OPENING DOORSTO THE WORLD

CANADA'SINTERNATIONAL
MARKET ACCESSPRIORITIES, 1998

1. INTRODUCTION

Trade is inportant to the prosperity and wel | -being of Canadi ans.
One in three Canadi an jobs depends on trade with the rest of the
worl d, and every $1 billion in new exports creates an esti mated
6 000 to 8 000 new jobs! in Canada.

Al t hough Canadi ans have been successful in selling to the world,
our ability to fully exploit opportunities in key markets is
often limted by a variety of barriers. To ensure secure and
predi ctabl e access to the world for Canadian traders and

i nvestors, the governnment will continue its efforts to bring down
barriers in key markets. This nmeans strengthening the
institutions and the rules that govern international trade and
investnment, forging relationships with new partners, and ensuring
that other countries live up to their commtnents.

Opening Doors to the Wrld: Canada's International Market Access
Priorities, 1998 presents significant market-opening results over
t he past year and outlines the governnent's priorities for 1998
to further inprove access to foreign markets. The government wl|
pursue these goals nultilaterally, through the Wrld Trade

Organi zation (WO, and the Organi zation for Econom c

Co- operation and Devel opnent (OECD); regionally, in forunms such
as the Asia-Pacific Econom c Co-operation (APEC) forum and the
nascent Free Trade Area of the Americas (FTAA); and bilaterally,
with key partners, principally the United States, the European
Uni on and Japan. In all cases, the government's objective wll be
to ensure that Canada's traders and investors benefit fully from
i nternational trade agreenents, because trade with the world
means j obs at hone—good jobs, jobs that |ast.

CANADA: A TRADI NG NATI ON

Mer chandi se Trade Growi ng Rapidly

Canada depends nore on trade than any other major industrialized
nation. Over the past twenty years, from 1977 to 1997, Canada's
mer chandi se exports to the world have grown from $45.6 billion to
$301.3 billion? (see Figure 1).

1 This"export-job multiplier” i hased on andlysis carried out by the federal government in 1997.

21997 merchandisetradefigures appearing throughout this document are preliminary figures released by Statistics Canadia, February 19, 1998. Unless otherwise spexified, al
vauesarein Canadiian dollars.
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Insert Figure 1

The total value of Canada's goods exports in 1997 reached its

hi ghest |evel ever, growing 7.4% over the record set the previous
year. As a percentage of Canada's gross donestic product (CDP),
the total value of all exports has grown fromjust 18%in 1977 to
about 41%in 1997. This rapid growh has been a significant
factor in the creation of jobs: 39% of net new jobs created

bet ween 1990 and 1995 resulted from exports.

Trade is a two-way street. In 1997, Canada's inports anounted to
$278.2 billion. Inports play a critical role in Canada's econony
and are vital to the success of our overall trade picture. One of
Canada's main inport policy objectives is to nmaintain and
strengthen the conpetitiveness of Canadi an busi ness. For exanpl e,
unilateral tariff reductions on goods used as production inputs
help to reduce costs of Canadi an busi nesses and nmake them nore
conpetitive in donestic and gl obal markets. |nproved access to
foreign markets through participation in international trade
agreenents and negotiations also helps to further inprove the
conpetitiveness of Canadi an exports in these markets. These
policies conbined help to make Canada's econony nore robust, our
i ndustries nore conpetitive, exports nore successful and consuner
goods cheaper for Canadi ans.

| NSERT FI GURE 2

No Longer Just Hewers of Wod and Drawers of Water

Many believe that Canada's exports are dom nated by primary
products, such as coal, wheat and lunber. In fact, in 1996,
primary goods accounted for just 19% of the total value of our
exported goods. End products and sem - manuf actured exports
accounted for the other 81% Figure 2 shows the inportant shift
inthe profile of Canada's exports since 1963, when primary
products accounted for 43% of total exports. \Wile exports of
natural resources will continue to be extrenely inportant to the
Canadi an econony, the expansion of our export-oriented

manuf acturing and service industries increasingly supports high-
wage and knowl edge-intensive jobs in Canada.

| NSERT FI GURE 3

Services Exports Also G ow ng Rapidly

Services account for close to three quarters of enploynent and
production in Canada, and in recent years, global trade in
services has grown faster than trade in goods. Over the past 20
years, from 1977 to 1997, Canada's services exports grew from
$4.9 billion to $41.38 billion (see Figure 3). The total val ue of
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Canada's services exports in 1997 reached its hi ghest |evel ever,
growi ng 6.38% over the record set the previous year.

| NSERT FI GURE 4

| mportance of Investnent: Inward and Qutward

| nvest nent, both inward and outward, plays a vital rol

ensuring Canada's prosperity. The stock of Canadi an di

i nvest ment abroad has grown rapidly, from$12.1 billio n 1976
to $170.8 billion in 1996 (see Figure 4). Successful investnent
abroad brings profits honme, and inproves access for exports to
foreign markets, creating wealth and economc activity in Canada.

ein
rect
n i

Foreign investnment in Canada has also grown significantly, froma
total of $41.6 billion in 1976 to $180.4 billion in 1996. Such

i nvestnment brings in foreign technology and facilitates the

di ffusion of knowl edge to Canadian firns and workers, thus
enhancing productivity in Canada. These investnents al so create
jobs in Canada (a recent Industry Canada study indicates that a
$1-billion increase in new inward foreign direct investnment (FDI)
to Canada generates approxi mately 45 000 jobs over a five-year
period), (see Figure 5).

| NSERT FI GURE 5

The Changing Nature of Trade and |Investnent Barriers

Many types of barriers prevent Canadi an traders and investors
from taki ng advantage of opportunities in foreign markets.

Per haps the best-known is the tariff, a tax on inports. Wile
tariff walls continue to limt access to several markets,

i nternational negotiations have successfully reduced tariff

| evel s. Average industrial tariffs in devel oped countries have
fallen fromapproximately 40%in 1948 to less than 5% in 1998. In
1996, the average inport-weighted tariff was 3.7%in the United
States; 6.6%in the European Union and 3.5% i n Japan.

As tariffs are lowered, the extent to which non-tariff barriers
(NTBs) inpede the flow of goods and services, increases, at |east
inrelative ternms. Exanples of NIBs comonly affecting Canadi an
exports include technical barriers to trade (TBTs), such as
standards and | abelling requirenents; and sanitary and

phyt osanitary (SPS) neasures, such as quarantine and health and
safety requirenents. Reflecting the changing nature of barriers
to trade, negotiations to liberalize trade are focussing
increasingly on reducing or elimnating unjustified NIBs, in
addition to seeking to reduce tariffs wherever possible.
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| nvest nent barriers can al so take a nunber of fornms. These
barriers usually focus on restricting the right of a foreign
investor to establish a business or investnent in a host econony.
Restrictions on operations and nmanagenent follow ng the
establishment of an investnent are also identified as barriers to
i nvestnment. Investnent restrictions currently inplenented by our
tradi ng partners include ownership restrictions, investnent
screeni ng, performance requirenents, restrictions on the transfer
of funds, discrimnatory treatnent wwth regard to operations or
managenent (e.g. donestic licensing) and restrictions on the
novenent of key personnel.

Progress to Bring Down Barriers

Canada's strong export performance in recent years has been due
in large part to governnments' pursuit of policies that inprove
access to the United States and other foreign markets, and that
pronote the continuous inprovenent and expanded coverage of

i nternational rules governing trade and investnent.

