including through opening access to existing networks, a
programme of rate rebalancing aimed at bringing local and long-distance charges in line with costs;
the split of the major company' s rate base into competitive and utility (monopoly) segments; and the
adoption of apricecap regulation for the utility segment from 1 January 1998. The CRTC iscurrently
conducting proceedings with a view to devising a price-cap implementation programme.'%

%In its 1995 Report on Information Highways, the CRTC did not expect "that entry will occur to any
significant degree until technological and other barriers to entry are reduced, and until the terms and conditions
of entry in local telephony are sufficiently clear to allow new entrants to develop viable business plans’. Hearings
on the technical and economic issues related to the opening of local telephony have been held by the CRTC,
and decisions are awaited in the near future.

1%8n a Public Notice, dated 12 March 1996, the CRTC confirmed its intention to introduce price caps for
theutility segment. Consultations onthe details of the new pricing system are continuing with aview to reaching
adecision by end-1996. Inthe meantime, the CRTC has approved local rate increases of Can$2 per month for
both 1996 and 1997.
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Trade Policy Review

Market developments

(©

The scope of liberalized telecommunication services has increased markedly in recent years.
Some 340 companies (most of them resellers with alimited market share) are estimated currently to

137.

provide wire-based long-distance services.'® All mgjor carriers are privately owned, except SaskTel

and Manitoba Telephone System which are Crown Corporations.'® After four years of intense

competition since mid-1992, new facilities-based carriers such as Unitel and Sprint Canada have captured

closeto 15 per cent of long-distance revenues, profits have shrunk and prices havefalen by an average

of 35 per cent.**

In arapidly changing environment, the Stentor consortium retains a strong position with an

estimated share of 73 per cent in total telecommunications revenuein 1995,

138.

Some 50 "independent”

for by the new facilities-based carriers (Unitel, Sprint) and 1 per cent by about 200 resellers. Despite
itsstrong rélein Canada, Stentor isare atively small player by international standards, giventhelimited

facilities-based companies account for an additiona 5 per cent, while another 7 per cent is accounted
size of its domestic market (Chart 1V.12).

Main telecommunications operators, 1994

ChartI1V.12
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Source: UIT.

1®Financia Times, 2 February 1995.

1The Government has sold its 53 per cent share in Telesat.

Myndustry Canada (1996d).

2Through a subsidiary, TMI, Stentor is also active in the mobile telephone services market.
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139.  Bell Canada Enterprisesis the holding company of both Northern Telecom, Canada s largest
equipment manufacturer (section (4)(iii)(b)), and Bell Canada, the singlelargest carrier which recently
increased its voting power in Stentor.'** Bell contributes some 60 per cent of Stentor's revenue,
equivalent to nearly half of total telecom incomein Canada (Chart 1V.13), and owns important shares
in Teleglobe (22 per cent) and Telesat (25 per cent).

Chart IV.13
Structure of the telecommunications services industry, 1995

Can$ 1.3 billion 49 Independent operators
Can$ 14.1 billion . (includes Quebec Telephone (Can$0.2 billion),
associate members of Stentor)
Stentor
CanS$ 1.1 billion | 4 Interchange carriers
B.C. Tel 14.6% (Unitel, Sprint Canada, Westel, Fonorola)
AGT 9.0%
Sask Tel 4.6%
Maritime Tel & Tel ~ 3.6% CanS 0.5 billion | 1 Overseas carrier
MTS 4.0% (Teleglobe) 2
NB Tel 2.6%
B e nd Tel Lo Can$ 0.2 billion | 1 Satellite carrier
(Telesat) b
Bell Canada 39.3% _— Radio common carriers
CanS$ 2.0 billion (includes cellular, paging and other
wireless communications PCS)
Can$ 0.2 billion | Resellers
(Includes ACC, ComNet)
Estimated total revenue: Can$19.4 billion
a Status under review.
b Member of Stentor.

Source: Industry Canada estimates based on annual reports to shareholders.

(d) External aspects

140. Theliberdization process has gradudly improved foreign market access, there are no restrictions
on the cross-border supply of enhanced services, nor national ownership requirements for resellers
of telephone capacity. However, pursuant to the 1993 Telecommunications Act, limitations have
remained with aview to ensuring " ownership and control of Canadian carriersby Canadians'.*** Thus,
foreign participationinfacilities-based carriersislimited to 20 per cent for direct holdingsand 33.3 per
cent for voting shares in holding companies (Table IV.8)°; foreign carriers are not allowed to own
any voting shares in Teleglobe Canada; and at least 80 per cent of the board members of a

1138¢l| Canada's strong market position is to a certain extent rooted in its traditional basisin Ontario and
Quebec.

MUnder the 1993 Telecommunications Act and the Telecommunications Common Carrier Ownership and
Control Regulation, compliance with foreign-ownership rulesisto be monitored by the CRTC which ismandated
to prevent deals that might allow foreign shareholders to exercise effective control.

