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Foreword
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Negotiations for a comprehensive Canada-United States trade
_agreement have been underway since the spring of 1986 and are
expected to be concluded in the autumn of 1987, at which time the
,{:opow;l text is to be submitted for ratification in the legislatures of
both countries. These negotiations are aimed at sweeping away
 remaining barriers to cross-border trade in goods and services, and at
putting in place new rules for this trade that would better
accommodate the large, close and intricate trade and economic
‘relationships between the two countries. A successful outcome to
these negotiations would be of historic importance, building a free
trade arrangement upon the impressive process of bilateral trade
liheralizalion that has already been achieved over the past half
eentury
The consequences for the future development of Canadian social
~and political structures may also be dramatic, serving not only to
_integrate the North American economies more fully, but also to bind
Canadian political and regulatory decisions more tightly into
- American mechanisms, reflecting American values. While one might
hope that mutual aceeptance of agreed rules and dispute reselution
mechanizms would offer greater insulation from American political
pressures, and hence greater scope for independent economic and
'~ social poliey in Canada, experience to date with examples like
* softwood lomber or natural gas pricing suggests that the price of more
assured access to U.S. markets for Canadian exports of manufactured
goeds may well be the extraterritorial application of American

ix
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standards and eriteria in the appraisal of Canadian i
] ! economie,
Fu]turnl, or social policy. The ﬂe:termlnatinn whether, on balanee, this
i:tr:f-‘:;t.a'm'gian mtegmtiion‘nughl. prove to be in the broad national
i 15 therefore complex indeed, and th i nadians
in l}tifnll may be a tough one. i
conference organized by the School of Public Administrati
Carleton Unwers_ity. in Oitawa on September 25-28, IESGEE::‘;
therefore very timely, and made a valuable contribution to
under_atandmg the issues involved in the negotiations. This volume
contains the proceedings of that conference; and whatever the
outcome of the negotiations, the papers presented al the conference
g}?ﬂ the Entrnf;ct'mn by the editors will be of permanent value in
viuminating the importance and complexit -Uni
i Sy mplexity of the Canada-United
The Institute for Research on Public Palicy is pl i
i y is pleased to publish
these prm:mdmgn_u{ the Carleton conference as a further mnh-?buti]zn
tt:Eha nl;dn?erstmdmgmwd public debate of policy issues of vital concern
a ans.

Rod Dobell
President

Octaber 1987

Avant-propos

s négociations ayant trait & un accord commercial global entre le
da et les Etats-Unis sont en cours depuis le printemps 1986, et
‘s'attend i ce qu'elles aboutissent en automne 1987, aprés quoi le
Lz proposé devra étre soumis au corps législatif des deux pays en
e de sa ratification. Ces négociations visent & éliminer les derniers
abstacles au commerce des biens et services et & metire en place de

ouveaux réglements régissant ce commerce dans le but d'améliorer
' relations commerciales et économiques étroites, complexes et de
grande envergure entre ces deux pays. Un succés résultant de ces
gociations aurait une valeur historique, car il :pénerait & un accord
libre échange rendu possible par la libéralisation impressionnante
mmerce bilatéral déjia réalisée lors des cinguante dernidres

1l 2e peut aussi que les conséquences pour le développement Futur

2 structures eanadiennes politiques et sociales soient considérables,
servant non seulement & intégrer encore plus les économies nord-
américaines, mais aussi 4 lier encore plus les décisions politiques et
régulatrices prises au Canada aux mécanismes américains qui
reflatent des valeurs américaines. Bien que l'on puisse espérer que
‘acceptation mutuelle de régles et de méeanismes permettant le
réglement de conflits nous mette plus & I'abri des pressions politiques
américaines, permettant ainsi une meilleure perspective pour une
't olitique économique et sociale indépendante au Canada, & I'heure

actuelle, certaines expériences, telles que les questions concernant le
‘bois d'oeuvre ot la fixation du prix du gaz naturel suggérent qu'un

xi
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accés plus siir de 'exportation ecanadienng de produits manufacturés
aux marchés américains s'achitera peut-étre au prix de 'application
de normes et critéres américains & I"évaluation des politiques
économiques, culturelles pu sociales canadiennes, Il est done bien
difficile de déterminer si cette nouvelle intégration deonomique
s'avérera étre dans I'intérat national. En effet, le problaéme est
complexe, et la décision que Jes Canadiens devront prendre en
autemne pourra étre difficile,

La conférence organisée par I'feole d'administration publique
les 25 et 26 septembre 1986 & I'Université Carleton, & Ottawa, a done

actes de cette conférence. Quels que soient les résultats des
négociations, les communications présentées & la conférence ainsi que
introduction des éditeurs seront toujours valables, car elles
soulignent I'importance et |a complexité des relations entre le Canada
et les Etats-Unis,

L'Institut de recherches politiques a 'honneur de publier les
actes de la conférence de Carleton dans le but de permettre aux
Canadiens une meilleure compréhension des problémes politiques les
Plus importants et de stimuler un débat public.

Rod Dobell
Président

Oetobre 1987
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yond the Gains from Trade:

rtef Introduction

Han -M . Maslove and Stanley L. Winer

r& in this volume offer & wide range of perspectives on the
a-United States free trade debate, and on Canada-U.S. trade

ns generally They are for the most part revised versions of
delivered at a conference organized and sponsored by the
dministration at Carleton University in the fall of 1986,
large the papers focus on issues of process and politics,
g the problems of adjusting to trade liberalization,
nty, the negotiating process and the role of social science as
a3 others that we shall introduce below. These sorts of issues are
well studied and understood than are the welfare gains from free
ut it is at least as important to study the broader economic
litical issues and the problems of palicy implementation as it is
o the static welfare gains from free trade arrangements,
e first puul:;en by Bruce Wilkinson, introduces the free trade
surveys the narrow economic arguments for free trade with
ted States (including measures of the welfare gains to be
) and then moves on to question whether an emphasis on
ral trade liberalization with the United States is preferable to
¢ efforts in a multilateral context. Peter Cornell, in his
to Wilkinson's paper, disagrees with the suggestion that
ral and multilateral approaches are not complementary, and
rts the case for bilateral free trade with the United States.
Choosing a direction in which to pursue trade liberalization is
g, Actually implementing a trade agreement is another.
dly free trade wins out in academic forums but loses badly in the
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ballot box. The reason for this may largely be due to our failure to
with the_ losses to i‘ndividuaig, groups and firms_ which fallow any

closely at the past behaviour of business people to see how they have
adapted to the trade liberalization introduced by the General
Agreement on Tariffs and Trade and by a host of bilateral
arrangements since 1945, John Baldwin, in commenting on Daly’s
baper, discusses the same jssye using different data sources a5 a basis
for his conelusions, The tone of both of these papers is hopeful.
nadian entrepreneurs do not seem to have succumbed to trade
liberalization. Indeed, the evidence points in the other di
e discussion next turns to the question of sovereignty. What is
it? Will it be diminished by free trade with the United States? And
does it matter? This js & subject even harder to deal with in & eareful
way than is the adjustment problem. Denis Stairs introduces the
issue, and deals directly with the central question of whether
sovereignty really matters. We shail not reveal his answer here. Glen
Williams attempts to redefine the sovereignty issue within the
context of a general theory of Canadian trade relations,
relies on a tradition of political economy that originated with Harald
Innis. It views the recent trade negotiations as part of a wider process
involving economic and political relationships between centre and
periphery in a world Bconomy.

The next section of the volume considers the negotiations per se.
Gilbert Winham regards the Canada-U §, iati
troubled affair, partly because of the nature of existing
structures and because of unfortunate timing.

extent, these problems originate in the United States, Winham

as long as possible, for preparing for scaled down talks in the likely
event that the current, ambitious round is unsuccessful, for using the
talks to stimulate debate about our trade relations generally, and,
finally, for stimulating discussion between federal and provincial
governments over the internal common market. He suggests that the
Trade Negotiation Office may have a useful life after the free trade
talks as an agency devoted to reducing barriers to interprovineial
trade.

The role of the provinees in the negotiations is the subject of the
next paper. The Barrows-Boudreay Paper argues that the provinces
have legitimate claim to o major role in the negotiations, Because so
much of the discussions involve non-tarifl barriers, they also involve

ALLAN M. MASLOVE and STANLEY L. WINER 3

ial jurisdieti i incial economie
; incial jurisdiction and long-standing provincia
33}:?;:1:]::?::%:&;’&5, They go on to uutlm_e the framw:_urkyrnpnaej
by Ontario for provincial participation in the negotiations an
i i t that emerges. i )
mhﬁ?ﬂﬂ;fﬁ?ﬁﬁt?iﬁ the role of social science and EGE!.?]
scientists in the free trade de‘qatip. [l:ﬁis in;pgriknt I‘rio :;ﬂr;:s::tl_n:h?emr:;
the social seiences have in informing debate n{ > e
i lic policy issues in recent years. Mel Wat ins g ]
Eﬂ;ﬁ?:ﬂl&p&win the role of cconomics n:}d economists using
the entry of Britain into the European Economic Community m} 8
background. The entry of Britain into the EEC worked no magic for
the British :Mnnumy. he argues, and he sees a &;Illstu.:l'u?g t:lmﬂdﬂ.:lﬁﬂ
hetorie being used in the Cana ian debate and th
ﬁwﬂgﬁftﬁa mt.a aurfuundi,ng Britizsh entry inte the EEC. [t&_ is
dis:gl.lul:ahing to him because he thinks the basic economie nrgume_lnt or
free trade is flawed. Watkins questions whether access to a mﬁ.ﬂ
market is a necessary and sufficient condition for economic prosperi I:"-r
He questions whether we are being given useful emnn]mc!nnalysls ¥
the economics profession, or rather simply pro-market ideology.
In the next paper Gilles Paguet argues that the social sciences as
a whole have become more disconnected from thﬂht;ngzmrymgu?;:;:!;:
i i . He zees the free e
that led to its creation than ever before F4f inedle ol
ich will expose social mant:stgmm than they g
“bamm:fs:::;al?ciang in his view, has qrzﬂad away from a fqr‘:l that
would allow useful interventions in pnI}ny debate, towards a rre:
sitivism which even the physical sciences have begun to mov
Ej"ﬂnﬂ- In his view, economists have little of use to add as mnon;}:;t:
and it iz not surprising that they ha;;z reaurtedd:} t;h;:‘n;;x: yz?:::;a i
substance in their contributions. He procee v
i ic of literary eriticism, describing the use
o g e e i devices, In the end, he finds the
metaphors, irony and other literary dev 5. In | b e
i incing, and he suggests a direction we mig
;hn;ﬁt:uﬁg; :ﬂ'::fmici in particular and social science in general so
i i licy analysis. g
um%;;?igaﬁﬂwu;fﬂacind the Paquet papers are pﬂﬂm::c:jii‘
concerning the usefulness of economics in the free tra_de :tabnl.?h[aﬁ
ecanomics is not useful here, then where?), the following contributions
i i i"ic' v L
i msu;m rﬁau?t%lt;ﬁla;d, a political scientist, implicitly defends H;B
g Ll ekl ekt Al
land disputes Paquet’s contentio . !
ﬁm‘insai'l;h!;m‘if dmm'p urse and fursa.kgh "the trmm?d Iu:l':ianuq.:r: tn: ﬁ
ician" (Sutherland's phrase). She sees serious
:mfﬁ; Lﬁﬂn:fnu m?lid to prﬁ:less complex decisions, as revealed !:y
much reeent research on cognitive psychology. As she puts it,
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ordinary knowledge is not an Olympic athlete stripped for speed, She
argues that it iz not unreasonable, given the great complexity
involved, to make the best guess one can after relying on the most
highly developed and analytical of the social sciences, and
particularly after relying on quantitative techniques that help us to

Finally, Richard Lipsey, in a strong response to Watkins and
Pagquet, defends the contributions to the free trade debate of social
scientists in general and economists in particular,

The immediate focus of this volume is on bilateral free trade
arrangements with the United States. But as the above brief
introduction demonstrates, a discussion of free trade involves us in
issues which are much broader than the term "free trade™ might at
first seem to suggest. A debate over Canada-U.S, free trade also leads
us into a discussion of multilateral trade policy, the nature of
industrial policy, the meaning of eultural sovereignty, federal-
provincial relations and the nature of the socigl sciences, among
others. This wider dehate may be, in the end, one of the most
iﬁmmnt contributions of the most recent Canada-U S, free trade

ks.

Multilateral Versus B I:Lateml
Trade Liberalization




Canada-United States Free Trade:
Setting the Dimensions

Bruce W. Wilkinson

In this paper [ provide an overview of the debate concerning freer
trade with the United States including the meaning and scope of "free
trade,” and an assessment of the economic pros and cons of Canada
entering an agreement with the United States. [ will discuss these
topics in that order. My role is to focus primarily on economic issues.
Yet, as will be seen in what follows, political and legal issues of
necessity often have to be introduced.

The initiation of the negotiations, the negotiations themselves,
and the consequences of the negotiations involve political as well as
economic factors. Economics by itself provides toe narrow a
perspective.

My conclusion is that the attitudes of many Canadians toward
bilateral free trade with the U.5. can best be typified by two of
Shakespeare’s seven stages of man. At first many Canadians were as
"the lover, sighing like a furnace with a woeful ballad made to his
mistress' eyebrow.” But, as the realities became clearer regarding the
extremely nationalistic U.S. attitudes and what they might require
Canadians to give up in return for a deal, more Canadians are
beginning to look like they have reverted to Shakespeare's second
stage of man—". .. the whining school boy with his satchel and
shining morning face creeping like snail unwillingly to school.” It is
my hope that as events unfold we do not finally end up in the initial
stage of the infant in the nurse's arms.
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The Meaning of Free Trade

Accordi
4 ing to the General Agreement of Tariffs and Trade (GATT), a

ree trade area is "a groy
a poft i i
duties and other restri:tiv:ﬂr?er ulations of @ Tiares in s

d some restrictions for special purposes

. GATT rules al
purpose of a free trade area is "no i i Sy
1 | ; L to raise barri
other [ﬁnm:g pnrt;is with such territorips " {gjﬂfﬁ btusﬁu&e:;*rde ¥
; : our understanding of what hi 1de (]
with the United States entails has?men u::rll?ilﬂl:rh:::}' g:euade e
United S :ﬁ:ﬁ: u\:h::ﬁ C;rniadja?f mi?sidered freo l-.rafde with the
effects of removing tariff b.avria?:nrt*md“m poslieed v

did not then appear

surprising that the classi
ok sy e e ssic 1967 study by Paul g

, it i3 not
¢ nd Ron Wonnaeott
cations of removing tariffs on mnufattu:x

As the Wonnaeaott volume was being produced, and for several

years thereafter, a number of studieg

: : f Sponsored

g;i:: let.':,I.[“:‘.Er :imvebh_-atltut.a, the Private Ptanrﬁj;:;hi:gi?:ﬂir n;

SaTAdey published. They alsg focused primari] =

i MmmdazF gim-ds trade, although one of the research mo kit
P W‘H and and Fischer 1968) as well as the fi Fugliaphs

g \gl1sh, Wilkinson and Eastman 1972) did toad M
g-ncu{tumbemcludad An in W recommend that

i i ‘
or Canada. Still, the role that they were to play, especialiyt:‘nag:il:ﬂ:

access to the .S, market, was not
recommend that agriculture :'1;? r:lll:::;:&i Yo b i ok

BRUCE W.WILKINSON D

E:duﬂad. at least initially, in any trade agreement with the United
tates

Shortly thereafter the Standing Senate Committee on Forelgn
Affairs (1976) echoed the council’s concern about the restrictive effects
of non-tariff measures and recommended BFT with the United States
as a means of reducing such measures facing Canadian products. But
once again services (apart from tourism to which several pages were
devoted) were given scant attention. And, in a step backward from
what the Economic Couneil had recommended, agriculture was to be
exempted from the negotiations.

By the time the Senate committee’s third and final volume eame
out in 1982, the Tokyo Round of GATT negotiations had been
concluded. It was then apparent that by 1987, when the Tokyo tariff
reductions would be in effect, a very large proportion of Canada-1.8,
commaodity trade would be tariff free or facing tariffs of five per cent or
less (see Table 1}, The possibility of Canada and the United States
taking a "declaratory appreach” to a free trade area without
necessitating a formal application for approval to GATT was
considered. It would have meant that the two countries would have
been able to move on to negotiating the remaining tariff reductions
without seeking GATT approval or exemption. But, by this time, the
gpectre of U.S. non-tarifT measures had become more evident. The
eommittee, therefore, felt that, even if this approach were accepted by
the United States and GATT, it would not eliminate these barriers
which they now saw as the main source of obstruction to, and
uncertainty in, the U8, market (Senate Committee 1982, 34). Heneo
it recommended that a bilateral free trade area should be negotiated
between Canada and the United States to eliminate them. However, it
continued to assume that agriculture could be or should be excluded
from negotiations, and it still gave no real attention to trade in
gervices. Free trade in manufacturing, especially secondary
manufacturing, was envisaged as the only objective that mattered to
Canada and presumably the only one that the United States would be
much interested in negotiating on.