Canada has been remarkably successful over the |ast decade in
pursui ng these goals. Negotiation of the Canada-U.S. Free Trade
Agreenent (FTA) and the North American Free Trade Agreenent
(NAFTA), and the creation of the WIO, have provided an enhanced
rul es-based framework to facilitate trade and investnent. In

addi tion, Canada is expanding trade |iberalization and pursuing
its market access priorities through conplenentary initiatives
such as the APEC forum the FTAA, the Canada-EU Action Pl an, the
recent bilateral free trade agreenents with Chile and |Israel, and
di scussions with EFTA countries about a possible Canada- EFTA FTA
Throughout all of these initiatives, Canada works to increase
access to markets in a manner that pronotes Canadi an val ues,

i ncludi ng respect for the environnment and | abour standards.

Mar ket Access and Trade and | nvestnent Pronotion

Expandi ng international trade and investnent is a vital el enent
of the federal governnent's strategy to pronote jobs, growh and
prosperity. The governnent's international business devel opnment
program including the highly successful Team Canada trade

m ssi ons abroad, encourages Canadi an traders and investors,
particularly small and nmedi umsi zed enterprises, to take ful
advant age of international opportunities. The recent creation of
Team Canada Inc is designed to enhance horizontal managenent
through a single, integrated business plan and regul ar neetings
across the three core international business devel opnent
departnents: the Departnent of Foreign Affairs and | nternational
Trade (DFAIT), Industry Canada, and Agriculture and Agri-Food
Canada.

The Governnent's concerted efforts to enhance access to foreign
mar kets go hand-in-hand with the export and investnent marketing
activities presented in Canada's International Business Strategy
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(ABS). For instance, DFAIT's new d obal Opportunities (GO Teans
of Trade Comm ssioners are dispatched to liberalizing markets
(e.g. Mexico and Chile) to exploit these connections. In
addition, the positioning of additional Trade Comm ssioners in
enmerging, priority markets hel ps Canadi an traders and investors
get the nost out of market access openings.

We'd Li ke to Hear from Canadi ans Doi ng Busi ness Abroad

The federal governnment consults industry on market access issues
t hrough the newy forned Team Canada I nc Advisory Board, which
provi des both market devel opnent and trade policy advice. This
body engages the business comunity nore directly, and

conpl ements the various Sectoral Advisory G oups on International
Trade (SAA Ts). W al so wel cone direct input from Canadi an
exporters and investors describing barriers they have encountered
in foreign markets. Individuals, conpanies, industry associations
and organi zations are encouraged to contact DFAIT with specific
information on tariff or non-tariff barriers and other business
irritants. Business people frequently alert Canadi an Trade

Comm ssioners and other DFAIT staff (such as agri-food or

i nvestment specialists based in markets around the world) to
situations requiring | ocal advocacy or troubl eshooting. Oten,

t hese problens are reported to DFAI T headquarters for particul ar
consideration froman overall market access perspective. Business
people are invited to report problens they are experiencing by
communi cating in strictest confidence to:

"Foreign Trade and I nvestnent Barriers Alert”
Departnent of Foreign Affairs and International Trade
125 Sussex Drive
Otawa, Ontario Ki1A O&X
Fax: (613) 992-6002
e-mai |l : eat.extott@xtott1l4. x400. gc. ca

Busi ness people are al so encouraged to remain in touch with the
Departnent on market access and ot her issues through its Wb
sites at www. dfait-nmeci.gc.ca or wwv. exportsource. gc.ca. These
sites contain additional information on nany of the issues
covered in this docunent.
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2. GETTI NG THE | NTERNATI ONAL RULES RI GHT: THE WORLD TRADE
ORGANI ZATI ON

| mproved access to world markets depends upon an open and fair
international trading system The WIQ, fornmed in 1995 to succeed
the General Agreenent on Tariffs and Trade (GATT), is the
cornerstone of the international trading system overseeing the
adm ni stration and functioning of nultilateral trade agreenents
and helping to maintain the rules governing world trade. The WIO
is a fundanental elenment of Canada's bilateral trade

rel ati onships with other countries, including those with which
Canada has concl uded free trade agreenents.

For Canada, a nation heavily dependent on trade, effective trade
rules are vital to ensure stable economic growth, and to prevent
bi gger and nore powerful econom es from operating outside the
rules. That is why Canada played an inportant role in the
creation of the WO, and why it will continue to participate in
the entire range of WIO activities. In 1997, several inportant
br eakt hr oughs were achieved at the WIO that will enhance access
to world markets for Canadi an exporters, for exanple, the
conclusion of the Information Technol ogy Agreenent, and
agreenents on Financial Services and Basic Tel econmuni cati ons.

In May 1998, Canada will participate in the WIO M ni steria

Conf erence and 50th anniversary cel ebrations of the GATT in
Geneva, Switzerland. This wll be an opportunity for WO nenbers
to take stock of the trenendous contribution that the

mul tilateral trading system has made to gl obal welfare,

devel opnent and growth since the GATT entered into force in 1948.
As well, they wll be able to encourage the continued

i npl enentation of existing conmtnents, and set the course to
address the challenges that |ie ahead.

| MPROVI NG ACCESS FOR TRADE | N GOCDS

I nformati on Technol ogy Agreenent

The Information Technol ogy Agreenent (1 TA) was concluded in March
1997 with the participation of Canada and 42 ot her governnents
creating a duty-free market representing over 92% of the US$500-
billion-a-year world trade in information technol ogy (IT)
products. The I TA provides for the staged elimnation by the year
2000 (longer in the case of sonme products and sonme countries) of
nost - favoured-nation (MFN) tariffs on a broad range of IT
products, such as conputers, software, telecomunications
products, sem conductors and scientific instrunents.
Participating economes nade their first tariff cuts on July 1,
1997.

The I TAwll lead to inproved market access, |ower prices on
i nputs for Canadi an producers, and growi ng markets. The Canadi an
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| T sector, which is particularly strong and internationally
conpetitive, wll benefit fromthe | TA Exports showed a healthy
gromh from$9.5 billion in 1992 to approximately $17 billion in
1997.

Many of Canada's key trading partners are already nenbers of the
| TA, such as the United States, the European Union, Japan, Korea,
Si ngapore, Chinese Tai pei, Hong Kong, Swtzerland, Australia,

Mal aysi a, Thailand and India. In 1998, Canada will seek to
broaden nenbership in the ITA to include major Latin American

mar ket s.

In finalizing the | TA, Canada and the other participants agreed
to review the Agreenent to, anong other things, consider

i ncl udi ng additional products. This review is now under way, and
negotiations wll take place in the WIO during 1998 with a view
to i nplenmenting any changes by January 1, 1999. The ITA Conm ttee
wi |l also address other issues of concern to the IT sector
related to NTBs, in particular in the area of regulatory reform
for IT products. In this regard, the ITA Commttee is conducting
a survey of its nenbers' standards and conformty assessnent
procedures, and Canada has fully supported this initiative.
Canada has al so raised the issue of inport licensing in the ITA
Comm ttee, and intends to pursue this in the future work of the
comm ttee.

Further Tariff Liberalization

Canada will continue to press for WO nenbers to |ower tariffs
beyond | evel s agreed in the Uruguay Round in several sectors of

i nportance to Canadi an exporters. Priorities include the adoption
of zero-for-zero tariff elimnation on paper and paper products
by additional countries, as well as acceleration of the

comm tnents al ready agreed; and the establishnment of new tariff
elimnation agreenents in oil seeds and oil seed products, wood and
wood products, fish and fish products and non-ferrous netals,
such as alumnum 1In 1998, Canada will participate in the second
review ai med at including additional products in the Agreenent to
Eli mnate Duties on Specified Pharmaceutical Products. Canada is
al so actively involved in preparatory work that would clear the
way for any future broader negotiations on market access
including tariffs.