ISGTE's 51 per cent holdingsin BC Tel and Québec-Tel were grandfathered under current ownership and
control policies.
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facilities-based carrier must be Canadian nationals. Changes may result from a successful conclusion
of the WTO Negotiations on Basic Telecommunications.

141.  Under theNAFTA, aseparate Chapter on tel ecommuni cations addressesissues such asnetwork
access, interconnection, testing and approval. End-users are entitled to use " public telecom transport
serviceson reasonabl eand non-discriminatory termsand conditions', to attach their terminal equipment
to telephone networks, and to build, interconnect and operate private leased-line networks.
Telecom-related aspects are also covered by the NAFTA rules on investment, intellectua property,
licensing, standards, and the Agreement's genera transparency requirements.

(iv) Transport services

€) Main features

142.  Canada s transport system is shaped by geography and settlement structure, requiring large
coast-to-coast and north-south links. (Haf of Canada's 30 million population is located on the
St. Lawrence Great Lakes axis, a quarter lives on the west coast, and the remainder is spread across
the country.) Historicaly, giventheimportance of theselinks, the Government has sought to influence
and control the system through regulation and subsidization, infrastructureinvestment and ownership
of major operators. The latter included in particular Canadian National and Canadian Pacific in rail
transport and Air Canadain aviation. Strong public involvement was further motivated by the genuine
importance of transport services for Canada s main exports,; for example, it is estimated that between
18 and 45 per cent of the export sales price of natura resource and primary products is attributable
totransportation.*'® Over time, lavish subsidy and cross-subsidy systemshaveemerged but have proved
unsustainable as the budgetary situation deteriorated.

143.  For amost adecade, Canadad s transport industries have experienced areform process similar
to the financial services and telecommunications sectors. The process included a critical review of
the Federal Government's involvement in infrastructure management and maintenance, in particular
of the 40 main ports and 26 nationa airports. Ongoing efforts towards commerciaization and
decentralization, combined with subsidy cuts for user industries, are expected to result in budgetary
savings of up to Can$2.7 billion by the end of the century. (Including the termination of the Western
Grain Transportation Act, the Maritime Freight Rate Act and the Atlantic Region Freight Assistance
Act; seealsosection (2)(ii). Thederegulation processwas further encouraged by, and benefited from,
international negotiations at different levels.*’

144.  The Federd Government has exclusive competencefor inter-provincid and internationa transport.
Transport Canadaisthe Department responsiblefor air, surface and maritime transport policies, while
implementation and enforcement is in the hands of the Canadian Transportation Agency, the federal
regulator. The Canada Transportation Act provides the legidative framework for al transportation
services, complemented by specialized legislation in individual areas (Canada Marine Act, Canada
Port Corporation Act, Railways Act).

145.  Sector-specific restrictions and controls on foreign direct investment have persisted, including
intheform of lower review thresholds (Table 1V.8). Approval by the Canadian Transportation Agency
isrequired for the acquisition of any federaly regulated transport company with assets or annual gross

M8Transport Canada (1996). The Government' s traditionally strong presence in the sector may also be attributed
to regiona and socia policy objectives.

1 This includes an open-skies agreement with the United States, NAFTA provisions on trucking and rail
services, and GATS disciplines for specified auxiliary air transport services.
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salesin Canadaof over Can$10 million.**® In order to qualify for domestic operationsunder the Canada
Transportation Act, an airline must be 75 per cent Canadian owned and be under effective Canadian
control.

(b) Air transport*®
Background

146. Canadian carrierstransported an estimated 20 to 22 million passengersin 1995, shared mainly
between Air Canada (11 million) and Canadian AirlinesInternational (CAIL, 8 million). Theeconomic
weight of the two companies, competing in arelatively small home market, remains below such large
internationa carriers as Deta (89 million passengers), All Nippon Airways or British Airways (30 million
each). However, both Air Canada and Canadian Airlines Internationa have aliances and commercia
arrangements, including onflight co-ordination and code-sharing, withmajor foreign carriers. Business
aliances exist between Air Canada and United Airlines, Continental and L ufthansa as well as between
CAIL, British Airways and American Airlines.

147.  American Airlinesowns 33 per cent of the non-voting sharesof CAIL. Sincethe privatization
of Air Canada, the Government does not hold any sharesin the industry, nor doesit provide continued
financial assistance. CAIL received loan guarantees in 1992 to alow financial restructuring; the
guarantees are scheduled to expire in 1997.