The most recent study to have a major impact upon Canadian
public opinion and policy-making has been the Report of the Royal
Commission on the Economic Union and Development Prospects for
Canada (the Macdonald report).! This 1985 report made BFT with the
United States the kingpin of its recommendations and the key to
Canadian industrial survival in today's world. It strongly emphasized
that "security of aceess” of Canadian products to the U.S. market
meant that Canada would need to negotiate restraints on American
contingent protection such as “anli-dumping duties, countervailing
duties and safeguard or 'escape-clause’ actions" (v. 1, p. 312),
government procurement preferences, and various product-quality,




Table |
Trade-Weighted U 5. Aver i
8. age Tariff Rate
from Canada, Post-Tokye R:ungn Fdi

BRUCE W, WILKINSON 11

ety standards, and other restrictions on market access (v. 1, p. 313).
- The Macdonald commission, however, like the Senate committee

before it, chose to exclude agriculture (v. 1, p. 308).2 And, while
- recognizing that the massive service sector was one in which the
United States wanted to see trade liberalization on a world scale, it

- Per cent fquickly removed this sector from its general dizeussion after & mere
Agriculture ‘three paragraphs (v. 1, pp. 291-292 and 308-309), saying that "future
Food 1.6 negotiations on services should be conducted on a sectoral basis” (v. 1,
Textile p. 309)
ﬂ]arthi;g gg Cultural activities, most of which are within the service seetor,
1E:emtimr Prod, 18.4 me also quickly disposed of by the commission with the statement

totwear 2.5
Wood Pr
Fu?;gtur:d&:. Fixt. gg Canada eould insist on explicit treaty provisions that would
Paper Prod, 46 authorize public funding of its cultural activities and
Printing & Publ 0.0 permit affirmative discrimination for Canadian producers,
micals ' 0.3 in order to compensate for the handicap of our small
Petrol, Prod. 0.6 domestic market. The examples of the European Free
Rubber Prod 0.0 Trade Association (EFTA) and the European Community
Non-metal Min, Prod 32 demonstrate that substantial subsidization of cultural
Glass Prod, ; 0.3 activities is possible within an effective free-trade
Iron & Stee) 57 framework, (v.1,p, 310),
Nonferr,
Metal Pr::;'i!_l"mlls g; The commission algo made its BFT recommendation more palatable to
Naonelec. Mach 40 Canadians by indicating that Canada would undoubtedly be able to
Elec. Mach. 29 retain control over the pace of its natural resource development, as
Transport Equip. 45 well as its taxes on resources and resource exports—all in accord with
Misc. Mfr's 0.0 GATT provisions (v. 1, p. 310). By stressing that it was recommending
0.9 a free frade area and not a customs union or a common market, the
AVERAGE commission was also able to submit that Canada would be able "to
07 reserve the right to exercise some controls over the movement of U.S.
! capital into this country ..." (p. 306) and retain independence in its

——

Sa : i .
urce Eu::s::had&h supplied b}-_t.hn Office of the U.5. Trade
i U“‘! a2 reported in Drucilla Brown *Testimo:
subcumm.igttaamhd Stﬂtaa:—- E&nm:lq‘a_ Free Trade" before Lhnz
oy i ﬁ::'; :::nzr::ics aﬁah:huﬁ_un of the committae
House of Repres&ntat}vea, Aa:lrguas?;jltfﬂnﬂlgi PR St

tax policy generally and "regulations for goods entering from third
countries” (v. 1, p. 307). Finally, it stressed that any agreement would
have to permit Canadian policies “intended to encourage local,
regional or sectoral economic development” (p. 358) and leave intact
our social security and health care network. It did, however, recognize
that the Canadian provinces would have to surrender certain
protectionist measures such as their government procurement

palicies.
After two decades, then, Canada —or at least some Canadians —

arrived at a definition of what free trade with the United States would
entail: removal of U.5. tariffs and, more important, removal of, or
clear restraints upon, U.5. non-tariff measures restricting access for
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Canadian manulfactures,
anad uld, i
BAme areas, but would reserve th: :;hl':::‘b I:nf:l:lr;’
: tLlieS capﬂ.fn.l inflows in Canada
Pace of our resoures development and o
] x
. ::l:lza '.FE_IE‘“"EI development policies fwhitlﬂr:tu;en inval
® our 'Iaulf: i:lfﬂd;s o ) W
181z
e e Ezuppurt for and protection of Canadian
: our tau.imtiun policies
... ourrules on trade with th i
In adldufmn, agriculture and seri:r?cz:ufgtfla
negotiations (services would suppasedly be d
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extent that, in U.S. eyes, they constitute export subsidies, Canadian
royalty or other government rent-extraction measures such as
stumpage charges on timber harvesting; provincial protectionism
such as that related to alcoholic beverages, government procurement,
and trucking regulations, programs designed to protect or stimulate
Canadian cultural industries; and all restrictions en U.S.
participation in our service industries which include the entire
communications sector, involving telecommunications, radio, TV,

newspapers and publishing, advertising, transportation, and

consulting.3 The most recent item of apparent U.S. interest is

whether, from a U.5. perspective, the production of hydro-electricity is

subsidized. In addition, the United States also wants its corporations

to be able to invest freely in Canada with no government surveillance

or regulation. (This is a characteristic of & common market which

many economists and politiclans in Canada have assured us is not

being negotiated).

Simultaneously, the United States has indicated that a general
provision for a longer period of adjustment for Canada than the
United States before all trade barriers are removed is not likely
(Merkin, cited in The Globe and Mail, February 28, 1986). Again, the
United States does not view bilateral removal of government
procurement restrictions as an equal exchange. Canadian firms
would obtain access to a market in the United States over 20 times
larger than that which U.5. firms would gain in Canada (Ibid.).

The United States also pereeives the intercorporate relationship
between Bell Canada Enterprises Inc. and Northern Telecom as
"unfair" because it gives Northern Telecom a privileged market at the
same time that Northern Telecom has been able to sell its products
widely in the United States. Yet the United States does not seem to
comprehend that the massive U.S. dicect investment in Canada gives
their parent firms and accompanying long-established suppliers in the
United States privileged access to the subsidiaries in Canada, The far

igher proportion of purchases imported by foreign-owned, especially
U5 -owned, firms in Canada from their home country than is done by
Canadian-owned firms, is a long-established statistical fact about
Canadian foreign trade (Wilkinson 1968; Statistics Canada 1881),
The United States wants to expand this privileged access to the
Canadian market by having Canada remove all constraints on U.S,
capital inflows to Canada and all regulations about the performance of
foreign firms in Canada. To them this means the establishment of a
level playing field, and letting the market work. Yet, when Bell and
Morthern Telecom do it in our own Canadian market, it is a
discriminatory behaviour which ought to be eradicated.
These widespread differences in perceptions of what bilateral
free trade should involve strongly suggest—as Mr. Reisman and Mr.
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Mulroney have now come somewhat belatedly to understand — that
the negotiations will be extremely difficult. Becayse the United
States is much larger and Canada iz far more dependent upon its
exports to the United States than is the United States upon Canada,
our negoliating position is weaker. The likelihood,

agreement reached will mateh more elogal

Canadian one. Economir history tends to confirm that a nation is able
to make more advantageous trade deals the more dependent the
partner eountries are upon it {Rooth 1984,

create inflated economie expectations for m
be achieved at this time from BFT, given tha current U5, trade

balance, political system, and long-standing, extreme nationalism,
Let us consider these matters,

The Benefits and Costs of BFT

The economic argument of BFT is very well known in Canada. It is
that unhindered access to the vast 175 market, including the
purchases of U.S. Eove i

nadian market, Accordingly, they would
be able to attain incre

ases in productivity and would have anp
incentive to adopt new technol

OEY more quickly, undertake more
research and development themselves, revamp their managerial
techniques to enhance thejr efficiency in the more highly competitive
environment that would evolve, and generally avoid the need to
relocate in the United States or at least to establish subsidiaries there,
More processing of primary natural resources before they are
exported, and possib|

y lower foreign ownership are hypothesized as
other benefits, Emplovment in Canada

would increase, Consumers
would gain from the Jower prices made possible by the removal of
Canadian barriers to imports and the augmented productivity of
Canadian producers,

I and others haye expressed our reservations about the
importance of many of these arguments on other occasions (Barber
1985; Stern 1985: Daly and Rag 1985: Wilkinson 1980, 1982, 1985a,
1985b, 19886), s0 there is little need to go into great detail here. Very
briefly, many estimates of net benefit attached to thege elaims are
exaggerated and present an over-oplimistic picture of what BFT will
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& Table 2
mployment Effects of Bilateral Free Trade
Manufacturing University
; of Maryland
Harris-Cox: INFORUM
{Changes by 1995)
(%) (Thousands)
Food and Bever.
Tobaeco P"ra:ur:tur.-ﬂr;;e:|Im - lgg -
Rubber Products +49 2
Leather Products 7.8 :
T[{f:'th;;ig Products +156.1 g
: ; &
Clothing +;;g§ } 44
Waod Products -12.8
Furniture and Fixtures -38.1 b
Paper and Allied Products +31.3 3
Prfntmgan.d Publishing +]2.-'F i
Primary Metal 41
i:’imi Fabrication } 1.8 " 1:
an-Agricultural Maching - 5
Agriculture Machinery Y g;? } b
g:'hb::_]':l‘mnspu.:tﬁllﬂquipmant +28.2 }
ranspor uipmen
Eriacl.'.rinal Prndum‘:; g +:g; 0
Non-metallic Minerals 1.4 -
Petroleum and Coal a9 )
J'Iiﬂl'llil.".'ﬁlﬂ +.4 1
Miscellaneous Mfg. —33‘2 l‘;

Sources: Col. ()R Harris
. : and D. Cox (1985) "Furth i
;l:aie:t;::; ;‘nddfi]:dt:rfrj Free Trade” in E‘an:éiul{?::ﬁ
lrade, . dohn Whal] Roderick Hi
Toronto: University of Toronto Pres:FT:Efa B-A2 o

Col. (2) Department of Exte i
: rnal Affairs, Go
S:mg'i' (1985) Imferim Report on the .!'mpﬁ::ﬂ::::?f ﬂ:
nada/ll 8. Enhanced Trade Agreement. Table Z,p.11.

BRUCE W, WILKINSON 17

Al most they tell us that we do not really know in any detail what the
industrial consequences of BFT might be. Perhaps the most disturbing
feature about the diserepancies in these models is that, in the
documents which the Department of External Affairs made available
to the public last May reporting on the models, such discrepancies
were not deawn to the attention of the reader or the policy maker,

Other points that need to be noted are as follows. First, a number
of our resource sectors, such as agriculture, fishing and forestry, have
had very small productivity gains since 1970. Yet many of the
products in these industries have had tariff-fres access to world
markets for many years. Such access has not been sufficient to ensure
productivity growth. Of course the EEC agricultural policies and now
the U.S. agricultural export subsidy program have made things mere
difficult for agriculture. But quite apart from these factors, many of
the reasons for failure in domestic output and efficiency improvement
are of domestic origin. 'We have simply not adopted polieies within
Canada that could have enhanced the performance of these sectors
{Wilkinson 1985). Our focus on BFT should not distract us from the
need to make a wide range of policy improvements in agricultural
land conservation, new crop and varieties development, and grain
grading and handling, forestry management and restoration, fisheries
and fish processing rationalization, and new produect development for
metals and minerals.

Second —and this is very important—many of the areas where
improvements in efficiency may oeeur if BFT eomes about are actually
improvements which we could undertake domestically without facing
some of the difficulties that BFT might produce for us. These policy
changes are ones we should be making in Canada anyway, regardless
of whether we negotiate free trade. They include:

e getting rid of our marketing boards such as those for dairy

products, poultry and eggs

s  reducing provincial production subsidy programs, such as

for hogs, which prevent provinces fully exercising their
comparative advantage on trade within Canada

s removing interprovineial restrictions on liguor sales

e eliminating "buy-provineial” policies for both goods and

services

e liberalizing interprovincial trucking restrictions
All of these existing policies discourage the development of more
efficient scales of production, reduce incentives for technological
change and other efficiency-improving measures to be undertaken,
and raise production costs and therefore prices to consumers. Some
provinces may see the giving up of these balkanization policies as a
cost rather than as a benefit of free trade which they are not prepared
to face. But if we want to prosper as an independent nation we need to
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undertake them regardless. If we do so, prices for consumers would be
reduced so that real wages would rise somewhat without a&ny increase
in the nominal or real wage cost to manufacturing or other sectors,
Third, with the Canadian dollar now less than US%.75, Canadian
industry, by and large, is already quite competitive with most u.s
industry. One of the major studies released in May by External
Affairs on unit costs in Canadian and American industries found that
after taking account of the exchange rate, Canadian industries
generally were "maore cost-competitive than their 1.5, counterparts in
1984" (Data Resources 1985), Thus, setting aside for the moment 1.5,
non-tariff measures, if this evidence is correct, it implies that with the
existing, low U.S. tariffs that exist on most industries, a large number
of Canadian industries already have the potential to specialize more,
find market niches for themselves in the vast U.S, market, lower their
costs with increased produetion and export more to the markat. The
fact that any firms, often of small size, have already done so suggests
that this is a realistic possibility that should not be overlooked or
discounted by any more irms and by policy makers, Moreover, since
the Canadian dollar has followed the U.8. currency down by 40 per
cent or more vis-d-vis other major currencies in the last year, Canada

What the foregoing paragraph implies is that the current
economic argument for BFT stands or falls almost entirely upon
whether, at this time, with surging protectionist and nationalistic
forces in Congress and throughout the United States, Canada can,
through bilateral negotiations, secure any exemptions for itself from
the awesome battery of U.5. contin gent protection, and thereby aveoid,
or even reverse, the decision of the U.S authorities to impose new
duties on Canadian exports. The U.S. laws permit countervailing
duties against foreign products produced with any government
assistance to industry, anti-dumping duties, and provisions to counter
or retaliate against any foreign practices which, from a .S
perspective, are "unjustifiable, unreasonable, or diseriminatory, and
burden or restrict United States commerce” (Section 304 of the 1984
Trade Act). There are alsp "escape clauses” which permit the blockage
of imports if "serigus injury” to U.8. industry can be demonstrated,
even if the foreign producer has not violated any other U.S. law.
Other countries of course have countervail, anti-dumping, and escaps
clauses in accord with the relevant sections of GATT. But it is the
increasingly aggressive way in which the U.S. laws are being applied
and the fact that any action by a foreign government or producer
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pechaps another year or more. The protectionist, nationalistie
pressures are likely to remain at peak levels during this period. Yet it

15 precisely in this time span that Canada is attempting to negotinte a

BFT arrangement with the United States, namely, before the U.S.

negotiating authority runs out at the end of 1987, It is the worst

possible time to be doing so. A good argument can be made that

Canada would be better off working through the multilateral

negotiations of GATT which will be going on beyond 1987. By that

time the U.S. trade balanee is likely to be much improved and the

highly protectionist mood may well be considerably assuaged.

Another weakness of the pro-free trade position is evident in the
External Affairs documents released in May 1986, A tendency exists
to minimize the problems of adjustment to BFT. The government
generally has tried to downplay the extent of the adjustments that
will be necessary. Altheugh adjustment is discussed in more detail in
other papers of this volume, one issue is not given much attention by
other participants. It is the question of how the adjustment is to be
financed.

This matter oftéen seems to have been ignored, apparently
because of the belief that our national income would grow sufficiently
that financing would not be a problem. Yet, Canada would lose about
$2.1 billion of eustoms duties each year, which would have to be made
up by either higher personal income tax, or higher corporate taxes
{through equalizing taxes across industries or eliminating various tax
privileges). Alse, the profits of many import-competing firms will
decline, at least until they can rationalize in some way, even if other
firms' profits may improve. If the Informetrica model has the sign
right on what happens to total federal government revenues in the
longer run, the federal deficit will increase —unless, as the builders of
the model suggest, federal transfers to the provinces are reduced as
provincial revenues rise somewhat.

It is not clear, however, that the macro-moedels allow fully for the
demands that will be placed upon the federal government by busginess
firms for assistance in their rationalization —not to mention all the
demands by workers for assistance as they have to change jobs,
relocate, and retrain. When one hears claims from an industry such
as brewing, with its long history of high returns on capital, that it will
need several billion dollars of government assistance in order to adjust
to free trade, one wonders whether the expectations on government
are not going to be far greater than any government could tolerate.
Tax reform, as is currently being discussed, involving a reassessment
of the entire range of grants and assistance to businesses, will be a
necessary adjustment to any BFT agreement,

Another subject all too glibly slurred over by advoecates of BFT is
the extent of policy harmonization that will be necessary. Economists
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, not a customs union or a common m::hha;:rllfk:
tion generally wouyld

ve had to be within the EEC (Brean 13985, 27). In cosnmtrt:;tatitﬂieii

outcome of domestic market forces because of social
decisions to produce a variety of public goods and to achieve
a more equitable distribution of income. Fiscal sovereignty
must take precedence over commerecial arrangements for
free trade . . National policies that . . . are essential to the
pursuit of Canadian objectives . ., must be respected in any
international trading arrangement that falls short of
complete economic integration. (Brean 1985, 28-29),

[ agree. Bul whether Professor Brean and | agree does not really
matter. It is whether U.5. congressmen see it that way. All
indications are to date that they de not. Again we have such
statements as this regarding the BFT negotiations:

The fourth source of negotiating pressures is a set of
political and legal pressures that, for want of a better name,
we call "philosophical.,’ For example, the United States
might decide thal it just does not like the tenor of Canada’s
unemployment insurance system or Canada's health-
financing system. It might feel Canada’s regulatory
policies are not sufficiently market oriented, and so on. In
such cases, it could put pressure on Canada to abandon
these systems just because it did not like them. Once
again, there is no reason for Canada to accede to these
pressures. {Lipsey and Smith 1986, 18). (boldface is mine.)