At their annual summt neeting in Vancouver in Novenber 1997,
APEC nmenbers agreed to pursue an ongoi ng program of voluntary
liberalization in 15 sectors with 9 priority areas: chem cals,
energy sector, environnental goods and services, fish and fish
products, forest products, gens and jewel |l ery, nedical equi pnent
and instrunents, telecommunications equi pnment and toys. They al so
agreed to build on APEC s | eadership in these sectors as a basis
for extending participation beyond the APEC region, and, where
appropriate, for incorporation into the WIO. G ven the size of
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their markets, the strong comm tnent by APEC nenbers to
liberalize trade in these sectors will be an inportant catalyst
for further nmultilateral |iberalization at the WIO. Canada
attaches consi derable inportance to the | eadership role that APEC
plays in this regard and will seek to concl ude sectoral

agreenents in the WIO on nmany of the sectors identified by APEC

i ncl udi ng environnmental goods and services, fish and fish
products, and forest products.

Agricul ture

Canada's | ong-termobjective is to strengthen the rul es-based

mul tilateral trading systemfor agriculture. Common rules that
apply to all countries are inportant to enhance Canada's access
to world markets, not only for bulk agricultural commodities, but
al so for the consuner-oriented and i nternedi ate products that now
contribute 40% of our agri-food exports. Through the WO

Commi ttee on Agriculture, Canada works to ensure that market
access and other comm tnents negotiated during the Uruguay Round
are fully inplenmented. During 1998, the Commttee wll continue
the informal process of analysis and information exchange that it
began in 1997. This process serves as the preparatory work
programtoward the start of a new round of nultil ateral
agricultural negotiations in |late 1999. The Governnent is working
closely with the provinces and consulting with the agri-food
industry to ensure that a full and infornmed di scussion of
Canada's interests takes place prior to the start of those
negoti ati ons.

Technical Barriers to Trade

Canada’ s objective is to ensure that standards-rel ated neasures,
whi ch are generally put in place to protect health, the consuner,
or the environnent, do not unjustifiably discrimnate agai nst
Canadi an products. Standards-rel ated nmeasures include mandatory
techni cal regul ations, voluntary standards, and conformty-
assessnment procedures that determ ne whether a product neets the
requi renents of a particular regulation or standard.

The WIO Agreenent on Technical Barriers to Trade (TBT) defines
the international rights and obligations of nmenbers with respect
to the devel opment and application of standards-rel ated nmeasures
that affect trade. The Agreenent is based on the principle that
countries have a right to adopt and apply standards-rel ated
measures, as long as these do not restrict international trade
nmore than is necessary. TBT-rel ated di sagreenents are subject to
WO di spute settlenent provisions. Canada was one of the first
countries to initiate a WIO TBT-rel ated di spute, successfully
chal I engi ng unfair French regul ati ons dealing with | abelling of
scal | ops.

Canada pronotes w de acceptance of, and adherence to, the TBT
Agreenent and Code of Good Practice (which applies to voluntary
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standards). For exanple, Canada has successfully pressed for
foreign eco-labelling prograns to follow TBT Code provisions.
Under the WIO TBT Agreenent, Canada will continue to facilitate
access to markets by pressing for the renoval of unnecessary
standards-rel ated trade barriers, and thus |ower costs to
producers and exporters. Inproving transparency, pronoting
regul atory reform aligning or harnonizing standards
internationally and with trading partners, and negoti ating mnutual
recognition agreenents (MRAs) on conformty assessnent are
current activities directed to these ends. Canada was an active
participant in the 1997 TBT triennial review, focussing on
practical issues of direct interest to Canadi an exporters.

Sanitary and Phytosanitary Measures

The WIO Agreenent on the Application of Sanitary and

Phyt osanitary (SPS) Measures recognizes the right of nenbers to
take SPS neasures necessary for the protection of human, ani mal
or plant life or health, and sets out disciplines designed to
prevent the use of SPS neasures as disguised barriers to trade.
The WIO Cormmittee on Sanitary and Phytosanitary Measures
facilitates the enhancenent of food safety and SPS conditions
internationally, pronotes the harnonization and equi val ence of
SPS neasures, and facilitates technical co-operation and
consultations. The Commttee is to review the operation and

i npl enentation of the Agreenent three years after its entry into
force. This revieww || begin in March 1998.

Since the inplenentation of the Agreenent, Canada has tw ce used
the WIO di spute settlenment provisions to challenge the |egitinmacy
of SPS nmeasures taken by our trading partners. One chall enge

i nvol ved our exports of beef to the European Union (EU), and the
ot her, our exports of fresh, chilled and frozen salnon to
Australi a.

Rul es of Origin

The Wruguay Round WIO Agreenment on Rules of Origin has
established a work programto devel op a common set of
non-preferential rules of origin that woul d have general
application in determning the origin of traded goods.
Negoti ati ons on these new rules have intensified as the deadline
of July 1998 draws near. Canada's goal is to achi eve harnoni zed,
non-preferential rules of origin that provide greater certainty
for the trading community, that are trade neutral, and that
reflect the gl obal nature of production and sourcing of goods and
materials. The new rul es are being negotiated by the WO s
technical commttee on rules of origin, operating on the results
of a three-year technical exam nation

| MPROVI NG ACCESS FOR TRADE | N SERVI CES
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The WIO s General Agreenent on Trade in Services (GATS)
represents the first nultilateral, legally enforceable franmework
governing trade in services, and has been in effect since the WO
canme into force in 1995. In 1997, WO nenbers concl uded
agreenents that brought two key sectors—inancial services and
basi c tel ecomruni cati ons servi ces—permanent|ly under the GATS
framewor k. The successful results in these sectors wll bring

i nportant benefits not only to Canadi an service providers, but

al so to other Canadi an exporters who rely on efficient,
conpetitively priced tel ecommuni cations and financial services to
mar ket and sell goods and services abroad. As well, WO nenbers
made further progress on inproving access for providers of

prof essional services. In 1998, Canada will continue its
preparations for the next round of conprehensive services
negoti ati ons, which are to begin by the year 2000, with the

obj ective of achieving further inproved access for Canadi an

servi ce providers.

Fi nanci al Services

Canada participated in the WO financi al services negotiations,
whi ch concl uded successfully on Decenber 12, 1997, with an
agreenent involving 70 countries, representing over 95% of world
trade in financial services. The agreenent is governed by the
obligations of the GATS, including the inportant M-N obligation
whi ch prohibits discrimnation between foreign service suppliers.
Under the agreenent, individual countries will also adhere to

i ndi vi dual schedul es of specific comm tnents which describe the
condi tions under which foreign

financial institutions may provide services such as banki ng,

i nsurance, securities, and financial information services.

The financial services sector is vital to the Canadi an econony.

It contributes over 5% of Canada's GDP, and directly enpl oys nore
t han 500 000 people. Canadian financial institutions are highly
conpetitive internationally, and many institutions earn a
significant portion of their income fromtheir foreign
oper ati ons.