148.  The current structure of the industry has emerged from a wave of mergers and acquisitions,
ushered in, in 1987-88, by domestic deregulation in southern Canada, the privatization of Air Canada
and subsequent strong competition in fares. Two new airlines, Westjet and Greyhound, have recently
entered the domestic scheduled passenger market. In addition, there are seven charter companies
operating on domestic or international routes, and several smaller companies focusing on
Canada-United States transborder flights. Although these companies tend to chalenge Air Canada
and CAIL's market position, recent government documents continue to refer to aduopolistic industry
structure, however, within tense competition.*®

Domestic regulatory framework

149. The past two years have seen the continuation of the reform process in three directions: the
completion of domestic liberalization through the lifting of remaining regulationsin northern Canada;
the adoption of anew " International Aviation Policy”, laying the ground for greater opening to foreign
companies; and areview of the Government's involvement in infrastructure management, possibly
|eading to thecommercialization of main airportsand theair navigation system, and the decentralization
of responsibilities for smaller airports.**

M8 empt are companies operated by non-Canadian residents and companiesengaged exclusively in cross-border
transport.

1Air and maritime transport have been selected here for a sector-presentation, given the recent pace of
regulatory reforminthesetwoareas. AviationisCanada sthirdlargest transport sector, representing some 10 per
cent of theindustry' stotal value added, behind truck and rail transport (38 per cent and 26 per cent, respectively).

2T ransport Canada (1996). The emergence of a duopoly has raised doubts among observers, whether Canada's
domestic market could sustain more than two continental scheduled carriers. Button (1993), p. 55-73.

20Observers have argued that relatively long transition periods might be used by the incumbent scheduled
carriers to develop new barriers to entry (Button, 1993).
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150. The 1995 Canada Transportation Act removed remaining domestic regulations in north
Canada-relating to licensing, entry, exit from the sector and fares - which had survived from the
deregulatory thrust of the 1987 Nationa Transportation Act. Asaresult, the domestic market is now
unified and largely deregulated, and access to al internal routes is open to competitive bidding for
Canadian airlines. All fares are decontrolled; services can be introduced or withdrawn on 60 days
notice; and licensing of new entrants is based on a "fit, willing, able" criterion.*? Some subsidies
are provided to ensure a minimum level of service on certain non-profitable routes.

151.  To prevent private practices from undermining the benefits of deregulation, the 1995 Act specifies
access conditions to computer reservation systems, prohibits the selling of tickets prior to licensing,
and strengthens minimum financial requirements for new operators. Thelatter provisions aretargeted
mainly at insufficiently capitalized charter companies, which emerged after the 1987 deregulation of
the southern routes. The Canadian Transportation Agency isresponsiblefor granting, suspending and
revoking licences; it receives any notices of exit and ensures compliance with ownership provisions.
Transport Canada monitors compliance with safety regulations.

Airport access and airport management

152.  According to the authorities, airport access and dot alocation are generaly granted on a
first-come, first-servedbasis. SlotsinToronto, Canada smainairport, areallocated during peak periods
by a scheduling committee so as to avoid capacity impasses or safety problems. The relevant criteria
include the length of the flight concerned or acarrier's previous access. Such "grandfathering” may
benefit in particular Air Canadaand CAIL. Air Canadahasaground-handling monopoly at Termina 2
in Toronto justified by the authorities on grounds of limited apron capacity.

153. The Federa Government owns, operates or subsidizes 140 of atotal of 746 certified airports
in Canada. To avoid capacity and reliability problems, efforts are under way to modernize aging
infrastructuresand, inthiscontext, improveprivatecommercial involvement.*?®* Thelargest 26 airports,
which are to remain federaly owned and federated under the National Airports System, are to be
transferred from federa to local control; five airports have aready been leased to local airport
authorities.

154.  TheGovernment hasal so commercialized theair navigation system by providingfor itstransfer
in 1996 from Transport Canada to NavCanada, a private corporation supplying these services as a
monopoly on anon-profit basis. Its board of directors consists of industry and union representatives,
and federa government appointees. NavCanadawill beresponsiblefor air traffic services, community
aerodromeradio services, aeronautical telecommunications, informationservicesandair traffic control;
it is to pay the Federa Government a fee of Can$1.5 billion for the purchase of the air navigation
system.

Foreign presence and international air transport agreements

155. Canada s"Internationa Air Transportation Policy", announced in December 1994, isintended
to complement internal deregulation with external reform. Any route of morethan 300,000 passengers
will beopened to dual designation. Concurrently with thenew policy, Canadasigned in February 1995
an "open skies' agreement with the United States, covering a market of 13.5 million passengers. The
agreement specifies 132 city pair routes. Inresponse, therehasbeena25to0 30 per cent capacity increase

2" Fit" means the ability to meet minimum financia requirements imposed by the Act, while "able" refers
to the carriers compliance with existing safety requirements.

2 Transport Canada (1995a).
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and a 15 per cent traffic expansion in the Canada-US market. However, the agreement does not ensure
access to domestic markets, provide for cabotage rights, or expand upon rights to third countries.