Yot a little earlier in the same paper the authors say:

Given the current protectionist climate in Congress, itis no
longer unreasoned hysteria that makes one wonder how
soon the United States will decide that Canada’s
unemployment assistance, health and welfare policies, or
domestic regulatory policies are unfair trade practices and
apply legal sanctions against them. (p. 9],

The authors do not make a convincing case as to why we might be
subject to U.S, action against our domestiec policies at the moment, yet
will somehow be able to negotiate these pressures away in a BFT
agreement. In brief, much more careful werk is necessary on the
harmonization issue. It cannot be readily assumed aside by arguing
that having a flexible exchange rate will reduce or eliminate the need
for such harmonization. Az already noted, we may even have
difficulty retaining the flexibility of our currency vis-d-vis the U5,

dollar.
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1o believe that if we just got rid of the most important of the rules on
foreign investment inflows under the Foreign Investment Review
Agency (FIRA), this would restore the confidence of the foreign

~ business community and bring about a new inflow of foreign firms

anxious to capitalize on the opportunities in the Canadian market.
FIRA was in due course eliminated, but the domestic advantages of
eliminating it were hardly noticeable. Finally we have had the "leap
of faith" into BFT and this is offered as the way to establish a more
favourable environment for new investment in Canada, restore
business confidence, and increase our prosperity or at least prevent us
from losing whatever prosperity we now have.

If our negotiators are able to prevent the United States pressing
through with all its extravagant demands and continually exercising
its formidable contingency protection laws against Canada, there
certainly should be gains for Canada. But negotiating by ourselves
with the most powerful and certainly one of the most nationalistic
countries in the world is not an easy proposition. That is why [ would
prefer to see us take the longer route via the multilateral framework
and in the meantime simply fight U.5. protectionist measures one by
aone as they arise.

One author (Young 1986) has suggested that it might be best to
try negotiating only a government procurement agreement with the
United States whereby each nation's businesses would have free
aceess to the government purchases of the other nation. But as

mentioned earlier, given the U.S. propensity for wanting equal
benefits from any agreement, Canada would have to give something
besides access to government purchases in Canada to bring such a
deal about. What that something else might be is anyone's puess,

Would it be worth it?
Finally, I will let Ron and Paul Wennacott have the final word at

this time. This quote is taken from their 1967 study on BFT:

Because a free trade arrangement is bound to ¢reate a
number of specific problems (regardless of its overall
desirability), it would best be undertaken when major
disturbanees, such as widespread unemployment or an
international financial erisis, are absent. (307).

With that [ concur.
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In Support of Trade Liberalization.:
A Comment on Bruce Wilkinson’s
Paper

___—_—_"_-‘____\=___—____'

Peter Cornell

It is indeed a pleasure to take part in this very topical discussion and
to come up once again against as formidable a representative of many
(though certainly not all) views that run so counter to mine on trade
palicy.

Perhaps as a continued unrepentant proponent of trade
liberalization, and one who does not see the multilateral and bilateral
approaches as being mutually exclusive, 1 should entitle my
discussion of Professor Wilkinson's paper "We Never Promised You a
Rose Garden.” In fact, I am in agreement with many things he has to
say in his paper —though sometimes with gqualifieations —but to a
very considerable extent he sets up a straw man ( my “rose garden") as
a basis for comparison. He then proceeds to knoek it down—even at
times resorting to the use of "pink” if not "red" herring. I must say
that I would not mind at all having Professor Wilkinson as my defence
lawyer if I were up on an indictable offence (perhaps, as a proponent of
trade liberalization, I am) but I do find his argument rather
unbalanced,

Let me comment first on some of the areas where | agree with
Professor Wilkinson, though often with certain qualifications,

[agree that:

*  Economics by itself provides too narrow a perspective when
talking about Bilateral Free Trade (BFT) in particular, ([

a3
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the impact of trade liberalization. [ note, too, however, that
there continue to be attempts to improve the realism of the
modelling work, e.g., by introducing more NTM effects, and
that the models of impact as well as the mounting work on
the adjustment process continue to aceumulate evidence
that points in the same direction at least.

In this respect | wonder why, for example, Professor Wilkinson takes a
crack at the shipbuilding results contained in Informetrica’s work, He
argues first that we need to know more about the impact of NTMs.
The Informetrica results were the direct reflection of including the
potential removal of an important U.S. non-tariff measure in that
particular set of simulations.

Perhaps 1 might touch, too, on the gquestion of the ealeulated
benefits of BFT. Professor Wilkinson rightly observes that he and
uthers have expressed reservations about the size of those gains (while
exaggerating the costs?). There has indeed been a good deal of
eriticism of the potential gains caleulation and most of it surrounds
the scope for economies of scale. (I would prefer "economies of market
size" as a more all-inclusive term.) And it may be that some of the
earlier suggestions, in particular, were somewhat exaggerated. Yet
we still get evidence that there are potential gains for a variety of
Canadian industries from access to larger markets. And sven when
we use rather conservative estimates of productivity improvements,
some preliminary work at the Economic Council indicates substantial
gains in Canadian real income and price performance.

But I have to ask another question as well. Why do the
opponents of BFT —and some of them | suspect are not too keen about
Multilateral Free Trade (MFT) vither — continue to rely on anecdotal
evidence or their critiques of other people’s models? When are they
going to contribute to the homework?

1 agree that many of the areas "where improvements in
efficiency may occur if BFT comes about are actually improvements
which we could undertake domestically without facing some of the
difficulties that BFT might produce for us.™ Certainly the Economic
Council and others have said much the same, but we must at least ask
why we have not cleaned up our own domestic act. Maybe, just maybe,
external pressures are required.

Sa you ean see that even where | agree with Professor Wilkinson,
I think that in many cases he, too, glosses over some of the issues in
order to make his case. Going further, however, | am disturbed by the
wiy in which he arrives at his description of the definition of what is
now meant by BFT, On the Canadian side he does this by a fairly
careful review of the various analytical contributions to the debate.
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Whether they add up to what Simon Reisman has in mind at this point
ure,

ButIam even less sure that his adding up of anecdotal evidence
of statements by outright opponents of trade liberalization in the
United States, of congressmen with their districts in mind, add up to
the official U.8. position. | agree they indicate that the going will be
tough, but I am not sure that this is very news :

[ am concerned, too, with what hg jg using as a base for
comparison of the results of BFT lor even MFT). To my mind, what
many of the U.S. statements he uses indicate is that the base we
should be using for comparison is much worse than the status quo, if
We can even use that term for the present situation,

Iam concerned as well, as [ noted earlier, that there js rather
fishy smell surrounding some of his additional arguments. [ fing it
difficult to accept that recent problems with respect to employment
and productivity, whether in I.Eu European Economic Community or
Canada, should even be related o the results of trade negotiations.
The real question is:

Would we have been worse offin the face of il price shocks,
severe cyclical movements and a long period of low
aggregate demand if the previous tradg negotiations had
not taken place?

And 1 hardly think that the U .S -Israel free trade agreement can be
used to illustrate much about 2 potential Canada-U.8. agreement

thinks of the size of our trade with the Americang relative to that of
Israel. And as Data Resources International (DRI) has pointed out,
some individual U.S. industries have a far higher stake in the
Canadian market than is generally realized,

The Adjustment Problem




Can We Become Better Losers?
The Problem of Disinvesting
from Declining Sectors

Michael J. Trebilcock*

The (Macdonald) Royal Commission on the Economic Union and
Development Prospects for Canada identified the overriding public
policy issue on its agenda as follows in its interim report, Challenges
and Choices: "How ean we better manage and adjust to change? If
there is a single major concern among Canadians, it relates to that
guestion.™

Adjustment to changing economic challenges and circumstances
is both necessary and vital in a dynamic economy but also often
painful. A well-functioning market economy yielding high rates of
economic growth over time requires risk-taking, innovation, and
dynamic adjustment mechanisms that quickly reallocate resources to
higher-valued uses, but also implies, by necessity, a degree of
economic uneertainty and, sbove all, winners and losers. In
Schumpeter’s memorable phrase, market forces tend to entail "a
perennial gale of creative destruction."? However, as a society
becomes more prosperous by virtue of these economic processes, it may
well come to feel that assuming large negative risks is something it
can afford to dispense with and hence will vote to establish collective
programs that minimize certain classes of risk —hence free public

* This paper is drawn from Michael Trebileock, The Political Economy of Economic
Adfurtrment ((itaws: Research Stody Mo, B, 1988, for the (Macdonald) Royal
Comemizsgion on thea Economic Union and Development Prespects for Cannda,
1886),
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jcational decisions and are rewarded or penzlized pending the

pundness of the judgments.
Private capital markets, with large numbers of expert actors

with large personal stakes in the soundness of their decisions, are seen

‘as much more likely than government to make appropriate

“evaluations of the future value of given economic activities. Thus,
government intervention in the economic adjustment process to

alleviate the consequences of private risk taking by owners of

:Ennm:ial or physical capital is viewed as having little merit.

In the case of human eapital, or labour, the economic perspective
would recognize that market forces may sometimes generate
inappropriately low levels of investment in general (non-specialized)
human capital, because employers who invest in training cannot be
sure of appropriating the returns and because individuals may find it
difficult to borrow against future earnings to finance their own
training. In the case of specific or highly specialized human eapital,
the second factor may again make it difficult for individuals te finance
the acquisition of such skills, at least through institutional training
thence, a major justification for public financing of higher education),
Once such capital is scquired, individuals may find it difficult to
obtain private insurance against the risk of the depreciation of this
capital as a result of future changes in their economic environment
and, by definition, cannot diversify away such risks nearly as easily as
firms or shareholders.

The economie perspective would thus be unsympathetic to
government assistance to firms or shareholders faced with costs of
economic adjustment but somewhat readier to recognize a case for
intervention to ease the adjustment costs of labour, principally by
subsidizing the acquisition of new forms of human capital, for

example, through retraining and relocation programs.

Ethical Perspectives
Ethical {or moral) perspectives on adjustment costs would, to some
extent, tend in the same direetion? A particular form of argument
from utilitarianism would stress that, assuming some degree of risk
aversion by most members of the community, utilitarian policy
makers may wish to control uncertainty costs to the extent that
individuals entertain a special sense of grievance at being singled out
by the collective as the victims of uncompensated losses. Thus, this
form of the utilitarian framework might be especially concerned with
unanticipated changes that frustrate long-standing economic

axpectations.
A Rawlsian social contract ethical perspective would stress that
behind a veil of ignorance, where our individual lots in life and
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Thus, political forces are likely to lead to an almost complete
inversion of the policy implications suggested by the economic and
ethical perspectives. Instead of facilitating economic adjustment by
easing the costs of adjustment faced by labour, policies are likely to be
voured that postpone or retard the adjustment process with
concomitant reductions in national income. The operation of these
- political dynamics have been clearly evident in Canada in past
olicies towards the textile, clothing, footwear, shipbuilding, and
‘Cape Breton coal mining industries, where the adjustment problems
faced today are almost as large, if not larger, than at any time in the
past despite massive assistance through trade protection and firm
subsidies.

The nature and seriousness of the policy dilemma is well pointed
up by an example. Jenkins concludes that for 1979 alone, the loss to
the economy per job saved by the protection through tariffs and quotas
of the Canadian textile and clothing industry was £34,500.5 As
Watson points out, since the average income of Canadian textile
workers in the same year was $10,000, all those who would have lost
their jobs if protection had been removed could have been paid two or
pven three times their real 1979 incomes annually for the rest of their
lives, and there would still have been something laft over for the
consumer 8 Robert Crandall has recently estimated that the cost to
consumers of Voluntary Export Restraints in the U.5. auto industry
between 1981 and 1985 was equivalent to $160,000 per year per job
saved —more than four times the average annual compensation of
auto workers.T

The question, therefore, becomes whether we can devise policies
that facilitate rather than retard gconomic adjustment, while at the
same time providing generous assistance to individuals most affected
by change to enable them to adjust to such change. Economic and
athical considerations regquire this conjuncture of policies. The
experience of Japan and West Germany in the postwar period
suggests that a strong commitment to rapid adjustment is vital Lo a
healthy economy, while the postwar experience of Britain suggests
that the lack of such a commitment is a recipe for serious econgmic
stagnation. However, the Japanese and especially the West German
experiences also suggest the importance af well conceived adjustment
policies to ease the costs of change, particularly in the case of labour.
Can we endow our own political institutions with the eapacity to
generate similar conjuncture of policies? This issue must be addressed
whether the future holds prospects of increased bilateral trade
liberalization, increased multilateral trade liberalization or liLtle
change in the existing international trading regime. Substantial
adjustment pressures (albeit of differing intensities) confront us in all
of these scenarios.
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tecently undergone severe economic difficulties), have they merely
n facing a cyelical downturn in demand, with ne long-run
etural implicationz? Or have they lost their leng-run

ational competitiveness? Difficult as these questions are for
‘nrivate seetor decision makers intimately acquainted with an

\dustry’s problems and potential, they pose even more difficult
gments for public sector policy makers typically lacking in this
iliarity and faced with special interest group pleadings that will
‘exploit all prevailing ambiguities to their advantage. This would
‘cepm to suggest extreme caution in invoking adjustment policies that
P designed to have fundamental long-run structural impacis on
‘sectors that can only be defended by reference to highly debatable and
uncertain premises. Rather, policies should be preferred that

* minimize the risk of these major systemic errors in judgment and

‘instead increase flexibility, adaptability, and reversibility on a
number of smaller margins where decentralized judgments by various
affected economic agents about an industry’s future prospects
dominate over centralized public sector judgments on this issue.

Earlier in this section, it was suggested that political forces
would tend to invert policy preseriptions suggested by economic ami
to a lesser extent, ethical frameworks of analysis by yielding policies
that first favour trade protection to preserve output and employment,
then favour sectoral subsidies to maintain output and employment,
and only then favour subsidies to labour to facilitate mobility. Short
of a radical reordering of the political system that generates these
policy impulses, it is assumed here that feastible policy alternatives to
present policies entail marginal changes in the policy mix so as to
reduce the degree of incongruence between policy outcomes dictated
by good politics and those dictated by good economics and good ethics.

I now turn to an examination of these policy alternatives.

Trade Policy
Given the substantial political attractions of trade protection despite
its economie costs and the retardation of the adjustment process that it
entails, it is unrealistic to propose the complete abandonment of trade
rotection instruments in import-impacted sectors, although falling
global tariffs, sanctioned by multilateral treaty obligations,
inereasingly render extenszive, long-term, import-substitution policies
a tenuous option as a central ingredient of Canada’s industrial
licies.
™ However, where trade protection instruments are still available
to the Canadian government, second-best policy optiens to
abandonment, either unilaterally or in trade negotiations, I'ﬂtht
entail simply holding a tariff constant over time as foreign
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A danger to be noted with the proposed policy focus is that
\dentified earlier of the government making an erroneous judgment
 about the future of an industry and inducing major structural changes
in the industry predicated on that judgment. This danger might be
reduced by leaving the initiative for formulating restructuring
ls, within the policy framework suggested, with the industry
in question, rather than imposing a centrally conceived blueprint on
it. Moreover, as the British and, to a lesser extent, French experiences
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ﬁ“m:inﬁ' laws zn general leve
a5 to further reduee mIiticai.f Eir"m of campai information about job vacancies across the country and are
Producer interor ¢ 07 the consequently limited in their ability to match workers facing lay-offs
rests may he “with jobs in other sectors. By way of responding to imperfect
information about labour markets, Saunders proposes that employers
or at least larger employers be required to register all job vacancies
with Canada Employment Centres. Alternatively, if this requirement
" i5 viewed as imposing excessive costs on employers, Canada
 Employment Centres might collectively be charged with the
 responsibility of maintaining an up-to-date information bank of all job
vacancies advertised anywhere in Canada. In addition, more
disaggregated and more regular Labour Force Survey data for specific
pecupations as well as more systematic, medium-term forecasting of
skill shortages would enable better matching of workers facing the
prospect of lay-offs with institutional or on-the-job retraining
programs that are responsive to those shortages.

Second, existing institutional retraining programs that purport
to respond to market failure in the investment of human capital, have
been criticized —they are often of too short a duration to provide
significant higher skills training, too few places for qualified and
interested candidates are available; living allowances for trainees are
inadequate and student loans are not applicable to such programs;
federal-provincial financing arrangements give a largely exclusive
right of participation in these programs to provineial educational
institutions and mostly exclude private sector training institutions,
thus precluding more diversified judgments about future employment '
opportunities,

Third, geographic mobility assistance currently covers only part
of the direct costs of a move and provides insufficient assistance in
advance of the move. Again, effective mobility assistance grants are
responsive to information imperfections in labour markets and
difficulties of borrowing against human capital.

Fourth, early retirement schemes for older workers (e.g.,
enriched Unemployment Insurance Commission benefits for workers
between the ages of 60 and 65), while available at present in the
textile, clothing, footwear and tanning industries, may warrant
consideration more generally to increase on-the-job training and
employment opportunities for younger and potentially more
productive workers.