The provinces and the Canadi an financial services industry were
consul ted extensively before and during the negotiations.
Canadi an financial institutions are supportive of the agreenent,
which will provide inproved access to key markets in Europe, Asia
and Latin Anerica, and should |l ead to new export and job
opportunities in Canada. Legislation to inplenent the agreenent
will be tabled in Parlianent over the com ng nonths. The
agreenent is to be ratified by January 29, 1999, and is schedul ed
to take effect March 1, 1999. Over the next year, the priority
for Canada will be to ensure tinely ratification of the agreenent
by all participants.

Basi ¢ Tel ecommuni cati ons Servi ces
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The GATS Agreenment on Basic Tel ecommuni cations (ABT) was
concluded in February 1997 with the participation of countries
accounting for over 90% of worl dw de tel econmuni cati on revenues,
and cane into effect on February 5, 1998. As of that date, both
the WIO di spute settl enment nmechani smand the M-N principle apply
to the provision of basic tel econmunications services by al
menbers of the WIO. As well, specific conmtnments regarding

mar ket access, national treatnent, and the application of pro-
conpetitive regulatory principles were undertaken by the 72
participants to the ABT. The ABT does not cover DTH (direct-to-
home) or other broadcasting services. Canada will nonitor

i npl enmentation of the Agreenent by its trading partners.

Thr oughout the process, extensive consultations were held with

i ndustry, concerned governnent departnents, and provinces. As a
result, stakehol ders played a significant role throughout the
process and the final agreenent reflects their interests.

| ndustry therefore is supportive of the ABT.

Pr of essi onal Servi ces

Canada's goal in the ongoing WO di scussi ons on prof essi ona
services is to obtain greater and nore secure market access for
provi ders of professional services, particularly for professions
of key export interest. To this end, Canada, supported by
industry, is playing an active role in the Wrking Party of

Pr of essi onal Services (WPPS) which is charged with devel opi ng

di sciplines to ensure that donestic regul ations, technical
standards or licensing requirenents do not act as disguised
barriers to trade.

In May 1997, the WPPS finalized a set of guidelines for mnutual
recognition agreements or arrangenents in the accountancy sector.
These guidelines are available fromthe WIO Wb site at

WWW. Wt 0. or g/ wt o/ press/ press73.htm As the next step in its work
program the WPPS is maki ng good progress in devel opi ng

di sci plines regardi ng accountancy services. The WPPS wi Il then
consi der expanding its work programto include additional

pr of essi ons.

GOVERNMENT PROCUREMENT

Wth annual gl obal expenditures in the hundreds of billions of
dol | ars, governnment procurenent represents a nmassive potenti al
area for international trade. However, because procurenent is
often seen as one of the |ast bastions of protection for donestic
i ndustry, countries have been reluctant to agree to disciplines
at the multilateral l|evel. Canada, along with 25 other countries,
is party to the WIO Agreenent on Governnment Procurenent (AGP),
whi ch canme into force on January 1, 1996. The AGP provides the
basis for guaranteed access for Canadi an suppliers to the markets
of the United States, the European Union, Japan and ot her key

mar kets. I ncreased sectoral coverage and a reduction of
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discrimnatory barriers to the United States and ot her key
mar kets would result in significant opportunities for Canadian
exporters.

To increase business opportunities for Canadi an exporters, Canada
supports a range of activities in the WO to broaden and
strengt hen governnment procurenment disciplines. A review of the
AGP is under way, and is expected to |lead to negotiations in
1998. Canada wi shes to see these negotiations focus on increased
security of market access, elimnation of discrimnatory neasures
and practices, expansion of coverage, and sinplification and

i nprovenent of the procedural obligations of the Agreenent. The
new Worki ng Goup on Transparency in Governnment Procurenent nmade
significant progress in 1997, and is expected to begin
negoti ati ons on an agreenment this year. This represents an
inmportant first step for introducing nmultilateral disciplines in
transparency in governnment procurenent for all WO nenbers, and
shoul d help create a nore level playing field in governnent
procurenent markets. Discussions are continuing in the context of
the GATS to determ ne the scope for including governnent
procurenent disciplines under this Agreenent.

TRADE REMEDI ES

Canada continues to seek to inprove the discipline, transparency
and clarity of the use of trade renedies by its trading partners,
to ensure that Canadi an exporters have a stable and predictable
climate in which to do business. This is particularly inportant
now that, follow ng the Uuguay Round, countries that previously
relied on nore traditional neasures of protection frominports
such as quotas and high tariffs, have began to conduct trade
remedy investigations. For exanple, in 1997, India, |ndonesia and
the People's Republic of China all initiated anti-dunping duty

i nvestigations agai nst Canadi an newsprint exports; this was the
first use of trade renedies by these countries agai nst Canada.
Furthernore, it was the first use of trade renedi es by China

agai nst any country. Canada will also continue to closely nonitor
i nvestigations involving Canadi an exports, scrutinize changes in
the trade renmedy | aws and practices of Canada' s nost inportant
tradi ng partners, and nmake representati ons on i ndividual

i nvestigations, as appropriate, to ensure that WO obligations
are enforced. Also, Canada will continue to contribute to the
work of the WIO Comm ttees on Subsidies and Countervailing
Measures, Anti-Dunping Practices, and Safeguards, to ensure that
all nmenbers admi nister their trade renedy legislation in a WO
consi stent manner. Finally, Canada wll continue to pursue the
possibilities for greater trade renedy reformwthin free trade
areas, as nmarkets becone nore integrated.

DI SPUTE SETTLEMENT
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The WIO di spute settl enment system conti nues to denonstrate that
it is one of the nost significant achi evenents of the Uruguay
Round. I nproved rules, including quasi-automaticity in the
establ i shnment of panels and in the adoption of panel reports, as
well as the newy established Appell ate Body, contribute to
maki ng the WIO Di spute Settl enent Understanding (DSU a success.
The fact that over 100 di sputes, regarding sonme 80 distinct
matters, have been |launched in the WO in three years of
operation is testinony to the |evel of confidence that WO
menbers have in the inproved dispute settlenent nmechani sm

Al though the systemis being used extensively, it remains
effective and efficient. The fact that many di sputes have been
settled before going to the panel stage shows that the WO i s
capabl e of settling trade disputes between nenbers, including
sonme of the nost sensitive ones.

Canada will continue to use the WIO di spute settl enent nmechani sm
whenever it is necessary to ensure that our exporters do not face
barriers inconsistent wwth the WIO agreenents. Canada has thus
been a conplainant in 9 cases under the DSU, and has joi ned ot her
menbers' consultations, or has intervened in panel proceedi ngs,
in sone 30 other cases.

In January 1998, Canada reached an agreenent wi th Japan on the

i npl enentation of a panel's recomendations that had rul ed that
Japanese |iquor taxes discrimnated against inmports in a manner

i nconsistent with Japan's obligations under the WIO. This
agreenent, which includes conpensation for the |onger-than-nornma
i npl enentation period for the liquor tax-rate adjustnent, wll
result in duty-free market access in Japan by April 2002 for
Canadi an- produced distilled spirits.

On February 13, 1998 the D spute Settlenent Body (DSB) adopted

t he panel and Appell ate Body reports, which found that the EU ban
on beef produced with growth-pronoting hornones violated the EU s
WO obligations. Canada will closely nonitor the EU s

i npl enentation of the panel and Appell ate Body reconmendati ons.
The final report of the panel regarding our conplaint against the
Australian ban on inports of fresh, chilled and frozen sal non
from Canada i s expected to be issued by the end of May.