(© Maritime transport
Background

156. Maritime freight is not a dominant mode of transport for Canada s international trade. While
overseastrade- i.e. trade with non-U.S. sources and destinations - is dominated by foreign flag ships,
the Canadian flag fleet focuses on domestic and Canada-U.S. traffic, where maritimetrade is dwarfed
by land transport.*** The Canadian fleet is owned by some 200 carrierswhich achieved Can$2.8 hillion
in revenue and employed over 22,000 personsin 1994.' Eastern Canadian transport - predominantly
of petroleum products, grains, iron oresand coal - isconcentrated onthe Great L akes, theSt. Lawrence
and the Atlantic coast waterways, with some 69 million tonnes transported in 1995. Domestic west
coast traffic amounted to 31 million tonnesin 1995, consisting mainly of timber, wood chips, petroleum,
paper and newsprint products.

157.  Until now, Canadd s marine infrastructure has been operated either directly by the Federa
Government (Transport Canada) or amultitude of Crown Corporations.*® A study preparedin 1994-95
by the House of Commons Standing Committee on Trangport, & the request of the Minister of Transport,
identified avariety of problem areas. excessive number of sector-specificlegislation andinefficiencies,
overcapacity and high costs in the port system. The recommendations of the study are reflected in
aNew Marine Policy, announced in 1995, and underlie the new Canada Marine Act (Bill C-44) which
was introduced in Parliament in June 1996. The new Policy is aimed at encouraging fair competition
between ports, shifting the financia burden of port management from taxpayers to users, and down-sizing
and commercializing infrastructures where appropriate.**’

Regulatory framework for international shipping

158. Marinesafety regulation liesin the hands of Transport Canada, although certain environmental
aspects are shared with the Department of Fisheries and Oceans. The technical rules and standards
applicable to foreign-flag vessels are based exclusively on International Maritime Organization
conventions such as SOLAS and MARPOL. Vessels complying with these conventions are deemed
to comply with Canadian regulations.

159.  According to the Government, international shipping activities are only lightly regulated'?;
central business parameters for bulk tramp and non-conference liner operations are not regulated at
al. Liner conferences are granted anti-trust immunity from competition law, if they comply with the

24The importance of ground transportation reflects the fact that 80 per cent of Canada's international trade
originates in or is directed to the United States.

125|n 1995, the Canadian fleet comprised 779 self-propelled and 1,651 non-self-propelled vessals over 100 gross
registered tonnes (GRT); 245 and 296 units, respectively, were over 1,000 GRT.

260ver one third of all Crown Corporations are in the transport sector. Crown Corporations involved in
marine transport include Marine Atlantic Inc, St. Lawrence Seaway Authority, Canada Ports Authority, Canada
Ports Corporation, Harbour Commissions, and Pilotage Authorities.

2 Transport Canada (1995b).

ZBWTO document SNGMTSW/2/Add.5, 24 January 1995.
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terms of the Shipping Conferences Exemption Act (SCEA) of 1987.%° Under the SCEA, both the
conference agreements and the relevant rates must be filed with the Canadian Transportation Agency
(CTA), dthough CTA isnot mandated to enforce compliancewith rates. Conference participants must
be allowed to depart from the published conferencerates(i.e. by taking an " Independent Rate Action").
Under the SCEA (Section 13), any person may file a complaint with the CTA if an agreement or a
practice, through reducing competition, is likely to lead to an "unreasonable" reduction in transport
services or an "unreasonable" increase in transportation costs. In addition, Section 59 of the Canada
Transportation Act alows any person to complain tothe CTA about rates, actsor omissionsby carriers
if these are prejudicial to the public interest. Canada allows open as well as closed liner conferences
(to date, there has been only case in which access to a conference was denied).

160. A significant amount of Canada s international liner trade is served by non-conference lines.
In 1994, no more than 20 out of 57 lines operating on the east coast, and 13 out of 34 lines on the
west coast, were organized into conferences. These have been declining in importance as independent
lines have been offering enhanced services at competitive rates. In addition, an increasing share of
international traffic is organizing into multi-line and multi-lane consortiaand alliances which normally
dlow for better service, more flexibility than (rdatively constraining) conference contracts and, possibly,
reduced costs.

Domestic regulation

161. Under federd legidation, the coasting trade isreserved to duty-paid Canadian-flag ships. Foreign
or non-duty-paid vessels may, however, be used temporarily upon payment of duty and taxes, if no
suitable Canadian ship is available for a particular service.®® In this event, a 25 per cent tariff is due
on the ships (m.f.n. origin), levied a a monthly rate of 1/120 of 25 per cent of the fair market value.
U.S. built ships are currently subject to a5 per cent tariff.*** Following the temporary importation
of aforeign ship destined for coasting trade, the employment of any foreign personnel is subject to
whether Canadian seafarers are available.