Fifth, wage subsidies currently payable to employers who agree
to provide on-the-job training to employees, including those
previously unemployed, probably should be varied counter-cyclically
to provide adequate incentives to participate in such programs. An
extension of the wage subsidy concept would be to provide portable
wage subsidies of limited duration (e.g., two years) to unemployed
workers, perhaps conditional on receipt of on-the-job training from
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djustment are likely to be highest and where, consequently, the
litical costs of not intervening in the adjustment process are alsa
ikely to be highest. In the second tier of proposals, these communities
would be designated for special assistance where the policy goal would
to facilitate adjustment by generously subsidizing exit costs. In
'these cases, in addition to the first tier of proposals, generous
severance packages for older workers, compensation for loss of resale
“value on houses and loss of social amenities, and compensation (o the
' residual elements of the community to offset higher per capita public
services (through assistance to municipalities) also would seem to be
‘dictated — principally for political but to some extent athical reasons,
even though economic rationales for intervention might not directly
 justify such policies.
Under these proposals, by concentrating rescurces on severely
distressed communities to induce members to forego the stay option
and exercise the exit option, the budgetary implications can be
contained. The federal government's Indusiry and Labour
Adjustment Program (ILAP), recently terminated, has some of these
feutures. Under this program, 10 communities and two industrial
sectors were designated as distressed. However, the program was
temporary in nature, was modestly financed, focused excessively on
providing financial assistance to firms to stay or relocate in
designated communities rather than on adjustment assistance to
individuals and, with respect to the latter, focused excessively on
attempting to create mostly temporary employment opportunities in
existing communities. In short, the program appeared to embrace and
confuse both cyclical and structural concerns. While the program
sxhibited serious shortcomings, it suggests the beginnings of
productive new policy directions. However, it must be emphasized
that such a program must be permanent in nature. Adopling policies
only in recessions when alternative resource deployment options are
severely constrained is likely to be much less effective and more costly
than adjustment policies directed to declining sectors in & generally
more buoyant economic environment. Focusing on problems of
adjustment at the bottom of the business cycle is much less
constructive than addressing them at other points in the business
cycle. Recent preoccupation with, and popular writing about,
problems of structural adjustment in North America, while responsive
to political currents of concern in a deep recessionary environment,
reflects this distorted policy focus. The Japanese Structurally
Depressed Industries Law, which provides for industry-wide,
government-approached (and sometimes subsidized) adjustment plans
entailing mergers, reductions in capacity, buy-outs of marginal firms,
scrappage of excess physical plan, and worker retraining in
designated distressed sectors, is a prominent contrasting example of
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the recognition of the need for a longer-

achieved in industries such as aluminum, ship-huildinz, and coal
mining, in relatively short time frames. Itis acknowledged, of course,
thata Primary focus on labour adjustment policies in a period of low
economic growth and high unemployment iz unlikely to prove
politically acceptable or even economically very effective: hence,
would expect to observe pressures for continued reliance in this
environment on trade protection and industrial subsidies to preserve
existing jobs. But an acknowledgement of the difficulties of
fashioning effective adjustment strategies in g sluggish BCONOmy
should not be allowed to obscure the fact that these adjustment.
retarding policies have also been employed in declining sectors in
Canada in much more buoyant times when difficultieg of adjustment

of re-ordering our
Elju:nnant responses in the future as g stronger economy mitigates
E5

A potential problam with these second tiar labour adjustment
proposals is one common to the other policy instruments already
reviewed (trads protection and industriaj subsidies), that is, that they
are predicated on government Jju nts that eommunities gr sectors
are in long-term decline. If, for example, five years ago the
automobile industry and communities like Windsor had been
designated agy distressed and a major exodus of laboyr induced by the
foregoing policies, this in retrospect would appear to have been a
serious mistake. This, of course, suggests extreme caution in invoking

radical exit-oriented policies on the basis of short-run evidence of
i ial di i caution, mistakes

may still be made, but what differentiates these labour adjustment
policies from either trade protection or industrial subsidies is that the
{-is1 ~of error are much more widely -dj\rleraiﬁaﬂ in the

BCONOMY and
are unlikely to prove systematically misconceived, ag trade protection

or industrial subsidy policias may prove to be; adjunct policies to the
latter of attempting to "hot-houge” new industries into depressed
communities run the added danger (amply borne out by Canadian

£ term perspective on
facilitating adjustment in declining sectors, Dramatic reductions i

capacity and substantia] restructuring and consolidation have been
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_ interests in the economic policy-making field, beyond the
resent process of ad hoc and separate consultation, seems highly
desirable. A deliberative structure of this kind may tend to
{nternalize the costs of favoured policies to a greater extent than
narrow special interest groups are likely to and to 2 greater extent
than political parties per se where voters and interest groups typically
lack the organized structure of regular interactions among repeat
players in the formulation of policy preferences to ensure epoperative
sutcomes or the development of information networks required to
evaluate fully the likely impact on their interests of alternative
policies. Producers —capital and labour—are, of course, keenly
interested in how the gains and pains of adjustment are to be shared,
but they also share a common well-defined interest in increasing the
net wealth to be shared. Following closely the simple game theory
precepts noted above (i.e., constrained agendas, limited number of
players, repeat players, regular interactions), some institutional
structures where representatives of the national government can
meet on 2 regular basis with national representatives of labour and
business to share information about the present state of the economy,
forecasts of future trends, difficulties being encountered in particalar
spctors, and implications of alternative policy options, may have
gconomic advantages. Such a consultative structure is likely to
provide the federal government with perspectives on policy making in
the industrial policy field unlikely to be revealed in federal-provincial
government relations with their more diffused focuses, and to assist it
to identify and, over time, perhaps help share some margins for policy
development that address not only the sharing of existing economic
wealth but also the enhancement of our future economic well-being. It
must be emphasized that such a structure must be national in its
perspective and avoid the narrow industry-specific and regional
focuses entailed in the Tier 1 and Tier 2 industry review committees
set up by the Department of Industry, Trade end Commerce in the
1970s, where management and labour from the sectors concerned
simply produced wish lists of government favours for their sectors.
The British experience with mini-triparite bodies (sectoral working
parties) set up under the aegis of the National Economic Development
Council appears to have been similarly unproductive. This is not to
say that a national deliberative structure of government, business
and labour could not profitably consult with particular business and
labour interests when reviewing sector-specific problems, but this
must be distinguished from abdicating policy-formulation initiatives
to such interests, Whatever the structure, the government cannot
afford to be ambivalent in its general policy orientation if these
deliberative mechanisms are to retain a constructive and coherent

focus.
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In this paper 1 deal with the role of management in the process of
adjustment to free trade with special emphasis on management in the
private sector, My function is not to give a technical discussion to
professional economists, but rather to summarize and synthesize what
has been done previeously and published in books, articles, and
research studies done for the Royal Commission on the Economic
Union and Development Prospects for Canada. However, | do not
know of any other topic in the field of economics that has had as much
study in Canada over the past three decades than the topic of the costs
of tariffs, the gains from freer trade, the options for achieving tariff
reductions, the responses to the tariff reductions which have already
taken place, ete. 1 can see no justification for the comment by Premier
Peterson of the provinee of Ontario that no studies have been done on
free trade. However, there has been less study on the managerial
aspects than on other topics on the economie side.

This paper will cover four broad topies:

s  Where do we start from?

»  The past adjustments to tariff reductions

# Theroleof management in the adjustment process

#  The nature of future adjustments
We ean learn quite a bit about the types of adjustments that will have
to occur in response to further reductions in tarilf and non-tariff
barriers between Canada and the United States because we have
already had a significant amount of tariff reduction sinee this whole
process started in the late 1930s with the administration of Prime
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- areas of comparative advantage has been in an area of declining

demand on a relative basis.

A second important characteristie of the Canadian economy at
the end of the Second World War is that the whole pesition of
manufacturing in the Canadian economy was heavily influenced by
the existence of important tariff and non-tariff barriers to trade in
Canada and the other industrialized countries. The existence of tariff
and non-taciff barriers to trade in other countries limited our
potential sales of manufactured products to them, However, our own
tariff barriers provided a degree of protection to domestic producers
that encouraged such developments as considerable product diversity
(the range of products and models produced ina typical plant), a size of
plant that was sometimes too small by world standards to achieve low
cost per unit, and the high costs that these factors led to. Such high
costs within Canada would have led to restraints on exports of
manufactured products even if tariff and non-tariff barriers had not
existed in other countries. These differences can be illustrated by the
fact that in 1950 the level of output per hour in Canadian
manufacturing was only about half the level then prevailing in the
United States, but Canada was still the second highest of all the major
industrialized countries at that time 1

These lower productivity levels were partly matched by lower
lavels of total compensation per hour in Canadian manufacturing at
that time relative to the United States. However, unit labour costs
{based on total compensation including fringe benefits) were about 20
per cent higher than in the United States and higher than the other
major industrialized countries at that time. We were able to attain a
fair amount of exports of manufactured products during those years
primarily because of the widespread pressure of demand against
capacity on a world basis, and many countries imported from Canada
because of the availability of such products here and in spite of our
high cost tendencies.

There were, of course, considerable diversities within Canadian
manufacturing, and some parts of manufacturing were fully
competitive internationally, but these were more than offset by the
much larger number of firms and plants with low preductivity and
high cost levels.

One important contrast to be emphasized is the differences
between Canadian-owned and U.S.-owned plants and firms. There
was not much difference in productivity levels between large
Canadian plants and large U.S.-owned plants in Canada, a point that
had been well established by A E. Safarian's study.2? However, later
research has established the point that Canadian-owned plants and
firms have considerably lower levels of output per person than in the
subsidiaries, after standardizing for industry and size.3 In other
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words, the productivity problems were initially more pronounced in
the Canadian-owned firms, where the levels of value added per
production worker in Canada were only half the foreign-owned firms
for plants with fewer than 50 employees. For plants between 50 and
400 employees the levels of value added in the Canadian-owned plants
were only two thirds or three fourths of the foreign-owned plants.4

Past Adjustments to Freer Trade

A number of important changes have occurred in Canadian
manufacturing, primarily in respense to the reductions in tariff and
non-tariff barriers that have taken place. The productivity gap
between Canadian and United States manufacturing that was almost
50 per cent in 1950 has been reduced to between 25 and 30 per cent
over the last decade. Thus the gap has been reduced to almost half of
what it had been more than 30 years ago. This has come about
primarily because the inereases in output per hour were more rapid in
Canada than the United States fairly steadily from 1950 to about
1974, with little significant narrowing since then.

[mportant new developments have taken place between Japan
and Europe relative to North America. Most other industrialized
countries have had fairly consistently more rapid increases in output
per hour than in North America. To some extent this reflects the
lower initial starting position for those other countries, but Belgium,
France, Germany, Sweden and Japan have now begun to exceed
Canada in levels of output per hour. Thus, Canada has moved from a
position of the highest country after the United States in 1950 to the
third from the bottom of the major industrialized countries by the
middle of the 1980s. A further important point should be noted with
respect to Japan, Japan has levels of output per hour in the large
plants that are about 50 per cent above the couniry’'s national
average, while the smaller plants are about haif the national average,
The larger Japanese plants currently have levels of cutput per hour
that are about 30 or 40 per cent above levels in comparable industries
in Canada, and they have continued to grow more rapidly there than
in North America. This is particularly important when the large
Japanese plants dominate the export market.

This narrowing in the productivity gap between Canadian and
U.S. menufacturing has been associated with both &n increase in the
average plant size in Canada and a greater specialization than
previgusly. The net effect has been an increase of about 40 per cent in
both the average production run and the average plant size, with
related effects on productivity and costs per unit. This has led to an
increased degree of specialization, which has been reflected in an
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the one hand and quite small reductions in the chemical and plasties
Eroups on the other, A second point is that it would not have been
possible to anticipate which industries had small and which ones had
large ecanamies of scale. These companies were a] below about 400
employees in size, and it would have ﬂ:ﬁu i i i

this information from existing data available within the government

new material is expensive to collect, which is one of the reasons
why so little of it js availahle,

The Role of Management in the Adjustment Process

The previous section has summarized the main themes from the work
that has been done on the adjustment process within Canadign
manufacturing over the postwar period. All of the changes required
eanscious and deliberate decisions by tompany management to make
the types of changes summarized in response to the changes in the
environment which were under way,

This can be seen maost clearly in the management characteristies
of the small Canadian-owned companies, which had initially started
off with levels of output per employee well balow the larger plants and
firms within Canada and the comparable industries in the United
States. The sy rvey indicated that an important number of these small
firmg had been able to specialize, to identify a niche in the waorld
market that had been overlooked by the large firms in a large country,
and export a significant Proportion of their total output. A eommon
characteristic of the successful companies was that their managers
tended to be very entrepreneurial, hard working, and frequently had
some initial technical expertise in the type of product they were
manufacturing. A second common charaeteristic was that they had
identified an overlsoked niche in the world market that matched their
areas of interest and expertise. A third common characteristic was
that they had active programs of training and executive development
within the firm.

On the other hand, a number of existing companies had
continued with their previous high degree of product diversity,
producing primarily for the domestic market. A number of these wore
experiencing financial troubles, and some had gone out of business or
there had been changes in management before the interviews were
eompleted, Clearly the differences in management and openness to

i i company experience,
even though the changes in environment were broadly similar in the
differing firms,

Information had alse been obtained on the performance of the
foreign-owned subsidiaries in Canada. The previgus predictions on
what would happen to subsidiaries with tariff reductions had been
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domestic environment were far more important in leading to a much
less attractive situation for investment in Canadian manufacturing in
the 1980s than previously. These factors included slow increases in
output and productivity, a high rate of domestic inflation, high
interest rates, low rates of return to investment in Canadian
manufacturing, a hostile framework for labour-management relations
and a perceived adverse environment for government-business
relations (at the time that the survey was taken). These factors had
also all been mentioned by the Canadian-owned firms, some of which
had already established subsidiaries elsewhere, and a number were
also seriously considering that possibility.? Both the Canadian-owned
and the subsidiaries emphasized that these changes were primarily a
reflection of the above changes rather than changes associated with
freer trade.

Openness to change on the part of senior corporate management
is an important element in the whole adjustment process, Previous
work on management has indicated that younger managers tend to be
more open to change than older managers (although there are some
exceptions). Higher levels of formal education also tend to make
people more open to new ideas. What can we say about differences
between Canadian and U S. managers in these respects?

There are several differences in educational patterns between
Canada and the United States that have been documented from
census data and special surveys of management. Canada has a lower
proportion of the existing labour force with university degrees and
this is also reflected in differences in management. Canada also has a
substantially lower proportion of those between 18 and 25 who are
taking graduate and undergraduate degrees in commerce and
business administration. The propartion taking these courses in the
United States continues to run four to five times larger than in
Canada,

The evidence also indicates that managers are promoted into
middle and senior levels of management much later in their working
life than in the United States. Both of these characteristics would
tend to lead to less openness to change in Canada than in the United
States,

One other area has been emphasized by sociologists and political
scientists as factors in the slow adoption of new scientific and
managerial ideas. They emphasize the high social values placed in
Canada on continuity and gradual change, compared to the OpEnness
to change emphasized in the United States. The United States takes
pride in rapid change, and their managerial selection and promotion
tends to emphasize performance, rather than family status and
seniority with the company 8

itional interpretation (which is not inconsistent with the
one i:ntl?:il:ﬂiuus parapguph’l is associated with the_ras&g;lr:h I:;:r
Mancur Olson. He emphasizes that the economic and social up rda;;. ]
in continental Western Europe and Japan since the E-emfu:!' "I;i:l; hﬁi.f
have led to the emergence of new business and financial le er'?‘h ip
and increased international competition from those countries. 1his
has been reflected in more innovative leadership and faster adnp&mél
of new technology. The absence of radical Fhake-up in the 1. !
economic and social structure may have mn!.nhumd to the e:tg&l. t:u
arosion of the economic and political leadership that the U':;wd fea
had at the end of the Second World War. similar absence :h
radical shake-up in leadership has been present in the two o I.Er
members of the Anglo-Saxon Club of slow-growing countries, name ‘;
Canada and the United Kingdom.? One of the big questions for the
19805 and 1990s is whether the increased qm;natxml uqmpe_rtnt;ﬁn
from Japan and some of the newly industrialized countries in the
Pacific Rim will lead to a successful industrial renaissance in the

United States.