Canada al so settled two trade disputes in 1997: in July,
regardi ng Hungari an export subsidies in respect to agricultural
products, and in Decenber, regarding India' s quantitative
restrictions on inports of agricultural, textile and industri al
products. One dispute is still at the consultation stage, nanely
Brazil's export subsidy program (PRCEX) as it applies to
aircraft.

Canada actively follows the devel opnment of trade disputes
i nvol vi ng ot her WIO nenbers, whenever our trade interest or
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systemc interest in the WIO warrant our intervention. Canada has
j oi ned a nunber of other nenbers' consultations (for exanple: the
EU s conpl ai nt about Japanese neasures affecting inports of pork;
a conplaint by the United States about Philippines' neasures
affecting pork and poultry; Argentina' s conplaint against the
US tariff rate quotas for inports of peanuts). In a few other
cases, Canada has reserved third-party rights to present
argunents to panels, such as the conplaints agai nst Korea and
Chil e concerning taxes on al coholic beverages.

DSB nenbers wll review the DSU in 1998. This review, which nust
be conpl eted by January 1999, will allow nenbers to determ ne
whet her any i nprovenents or clarifications are required to
continue the efficient and effective functioning of the WO

di spute settlenent system

ACCESSI ONS TO THE WIO

The WIO currently has 132 nenbers, and a further 30 countries and
custons territories have applied to join. China, Russia, Chinese
Tai pei (Taiwan), Saudi Arabia, Ukraine, Estonia, Latvia and

Li t huania are anong the 20 applicants with which active

negoti ations are under way. As it did |last year, Canada wl |
continue in 1998 to take an active role in accession
negoti ati ons. Canada supports the expansi on of WO nenbership for
two reasons:

. to secure nore open, non-discrimnatory access for Canadi an
exports of goods and services to these markets; and
. to achi eve transparent, rul es-based trade regines in

addi tional markets, thus contributing to trade
i beralization nore broadly.

The negotiations take place on two parallel tracks—ultil ateral
and bilateral. For each accession, a WIO Wrking Party conpri sing
interested WO nenbers exam nes the applicant's trade regi ne and
identifies any reforns that may be required to conformwth WO
rules. By participating in Wirking Party deliberations, Canada
satisfies itself that the accession will bring about nore

predi ctable, | ess discretionary trading conditions in the
applicant's market.

In bilateral market access negotiations, Canada focusses on
obtaining the reduction or elimnation of tariffs and NTBs that
af fect access for goods that are of current or future export
interest to Canadi an conpani es. These include agricultural, fish,
resource and industrial products. Canada expects applicants to
bind their tariff conmtments; to provide non-discrimnatory
access (for exanple, in the oilseeds sector); and to join the
various zero-for-zero and harnoni zation initiatives devel oped by
WO nenbers, including the ITA Simlarly, Canada ains at

achi eving better access in sectors targeted by services firns, by
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seeking binding commtnents in the four "nodes" of services
trade: cross-border supply of services, consunption abroad,
commerci al presence and the novenent of persons. Accession
negoti ations offer a unique opportunity to resolve Canadi an
mar ket access problens in the applicants' markets.

CAPACI TY BUI LDI NG

As part of its conmtnment to the WIQ, Canada recogni zes the

i nportance of ensuring that devel oping countries and economes in
transition becone fully integrated into the global trading
system Canada works through the WIQ, and ot her organi zati ons
such as the United Nations Conference on Trade and Devel opnent
(UNCTAD), the United Nations Devel opnent Programme, the

I nternational Trade Centre, the Wrld Bank, the International
Monet ary Fund and the Conmonweal th Secretariat, as well as
bilaterally, to provide trade-related technical assistance to
devel opi ng countries and economes in transition to support the
accessions of new nenbers to the WIO and to assist in their

i ntegration. Canada focusses on building capacity in both
governnmental and private sector organizations to create a greater
understanding of the nmultilateral rules and how to inplenent and
benefit fromthem Canadi an exporters wll enjoy nore
transparent and predictable market access in countries that have
fully inplenmented their WIO obl i gati ons and comm t nents.
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3. | NVESTMENT

Canada’ s econom c performance is increasingly linked to
international trade and investnent. The opening of gl obal narkets
to Canadi an goods and services in the past several decades has
served as one of the main engines of growh for our econony. In
concert and closely connected with these devel opnents, Canadi an

i nvestment abroad and foreign direct investnent in Canada have
becone principal sources of growh and job creation. A
transparent, positive and secure environnment for international

i nvestnment, both in Canada and abroad, is crucial to our

conti nued econom c growth and job creation.

Canada's outward i nvestnent has grown rapidly, particularly in
the |l ast decade. In the period from 1986 to 1996, Canadi an direct
i nvestment abroad clinbed from$64.7 billion to $170.8 billion.
These figures show t hat Canadi an conpani es increasingly invest in
ot her markets through the establishnment of new enterprises, or

t hrough nergers, acquisitions, partnerships, joint ventures and
strategic alliances wwth other firns. Their objectives are clear:
to increase the conpetitiveness of their operations; to penetrate
new markets; and to acquire new technol ogi es, resources and
skills. Such investnent abroad brings concrete benefits to Canada
in ternms of export opportunities and access to conpetitive inputs
and R&D activities, leading to job creation back home in Canada.

The United States is Canada's nost inportant investnent partner,
accounting for over 50% of total outward direct investnent,

foll owed by the United Kingdom Although the United States and
the United Kingdomremain inportant investnent partners, Canada's
investnment relationship is diversifying toward other EU countries
and non- CECD nenbers. The effort by Canadi an busi nesses to
diversify their global operations is a driving force behind these
changes.

Intra-firmtrade (e.g. trade between a Canadi an business and its
foreign affiliates) is a concrete exanple of the outcone of
decisions to invest abroad. The United Nations Conference on
Trade and Devel opnent (UNCTAD) recently estinated that over one
third of international trade in the global market for
manuf act ured goods i s undertaken between parent firns and their
foreign subsidiaries. This relationship is particularly evident
inintra-firmtrade between Canada and the United States. It has
been estimated recently that about 46% of Canadi an exports to the
United States are intra-firmin nature, as well as about 49% of
U S. exports to Canada.

Over the past decade, international investnent flows have been at
the centre of a restructuring gl obal econony. An exponenti al
expansion in direct investnment flows has taken place in this
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period; these flows are increasing at an average annual rate of
about 14% In 1996, worl dw de annual direct investnent flows were
estimated to be an unprecedented US$350 billion. Wrld stocks of
foreign investnment reached an estimated US$3.2 trillion by 1996.
gn 1996, sales attributed to these foreign affiliates were over

6 trillion.

VWiile the larger portion of this economc activity continues to
be anong countries in the devel oped world, the devel oping world
and energi ng econom es are al so becom ng active, particularly
(but not exclusively) as host economes for foreign investors. An
unprecedent ed US$100 billion was invested in the devel oping worl d
in 1995 alone. Clearly, countries at diverse stages of

devel opnment find it in their interest to welcone foreign
investnent; and are conpeting to attract it.

| nward foreign direct investnent (FD) is a principal source of
grow h because it is an inportant supplenent to donestic savings.
I nvestnent in plant, equipnent and production processes is
fundanmental to Canada's |ong-term conpetitiveness. FD al so

provi des access to gl obal technol ogy and managenent experti se.

I nvestnent in research and devel opnent creates new products and
processes that will increase our productivity and make Canada
nore conpetitive internationally. These suppl enmental resources

al so pronote Canada's export conpetitiveness.