162. Toquadlify for registration in Canada, avessel must be owned by a Canadian, a British subject
(within the meaning of the British Nationality Act of 1948) or a company incorporated under the laws
of aCommonwealth country and having its principal place of businessin that country.** Thisincludes
certaintax havensintheCaribbean. However, aCanadian-registered ship must be operated by Canadian
officersand ratings holding Canadian certificates; it must comply with Canadian coastguard and safety
standards and be operated by a Canadian crew.**

2Exempt from the Competition Act are practices such as (a) use of a common tariff; (b) use of loyaty
contracts; (c) establishment of terms and conditions respecting the use of service contracts; (d) port allocation
among members; (€) regulation of sailing times; (f) cargo and revenue sharing; and (g) regulation of conference
admission and expulsion. The Competition Act remains applicable to practices not covered by the SCEA exemption,
such as conspiracy, abuse of dominant power and predatory pricing.

The coverage of the Coasting Trading Act extends to the outer edge of the Canadian continental shelf and
includes certain off-shore activities such as dredging or salvage related to the exploration and exploitation of
natural resources.

BlyUnder the NAFTA, the tariff on U.S. shipsis to decrease to 2.5 per cent on 1 January 1997 and zero
on 1 January 1998.

¥Through registration, the ship acquires internationa identity as a Canadian ship.

%A ccording to Canadian law, shipsregistered in Canada have the right, and obligation in certain circumstances,
to fly the Canadian flag.
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163. As in other transport services, the acquisition of control of a Canadian business by a
non-Canadian (including nationals of WTO Members) is subject to a "net benefit to Canada’ test.
The relevant review thresholds are lower than those generaly applied (Table 1V.8).

164. According to Canada sresponseto the GAT S Questionnaireon Maritime Transport Services,
there are no Canadian restrictions limiting access to the international shipping market in the form of
quotas for services suppliers or transaction values, monopolies, exclusive supplier positions or ingtitutiona
arrangements for cargo alocation.’** Canada allows for temporary entry of business visitors,
intra-corporate transfers (executives, managers, specialists), crew members remaining on board, as
well asreplacement crews, marine surveyorsand port captains. Inthetwo latter cases, entry islimited
to 90 days. Commercial presenceis not tied to any specific lega form, except for licensed customs
brokers who must be incorporated in Canada with a majority of directors being permanent residents
or be organized as apartnership composed of permanent residents. There are afew specific exceptions
to national treatment of shipping operations. Theseinclude, in particular, the possibility of subsidizing
Canadian companies providing ferry services between Canada and the United States, and reciprocity
provisions concerning double taxation on income and capital earned in Canada by non-residents from
ships operating in international traffic. The conditions of access to and use of port facilities do not
discriminate between foreign- and Canadian-owned vessels.*®

The national port system

165. While there are 572 public ports under the responsibility of Transport Canada, 80 per cent
of Canada s marine traffic passes through only 40 ports and many of the remaining ports are without
public facilities. Different régimes - with differing mandates, operating rules, financial procedures
and cost structures - are in place to regulate the various categories of ports (commercial ports,
recreational ports) and port authorities.**®

166. Under the Government's new Marine Palicy, financialy independent bodies - Canada Port
Authorities (CPAS) - are to operate the mgor ports considered vital for domestic and international
trade. The CPAswill becomposed of representatives of user groups and variouslevels of government;
the Canada Ports Corporation, which currently oversees most of the large ports, will be wound up.
With support from a Can$125 million Port Assistance Fund, local and regional portswill betransferred
to provincid or loca authorities, private or other interest groups over asix-year period. The maintenance
of remote ports will be ensured by the Federa Government. In addition, the new Marine Act will
providefor amoreunified regulatory framework for port management by repealing or amending several
federal laws.**

BWTO document SNGMTS/W/2/Add.5, 24 January 1995.
BWTO document SNGMTSW/2/Add.5, 24 January 1995.

¥Fisheries and Oceans Canada oversees 2,000 recreationa or fishing harbours, and there are a number of
private ports.

13"The Canada Ports Corporation Act, the Harbour Commissions Act and the Public Harbours and Port Facilities
Act areto berescinded. The . Lawrence Seaway Authority Act will be repealed if the management of the Seaway
istransferred to a non-profit corporation. Acts scheduled for amendment include the Financial Administration
Act, the Pilotage Act and Canada Transportation Act.
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167.  Transport Canada will remain responsible for marine transport safety, for commercia and al
remote ports, pilotage services, the Great Lakes-St. Lawrence Seaway System, and marine ship ingpection
and security.'®

International agreements

168. Canada has participated actively in the Uruguay Round Negotiations on Maritime Transport
Services. It maintained some specific commitments when the extended negotiations were suspended
in 1996.

169. Maritime transport services between Canada and the United States are subject to a general
reservation under the NAFTA, while limited commitments were made between Canada and Mexico.
These have the effect of a standstill for some government measures, including the right of investment
in shipping companies and regulatory régimes governing bilateral maritime traffic.