Nature of Future Adjustments
What can one say about the e:l.mi-it t:fklg.n:':.::;"idjuatmants and the ease

i i j ts wi p ? -
= g::::' :ﬁ‘::ﬁ?ﬁmwggum that the changes u:!ﬂer way w{II
eventually lead to a significant amount of deindustrialization Iﬂ
Canadian manufacturing, with the expectation that esuer’gmi.ly :&d
manufactured products would be produced elsewhere .and n?pl:;- o
into Canada. If one were to measure this by absolute dec Er::' i
manufacturing, this has not yet cccurred in Canada (apart 1:11:,
1981-1982 severe recession). On the whole, declines in i1.:'.1:a.r1 m:::
worked in manufacturing hn:;aalready taken place to a far grea
“tm;'::i:::::mmﬁr nffnmm to see a major selling out or closing
down of Eumign-uv;ned plants and firms within Canada. The:rtiﬂat;
of costs and productivity are already closer to those nfdﬂ:-a pn:i:d ;:{;5
further specialization, adoption of new technology an mcEeaI Lsvinx
to other companies in the home country of the parent and else

= h?::ﬂll:rndﬁpear that important further adjustments are likely to
be heavily concentrated in the Canadian-owned small n:a:-l'ﬂq:lcnu:1':&?£
This is the area in which dynamie changes have already b-eEhun. but l]I
is alsa clear that further adjustments are likely. Huwi:;er. & :pec::ﬂ
tabulation of dati: on vaiueladfeguﬁr Fﬂpifm h;; an l:::r}'i;a Eﬂsm

ership, was las 4, _
::mprﬂd b}rh::.;,?ve infnl:'mal:in-n sinee that time. Rein Peterson's study of
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small business was also based gn the data for the 19708, and the
evidence suggests a substantia| growth in employment in small plants

major industrialized countries.

er adjustments are also necessary in a number of what
have become to be called "sunset industries " These would include
such industries as clothing, textiles, boots and shoes ete,, reflecting
the labour-intensive products which are increasingly being provided
from the low-wage, rapidly growing countries in the Pacifie Rim
These industries are experiencing problems in both North America
and Europe, but adjustments in these industries have frequently been
slowed by higher effective tariff rates and non-tariff barriers in the
industrialized countries, Although these industries have experienced
increased competition in the industrialized countries of Narth
America and Eurepe, it is often overlooked that the major
industrialized countries have net trade surpluses in manufactured
products with the developing eountries. Impart competition is
concentrated in a relatively narrow line of highly visible products,
with less public awareness of the significant net sales in the other
direction,

The evidence on which this Paper is based would suggest that the
adjustments can be made angd can be made relatively easily in the
Canadian-owned firms if management is willing to initiate the
necessary changes and they have taken time to achieve consensus on

courntries are not standing stil],

It is not just a matter of increasing productivity and adopting
new technology more quickly. In addition, a major part of these
productivity gains would have to be passed to the buyers of
manufactured products within Canada and internationally for a
number of years ahead. The evidence for Canada would suggest that
real wages in Canadian manufacturing are now approaching 1S,
levels, while the levels of output per hour are betwesn 25 and 30 per
cent below the United States. (To analyze the demand for labour by

any comprehensive basis. Furthermore, I am not aware of any
changes in Canada relative to the United States over the last decade
that would make the consumer price index an inappropriate guida for
the changes between the two countries.) Thig change is necessary
both to obtain an increased share of the rapidly Erowing world market
for manufactured produets, and to continue to maintain a share of the
Canadi

The contrasts with the Japanese experience in this respect are

i i in Japanese manufacturing has more
Enh!lérunl;reﬁ u?::pt'illtq:;thdu::ade. However, real wages EE: hul:;n T
i manufacturing have increased only about 20 nih ]rarem e
pusiony of the productivity gain has been passed to the “u_v o
ﬁ::tat':].ft:ctp:::d products both within ilnpa.n a.;:«nd T‘Lnﬂt;l;“h:t;.:rnldyﬁlﬂrk?t

i btain an enlarged s
ﬁﬁrra;mt:dwﬁp:fwmu;s. ::nd maintain a low unemployment rate,
i

Canadian management will have to give more consideration to

hole question of pricing and the division of prn;luc;.l:;_tzf n];t::::f
s n I:Eyera and workers. There can be a good dea of lewar:
s nt friction for this proposal to be implemen :_M.r 2
okt of the current situation would perpetuate h_il,:}!.': 7
mnhnuahl:mmle bankruptcies and high unemployment whe =
ﬂ:::r :thincteristic of the business eyele expansion that began

December 1982,
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Further Results Concerning the

Canada-U.S. Productivity Gap:
A Comment on Donald Daly’s Paper

F
John Baldwin

Professor Daly is to be congratulated for single-mindedly pursuing a
topic for some years that is important for any discussion of free trade.
Since his pioneering work for the Economic Council of Canada in
1968, he has provided us with considerable information on the plant
scale disadvantages suffered by the Canadian manufacturing sector.
His recent work extends this in an important direction.

What [ should like to stress here is the complementarity between
his work and studies which have been pursued at the Economic
Council by Paul Gorecki and myself. These studies use a very
different set of data. Daly has collected extensive evidence from
interview evidence. We have relied upon an extensive data base that
has been developed from the Census of Manufactures with the aid of
Statistics Canada. Before | summarize our work, let me say a brief
word about the questions that both we and Daly have attempted to
answer.

While there has been previous work done on plant-seale
disadvantages and the U.S./Canada productivity gap, a number of
questions remain only partially answered. First, the importance and
size of the plant-scale disadvantages have not been well established,
Estimation of the importance of the disadvantages requires
knowledge of the cost or production function. Industry production
functions require establishment data for estimation purposes. Te
overcome the previous deficiency in this area, we have used Canadian
Census of Manufactures establishment data to estimate individual
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production functions at the four-digit § : i
Elaﬂilgnalion (SIC) level of aggregation. R SEaaaTh vt
€ also attempt to augment our knowledge of the extent of
plant-scale d:sad\:ant-ggas by developing data on plant size for & ;L::e
sample u_t‘ Canadian mduptnes-iﬁ'i’—&t the four-digit SIC level of
aggregation and h_v‘matchmg_ them to comparable U8, industry data,
The existing information on the extent to which plants are
excessively d:lverm.ﬁpd 15 as unsatisfactory as that on plant seale. In
order to furt?ter our mfﬂn_uatinn here, we developed megasures of ]]iEl.‘-t.
diversity using information on the number of products produced in
Ea:ht.p!““t. thit is available on the Census of Manufactures
E:als T;::lna:re ut has not previously been used in gquantitative
Previous productivity studies of Canadian ind
F ustr 1
:;;?;;E::E-i Fn';v faé:us n? productivity differences at ayr:ITLi:E?;
egated level. Even fewer link plant- i
productivity disadvantages. We do bﬂth.P S G dnintenes o

The Results on Plant Specialization

It is often claimed that the Canadian manufacturi i

: ng seg
gzsnduantaged because plnnf: production runs are toa short.',gl;his :::u;-:

ecause of the small Canadian market, tariff protection, and lack of
competition. We used our measure of plant diversity to investigate
this issue. _Wa found that, as industries have grown during the 1970s
and trade increased, plants have tended to become more specialized
In cross-sectional regressions with plant diversity as the ﬂependeni.
variable, we found that larger plant size was associated with greater
product divﬁrsl*:}'. :'-':HI'. the rate of increase in product diversity sigl:l:s as
average plant size increases. Thus plants add product lines to exploit
plant-scale economies but the advantages of doing so are limited. In
this case, growth of market size brought about by trade liberalization
should eventually solve the product diversity problem. In our
regroasions, we found that falling tariffs over the 19"?!15 WETR
associated with increased length of production runs,

The Canada/U.S. Relative Plant-Scale Results

Concern has been voiced that tariff i i
| protection exacerbates C
rll?:bscnle disadvantages and that trade liberalization 1.-.n:|:II:Ia 2$u1::
1 Our findings were that, on average, across 125
Canadian and U.S. manufacturing industrriaa, we suﬂ‘argn;P;Ea:i:
ngnt size disadvantage in our largest plants, Our statistical analysis
of the determinants of plant size found market size to be the most

important determinant of our disadvantage. Trade liberalization by
more fully opening U.S. markets to Canadian producers would be
expected to reduce plant size disadvantage,

We also found that higher Canadian tariffs led to smaller
Canadian plant sizes compared with those of U.8. plants, but only
where tariffs were high and combined with high industry
concentration. A decrease in tariffs resulted in an increase in the
relative plant scale. Exports in those industries in which Canada has
a comparative advantage were associated with the building of plants
closer to the Minimum Efficient Scale (MES).

The Results on Relative Canada/U.S. Efficiency

We also compared Canada/U.S. efficiency by developing measures of
total factor productivity that made use of our estimated industry
production functions. When no account is taken of different plant size,
the caleulated measure indicated Canada had a level of efficiency of
about 70 per cent of that of the United States. Our scale-corrected
measure of relative efficiency accounts for about one third of the
difference in the conventionally measured productivity gap between
Canadian and U.5, manufacturing sectors. Thus scale effects are
important, but there is a residual efficiency gap that still remains
after plant-scale differences and the importance of scale economies are
taken into account.

In econelusion, our work finds support for many of the
propositions about the problems in the manufacturing sector.
Moreover, it suggests that in the past changes in tariffs and increases
in trade have had a baneficial effact. The work by Daly and ourselves,
coming at the problem with very different methodological approaches,
reaches muech the same conclusion. [t is this type of independent
corrohoration that is required if we are to have confidence in the
preseription of economists—and which is all teo often lacking in the

profession,
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Non-Economic Implications of a
Comprehensive Canada-U.S.
Free Trade Agreement

Denis Stairs®

From a purely economic perspective, the case in Canada for
negotiating a comprehensive free trade agreement with the United
States has been based essentially on three arguments. The first,
reflecting an anxiety generated by the inereasingly protectionist
inelinations of the American Congress, stresses the need to provide
long-term security for Canada's present access to the one external
market that is crucial to the health of the Canadian economy as a
whole, The second, founded largely on the expectation that a
comprehensive agreement would provide, among other things, for the
removal by the United States n}? important non-tariff barriers to
Canadian exports, emphasizes the economies of scale benefits that
would acerue to previously disadvantaged Canadian producers, who
would be able for the first time to exploit a continental marketplace
inhabited by more than a quarter of a billion consumers. The third,
axpressed more readily in the senior common rooms of academic
sconomists and in the quiet corridors of the federal Department of
Finance than in the public pronouncements of government

* This is n slightly revised version of a paper originslly prepared for a collection
published through the Canadian Studies Program of the David M. Keanedy
Center for International Studies at Brigham Young University, Tam very grateful
ta the program’s coordinator, Professor Earl H, Fry, for his kindness in agreeing
that [t appear, with oaly minor changes, in the present volume us well. Extracts of
this paper have also appeared in fnternational Perspectives.
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representatives, is that a bilateral free tr
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relation to so narrow a range of sectors that the ancillary effects will
have only marginal importance. For the purpese of the present
discussion, however, it is assumed that the treaty is genuinely
"eomprehensive” — that it covers a wide and substantial range of goods
and services, that it provides for the removal of a significant collection
of non-tariff barriers on both sides of the border, and that its list of
exemptions is relatively short,

It may be useful to begin by placing the matter briefly in its
historical context.2

The Bilateral Trade Debate: Earlier Rounds

It is @ commonly held view of Canadians that their country has been

created and maintained in explicit deflance of the requirements of
economic rationality as determined by the combined forces of North

American geography and the continental markelplace. There is much

to be said for this interpretation of Canadian histary. But in fact there

have always been some Canadians who have argued that, if our
pockets could only be kept full, our political, social and cultural
identities could safely be left to take care of themselves. If we
prospered economically, we would have the means with which to
prosper politically, socially and culturally as well, In the middle of the

nineteenth century, for example, after the British had repealed the
Corn Laws, and had moved in the direetion of free trade at the expanse
of the system of colonial preferences that had previously given
Canadian products an advantage in British markets, Canadian
authorities were quick to pursue access to the U.S, market as an
alternative. One of the arguments that was mounted in support of the
reciprocal free trade agreement that resulted in 1854 (confined though
it was to natural products—fish, timber, coal and agricultural
commodities notably among them?2) was that it would help to
undermine the case for political annexation to the United States as a
solution to Canada's economie problems. If Canadians could maintain
their economic wealth, in short, full political amalgamation with the
United States would seem neither necessary nor attractive. A policy
of reciprocal free trade, that many were later to oppose on the ground
that it would eventually lead to the political integration of the two
countries, was thus perceived at first as a necessary defence of
Canada's independence.

The 1854 Reciprocity Tresty was abandoned at American
reguest in 1866, and it is sometimes forgotten that in the early years
of Confederation Canadian governments vigorously pursued its
renewal. They failed, and the prime minister, Sir John A, Macdonald,
mounted his so-called "National Policy” in 1879 almost as a second-
best solution. At the beginning, moreover, he defended the policy
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partly on the ground that one of the principal advantages of the new
structure of protective tariffs that it included was that it would lead
the Americans eventually to the realization that reciprocal free trade
with Canada was actually in their own best interest, and would
therefore ultimately make possible a resurrection of the reciprocity
agreement. Maedonald's adoption, therefore, of the view that free
trade with the United States would actually threaten Canada's
independence {and with it the cherished Canadian connection with
Great Britain) came only with his successful election campaign in
1891, when the opposition Liberals were advocating the negotiation of
an unrestricted Canada-U.S. reciprocity arrangement, and hence
offered an irresistible target for political attack on nationalist
grounds.

Even in 1911, when the Liberal government of Sir Wilfrid
Laurier announced that a new reciprocity agreement had been
successfully negotiated with the Americans, the oppesition that
ensued came first from interests that were vested more in economics
than in politics. It was led, that is, by business leaders— mainly from
central Canada —who feared that the new arrangement, which again
applied only to natural produets, would soon be extended to
manufactured goods as well, and thereby deprive them of their
beloved protective tariffs. The electoral battle that ensued, being
exposed to public view, was naturally fought on higher ground. The
maintenance of the British Empire (widely viewed by Canadians as a
farce for good), and the survival, as one of its more important parts, of
a Canada that was independent of the United States, were portrayed
as the principal stakes at issue. But in retrospect, some, at least, of
the architects of these high-blown arguments appear to have been
transparently sell-serving.

Even if the political arguments were inspired at their source
more by economic advantage than by political convietion, they struck
a respansive chord in the electorate. The Liberals were turfed out of
office, and reciprocity was turfed out with them. The result thus
reflected in large measure the more general and persistent Canadian
fear that economic integration with the United States would soen be
followed by political, social, and cultural integration as well.

It was this same preoccupation that caused Prime Minister
Mackenzie King in 1948 to reject an ambitious proposal for a Canada-
U.S. customs union, which had been engineered by Canadian and
American officials in negotiations over the previous winter. It was
also, of course, the source of the concern later expressed by Walter
Gordon and others over the heavy volume of American direct
investment in the Canadian economy, and their sense that the
extensive foreign ownership of Canadian enterprises not only
diminished the effectiveness of Canada’s economic operations, but
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deprived the country of much of its autonomy and independence as
welld oo -4

More specifically, the "nationalists” argued on the economic gide
that Canadian subsidiaries of foreign firms were reluctant to compete
with their parent corporations in export markets ahr?ad; I:.hra.t.
Canada’s "branch plant” industrial structure undermined its ability
to make full use of economies of seale; that multinational corporations
tended to concentrate their research and development activities in
their home base, with the result that their suhs.idian:zs encouraged
much less preduct innovation than they might otherwise have dung:
that they also tended, in periods of excess capacity, to export their
unemployment to their branch plants abroad, and that t_.hmr internal
transfer-pricing arrangements allowed them to manipulate their
accounts in such a way as to incur their profits in the most favourable
tax jurisdiction. The result, it was said, was that the Canadian
government was often deprived of corporate income tax revenues to
which it would otherwise be entitled, and that it also came under
pressure, over time, to align its tax policies —and even its labour
policies —with those of the United States. .

From the more direetly "political” point of view, it was suggested
that the strong American presence in the Canadian economy
constrained the government's conduct of its foreign policy (through
the impact, for example, of the American "Trading with the Enemy"
Act on the willingness of subsidiaries to export their ]{rﬂductﬂ to
markets in "communist” countries); that it created economic obstacles
in the way of indigenous cultural expression (as in the commonly eited
cases of television broadeasting and book, magazine ?nd motion
picture distribution); that it substantially moulded Canadian fashions
and tastes: that it profoundly influenced attitudes to work and leisure;
and so forth.

The Policy Response e
nding to these various and persistent anxieties over s
L:nr:n?:ic rﬁlitinnship with the United States, Canadian governments
through the years have mobilized an impressive array of policy
instruments. In the economic field, these have included not merely
the usual devices in support of economic growth—east-west rail and
road construction, domestic airline r;IJP.v..ﬂE:[:1||:rmn’,-:'|.l:.t tax 131nant1wa for
indigenous investors, industrial subsidies of various kinds, and the
like — but also restrictions designed to inhibit, or at Iea_sr. to re.gulatu,
external penetration. Among these have been protective tariffs and
non-tariff barriers in the case of trade, and — until recently—the
sereening activities of the Foreign Investment Review hgehf:jr in the
case of investment.5 In certain key sectors, like banking, the
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constraints imposed on foreign participation have been more direct,
and have left relatively little room for argument or manoeuvre.

In the cultural field, restrictive policies are usually less
congenial, if only because they collide with liberal principles bearing
on freedom of communication and artistic expression, and on the
unencumbered flow of information and ideas. There are exceptions, of
course. Some of them are indirect, as in the case of Canadian content
regulations applied to television and radio breadeasting. Others are
direct, as exemplified by the attempts of immigration authorities to
inhibit the appointment of foreign academics to the staffs of Canadian
universities.® But the preferred policies in the cultural area take the
form of artificial pump-primings of the national-building sort. The
obvious examples include the Canadian Broadcasting Corporation,
the National Film Board, the granting operations of agencies like the
Canada Couneil (in the arts) and the Social Sciences and Humanities
Research Council (in scholarship), the Canadian Film Development
Corporation, the National Arts Centre in Ottawa, and the National
Museums of Canada, along with programs for providing subsidies to
Canadian book publishers, tax incentives aimed at encouraging
private donations to cultural causes, and a host of others.