One recent assessnent indicates that a $1-billion increase in new
inward investnent to Canada generates, over a five-year period,
about 45 000 jobs and $4.5 billion in GDP. This assessnent
estimates that one job in 10, and about 50% of Canada's total
exports (and 75% of manufacturing exports) derive frominward

FDI. A large proportion of profits from new investnents (about
509 is reinvested in Canada, contributing to a higher growth
rate and a nore rapid rise in Canadian |living standards.

Canada provides an attractive environnment for foreign investors.
Qur |l abour force is one of the nost highly skilled and best
educated in the world. Canadian infrastructure—+oads, airports,
ports, plants, equipnent—+s "l|eading edge." The Canadi an econony
is conpetitive and know edge-intensive in such sectors as energy;
m ning; agri-food; forestry and paper; autonobiles; nmachinery and
transportation equi pnent; finance; teleconmmunications;

bi ot echnol ogy; conputer software; nedical devices;
pharmaceuticals; and ocean technol ogies. Qur excellent health-
care and education systens are cornerstones to our high quality
of life.

These Canadi an advant ages have not been achi eved by conprom sing
our overriding econom c and social objectives. Foreign investors
in Canada are subject to the sane | aws as are Canadi an investors,
i ncludi ng those ained at protecting the environnent, ensuring the
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hi ghest | abour, health and safety standards, taxation, building
codes and nuni ci pal zoni ng—indeed, all of the | aws and
regul ations that affect businesses operating in Canada.

CANADA' S MULTI - TRACK POLI CY APPRCACH

The growth in foreign investnent by Canadi an busi ness has

i ncreased the demand for inproved access, and greater protection,
for Canadi an investnents. The government's policy initiatives in
the area of international investnent, therefore, focus on

provi ding both an attractive environnment for inward investnent,
and access, transparency and protection for Canadi an investors
abroad. International rules, which are still in their infancy in
the international econom c system are essential tools in
providing a stable, transparent and open environnent for
international investnent flows. Such rules are being devel oped in
a nunber of forunms, including the WIQ, under the auspices of the
CECD, and at the regional and bilateral |evels, although there is
no single set of conprehensive rules at this tine.

Bil ateral and Regional Initiatives

Canada has instituted an active bilateral program of investnent
negoti ations. A central objective of the Foreign |Investnent
Protection Agreenent (FIPA) programis to provide guarantees,
transparency and access for Canadi an investors in specific
priority enmerging and devel opi ng econom es. The federal
government has negotiated 24 of these agreenents since 1989—ei ght
of which were signed in 1997—and is currently negotiating
agreenents wth inportant enmerging countries such as China,
Russia, India, Brazil and Argentina.

Canada negotiated a high-standard i nvestnent agreenment with the
United States and Mexico as part of the NAFTA in the early 1990s.
The NAFTA i nvestnent agreenent has been considered by many to be
a good nodel on which to base other negotiations. It is the nodel
used for the provisions on investnent in the 1997 Canada-Chile
Free Trade Agreenent (CCFTA). Canada is also actively involved in
regi onal investnent discussions with Pacific Rimcountries
through the APEC initiative, and with our investnent partners in
the Anericas through FTAA i nvestnent di scussions. The latter

di scussions are expected to evolve into the conmencenent of
negoti ations this year.

Mul tilateral Initiatives

Mul til ateral Agreenent on Investnent (MAl)

In May 1995, the nenber countries of the Organization for
Econom c Co-operation and Devel opnent (OECD) agreed to | aunch
negotiations for a Multilateral Agreenment on |Investnent (MAl),
open to accession by non- CECD countri es.
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Canada's participation in the OECD MAI negotiations is an

i nportant part of Canadian efforts to develop international rules
on investnment. A successful MAI negotiation wll not only provide
a stable, transparent and open environnment between Canada and its
maj or i nvestnent partners, but also represent a first step in
pursui ng Canada's i nvestnent objectives for a worldw de treaty
negoti ated through the WIQ, the ultimte destination and nost
effective hone for a truly nultilateral investnent agreenent.

The MAI constitutes a first attenpt to el aborate a set of

mul tilateral investnment disciplines, simlar to those governing
international trade. It would conplenent the investnent rul es of
t he NAFTA, the existing, but limted rules of the WO, and the
bil ateral investnent agreenents of Canada and many ot her
countries.

Under the MAI, Canadi an investors abroad woul d be accorded a
simlar level of protection and fair treatnment that foreign
investors currently receive in Canada. This is particularly
inportant as the | evel of Canadian investnent abroad increases
and as Canada seeks to diversify its markets beyond the United
St at es.

The MAI woul d include two "core"” principles: non-discrimnation
(i.e. national treatnent and nost-favoured nation treatnent); and
i nvestnment protection (i.e. clear rules governing expropriation,
requi renents for pronpt and effective conpensation, and
unrestricted transfer of funds). These principles would be
supported by an effective dispute settlenent nmechanism simlar
to that of the NAFTA, allowi ng for resolution of state-to-state
and investor-to-state disputes.

The MAI will also provide for general exceptions and country
specific reservations from MAI disciplines. In particul ar, Canada
will ensure that the governnment preserves its full freedom of
action in key areas, including health care, social prograns,
education, culture and progranms for aborigi nal peoples and
progranms for mnority groups. Canada will also ensure that the
MAI includes a narrow interpretation of "expropriation"” that
makes it entirely clear that |legislative or regulatory action by
government in the public interest is not expropriation requiring
conpensation, even if it has adverse profitability consequences
for conpanies or investors.

I n areas such as performance requirenents, tenporary entry and
stay of key personnel, privatization, and actions of nonopolies
and state enterprises, the MAI would provide simlar rules to
those found in existing investnent agreenents.

Canada's objective in the MAI negotiations is to get from OECD
countries the sanme rights we have secured from our NAFTA partners
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and sonme 24 other countries through our Foreign |Investnent
Protection Agreenents. The MAI al so offers an opportunity for
Canada to address other issues that are not covered in existing
agreenents. For exanple, Canada is seeking the inclusion in the
MAI of provisions to provide greater protection to our investors
and their investnents abroad fromthe extraterritorial
application of donmestic jurisdiction.

As of February 1998, it appears unlikely that the April 1998
deadline for conclusion of the negotiations wll be net.

The WO

A nmultilateral rul es-based system of universal nenbership,
enconpassi ng both trade and i nvestnent disciplines, is the
preferred neans of providing a stable, secure and fair

i nternational environment for Canadian firnms operating abroad and
for attracting foreign investnent to Canada. Hi storically the
GATT (and now the WIO) has been the cornerstone of Canadi an trade
policy, and trade's close relationship with investnment nakes it
desirable that investnent disciplines be fully integrated into
the WO, Consistent wwth this objective, Canada was a | eadi ng
advocate for the establishnment of the WIO Worki ng G oup on Trade
and I nvestnent at the 1996 Singapore Mnisterial Meeting, and
since then has played an active role in Wrking Goup activities.
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4. OPEN NG DOORS TO THE AMERI CAS
THE NAFTA

The North Anerican Free Trade Agreenent entered into force for
Canada, the United States and Mexico on January 1, 1994. Designed
to foster increased trade and investnment anong the partners, the
NAFTA contai ns an anbitious schedule for tariff elimnation and
reduction of non-tariff barriers, as well as conprehensive

provi sions on the conduct of business in the free trade area.
These include disciplines on the regul ati on of investnent,
services, intellectual property, conpetition and the tenporary
entry of business persons.

