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Faced with rapid, and in some cases menacing changes in the 
international trading environment, a group of Canada's business leaders 
decided to re-assess Canada's trading relationships and strategies. 

Given that the Canada-United States relationship is of predominant 
importance to Canadians - - we will exchange $120 billion in goods and 
services this year - - we focused on that relationship. Under the aegis of the 
Task Force on Industrial Development and International Trade, a wide-ranging 
program of research and consultation was carried out during the past eighteen 
months. Discussions took place with individuals in the private and public 
sectors in Canada and the United States. 

The Task Force recommended the intensification of efforts to 
encourage multilateral liberalization of trade coupled with efforts by business 
and government in Canada to pursue aggressively the expansion of markets for 
Canadian trade in all parts of the world. The Task Force a_lso recommended 
that Canada's most important relationship -- that with the United States -
should receive more attention and more skillful management. To this end, the 
Task Force recommended, and the Policy Committee and membership of the 
Business Council adopted, the goal of "trade enhancement" with the Unite_c:l 
States. 

The enclosed documentation outlines the Business Council's views on 
how the Canada-United States relationship can be managed to the better 
advantage of both countries. 

r;�:[L7_� . u}tµ// @$�-=,-;-/--I�� Rowland C ax.� Alton S. Cartwrigi(i Thomas d'Aq ino 
Chairman President 
Task Force on 
Industrial Development 
and International Trade 



THE CANADA-UNITED STA TES TRADING RELATIONSHIP 
AND THE IDEA OF A TRADE ENHANCEMENT AGREEMENT 

INTRODUCTION 

Interest in bilateral trade with the United States is growing in Canada for 
several reasons. There is, for example, widespread recognition that with the 
full implementation of the Tokyo Round tariff cuts by 1987, the tariff 
protection afforded many Canadian industries will be significantly reduced. 
By then, some 80 percent of Canada's industrial exports to the United States 
will be tariff free, and almost 95 percent will face duties of 5 percent or less. 
In the case of United States industrial exports to Canada, the comparable 
figures will be 65 percent entering duty free, and an additional 26 percent 
facing tariffs of 5 percent or less. Thus, at least with respect to tariffs, 
bilateral trade will be substantially free by the late 1980s, regardless of future 
agreements that may be reached between the two countries. 

Canada is one of the few industrialized countries which does not enjoy free 
and secure access to a market of at least 50 million people. At the same time, 
many important segments of the Canadian manufacturing sector are 
increasingly confident that it can compete effectively in the United States 
market. Recent polls also indicate that the Canadian public favours closer 
economic relations with the United States. The United States is, and will 
remain, Canada's predominant trading partner. The $120 billion in. two-way 
trade represents approximately 65 percent to 70 percent of Canada's imports 
and exports. (Although the percentages are not as high - roughly 20 percent -
for the United States, Canada is the United States's largest trading partner.) It 
has also been Canada's fastest growing export market since 1980. Because of 
this, the Canadian business community is increasingly concerned to assure 
improved and continued access to the vital United States market in the years 
ahead. 

Canadian business must think of the North American market as its home 
market. From this larger base, Canadian exporters will be better placed to 
launch initiatives in third markets. In fact, a successful bilateral commercial 
strategy will enhance the viability of other initiatives such as the "Third 
Option". 

A related factor that has affected the recent evolution of Canadian trade 
policy is the growth of protectionism in the United States. No country is as 
vulnerable to this trend as Canada, yet in most instances United States 
protectionist policies and legislation are not primarily aimed at Canada. 
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Because the bilateral relationship is not governed by an overall trade 
agreement or framework, there is no way that Canada can realistically expect 
to obtain exemptions from United States trade rules or legislation. The desire 
or, more accurately, the hope that Canada can somehow "get behind" United 
States non-tariff barriers and protectionist policies is a major factor 
stimulating Canadian interest in closer bilateral trade relations. 