It should be noted that these various strategies tend to be either
defensive or constructive in character, rather than externally
aggressive. That is, they are designed either to prevent further new
penetrations by American interests, or to give artificial support to
indigenous alternatives. Only rarely have Canadian governments
attempted actually to remove or roll back an established American
presence. This is partly because operations that were already in place
tend to have staunch defenders on both sides of the border, and partly
hecause they are able to claim a special legitimacy by virtue of their
having been tolerated before. Attempts to alter the status quo have
been perceived almost as acts of aggression and, for that reason, tend
to be especially unwelcome in the United States. The few available
examples illustrate the point. One of them was the controversy
generated by the Canadian decision to remove tax benefits for
businesses advertising in TIME magazine—a measure obviously
aimed at encouraging them to advertise in Maclean’s and other
Canadian periodicals instead—and to deprive TIME of what many
regarded as its “privileged” position in the Canadian market. Another
was the bitter American response some years ago to the decision of the
provincial government of Saskatchewan to assume control of an
American-owned corporation operating in the potash industry. And
still another was the universally hostile reaction in the United States
to the now-dismantled National Energy Program.

In the field of external affairs and foreign policy, Canadian
governments have tried to compensate for the disparity of power in
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the Canada-U.S. relationship, first, by attempting to diversify
Canada's connections abroad, and second, by trying to operate as
much as possible in multilateral arenas rather than on a purely
bilateral basis, The diversification strategy reflects the proposition
that it is unwise to put all one's eggs in the same basket. The
multilateral strategy rests on the thought that there is safety in
numbers, The first has been most graphically illustrated in recent
times by the negotiation in the middle 1970s of a so-called
"econtractual link" with the Buropean Community.” The second has
been reflected most elearly and persistently in Canada's support for
the United Nations and its various specialized agencies, as well as in
the government's repeated attempts to expand and promots the
consultative practices of the North Atlantic alliance. Needless to say,
the strategies do not always work, and some would argue that they are
now less effective than they used to be, But they have been persistent
and recurring features of the conduct of Canada's external affairs,
particularly in the period since 1945, and they are driven above all by
the need to cope with "Unele Sam."

Historically, therefore, it is clear that Canadians in general have
found it difficult to separate their economic relationship with the
United States from their concern to preserve their autonomy and
independence in other areas of public policy and to protect what they
have perceived —often only dimly—as distinctive features of their
society. Canadian governments, morecver, have deployed a
substantial array of policy instruments in their attempts to respond to
these preoccupations. In so deing, they have had, in some measure, to
defy the iron laws of economics and resist the natural pull of
continental economic forces.

Economics and Politics in the Current Debate

Civen this historical background, one of the surprising features of the
present debate in Canada is the degree to which it has focused on the
economic aspects of the issue, to the neglect of traditional concerns
about its implications for the country’s political, social and cultural
life at home, and for the conduct of its foreign policy abroad. It would
appear, in effect, that those who suppert the bilateral initiative are in
pursuit of economic gains (for the first time in Canadian history)
without serfous reference to non-economic costs. Implicitly, therefore,
and sometimes explicitly too, they have accepted the primacy of
economics over other values. Their ranks include not merely the
prime minister and the governing political party, which seems almost
eompletely to have abandoned its traditional nation-building role (or,
at least, its conception of how that role can be most effectively played),
but also, and far more important, the technocrats and bureaucrats by
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whom the government is most cbviously advised, g:}d those sectors 9!’
the academie, journalistic and business communities by which it is
most heavily influenced. .

This is nat to say that non-economic arguments are never heard,
for some of them obviously are (and with increasing frequency as the
debate wears on), but it is to suggest that, for the first time in
Canadian history, they are not being Wnsidemd‘seriuusly n.mi on the!r
merits by those who are responsible for the making of Canadian public
policy. They are received, that is, not so much as considerations that
must be carefully weighed in the balance and taken soberly into
account, but as the untutored expressions of the immature &n_d‘l:l'la
naive—an inconvenience emanating from a domestic political
environment in which the exercise of reason is threatened by
irrational myths and ignorant fears. That being so, they amount to
obstacles against which tactical campaigns must be mounted, rather
than concerns that responsible public policy may need to reflect.

This is, of course, a sweeping assertion, and sweeping assertions
are never entirely true. But impressive supporting evidence can
nonetheless be found, and it may be useful to consider some of it here,
beginning with the changes that have taken place over the last decade
or so in official expressions of government positions and Eﬂl:ma. )

For this purpose, the obvious peint of departure is the special
white paper on Canadian-American relations that was issued by the
Department of External Affairs in the autumn of 1972 under the title
"Canada-U.S. Relations: Options for the Future."® Almost entirely
preoccupied with the question of continental "integration,” the paper
examined the problem from the military, political, economic and
cultural points of view, Drawing attention to the pervasiveness of the
American presence in almost every aspect of Canadian life, it
identified three broad options for Canadian policy.

The first option was to try "to maintain more or less our present
relationship with the United States with a minimum of’ pqlmﬁ
adjustment.” This was rejected — largely because there was "a risk,
as the paper observed, "that in pursuing a purely pragmalic course,
we may find ourselves drawn more closely into the U.S. orbit.

The second option was to "move deliberately toward closer
integration with the United States.” This option, too, was rejected.
The paper's authors, observing that a "free trade area or a customs
union arrangement with the United States would, to all Pt&nts and
purposes, be irreversible for Canada once embarked upon, noted that
the idea had "been rejected in the past because it was judged to be
inconsistent with Canada’s desire to preserve a maximum degree of
independence, not because it lacked economic sense in terms of
Canadian living standards and the stability of the Canadian
economy.” Their own conclusion was the "probable economic costs and
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benefits ... would require ecareful caleulation," but that the "more
fundamental issues .. . (were) clearly political,” and it was "a moot
question whether (the) option, or any part of it, is politically tenable in
the present or any foreseeable climate of Canadian public opinion.”

The acceptable option, therefore, was the third. Ottawa wags
celled it the "ham in the sandwich.” It was described as
"comprehensive, long-term strategy to develop and strengthen the
Canadian economy and other aspeets of our national life and, in the
proeess, to reduce the present Canadian valnerability

This was a little, perhaps, like having one’s sandwich and eating
it, too. It could be argued, after all, that to suggest that Canada
should develop its economy while promoting its independence was to
state the problem rather than the solution. But what in fact it meant
was a strategy of diversification in economic activity abroad, of which
the "contractual link" with the European Community was to become
the chief example, combined with traditional national-building
palicies in economiec, cultural and other fields at home. The entire
thrust of the paper reflected, above all, the view that the relationship
with the United States could not reasonably be considered in economic
terms alone but also had to take into account an interlocking array of
political, economic, secial, cultural and foreign policy interests,

This performance can be usefully contrasted with the discussion
paper entitled Canadian Trade Policy for the [980s, issued by the
Department of External Affairs 11 years later, in 1983.2 The paper
was a sophisticated review of Canada’s trading position in an
increasingly competitive international environment. While generally
favouring a multilateral approach to trade liberalization — that is, an
approach through the General Agreement on Tariffs and Trade —and
while stopping short of advecating a policy of complete hilateral free
trade with the United States, it suggested the negotiation of limited
Canada-U.S. free trade arrangements on a sector-by-sector basis. In
rejecting bilateral free trade across the board, the paper made brief
mention of the political sovereignty factor, but the issue wasz not
further developed in the discussion, and the cultural aspects of the
problem were not considered at all,

The department’s pesition —now reflective of settled cabinet
policy — was taken one step further in its December 1985 booklet,
entitled Canadian Trade Negotiations: Introduction, Selected
Documents, Further Reading. 10 The texts that are included in the
collection are focused almost entirely on the economic objectives of the
Canada-U.5. discussions, and little attention is given to pelitical or
other issues. The booklet includes a June 1985 departmental analysis
in which there is a brief mention of "political sovereignty
implications," but these are assessed in beneficial terms. A move
toward freer trade, the authors argue, "should strengthen the
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cconamic fabric of the country; it would reduce regional differences on
the conduct of trade policy; and it should reinforce a growing sense of
national confidence." They go on to suggest that "a bilateral treaty
eould be a better guarantor of our sovereignty than the gradual
uncontrolled drift toward integration now taking place. The possible
adverse consequences can be managed by pursuing deliberate policies
of strengthening cultural and other fields of endeavour which would
bolster our natiomal identity," The authors, in effect, reach
conclusions that are the precise antithesis of the arguments advanced
by their predecessors in 1972, and their position is echoed in a speech
by the secretary of state for external affairs, Joe Clark, which is
reprinted elsewhere in the volume under the title "Trade Negotiations
and Cultural Industries".11

In assessing these evolutions, it may be pertinent to note that by
1983 the Department of External Affairs had been amalgamated with
the trade divisions of the old Department of Industry, Trade and
Commerce. It is possible, therefore, that the change in the
department’s policy can be explained in part by the change in its
bureaucratic composition, as well as by the more obvious turnover in
the country's political leadership. At the same time, it should be
understoed that this erganizational reform was not itself & mere
"accident,” but was deliberately aimed at harnessing the conduct of
“foreign policy" to economic objectives,

In fairness, too, it should be noted that the 1983 and 1985
publications were directed specifically to trade policy, and not to the
analysis of Canada-U.3. relations in general. The point, however, is
that in 1372 it would have been thought totally inappropriate —and
certainly unhelpful —te analyze the problem of Canada's trading
relationship with the United States without also taking fully into
account a variety of other political, social, cultural and foreign policy
interests. In short, the policy problem would not have been
conceived, much less resolved, in economic terms alone.

This may have the appearance of making too much of too little.
Government position papers, after all, come and go— like academic
enthusiasms —in easy accommuodation of passing fads. But there are
other indicators —apart from the negotiations themselves — to suggest
that the change may be more deeply rooted than this interpretation
would allow. Bilateral free trade with the United States has also been
supported by the Etonomic Council of Canada and by the Senate
Committee on Foreign Affairs. It was one of the most central
recommendations of the massive report of the Royal Commission on
the Economic Union and Development Prospects for Canada (the
Macdonald commission),!? and the commissioners found strong
support for bilateral negotiations in the testimony of many of those
who presented briefs at their public hearings. All of the provinces
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except Ontario have been broadly supportive of the free trade
initiative, and even the Ontario government is cross-pressured by an
econemic constituency that is clearly divided on the issue. Business
communily organizations, like the Canadian Manufacturers'
Association (until recently a strongly protectionist voice) and the
Canadian Federation of Independent Business, have also tended to
favour the negotiations. In the press, there have been oecasional
expressions of caution and concern, but relatively little of the
comment has focused on the non-economie aspects of the debate. 13

It could be argued, of course, that these indicators reflect only a
temporary phenomenon, and that the pendulum will eventually swing
the other way. Bul there are reasons for suggesting that this will not
happen. Four of them appear to be particularly important.

The first results from the obvious fact that, in spite of the various
counter-measures that Canadian governments have deployed, the
country has already become so closely integrated with the United
States that the process appears now to be an irreversible “force of
history." Seme 30 per cent of Canada’s Gross National Product (GNP)
enters into foreign trade, and more than 75 per cent of total Canadian
exports go to the American market. Similarly, more than 70 per cent
of imports are purchased from American sources. The proportion has
been increasing steadily, and in the manufacturing sectar it has been
encouraged, in particular, by the growth of intra-corporate
exchange —that is, by trade between Canadian subsidiaries and their
American parents, Tariff walls have been dropping, in any case, as a
result of multilateral agreements negotiated through the GATT.

On the cultural side, it is true, there have been very substantial
displays of indigenous Canadian prowess in the literary and
performing arts, but this has been much less noticeable in the related,
but more commercially-dependent, field of popular entertainment. 14
The flood of American books, magazines, films, and television
programs— to say nothing of fashions and fads— continues unabated.
In some areas, advances in communications technology have reached
the point at which government regulation becomes managerially
impossible even if regarded as socially desirable. The Liberal
government's abandonment not long ago of the attempt to regulate
the private use of devices for receiving satellite transmissions of
American television programs provides an obvious case in point. The
initiatives of the Canadian Radio-television and Telecommunications
Commission in trying to moderate the flow into Canada of American
radio and television programming have been no more effective than
were the efforts of the RCMP in attempting to prevent rum-running
along the Atlantic coast during prohibition —and for many of the same
reasons. Even the reports and interpretation of the international
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news that Canadians read, hear and see come largely from American
SOUTCES,

These realities ssem now to be producing two reactions, and they
reinforce one another., The first is pragmatie, It iz represented by the
conclusion that the attempt by government authorities to resist the
integrative process through the use of countervailing public policy
instruments is ultimately futile because it is impracticable. It is
better, in short, to align with the inevitable than to wage a war that
cannot be won.

The second reaction is at once more subtle and more signilicant.
It is reflected in the view thal resistance is not merely ineffectual, but
also, to some extent, improper or illegitimate. This is partly, of course,
a matter of allowing the secular principles of western liberalism to
take over, and te assert that it is not the proper function of
government to attempt, in these areas at least, to inhibit or otherwize
influence the spontanecus evoelution of our political, social and
cultural values, These are questions for individuals in society to
determineg, and not for governments to mould. But the argument may
also reflect the pervasive success of the assimilative process itself, so
that liberal postulates of this sort are being invoked, not because
Canadian policy makers and "attentive publics" are more enthusiastic
liberals now than they were before, but because they no longer see
anything fundamentally worrying in what has been happening te
their society. If this is true, it effectively means that Canada's
cultural integration with the United States has passed the point of no
return. It has ceased, that is, to be perceived as a legitimate issue on
the national agenda.

It may be worth pointing out in passing that this phenomenon is
not peculiar to Canada, and it can be argued that Canadians are
merely experiencing a process that is common to most of the western
industrialized countries and, increasingly, to much of the rest of the
world as well. National cultures, in this view, are disappearing
everywhere before the onslaught of a kind of universal pluralism. As
Anthony Westell, during the course of an elaborate defence of the free
trade option, has put it,

the coneept of national identity rooted in a national eulture
is being washed away by the technologies of transportation
and communication that are producing not the uniform
man in a homogenized society, but variety and diversity in
an international society. To be a Canadian citizen does not
signify a way of life, or a set of values beyond ettachment to
the community and loyalty to the national state. So the fear
that eloser association with the United States will erode a
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Canadian identity in the making or abort a Canadian
culture about to be born is unfounded. 15

In ghort (and as Marshall McLuhan might have predicted), the world
is becoming more homogeneously heterogeneous, and none of
us— Canadians perhaps least of all — can escape the process,

If many Canadians have given up on their founding national
purpose, therefore, it may be partly because they no longer believe
that continental integration ean be resisted, and partly because they
have lost the will to think that it should be resisted. But they may
have given it up for a second reason as well —economic panic, Faor,
with some exeeptions, Canadian economists and public administrators
have become more and more concerned thatl, in an inereasingly
regionalized world, Canada has no other place to go. The negotiation
of the "contractual link™ with the European Community may have
been a triumph of Canadian diplomacy, but it was a lamentable
failure as an instrument of foreign economic policy, It has become
increasingly difficult, in fact, to find overseas markets for Canada's
manufactured goods, and exports of raw materials and natural
resources (as an inhabitant of British Columbia will attest) are subject
to unseemly ups &nd downs. Having no easy access to either
industrialized Europe or industrialized Asia, and having discovered
that for the foreseeable future there is little prospect of solving the
problem through trade with the so-called "Third World™ (to say
nothing of the newly industrialized countries (NICs)), it seems natural
to turn to the United States as the only accessible market of sufficient
size to encourage the exploitation of economies of seale, and hence the
production of value-added goods at internationally competitive prices,
That being so, there is a strong feeling in Ottawa and elsewhers that
every effort should be made to ensure that Canada's access to the 1.5,
market is not only expanded, but permanently secured, so that
Canadian producers will be exempted from such future rounds of
American protectionism as may eventually find unwelcome
expression in Congress. Economists are practitioners of the dismal
science, and the alternative they describe is appropriately gloomy: a
contracting Canadian economy, plagued with inefficient industries,
rising prices, high levels of structural unemployment, and publie
services substantially reduced as a result of declining government
revenues. Economie integration with the United States thus comes to
be a wvirtue driven by necessily. And necessary virtues, unlike
optional ones, are difficult to resist.