The NAFTA did not affect the tariff phase-out of the Canada-U. S.
FTA, which was conpleted on January 1, 1998. As of that date,
virtually all tariffs on Canada-U.S. trade in originating goods
were elimnated. Sone tariffs remain in place for certain
products in Canada's suppl y-managed sectors (e.g. dairy and
poultry), as well as sugar, dairy, peanuts and cotton in the
United States. The NAFTA provides for virtually all tariffs to be
elimnated on trade in originating goods betwen Canada and

Mexi co by January 1, 2003.

A first round of accelerated tariff reductions on an agreed
nunber of goods was conpleted in 1997 and announced by Mnisters
at the NAFTA Comm ssion neeting held in March 1997. A second
round of tariff cuts, currently under discussion, is expected to
be conpleted in md-1998. Also at the March 1997 Comm ssi on
meeting, Mnisters commtted to the establishnent of a NAFTA Co-
ordinating Secretariat to strengthen NAFTA inpl enentation and

i nprove coherence across the NAFTA work program They al so

recei ved and adopted reports regarding the work of the over 30
trilateral commttees and working groups. These bodies were

est abl i shed under the Agreenent to further facilitate trade and
i nvestnment, and to ensure effective inplenentation and

adm nistration of the NAFTA's rules. Canada is pursuing work on,
in particular, rules of origin, custonms, agricultural trade and
subsi di es, standards, governnent procurenent, investnent,
services and tenporary entry of business peopl e.

Total trade and investnent anong Canada, Mexico and the United
States has increased substantially since the NAFTA was

i npl emented in 1994 as has Canada's nerchandi se trade with both
the United States and Mexico. Two-way nerchandi se trade between
Canada and Mexico has grown by 80% reaching $8.2 billion in
1997. Qur nerchandise trade with the United States is up 63% over
t he sane period, reaching $456 billion in 1997. Approxi mately
$1.4 billion in goods and services now crosses the Canada-U. S.
border each day.
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Under the NAFTA, Canadi an producers are better able to realize
their full potential by operating in a larger, nore integrated
and efficient North Anerican econony. Consuners benefit fromthis
hei ght ened conpetition, with better products, services and
prices.

Enhanced access to NAFTA markets, and the existence of clear

rul es on trade and investnent have enhanced Canada's
attractiveness to foreign and donestic investors. Total FDI into
Canada reached $180 billion in 1996, with the majority of this
investnment comng fromthe United States. FDI into Canada from
the United States reached $125 billion in 1996 (up 37% over U.S.
FDI into Canada in 1993—the |last year prior to the inplenentation
of the NAFTA), while investnent from Mexico reached $239 mllion
in 1996 (up 55% over 1993). Canadian direct investnment in the
NAFTA countries has al so increased, reaching $92.9 billion into
the United States in 1996 (up 37% over 1993) and $1.3 billion
into Mexico (nore than double the 1993 | evel).

The vast majority of our trade with the United States and Mexico
now t akes place within the context of the clear and well -
establ i shed rul es of the NAFTA. Nonet hel ess, disputes are bound
to enmerge in such a large trading area. In such cases, the NAFTA
provides a vehicle for the governnents concerned to resolve their
di fferences through NAFTA comm ttees and wor ki ng groups, or

t hrough other consultations. If no nutually acceptable solution
can be found, the NAFTA provides for expeditious and effective

di spute settlenent procedures. Were WO rights and obligations
are at issue, NAFTA Parties also nmaintain the option of recourse
to WO di spute settlenment procedures as an alternative to the
NAFTA procedures.

Chapter N neteen of the NAFTA provides a uni que system of

bi nati onal panel review in place of final judicial review for
donesti c deci sions regardi ng anti-dunping and countervailing duty
matters. A constitutional challenge in the United States of the
Chapter Ni neteen dispute settlenent provisions was di sm ssed for

| ack of standing in Novenmber 1997.

Chapter Twenty includes provisions relating to the avoi dance or
settlenment of disputes regarding the interpretation or
application of the NAFTA, except for matters covered under
Chapter N neteen. There are also special rules for matters under
Chapters El even (I nvestnent) and Fourteen (Financial Services).

Several disputes were either settled, or remained pending in
1997. These include two di sputes between Canada and Mexico
regardi ng anti-dunpi ng determ nations by the Mexican Mnistry of
Trade and I ndustrial Devel opnment (SECOFI), which were appeal ed by
Canadi an steel producers under Chapter N neteen. Panel deci sions
on these cases were nmade in 1997, resulting in the term nation of
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anti-dunping duties in the first case, and a recommendation for
SECOFI to reconsider a nunber of issues in the second case.
Canada al so awai ts panel decisions on two anti-dunping findings
on Canadi an steel exports to the United States. Further, two
Chapter N neteen panels are review ng Canadi an anti-dunpi ng
determ nations that are due in 1998, one of which regards steel
exports from Mexi co and the second, concrete panel exports from
the United States.

The first NAFTA investor-state dispute involving Canada was

| aunched in 1997. This case is between the Governnent of Canada
and Et hyl Corporation (USA), and relates to Canadi an | egi sl ation
regulating the inportation and interprovincial trade of the fuel
additive MMI. An international arbitral panel has been
establ i shed and has commenced heari ngs.
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UNI TED STATES

Goods (1997) Services (1997)
Exports $244.1 billion $24.2 billion
| nports $212.2 billion $30.2 billion

Rank: 1 (81% of total Canadi an goods exports)

Overvi ew
Canada and the United States are each other's | argest trading
partners, noving approximately $1.4 billion worth of goods and

services across the border each day. In 1997, Canada exported
$244.1 billion in goods to the United States and inported $212.2
billion in goods fromthat country. Canada exported $24.2 billion
in services and inported $30.2 billion in 1997. Canada's

mer chandi se exports alone to the United States support over 2
mllion Canadi an jobs, and generate 28% of Canada's GDP. Fully
81% of Canadi an nerchandi se exports are destined for the United
States. Since the inplenentation of the Free Trade Agreenent
(FTA) in 1989, two-way nerchandi se trade has doubl ed. Between
1992 and 1996, two-way nerchandi se trade i ncreased by an average
of 14.8% per year. This contrasts with an average annual increase
of 8% over the sane period for Canada's trade with the rest of

t he worl d.

U S. direct investnent in Canada has increased from approxi mately
$85 billion in 1990 to $125 billion in 1996. The FTA, and
subsequently the NAFTA, have had ot her positive spin-offs. For
exanpl e, the Open Skies Agreenment signed in February 1995 has
opened new opportunities for both Canadian and U S. airlines.

Canada's trade and investnent relationship with the United States
is quantitatively and qualitatively different fromthat with any
ot her country. Excellent opportunities exist for Canadi an goods
and services exporters in virtually every sector. To exploit

t hese opportunities, DFAIT s activities concentrate on

i ntroducing small- and nedi um si zed enterprises (SMES) to the
mar ket. The New Exporters to Border States (NEBS) program has
been highly successful in this regard, having hel ped nore than 8
500 conpani es nmake their first foray into the U S. market. The
Canadi an governnent is devel oping a process to hel p Canadi an
exporters that have succeeded in nore than one region of the
United States to "graduate"” to other international markets.

The Canadi an governnent has produced a new i nvestnent devel opnent
strategy to attract and expand investnment fromthe United States
and to encourage strategic alliances with U S. conpanies. The
strategy outlines the Governnent's plan to pronote investnent

24
Opening Doors to the World: Canada's International Market Access Priorities, 1998



attraction through the use of a nore integrated, sectorally
focussed approach which builds on the co-operation between DFAI T
and its Team Canada partners.