(V) Cultural services

€) Background

170.  Concerned about its cultural identity, Canada has developed an array of policies to support
sectors and activities associated with "culture”" (visual and performing arts; publishing; music, film,
video and television production and programming; and new media such as CD-Rom).  Significant
assistance is provided in the form of direct subsidies and tax incentives, local-content requirements
(mainly in the form of broadcasting quotas) and foreign-ownership restrictions. Often granted in
combination, these measures benefit an industry with an estimated 670,000 employees and annua revenue
of Can$16 billion (1995). Table V.9 gives an overview of main support measures in the sector.

171.  Canada's cultura industry, composed mainly of relatively small producers, is perceived to
lack the economic base to compete successfully with multinationals.**® Thus, not surprisingly, Canada
isrunning atradedeficitin" cultural products”, estimated at about Can$4 billion for 1994.*4° According
to the Government, non-Canadian products currently account for over 80 per cent of the market for
English-speaking magazines and 75 per cent of the book market, and represent 64 per cent of air-time
television programming and 96 per cent of total screen-time.

172.  Given the senditivity of the sector, Canada has sought to avoid policy bindings under internationa
agreements. Like other "sensitive" industries (communications, air and maritime transport, oil, gas
and uranium), cultural industries have been exempted in principle from the FTA and NAFTA.'*
However, if an action by Canada discriminates against, or has a negative impact on, U.S. cultural

¥Negotiations are under way with a group of users to commercidlize the operation of the
Great Lakes-St. Lawrence Seaway, through the establishment of anon-profit private corporation to operate the
Seaway.

¥¥More than 200 sound recording companies and 740 film, video and television producers are currently sharing
in the domestic market. Team Canada (1996).

Wgatistics Canada (1995).
1 The relevant exemption under Article 2005. 1 of the FTA, covers all provisions of the Agreement, except

for thoseontariff elimination (Article401), divestiture of anindirect acquisition (Article 1607.4), re-transmission
rights (Article 2006), and print-in-Canada requirements (Article 2007).
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industries, the United Statesis entitled to take retaliatory measures of equivalent commercia effect.'#
Under the GATS, Canada has not assumed any commitments concerning market access and national
treatment in the audiovisual sector, but has listed support measures for film, video and television
programming and production as m.f.n. exemptions under Article Il.

Table V.9

Main support measures for individual cultural industries at federal level

Sector
(main programmes)

Direct financial
assistance (incl.
grants)

Tax measures

Local content requirements

Foreign investment
provisions

All sectors
(Cultural Industries
Development Fund)?

Broadcasting

Film and video
(funds administered
by Telefilm Canada
and the National Film
Board)

Sound recording
(Sound Recording
Development
Program)

Publishing of books
and magazines

(Book Publishing
Industry Development
Program,;

Publications
Distribution
Assistance Program)

Can$2.8b in federal
and Can$3.0b in
sub-federal funds
(1994).

Can$1.5b in 1994
(federal funding of
CBC radio and
television network).

Can$240 million in
1994 (federa
funding for Telefilm
Canada and the
National Film
Board).

Can$5.5 million in
1994 (federal
funds).

Postal subsidy for

Canadian magazines.

Tax breaks for
advertisers
purchasing
advertising time on
Canadian TV.

Canada Film and
Video Production
Tax Credit.

Tax breaks for
advertisements
placed in Canadian
magazines.

Excise tax on
advertisements in
split-run editions.

Throughout the cultural sector.

- 60 per cent of Canadian
content for conventional TV;

- 20 per cent Canadian content
for cable-TV

- 30 per cent Canadian content
for radio broadcasts (music) at
federal level;

- 65 per cent French content for
radio broadcasts in Quebec.

See above.

See above.

Music productions must fulfil
specified criteria to qualify as
Canadian works.

Investment Canada Act
requires that any
investment in new or
existing businesses meets
a "net benefit" test.

Ownership limitations of
20 per cent per
individual investor and
33.3 per cent for holding
companies.

Acquisition of existing
Canadian distributors not
permitted; investment in
new distribution
companies only under
certain conditions.

Acquisition of Canadian
controlled businesses not
permitted.

New businesses must be
in the form of a
Canadian-controlled joint
venture.

a The Fund grants financial support and provides advice to Canadian cultural industries.

Source:

(b)
173.

Support instruments

WTO Secretariat on the basis of information provided by the Government of Canada.

The following presentation is structured by measure, rather than sector, as the policy effects

generaly spread across industries and serve a common purpose. For example, while broadcasting
is the sector with the most powerful combination of local-content requirements, financial support and
national ownership provisions, the resulting benefits are destined (mainly) for film, music and video

142According to Article 2005.2 of the FTA: " Notwithstanding any other provisionsof thisagreement, aparty
may take measures of equal commercial effect in response to actions that would have been inconsistent with this
agreement but for paragraph 1 (2005.1)". Retaiatory measures are not limited to the cultural sector.
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producers. According to arecent survey, thetelevision market has become the main source of revenue
for the Canadian film and video industry; in 1993-94, conventional and pay-TV represented close
to 40 per cent of film and video producers revenue.'*

Canadian-content requirements

174.  All publicand private broadcasters(radio and TV) are subject to national-content requirements.
Televison gations must devote at least 60 per cent of their entire programme time and of their prime-time
to Canadian programmes. (The prime-timereguirement for privatestationsis50 per cent.) Moreover,
the main public broadcaster, Canadian Broadcasting Corporation (CBC), voluntarily ensuresa 100 per
cent Canadian content during prime-time. Radio programmes must consist of at least 30 per cent of
Canadian music,* with the CRTC requiring in addition that French language radio stations respect
a 65 per cent Francophone content for vocal music (songs).