Attitudes may have changed, thirdly, because the distribution of
pertinent political forces within Canada has been altered in such a
way as to make the change politically more acceptable. Historically,
the lines of battle on the free trade question have reflected the
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regional interests of different parts of the country, with the natural
resource and agricultural economy of the West being in conflict with
the industrial and manufacturing economy of Central Canada. Now,
however, the national economy as a whole has become more
diversified and complex, and even within particular economic sectors
there are differences of interest, and hence of opinion. The result is
that support for the free trade option has become more general, and
the opposition more diffused. Ontario, at the manufacturing core, still
hesitates, but its position is ambiguous, and it is not clear whether its
reservations are genuinely and deeply held, or are only being
expressed on the one hand to test the waters, and on the other to
establish bargaining leverage for concessions from the federal
negotiating authorities. In any case, the government in Ottawa isin a
position to pursue the initiative with much less fear than ever before
that it will arouse significant concentrations of opposition that are
congruent with particular regions of the country. The issue, in short,
is now much less likely than in earlier decades to generate cleavages
that eoincide with important provincial boundaries,

Finally, there is evidence of a growing eonviction among decision
makers in Ottawa, as well as among their most attentive publics, that
the political and cultural arguments against economie integration
with the United States are not, in any event, propesitions that can be
"proved” in accordance with the normal methodological canons of
social science, and hence are not persuasive. This, of course, is not an
entirely new factor in the debate. The connection between economic
relations abroad on the one hand, and political behaviour, public
policy and cultural values at home on the other, has always been
difficult to demonstrate by empirical means. The cause-and-effect
linkages are too indirect, and the behaviours and values at issue are
too intangible for the matter to be resolved by simple inspection of the
facts, no matter how sophisticated the research methods employed.
Political seience is a weaker diseipline than economics, or it has a
more difficult agenda. Either way, it seems unable here to give clear
answers. The result is that opinions on the general impact of
continental economic relations are reached through subtle
combinations of interest, preference, and judgment, and not by
reference to irreflutable fact — which presumably helps to explain why
the disagreements persist, and the issues involved have so frequently
been debated with more rhetorical heat than substantive evidence.
The difference in the present round of debate, however, is that the
other forces invelved are lending unprecedented weight to the
integrationist position, and, perhaps for the first time in Canadian
history, are shifting the onus of proof from the supporters to the
opponents. 18 The predicament of the latter is that they cannot provide
a satisfactorily persuasive case if they are required to pass

quantitative empirical tests. The economists, by contrast, at least
look as if they can. 17

The Stakes at Issue

The central question obviously remains: does it really matter?

The answer clearly depends in part on the perspective and 'q"ﬂl.luﬁ.'!
of the analyst, and even then a “judgment call” is required.
Individuals, therefore, who start from the same premises often reach
different conclusions. It may be useful, nonetheless, to identify some
of the more important of the non-economic concerns, and to attempt in
each case to assess the significance of the argument. For purposes of
exposition, it will be convenient to consider first the arguments that
can be safely dismissed, and second the ones that thoughtful
Canadians will want to take seriously into account,

There is no reason, first of all, to conclude that a bilateral free
trade agreement would lead—even by slow degrees—to Canada's
political integration with the United States in the formal, or
institutional, sense of the term. That is, there i5 no reason to expect
that it would eventually culminate in the unification of the two
countries. For a variety of reasons, Canadians would vigorously resist
any such development, and there is no cause to think that the
Americans would press the case. In any event, both parties would
have obtained most of what they wanted without this further step
being required. . )

Secondly —and with qualifications to be discussed below—it
seems unlikely that a bilateral free trade regime would hi;‘l'f.. a
significant impaet on at least the fundamentals of Canada's political
culture. This is partly because the two countries are driven, at the
level of political philosophy, by the same basic values and are
organized politically on similar premises. They are like-minded, that
is, in their commitment to the liberal democratic state, as governed by
representative political institutions. To the extent, moreover, that
there are differences in their political siyles and practices, these are
deeply embedded in their respective institutional arrangements, and

it seems improbable that these will be dislodged (unless, for some
unforeseeable reason, Canadians choose to abandon their
parliamentary system of responsible government in favour of the
American system of checks and balances). There is nothing, :erlainl:,_r,
in any of the proposals for continental free trade to suggest that this
will happen. )

Thirdly, it seems unlikely that a bilateral free trade
arrangement, in itself, will have a truly significant impact on
Canadian eultural activities or popular entertainments. This is not
because patterns of trade are unimportant as determinants of the
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cultural process, but because the citadel —if ever there was one— has
already been taken. Pump-priming of indigenous cultural activitiss
could still be maintained (although probably not without occasional
American protest), but there is little reason to think that the influx of
American "products” in cultural fields would be more overwhelming
under free bilateral trade than it is now. The problem here—if
"problem™ it be — is rooted in other forces.

The argument, finally, that free trade will lead to an erosion of
the amiable gentilities of Canadian society also seems not to be
entirely persuasive, although here it is more difficult to be certain. It
is, of course, a eliche of Canadian commentators to observe that theirs
is & more ordered and restrained, and less ruthlessly competitive
community than the American; that Canada prefers industrious
beavers to soaring eagles, "peace, order, and good government” to
"life, liberty, and the pursuit of happiness,” and the RCMP to Billy the
Kid. The vitality of America is expressed in its creative
accomplishments and in the exuberance of its economic life.
Canadians are duller. On the other hand, they can safely walk the
streets of their cities at night 18

These, obviously, are stereotypical images. It is hard to know
what to make of them. But to the extent that they reflect a genuine
contrast between the two societies, it is not elear that it will be eroded,
at least in the short run, by a slight expansion of continental trade,

There are other areas, however, in which the side-effects of a
comprehensive (ree trade agreement could be very substantial and,
from the Canadian point of view, not altogether welcome. Three
possibilities — or types of possibility — come most obvigus] v to mind.

The first of these is that a bilateral agreement will tend to reduce
Canada’s freedom of manoeuvre in a large number of areas of publie
policy that are not directly related to trade per se, and lead in time to a
"harmonization" of Canadian policies with those of the United States.
This will happen, not because of the specific provisions of the treaty
itself (although these eould be a harmonizing factor, too), but because
of the impact of two simultaneous political processes, one on the
Canadian side of the border, and the other on the American.

On the Canadian side, the process will result from the fact that
any policy within Canada that has the effect of increasing the costs of
Canadian producers relative to those of the United States will be
strongly resisted by the industries concerned, These will argue, in
effect, that, if they are to have a reasonable chance of surviving the
powerful competition of their American rivals, they must have an
even start at the gate, and cannot be unfairly disadvantaged by
government policy. This is a phenomenon that can be detected &ven
now, but it will intensify —and certainly it will be more difficult for
governments to resist —ifit is legilimized by an agreement founded on
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inciple that all enterprises should have equal opportunity in the
3::-‘11:?;?:.!; Where Cﬂnil:.ﬁan corporate taxes are higher thandtha
American, for example, can“?iar'::d pru::lucers can be expected to
mand be appropriately reduced. G i
o Th:hs‘:l.tnﬁe ;hnnﬂl:lzfcngn can be expected to arise in rnluu;:} to
regulatory controls. If, for example, Cnpadmn labour codes, safety
requirements, product standards, or env:runm&lnt.u.i regulations are,
in certain areas, more stringent than the American, and hence mutl;e
expensive to implement, Canadian production costs will be
correspondingly higher, and Canadian firms will be quick to dr.::l;s.nd
relief. The consequence over time is almost ceriain tl?n :i a
harmonization of Canadian policy with American in a host of fields.
In some areas, depending on one’s point of view, this may be seen as an
advance. In others, it will not. But in either event, the government's
freedom of fizcal and regulatory manocuvre will have been eroded. :
Constraints on Canadian policy can also be expected to mr;u t
from political forces generated on the American side of the border,
although this time in the opposite direction. That is, Amencm}
producers will object to any Canadian policy that has the efTect, nn_lt: t?a
increasing Canadian production costs, but of reducing them. °
most obvious examples are government subsidies and other |p:eln1'.;;res
designed to promote regional and industrial @em:a'mpmenl.jmn uding
the development of so-called "cultural industries”). There is evidence
already, however, of this argument heing mpnte:i against poh:;;za
that in' Canada have a much wider ?nclnl import—nota 1;
unemployment insurance, and other ingredients of the so-called socia
security "net.” With a free trade regime visibly in place, Ameri::ﬁ:
industries that were feeling the pain of Canadian competition m;:g
expected to ery “Foul” with even more than their present vigour. ”
In anticipation of such problems, Canadian negotiators wi
ohviously try to protect their future freedom of domestic mn_m_:neuw?_
by bargaining for specific exemptions from the general provisions DI
the treaty, and much will depend on the terms of the eventua
agreement. Even in the case of regional and industrial subsidies,
moreover, the problem will presumably arise only in cases where Ipnrr.
of the production is destined for the American market. Nugﬁt.he fjss,
the potential implications for the autonomy of Canadian public policy
are real and extensive, and it should come as no surprise gﬂmdmu:,
in their public discussions, begin to take them seriously into ﬁm}m :
Even now, there is a realization in some guarters tda 'I,E
negotiations with the United States have as much to :'ha wi
"deregulation” as with trade per se. That, of course, gives them a.l
significance which goes to the very heart of contemporary pohtu_:a_i
debates in the Western World—debates bearing on the perennia
question of the proper role in society of the state.
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There is a second group of considerations arising from the
possible impact of a Canada-U.S. free trade aAgreement on
perceptions of Canada, both al home and abroad. In external affairs,
for example, it is possible that the declaration of a Canada-U.S. free
trade area would persuade governments elsewhere in the world of
what many of them suspect already —that, for practical purposes,
Canada's interests in international politics are the same as those of
the United States, and that Canadian foreign policy can be routinely
expected to support the American cause. Parceptions of this
kind —even now a problem for the Canadian foreign service —could
seriously limit Ottawa's freedom of diplomatic manoeu vre, and make
it more difficult for its voice to be heard

Within the United States itsalf, moreover, the ereation of a free

trade regime could lead to very similar expectations, with the result
that Canadian deviations from American poliey would be viewed as
surprising acts of betrayal, and hence would be more vigorously
resented than they are at present. Canadian governments, aware of
these realities, might therefore become increasingly reluctant to
adopt independent positions on international issues. This is already
the case, for example, in relation to Latin America. While precise
measurement in such matters is difficult, under free trade the
problem could become worse (when viewed, at least, from the
Canadian vantage point). For Ottawa, moreover, the political
consequences of this dilemma could be intensified were American
policies to become especially unpopular in Canada—as they were, for
example, during the Vietnam War. Federal authorities would then
have the always difficult choice of irritating the Americans or
irritating their constituents,

More important still, it seems probable that a public
announcement that Canada and the United States had established a
bilateral free trade area would have an enormous impact on the
perceptions of Canadians themselves, Psychologically, in effect, they
would be "throwing in the towel” after more than 200 years of trying,
against the opposition of overwhelming economic forces, to establish
and maintain a political and socigl communily clearly distinguishable
from that of the United States. In other words, it would place
Canadians— psychologically — inside the American "world view,” and
in 5o doing it would well erode such slender will to meaningful
national survival as they still possess. This does not mean that they
would give up their formal sovergignty — for reasons already
discussed, that would hardly be necessary. It means only that they
might give up the attempt to use their sovereignty in significantly
dilferentiated ways,

The third serious possibility, closely related to the other two, is
that the implementation of a free trade agreement would have the

o
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i iling "public philosophy” in
dly, of changing the prevailing publie phi hy'
gﬁé:ggsﬂmaa vymy as to EmEe it very a:r:_ula[' to that of the 'l.[nltled
States. This is partly a matter of "deregulation, and of the gr:m:ﬂ:;
version of modern liberalism that dnrtEu!xtmn represents. But, s
broadly, it refers to the way in which the role of the state in En-cmi ¥
mncei?éd and the priority thatis givento anﬁmm'n?"&}&:rmﬁé
: izati ea
In such matters, sasy Eeneralmﬂﬂ?ns are often mislea thé A
i ing the difference is to observe that, in
;ﬁlﬁr ::Ll:rzlfi:t;ngineml assumption in economic matters that lgbngr
hould move to where the jobs are, while in Canada the enpectahunha
‘:hat the jobs will move to where the labour is I{amlirﬁi:m\:. the
vernment will take remedial action if they do not). ig 1; an
gnnmmuy inefficient principle. N?lnetha}iss, ﬁyhﬂ:n?::ﬂiiu :ﬁ?
argued i ada that it is a socially, culturally,
dasirahllnff:nﬁaﬁun upon which to I;nser tiudh}:c rﬂ“i:ri'nd“nmui?;;
tion dicta ¥
regarded, in effect, as a conceptior oy th i
i n which its population is geographi
{dﬁnt:i?:it:::‘l E;h lfyﬁhliatnry and environment that its 1hh&h1tﬂﬂ_t:
have expn}inm:ad. While there may be a strong arg;ameur;l;r;d
economics for saying that Cape Breton, E;:rr e:;:rqpng EE}&TI:EI ia.:s et
i L is n
to turn into a nearly deserted national park, i e o
iti insufficient as a foundation for public policy
;rri:::.;?: waxa]&i}t ;:,::1“ from economics a'Eu-.;:e, and nag:;r::.'s aﬁ}::;
i t, by exposing !
community values. If a free trade agreemen o Ao Conadions
ilosophy and the reality of America
imb:at:‘iﬁl::, E?t.ers Ll]:ase assumptions, it will have transformed the

character of the country itself 20
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As an indicator of the growing popularity of Westell's argument
in public policy circles, it should be noted that his arﬁ:le is
described as "seminal" in the report of the Macdonald
commission, which quotes it at some length (p. 299). It is also
quoted on two occasions in the Department of External Affairs
booklet on Canadian Trade Negotiations (pp, 36 and 81).

It is thus no coincidence that the Department of External Affairs
finds it appropriate to include in its booklet on Canadian Trade
Negotiations the following passage from a November 18, 1985

editorial in The Globe and Mail: "It is often alleged that those
supporting liberalized trade "have not done their homework." In
reality, that is _f&r more true of those who oppose free trade.
Among the critics, therefore, rhetoric, passion and a maudlin
nnhunafhsm‘t sometimes fill the gap or conceal a defence of
economic privilege. That does not pay the issue anything like its
due. Who are the real 'nationalists’ in the free trade debate, and
who are the defenders of special interests? Who has done the
{eﬂﬂcl‘t. H.nd who appeals to generalized fears? A debate exists:
ltaggun]:t_-,r is the problem.” (See Canadian Trade Negotiations

P- ; L

*ll_f'ehe D_apa:‘:.&mﬁnttf E“ﬁfmt,ﬁl Affairs appears, however, to
cOgTize mitations e economic ar % i
oy gy gument. See, again,

Contrasts of this kind are developed at length in Pierre Berton”
; - 5
Why We Act Like Canadians: A Personal Exploration of ﬂr::r

National Character (Toronto; MeClelland and Stewart, 1982,

This may seem like a somewhat one-sided analysis, but, of

f]?nur'?li:' the dlp@n;ﬁy u]lithe ﬁiuf:ﬂ.he two countries ensures that
e "harmonizing” will occur far more extensively i

than in the United States. S S

This could, of course, have an eifect sn what deseribed
earlier as "the amiable gentilities of Canadian a:uc?:t?_" R

——

o

Canadian Sovereignty and the
Free Trade Debate

§$
Glen Williams

If sovereignty can be determined at least in part by a nation’s ability
to chart its policy directions without the need to submit to external
political, economic or aoeial forees, then the best of our political
economists have long held rather pessimistic views on Canadian
sovereignty. Harold Innis wrote after World War I that Canada had
moved from "colony to nation to colony.*! More recently, Leo Panitch
remarked that "in Canada's voyage from colony to nation to neo-
colony, we seem to have exchanged the “shadowy and unreal”
independence offered within the British Empire for the "shadowy and
unreal” independence tolerated by the Americans.”? Canadian
sovereignty, for the political economists, i3 always bounded and
rendered meaningful by the external structural relationships which
attend the unique manner of our integration within empire.

Within the study of Canadian political science generally and
Canadian foreign policy in particular, the powerful implications of
these observations have been scarcely explored. Canadian
sovereignty has largely been viewed as a quantifiable variable; the
Canadian state has more or less of it according to the manner in which
specific circumstances or challenges, like the free trade debate,
manifest themselves over time. At one extreme, Canada has been
presented as a fully independent modern nation-state (or binational
state) much like any other western liberal democracy and,
accordingly, the significance of the structural relationship of empire
for assessing Canadian sovereignty is minimized or ignored ¥ At
another extreme, it has been argued that the weight of foreign

101
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domination is 20 great that Canada enj i
dag're&:gismmi gﬁty.‘ da enjoys scarcely any meaningful
e this latter opinion might appear to hold something i

common with the Innisian perspective niP "colony to nation to culufwu'!
this is only because Innis's views on this question have been so often
m:sm}arpt:etad. Although Innis wrote that our economic history had
hean dnmu:m!.q;l by the discrepancy between the centre and margin of
western civilization™ and catalogued important economic
dlE_ﬂﬂvEntﬂ.ﬂﬂ associated with aur marginal status, on the whole he
believed that aur "colonial® association with the centre had promoted
Canada's economic and political development. Conditioned by the
ghifting demands of more advanced industrial centres for our resouree
products, the pace of this economic development was vulnerable to
vislent swings as the world economy expanded and contracted
However, this vulnerability was not an indicator of exploitation or
undafdevnl_npment but was simply the essence of the regional
relationships between the "new countries,” like Canada, and the
more aatqbl:_shed centres of empire, Great Britain and the United
§I.at.ea., w]thn :uestnrn civilization." Unquestionably, because the
new countries,” characterized by staple export specialization and
E‘-ETBI“"-B: industrial backwardness, followed the pace and pattern of
mdu:?tnal_d&velnpmenl. set in more advanced centres, the regional
relationship was asymmetrical. But in economic development, as
measured by preductivity and living standards, and in pdlit;ical
development, as measured by liberal democracy, the centre and
margins of western civilization were largely equivalent,

Innis’s technique of viewing Canadian development through the
lens of its lesser, blft nonetheless associate, status within the British
and American empires has had a significant influence on tendencies
within the revival of Canadian political economy surfacing in the
1970s and 1980s. My own work on Canadian industrial policy, for
enmpig,fpum forward the thesis that it was an initial location within
the British Empire which accounted for the peculiar import
subsh_tutupn character of Canadian manufacturing, while its later
organization as a regional extension of U.S. industrial production
rendered its modern branch plant form ¢ From our vantage point in
the late 1980s, it is possible to argue that the Canadian ECONOMY AS A
whole may now be better understood in many respects as a
geographically large zone within the U.S. economy rather than ag a
distinct national economy. Although this pesition may at first appear
extreme, it is merely the logical conclusion of an anal v5is based on the
consideration of factors such as the three quarters of Canada’s impart
and export trade that is accounted for by the Americans and the
nearly one half ownership share of our productive apparatus that they
now enjoy. Under these conditions, and given the relative size of the
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economies, it would be odd indeed il industrial and resource
production in Canada failed to dance to rhythms written south of the
border. In recent years, the integration of the two economies has been
enhanced by the GATT agreements on taril reduction. These have
already brought us to a kind of de facte free trade with the United
States. By 1987, 95 per cent of Canadian goods are scheduled to enter
the U.5. with duties of 5 per cent or less and 91 per cent of U.S. exports
to Canada will be in equivalent position in our market.