SECTORAL TRADE DISCUSSIONS 

In a break with previous official Canadian policy, the federal government has 
expressed interest in negotiating free trade with the United States in selected 
industrial sectors. The Canadian Minister for International Trade and the 
United States Trade Representative, William Brock, agreed that their officials 
will jointly examine the merits of sectoral free trade in four specific areas -
steel, farm equipment and inputs, computer services, and government 
procurement practices particularly as they relate to urban mass transit 
systems. It is too soon to determine the eventual outcome of these studies. 
One possible outcome is that agreement could be reached that free trade 
arrangements should be pursued in one or more sectors. Any ensuing 
agreement could stand on its own or be a model for other sectors. The list of 
sectors is not exhaustive; more could be added at a later date. Another 
conclusion of the studies could be that there is no basis for attempting ·to 
negotiate sectoral free trade arrangements. Equally possible is the result that 
a sectoral free trade agreement would be judged as incompatible with our 
G.A.T.T. obligations. Nonetheless, the Canadian business community has 
generally welcomed the sectoral initiative because it is perceived as a step 
towards improved trade relations with the United States. 

THE POSSIBILITY OF A BROADER APPROACH 
TO BILATERAL TRADE ARRANGEMENTS 

For the past 18 months, the Business Council's Task Force on Industrial 
Development and International Trade has spent considerable time studying the 
Canada - United States trade relationship. The Task Force has concluded that 
the status quo is not viable. As noted above, progressive tariff cutting 
exercises under the auspices of the G.A.T.T., including the recent M.T.N. 
round, have resulted in a dramatic erosion of the tariff protection that was 
once considered essential to the viability of Canadian manufacturing. Two 
other things have occurred simultaneously to compound the current situation. 
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Non-tariff barriers have become relatively much more significant, and, with 
the recent recession, protectionism has shown an upsurge. With the great 
stake Canada has in the United States market, Canadian exporters are often 
the most vulnerable, even when the United States action is aimed elsewhere, 
The Business Council is anxious to explore the concept of a bilateral Trade 
Enhancement Agreement (T .E.A.) that would aim to establish some principles 
to govern Canada/United States trade relations, to identify areas where 
detailed bilateral negotiations could take place, and to create a mechanism 
through which negotiations could be held and agreements reached and 
monitored. Such an agreement could assist in the reaching of bilateral 
agreements and understandings in respect of various important trade issues 
and irritants. Perhaps the most significant benefit of a Trade Enhancement 
Agreement is that it would provide a mechanism and the impetus for the 
realization of future progress in bilateral trade liberalization. 

What is T.E.A.? It represents the injection of political will into the process of 
liberalizing trade with the United States on a broader basis. It is 
complementary to, and builds upon, the sectoral trade talks which have 
already been initiated by the two governments. It would commit the two 
governments, as well as the respective private sectors, to an examination of 
the advantages and disadvantages of liberalized Canada/United States trade. 
It establishes a forum for discussion of trade matters which can defuse 
irritants before they become major problems. It would also provoke an 
intelligent and informed public discussion of this important dimension of our 
relations with the United States. 

What T.E.A. is not: It is !!2.! a proposition to create a free trade area with the 
United States, whereby all tariffs between the two countries would be 
gradually eliminated. Rather, it would allow the merits of this to be 
examined; the conclusion might very well favour such an option. Then again it 
might not. It is !!2.! a proposal to advocate a common market or customs union 
which would involve the free movement of goods, labour and capital, a 
common external tariff, and the concomitant harmonization of other policies. 
It is clearly !!2.! a suggestion for political integration between the two 
countries, nor is this likely even if a free trade option were eventually to be 
adopted. The Canadian Standing Senate Committee on Foreign Affairs 
examined three free trade arrangements between big and small trading 
partners and concluded "all three examples resulted in expanded trade for the 
small partner. None ... resulted in any discernible political integration." 
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The Business Council's Task Force sees a number of positive benefits 
emanating from T.E.A. The process will make the United States more aware 
of Canadian interests and, in itself, might assist in stemming protectionism. 
The process could lead to other benefits: it would promote expanded trade; it 
would facilitate the adjustment process which will occur in the Canadian 
industrial scene in any case; it will help achieve better security of access to 
the vital United States market; it will demonstrate that both governments 
believe in trade liberalization and are committed to positive measures to 
counter protectionism; and it will contribute to a necessary and rational public 
debate on Canada's trade policy options. 