175. Cable-TV stations and other broadcasters face specific rules. For example, more than half
of the video programme channels must be Canadian; at least one Canadian speciality service must
be provided for every non-Canadian service (the 1:1 linkage rule); and at least one Canadian pay-TV
servicemust bedistributed for every fivenon-Canadian services (the1:5linkagerule). A "simultaneous
substitution” rule requires that, when the same programme is broadcast on a cable system by both a
local and a distant Canadian station, the cable operator must, on request by the local station, substitute
the signal of the local for that of the distant station.

176.  The Canadian Radio-Television and Telecommunications Commission is mandated under the
1991 Broadcast Act to ensure compliance with the above requirements.* Non- compliance may result
in non-renewal or even withdrawal of acompany's broadcasting licence. There has been no such case
to date.

Financia support

177.  Local-content requirementsarecomplemented by sizablefinancial supportfor cultural purposes,
with grants provided by federal and provincia governments amounting to Can$5.8 billion, or slightly
less than 1 per cent of GDP, in fiscal year 1993/94. Over half of total federa spending on culture
isdestined for broadcasting (Table 1V.10), benefitingin particular the59 radio and 31 television stations
operated by the Canadian Broadcasting Corporation (CBC).'* The Federal Government also funds

“Teevision production has developed rapidly inrecent years. While there were 602 production companies
in 1989-90, with aworkforce of 5,000 and aturnover of Can$583 million, in 1993-94 atotal of 743 companies
had 14,600 employees and generated Can$1 billion in revenue. Producers of TV films and videos record the
highest export receipts among all cultural industries.

14T 0 be considered Canadian, songsmust meet at |east two of the following criteria: Canadian music, artist,
performance, and/or lyrics.

“SUnder the Act, the CRTC is committed to the general objective of encouraging "the development of Canadian
expression by providing a wide range of programming that reflects Canadian attitudes, opinions, ideas, values
and artistic creativity".

1%The CBC is mandated to: (i) "contribute to the development of a shared national consciousness and identity;
(ii) reflect the national and cultura diversity of Canada, by, among other things, presenting each region to itself
and to therest of the country; (iii) contribute to the development of Canadian talent and culture; and (iv) reflect
the changing redlities of the Canadian experience and of the world in which we live, as seen by Canadian eyes,
heard by Canadian ears, investigated by Canadian minds and explored by Canadian imagination" (Canadian
Broadcasting Corporation (1993), p. 2).
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Telefilm Canada and the National Film Board, two State-owned institutions mandated to promote
production and distribution of Canadian films.

Table V.10

Government spending on culture and national heritage, FY 1993-94

(Can$' 000)

Federal Provincial Municipal Total

Libraries? 47,452 754,618 1,052,965 1,855,035
Broadcasting 1,509,358 217,179 e 1,724,537
Heritage institutions 434,612 367,288 49,377 851,277
Other activities 94,329 124,069 249,195 467,593
Performing arts 114,586 140,584 61,925 317,095
Film and video 240,438 76,651 317,089
Nature parks 190,016 67,225 257,241
Literary arts 167,533 21,291 188,824
Arts education 4,402 80,585 84,987
Visual arts and crafts 13,227 40,629 53,856
Multiculturalism® 6,601 39,957 e 46,018
Sound recording 5,526 3,629 9,155
Total Expenditure 2,827,539¢ 1,933,705 1,413,462 6,174,706°

Note: Figures may not add up to totals due to rounding.

Not available.

a Includes estimated expenditure of school libraries.

b Includes expenditure that cannot be broken down by function, such as financial support for cultural facilities, centres, festivals,
municipalities, cultural exchange programmes and arts organizations.

c Includes expenditure related to heritage cultures.

d Includes only grants and contributions by Human Resources Development Canada related directly to training and employment
development in the cultural sector.

e Includes inter-governmental transfers of about Can$351 million.

Source:  Statistics Canada, Government Expenditures on Culture, 1993-94.

178.  Under the Income Tax Act, companies are alowed to deduct the cost of advertisements in
Canadian newspapersor periodicascirculated in Canada'*’; similar tax breaksexist for advertisements
on Canadian television channels. In addition, Canada recently introduced an excise tax on split-run
editions of magazines at a rate of 80 per cent on all advertising revenue. The tax is intended to
discourage the introduction of editions in Canada, whaose editorial content is considered identica to
that of a foreign publication (Chapter 111(2)(ii)).** Under a new tax credit scheme, film producers
are offered assistance of up to 12 per cent of the cost of an eligible production or 25 per cent of eligible
salaries and wages.