The Regional Relations of Empire

Presiding over the northern extension of a continental economy
organized by American interesis, the Canadian state system's
political autonomy can only be fathomed within the nexus of empire.
In the 1909 creation of the Department of External Affairs, it was the
primacy of the British colonial office in the conduct of our inter-
imperial and foreign relations which defined Canada's international
business as “"external™ rather than "foreign." As Glazebrook
suggested, "foreign and imperial relations were, to some extent, the
same."T [nnis observed with respect to Canadian foreign policy that
"autonomy following the Statute of Westminster {1931) has been a
device by which we can co-operate with the United States as we
formerly did with Great Britain."8 Today, two thirds of our bilateral
relations are conducted with the United States?, thereby leading our
foreign relations, in their essence, to continue to manifest themselves
as imperial relations.

Far-reaching constraints on the ability of the federal and
provineial states to challenge the power of America in Canada result
from the primacy of the continental relationship in economic policy
making. While the formal autonomy of the Canadian state can
seldom be directly challenged, perceived hostile nationalist challenges
to the continentalist status quo can often be forestalled, muted, or
repudiated at a later point after concerted campaigns of pressure by
U.5, multinationals and the U.S. government. These campaigns need
never step outside the normal decision rules of Canadian liberal
democracy bul can simply utilize all the many points ef political
pccess and leverage available within a multi-party, executive-
dominated, federal system, In making their representations,
Canadian branches of multinationals are typically accorded the zame
legitimate "corporate citizen" status by state elites as domestically-
owned firms 10 As the fate of the early 19808 Trudeau government
initiatives on the Foreign Investment Review Act (FIRA) and the
National Energy Program (NEP) vividly illustrate, key to the success
or failure of American pressure campaigns is the degree to which
factions within the executive class of our bureaucracy, the cabinet,



IM  kNockING ON THE BACK DOOR

and the leadership of our politica

| parties resonate within their awn

decision forums the multinationals' arguments for a continentaljst

vision of the Canadian national

interest.1l Key, as well, is the

manner in which the maintenance or eultivati

. ] - u r h
continental relationship can hald even nationalist En{:haq;ia?: Elti?: I
makers hostage on specific issup disputes, i

One 1975 survey of some 300

members of our foreign policy elites

captured very nicely the anti-matter univers i

Ty ) ; e of C
(nju tonomy within empire. Nearly two thirds saw ﬂ:-:e U:?t:glggtz?::
"JM:!?H; best friend and .one half defined Canada as a "partner” in
Nor merica, suggesting that on most issues in international

affairs Canadian and American j

nterests are essentially the same.

And yet, 52 per cent felt that the conti
\nd 3 1 nental economy “significant]
Eﬂn;:tad‘(‘i E;nmim.n autonomy in domestic affairs and only E;t;l per :en{
believed that, compared to most other countries, Canada acts
mdﬂpjndfnﬂ:{i‘ in :E_tmnatmnal relations,. 12
ust as the effective expression of American political ;
) - » Inte

:Iva:ft'h"l:iuthe ?anndmn state rests on the mninl_ﬁnnnntinantmﬁ

mitions of the Canadian national interest found amongst our

governmental decision makers,

50 ultimately the domination of

continentalist persuasions within the state elite i i
sU. S W te is rooted
pattern of mass opinions within Canadian eivil society, 13 Eev-m:f:r x:

cent of Canadians in the 1980s vie

wed the United States as Canada's

best friend, and one half between 1977 a
riend, anc & nd 1986 ex "
m}ty irl ;j‘mm'?;mhlhel cl:m.!li;ienne in the ability of t.hi:r%.?nsﬁdta T:Z:.{
world problems, 14 Only one quarter of C ia
E;r:“ipmd ttﬂ ngt;:l _tthat ;.re should withdrn& from r?ﬁmm:nizﬁﬂ%
'd adopt neutrality when asked in the mid-1970s and in i

mid-1980s.15 At least a plurality of Canadian ubli o e
backs controversial U.S, foreign policy i.n.it.ia.l.i'.lr]es sl:cil::: uszat;slk?ﬁi
research in Canada or the 1986 bombing of Libya 16

) While most Em_dmns tend to follow the US. lead in the grand
1ssues of imperial foreign policy, they have been less certain, in some
periods, that ﬁn‘{ﬂncnn economic interests always coincide with those
of Canada. During the 1870s, for example, two thirds thought there

was sufficient U S, eapital invested

in Canada and approx imately one

half were prepared to eountenan
coun ce schemes to buy back jori
?&:;Jautin Udisnmpgn:ﬁ in Canada even if this were mmrﬂgdﬂ::g
8. During this peak of nationalist sentiment j
should nonetheless bhe noted, popular misgivings about mrllti:l:n:t;'lr

economic integration were far from

universal, with approximately one

third disapproving a buy-back. As well i
ird L : , during the 1980s, publi
zgmmz;ﬂ:n these questions became considerably softer fnl]au?i:lrg l:
neerted campaign by business leaders in conjunction with provineial

and Progressive Conservative part

¥ politicians to link the economie

GLEN WILLIAMS 1056

recession of the early 19805 to the before mentioned NEP and FIRA
initiatives of the Liberal party 17

Within this unique historically defined nexus of empire, then,
what can be understood as the meaning of Canadian sovereignty?
When autonomy is bounded by the essential unity of imperial and
foreign relations, what breathes life into the symbols and institutional
structures of Canadian nationhood? In striving to address these
guestions we must remember that the instability that attends being
both inside and outside of the U.S. political economy has, of necessity,
meant an increasing reliance on governmental institutions as points
of balance. Defined functionally, then, sovereignty refers primarily to
the maintenance of the capacity of the Canadian federal and
provincial states to focus, mediate, protect and develop the regional
position of the Canadian socio-economie formation within the
continental political economy. While this may be very distant from
classical definitions of sovereignty, it can afford us a far clearer
vantage point from which te view the peculiar vista of Canadian
foreign policy.

The Canadian state system has given considerable advantage to
Canadian elites in protecting and developing their regional position
within the greater American economy. Although the Canadian social
formation is not, of course, electorally represented in the U.S. political
system, Canada's federal and provincial state system has nonetheless
developed considerable means for the "external” political expression
of our regional interests through both direct representation and
negotiation. As well, more indirect support is, from time to time,
conveyed to indigenous forees within U3, politics whose positions are
seen as coincident with our own '8 Two prerequisites underlie an
effective long-term articulation of Canadian interests within North
America. First, the relative autonomy of the Canadian state system
from the direct demands of U.S. governments and multinationals
must be safeguarded in order that our distinct regional interests can
emerge in the play of domestic forces through our political
institutions. As well, a reservoir of nationalism in civil society must
bé preserved both to preclude outright political annexation and te
mobilize, when necessary, as leverage in continental bargaining.

The 1985 Free Trade Initiative

Using this framework, which focuses on the role of the Canadian state
in providing for regional representation within empire, we can
transcend the conventional manner in which the question of
sovereignty and free trade is most often debated between
“continentalist” and "nationalist” economists: the former arguing that
free trade will increase the potential for the exercise of Canadian
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sovereignty because it will strengthen economic th
a“; the state mare resources on which to tmundgli.ﬁ:epe?di;::rﬁz?
g af.u.;r arguing that free trade means greater economie dependence
::1 E::[t! l;::::ni Elt.atui mdltharf:efnra a more limited ability for Canada
: ously. Insofar as these perspectives b i
sovereignty as a quantitative issue-specific vnrfnhle r:th:ru:h:;a:
qualitative historical-developmental relation, they miss much of th
mgmiir;unu of the eurrent debata. y
noted earlier, Canada and the United States achieved a kind
:-IL de!r :;ctrgm h‘Tﬂdh: ‘l;l;pd-&r l.hIE GATT regime ufta:ﬂ?libe::rizat?nn by
: )5, ismantling of the old National Poli
:rf apﬂr:tegmn bjgln;g in the late 1930s and wmmii?qﬂfﬂm
S-ter the mid-1960s. Because of the volatility and intensit
emotions that this issue had stirred in the national politi o
itics of all
Eﬂvjt?;a:’df:]h?twem: lﬂfﬂ and 1930, the inemrahiepfnnvamin?, mﬁm
ree trade was presented by various O i
5&;:;::;1;5 H-Fha ?&mnﬁn}i‘ amii technical series of innmmenﬁla:;ﬁ.&
jus R @ lear of the electoral consequences of
‘E:rus issue, a Enﬂnzl:_rla rerun of the 1911 "mﬂtqrunk nnrntr:ﬁ!\:-?:hmtﬂg
b:;nkeea‘ reciprocity campaign, largely accounts for why there has
Na;ﬂs:ﬁ?l;ﬁ&uhﬁdeb&te about t.Ihn repudiation of the heritage of the
i . : : ;
ke ,;ﬂ kol continentalist reorientation of Canada's trade
In this context, what must be explained i th
froe t!-adl_z iu:mg in the mid-1980s at thE mmlu:on E{ﬁrﬁ:ﬂr?gc cm.nf t,h.:
?II,' L:.r{lsz'hh:m;matmn '-;téir:h has already created something very cloge
Tee trade area between the two countries. [ h
Fisn;here that & specific conjuncture of three actors mat?sp?};gﬂ:ﬁ:
fg;th e re-eniry of ['reu_a trade into the Canadian political atmosphere:
i ﬁ‘! search for a simple, practical and ideologically acmaptahle'r
- mula to a@dressrﬂa;:ndn'ﬁ complex economic difficulties, (2) the rise
dn_ protectionism within the U.E: political system which threatened to
isTupt a Canadian production regime already significantly
z::ma:idu&]ﬂ:; hasis o:’ afisumed low tariff aceess to American
& ¢ struggle 1
l.1.3 brg?}rﬁ'aview i fa:ti % r partisan electoral advantage 19 Let
all the many weaknesses in the Canadian ECOnD
) : my, th
obvious are those disl:ula:.red‘m our manufacturing ammr.yﬂf :I;&&fet
m&u}y_:}lls n._fuur manufacturing sector, none is more debilitating than
::rm ::.1 :::ﬂ:;iﬂ:rﬁ:;‘d markets. And nowhers is this failure more elearly
an in our appalling balance of trade i
!nauut'nrtuegg: a deficit of $87.6 billion in the 19705 and ;lil;.]lﬂilfai:g
:::- tuhtsl lg;al: sm—ng-_d-a-h;]l‘ years of the 1980s. The figures for the 1980s
worse 1l not for the $17 billion surplus posted bet: 1
and 1985 in the Auto Pact, a traditional deficit item in th}:ﬁ:nmmgsf
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now enjoying a measure of suceess due to the lower labour costs in
Canada which accompany our devalued dollar.?? These trade deficits
generate very high stakes in the Canadian economy as a whole. Many
tens of thousands of jobs could almest certainly have been craated if
Canada had exported enough end manufactures to wipe out the
stapgering fifth of a trillion dollar deficit we have been accumulating
in this category since 1970.

Authorities representing almost all persuasions concede the
ineptitude of our manufacturers in the world economy. Prime
Minister Mulroney has observed "we do not have a very good track
record. Our products have not been of the highest gquality. Our
deliveries have been lacking in reliahility. Our expertise has heen in
large measure borrowed. Our technology has been purchased. What
the hell makes us so special? 2! Conrad Black, as one of our foremost
capitalists, surely must have been in a position to know when he
recently concluded that "Canada's performance in secondary industry
has been, on balance, mediocre. There have been some uplifting
exceptions such as Spar, Bombardier and Magna, but generally
Canadian manufacturing is .., largely auto-related, branch-plant,
heavily protected, or very marginal "22

Although general agreement on the dimensions of the problem
can be discovered, two radically different approaches to its solution
have confronted each other through recent decades in bitter and
prolonged debate. Simplifying somewhat, a "continentalist” school
argues that the National Policy legacy of tariff protection has made
Canadian industry inefficient and uncompetitive and that Canada-
U5, free trade would rationalize our manufacturing. On the other
gide, a “nationalist” school blames foreign investment and the branch-
plant nature of Canadian industrial production. [t proposes a state-
directed industrial strategy to regulate an improvement in the
performance of the branch plants 23

Sinee the 19508, the continentalist school has been dominant
within the federal state, although the nationalist school did make
some headway during the 1970s. Nationalist influence reached its
summit in 1980 with the introduction of the National Energy
Program and the suggestion that minimum export and research and
development performance standards might be imposed on foreign-
owned manufacturing subsidiaries through FIRA. The subsequent
no-holds-barred public campaign by business elites in conjunction
with provincial and Progressive Conservative party politicians
rejecting the NEP and FIRA initiatives was to rejuvenate the
continentalist (ree trade position within the state and, as well, to
catapult it forcefully onto the public stage. Free trade, after all, was a
non-interventionist, market-oriented alternative which also promised
g cure-all solution to Canada’s chromic economic difficulties.
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Chambers of Commerce across the country were evangelized by
professional economist missionaries, fanning out from the universities
and business think tanks. In failing to note that Canada's
manufacturing difficulties had persisted in spite of our steady march
toward free trade with the United States under the GATT, these
missionaries seemed inanely oblivious to the great irony of their
crusade,

Powerful and more sophisticated business interests were also
beginning to rally around the free trade banner during 1984 and 1955.
These interests encompassed both resource-based industries, which
had long depended upen unimpeded access to U.S. markets for the sale
of their products, and manufacturing industries, which had seized on
the staged Canada-U.S. tariff liberalization under the GATT as a
chance to meet intense foreign competition in the domestic market by
reorganizing their production on a econtinental basiz along the lines
suggested by the Auto Pact. While less knowledgeable entreprencurs
looked forward Lo an awesome expansion of their markets as promised
to them by the continentalist missionaries, these more established
business elites were looking backward to secure their investments in
continental production from an emerging protectionist threat within
the U.5. political system. While some advocated the initiation of
Canada-U.8. free trade negotiations as a tactic to exempt Canada
from protectionist measures as long as the talks were in Progress,
others were more concerned with developing permanent mechanisms
which could stabilize the access they already enjoyed in U.5,
markets 24

From several directions, then, representatives from small,
medium and large Canadian businesses began to impress upen the
newly elected Conservative government their desire for free trade
negotiations. However favourably the Tory party leadership generally
looks on the logic of business representations, free trade has been such
a historically divisive issue that, in other eircumstances, it might
have given them pause. However, it was an issue which also appealed
to two important strands within the party?5 —the traditional western
free trade electorate and the neo-conservatives who favoured it both
because free trade smacks of free enterprizse and because an

agreement would bring Canada closer to Reagan's America. And,
most important, it was an issue which Conservative leaders believed
could be manipulated to serve their partisan electoral advantage.
Internal studies had suggested that free trade could be sold to the
public as a demonstration of Tory “decisiveness and consistency™ in
formulating an “economic renewal program."26 After an
undistinguished first vear in office marked by bank failures, rancid
tuna, and petty scandals, the Tory leadership was certainly primed for
& major policy initiative like free trade which could be used to try to
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demonstrate that their ship of state was not hopelessly adrift in a deep
Ottawa fog.

The Free Trade Negotiations and Imperial Relations

ing our spelling out of the three factors which came together in
Tﬂn-élﬁ?‘:a grupe?%nmga-u.s. free trade onto the plaht;mal ﬂt.a.!u. it
should now be apparent that much of the public dEh_ate s has
progressed in a fundamentally historical fashion. Iis "sides” are
locked in arguments more appropriate to the 1950s or early 1960s,
before the subsequent GATT-sponsored continental trade
liberalization had gathered steam. We are neither gaining entry to
paradise nor being pushed over Niagara Falls. Rather, in the face of
pressing 1980s' threats to Canada's economic stability posed by
intermittent recession, high unemployment, mtergmt.mual trade
challenges from Japan, Europe and the newly 1‘ndu5trialued
countries, and the rise of protectionist forees in kha United States, t:he
free trade talks are essentially an attempt to adjust t_.ha_halnme point
in the continental relationship so that the already existing network of
commercial associations can be safeguarded. In the light of our earlier
discussion of the Canadian state system's role in focusing, m:admhrfg,
protecting and developing the regional position of the Canadian socio-
economic formation within the continental political economy, then, it
i5 misleading to see the negotiations as either a threat to, or an
advance for, Canadian sovereignty. Inﬂ.am