TRADE ENHANCEMENT AGREEMENT 

FOR THE IMPROVEMENT OF BILATERAL TRADE RELATIONS 

BETWEEN CANADA AND THE UNITED STA TES OF AMERICA 

AS A MEANS TO IMPLEMENT THE PROCESS OF EXAMINING THE MERITS 
OF BROADER TRADE LIBERALIZATION WITH THE UNITED STATES, AS A 
VEHICLE TO PROMOTE EXPANDED BILATERAL TRADE, AND AS AN 
EXPRESSION OF THE SUPPORT OF THE TWO GOVERNMENTS FOR THIS 
CONCEPT, THE BUSINESS COUNCIL PUTS FORWARD THE ATTACHED 
DRAFT TRADE ENHANCEMENT AGREEMENT FOR THE CONSIDERATION 
OF THE TWO GOVERNMENTS AND OTHER INTERESTED PARTIES. 



PREAMBLE 

The Governments of Canada and the United States of America, 

Recognizing the growing interdependence of the two economies and the 
enormous importance of the flow of bilateral trade and commerce to both 
nations; 

Conscious of the need to develop an improved framework to govern trade and 
commercial relations between the two countries and to provide a means to 
further enhance bilateral trade opportunities; 

Persuaded that closer cooperation in trade and commercial matters and the 
expansion of trade will be mutually beneficial; 

Supportive of the process of sectoral free trade discussions which has already 
been launched; 

Believing that the respective private sectors of the two countries have an 
important role to play in attaining reciprocal improvements in trade 
opportunities; 

Mindful of their rights and obligations under the General Agreement of Tariffs 
and Trade, the Defence Production Sharing Agreements, the Automotive Trade 
Agreement of 1965, and other bilateral and multilateral trade and commercial 
agreements; 

Have Decided to conclude a Trade Enhancement Agreement to strengthen 
trade and commercial cooperation and expand the opportunities for mutually 
beneficial trade between the two nations. 
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Part I OBJECTIVES 

The objectives of the two countries in concluding a Trade Enhancement 
Agreement are as follows: 

I. To improve and strengthen commercial and economic relations 
between Canada and the United States; 

2. To encourage the expansion of trade and commerce between them; 

3. To strive for the reduction and removal of barriers to trade by 
examining issues of mutual concern; 

If. To encourage closer consultations and relations between concerned 
private sector organizations in the two countries; 

5. To ensure that the respective private sectors of the two countries 
are consulted in connection with bilateral discussions aimed at 
reducing and eliminating obstacles to trade. 

Part II MATTERS FOR NEGOTIATION AND CONSULTATION 

In pursuit of these objectives, and to build upon the worthwhile initiative 
already begun in the sectoral trade talks, the signatories agree to explore ways 
and means of further enhancing bilateral trade by examining the following 
issues: 

1. The lowering of barriers to trade in other sectors where it is 
agreed that this would be mutually advantageous; 

2. The lowering of barriers to trade and commerce in respect of 
services and the development of improved rules to govern services 
trade; 

3. The reduction and closer regulation of trade-distorting and trade
impeding government procurement practices and other policies at 
both the national and sub-national levels of government in the two 
countries; 

If. The use of safeguards, escape clauses, and export subsidies and 
incentives by the two countries in respect of their impact on 
bilateral trade; 
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5. The reduction of conflicts in national laws and regulations relating 
to such matters as standards, technical specifications, testing 
procedures, customs procedures, and labelling requirements; 

6. Any other matter which both countries agree should be subject to 
discussion or negotiation in the interest of enhancing trade 
opportunities between them. 

Part Ill CONSULTATIVE AND CONFLICT RESOLUTION MECHANISMS 

l .  The respective .Vlinisters of the two national governments shall be 
responsible for the implementation of this Agreement and the 
pursuit of the objectives enumerated therein. The respective 
Ministers agree that a Trade Consultative Mechanism comprised of 
senior trade policy officials shall meet regularly to address issues 
under discussion and negotiation and shall report to the respective 
Ministers. Within three months of the signing of this Agreement, 
the committee shall meet to develop a detailed work program; 

2. The signatories believe that an improved mechanism for the 
resolution of trade and commercial policy conflicts between the 
two countries is needed. As part of this Agreement, they pledge to 
establish such a mechanism within six months. The purpose of this 
mechanism will be to allow for the discussion and possible 
resolution of conflicts arising between Canada and the United 
States on a bilateral basis. 

Part IV CONSULTATIONS WITH THE PRIVATE SECTOR 

l .  The two governments undertake to establish appropriate private 
sector committees to ensure ongoing consultation relative to the 
trade enhancement objectives. 