179.  Government spending on culture is to decline over the coming years as aresult of budgetary
consolidation. Spending by the Department of Canadian Heritage and related agenciesisto be phased

A Canadian newspaper or periodical isdefined as at least 75 per cent Canadian-owned, with 80 per cent
of the content differing from that of a periodical edited or published outside Canada.

180N 19 June 1996, aWTO Pand was established at the request of the United States. The U.S. complaint
covers the excise tax on so-called split-run periodicals as well as an import prohibition on certain periodicals
(Tariff Code 9958) and the application of favourable postal rates to certain Canadian publications.
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down by Can$676 million over three years, starting in 1995/96. As the main beneficiary of federal
government funding, the CBC will be particularly affected, with cuts of Can$350 million. However,
Canadian Heritage had been spared from recent subsidy cuts, with an increase in funding between
1993-94 and 1995-96 of 2.8 per cent.

Foreign investment régime

180. Investment in culturd industries is tightly monitored and controlled.*™ Contrary to other sectors,
for which specificreview thresholdsare set under thelnvestment CanadaAct (Table 1V.8), investments
in cultural industries are reviewable from the first dollar to ensure that they are of "net benefit to
Canada".**!

181. Inaddition, specificforeign ownershiprestrictionsapply. New book publishingand distribution
companies must be established in the form of a Canadian-controlled joint venture; existing
Canadian-controlled firms can be acquired only in extraordinary circumstances. Acquisition of a
Canadian-owned and -controlled film distributor isnot permissible, and new businesses can be set up
only for importation of proprietary products (covering cases, for example, where the investor owns
theworld rights). Direct and indirect acquisitions of foreign-owned film distributers are alowed only
if the investor undertakes to reinvest a portion of its Canadian earnings in accordance with national
and cultural policies (i.e. in the distribution of certain categories of films). The foreign ownership
ceiling for broadcasting and cable-TV has recently been aligned with telecommunications, raising it
from 20 per cent to 33.3 per cent. Foreigninvestment in aprogramming company, i.e. inafirm holding
a broadcasting licence, continues to be restricted to 20 per cent; and the CRTC remains empowered
to prevent transactions which may lead to effective control. The latter provisions are not based on
thelnvestment Canada Act, but onthe Broadcasting Act which providesthat " the Canadian broadcasting
system shall be effectively owned and controlled by Canadians'.

(© New chalenges

182.  Alargeportion of Canada s culturd sector has traditiondly relied on government support through
avariety of regulatory restrictionsand financial schemes. However, past policy patterns arethreatened
by fiscal constraints, asnoted above, or may berendered redundant by technical devel opments, including
theintroduction of new transmission modes. While attempts have been made recently to closeresulting
loopholesinthe protectivesystem, e.g. throughtheintroduction of an excisetax on split-runperiodicals,
such possibilities may not exist in al areas or, if available, could cause trade frictions.

9getigtics Canada (1995), p. 26. By contragt, the Department of Agriculture and the Department of Transport
suffered cuts in the order of 20 per cent and more.

®The relevant definition of a "cultural business' covers: the publication, distribution or sale of books,
magazines, periodicals or newspapers in print or readable form, other than the sole activity of printing or
typesetting; the production, distribution, sale or exhibition of film or video recordings; the production, distribution,
sale or exhibition of audio or video music recordings; the publication, distribution or sale of music in print or
machine-readable form; and radio communications whose transmission is intended for direct reception.

B n determining whether an investment is of "net benefit", the Government isto consider: (i) the effect
on the level and nature of economic activity in Canada, i.e. on employment, resource processing, exports etc.;
(i) the degree and significance of participation by Canadians for example as managers and directors; (iii) the
effect on productivity, industria efficiency, product innovation, etc.; (iv) the effect on competition within an
industry; (v) the compatibility with national and provincial economic and cultural policies; and, (vi) the contribution
to Canadd' s ability to compete in world markets.
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183. Statistics Canada fedls that Canadian-content regulations for radio programmes " may become
meaningless as new technologies such as digital transmission and the information highway continue
togrow. Although there are concerns about guaranteeing Canadian content on the Internet, the global
nature of the technology may force other approaches to supporting the Canadian cultural sector." 2
The gradua waning of traditiona barriers, possibly not only for broadcasts, may spark off a process
of industrial change whose outcome is difficult to predict. Some recent successes in export marketing - in
particular of books, but aso of certain television productions - seem to indicate apotentia for positive
adjustment that may not have been fully mobilized in the past. 1t may offer a starting point for amore
dynamic, market-based response to the chalenge of technica and economic globalization.

Begatistics Canada (1995), p. 32.
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