In pronoting Canada's market access and busi ness devel opnent
interests in the United States, it is inportant to target the
various regions of the country. Mnister-led m ssions to various
U.S. regions, nost of them having | arger markets than many
countries, help to forge the necessary relationships with
government and busi ness | eaders that hel p advance Canadi an
priorities. A programof visits by several federal Deputy

M nisters al so serves to pronote Canadian interests in this

mar ket .

Wi |l e periodic issues and sonme long-standing irritants are
inevitable in an economc rel ationship of such conplexity and
depth, one of the principal benefits that Canada has derived from
the NAFTA is the nechanisns that allow for the clear nanagenent
and settl enent of disputes.

Mar ket - openi ng Results in 1997
In 1997, market-opening results were as foll ows:

1 Bui l ding on the 1995 Accord on our Shared Border, Canada and
the United States pursued several initiatives to speed road,
rail and sea transit, as well as in-transit preclearance at
Canadi an airports.

1 Amendnents to Canada's Foreign Extraterritorial Measures Act
effectively serve to prevent the enforcenment of judgnents
under the U. S. Helns-Burton |aw in Canadi an courts, and
al l ow a Canadi an conpany to sue to recover any danages
awar ded against it by a foreign court.

1 Canada and the United States inplenented an agreenent on
trade in sugar and sugar-containing products (SCPs) that
gi ves Canadi an exporters of these products assured access to
the U S. market.

1 A conprehensive allocation systemunder the five-year
Canada- U. S. Softwood Lunber Agreenent was successfully
i npl enented on behal f of Canadi an industry and the producing
provi nces. This system provides for greater predictability
for Canadi an exporters who are planning to ship softwood
l unmber to the United States.

1 Canada successfully defended against U S. pressure to reduce
Canadi an exports of wool suits, sport coats and pants.

1 Unrestricted access to the U S. grain market was mai ntai ned
in the face of political pressure on the admnistration from
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Congressional representatives for a return to a nore
restrictive inport regine.

1 A group of 21 non-profit citizens' organizations filed a
chal l enge on the constitutionality of Chapter N neteen of
t he NAFTA and the FTA. That chall enge was |ater dism ssed
for lack of standing before the court.

Canada' s Market Access Priorities for 1998
Over the com ng year, Canada wl|:

1 Def end access to the U. S. market by exercising its rights
under existing trade agreenents and by resisting U S
measures that constrain Canada's access to its nost
i nportant trading partner.

1 Continue to nonitor closely and respond to key neasures that
may distort trade and investnent decisions in the North
Ameri can mar ket .

1 Continue to resist the extraterritorial application of U S
| aws.
1 Wrk closely with the United States to enhance co-operation

al ong our common bor der.

1 Continue to advance Canadi an mar ket access objectives in
ot her areas, such as services, governnent procurenent, and
the application of trade renedies.

1 Wrk with the United States to conplete a Miutual Recognition
Agreenment (MRA) on fish inspection systens as soon as
possi bl e.

The remai nder of this chapter provides additional detail on key
U S. market access issues for Canada over the next year. It
shoul d not be regarded as an exhaustive inventory of obstacles
faced by Canadian firms doing business in the United States, nor
as an exclusive list of issues that the Canadi an government wl|
pur sue.

EXERCI SI NG CANADA' S RI GHTS UNDER TRADE AGREEMENTS

Sugar and Sugar-cont ai ni ng Products

On Cctober 1, 1997, Canada and the United States inplenented an
agreenent on trade in sugar and sugar-containing products (SCPs).
Canada received a country-specific allocation of 10 300 tonnes of
the 22 000 tonne U.S. refined sugar TRQ (double the | evel of
Canadi an exports in 1996-97). Canada will also be able to conpete
with other countries for the non-allocated portions of the
refined sugar TRQ (approximately 7 500 tonnes), which allow
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Canadian firnms to ship significantly nore than the anount
contained in the Canada-specific allocation. Wth respect to
SCPs, Canada obtained an allocation of 59 250 tonnes of the

64 709 tonne U.S. TRQ which approxi mtes our recent historica
access. For the quota year 1997-98, Canadi an conpanies wl |
export well over twice as nmuch refined sugar to the United States
than they exported in quota year 1996-97, although still bel ow
our pre-WO | evel s of exports. The country-specific allocation
ensures that Canadi an exporters will have guaranteed access to
the U S. market for SCPs, and ensures protection fromthe recent
i ncidents of increased international shipnments to the U. S.

mar ket pl ace.

In return, Canada has agreed not to pursue NAFTA di spute
settlenment procedures with respect to the U S. Re-export Program
for SCPs while the agreenent is in effect. The governnment w ||
monitor the use of the Re-export Program on Canada for any
changes that may have an inpact on Canadian interests. |If
necessary, the agreenent can be term nated on a six nonths
notice. In that event, Canada would be in a position to resune a
NAFTA chal | enge of the Program

In working toward this agreenent, the governnent consulted
closely with provincial governnents, Canadi an sugar beet growers,
and refiners and manufacturers of SCPs.

Sof t wood Lunber Agreenent

The Canada-U. S. Softwood Lunber Agreenent, inplenented on Apri

1, 1996, provides for five years of predictability and stability
in our softwood |unber trade with the United States. The

Agr eenent provides Canadi an exporters with a guarant ee agai nst
U S. trade actions for five years. The allocation system under
whi ch all ocations are assigned on a conpany basis based on their
traditional exports to the United States, allows Canadian
conpani es to nake rational, |ong-term decisions on marketing and
shi pping their lunber to the United States.

Under the Agreenent, softwood |unber exports to the United States
originating fromBritish Colunbia, Quebec, Ontario and Al berta
that exceed 14.7 billion board feet a year will be subject to a
US$50 per thousand board feet fee for the first 650 mllion board
feet, and a US$100 per thousand board feet fee for quantities
exceedi ng this anount.

In addition, the Agreenent provides for an increase in softwod
| umber exports of 92 mllion board feet without fee for each

cal endar quarter, when the average Great Lakes price exceeds a
certain level. During the first seven quarters of the Agreenent,
Canada has earned the right to export additional softwood | unber
to the United States six tines.
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The Softwood Lunber Agreement is entering the third year of its
five-year span. Key objectives of 1998 are to continue snooth
operation of the quota allocation system to enhance the fee
collection system and to fully conplenent the verification
process. Canada will also continue to nmanage this issue with the
United States and will maintain consultations with affected
provi nces and st akehol ders.

Sancti ons

Canada is concerned over the proliferation of unilateral trade
measures taken by the United States. Enactnent of |egislation
with extraterritorial application and the use of unil ateral
econom ¢ sanctions in support of foreign policy harnms the
legitimate right of Canadians to freely trade and i nvest provided
that they conduct their business affairs in accordance with
Canadi an law, the |aw of the country in which they are operating
and international trade practice. At the federal |evel, the nost
not abl e exanpl es are the Hel ns-Burton Act and the Iran Libya
Sanctions Act (ILSA). States and nunicipalities have al so

i ntroduced sanctions | egislation mandati ng procurenment
restrictions and divestiture requirenents targeting certain
countries.

The Hel ns-Burton Act is designed to chill third-country

i nvestnment in Cuba by exposing foreign nationals who engage in
busi ness activities in expropriated Cuban property to clains in
U S. courts against that property. It also provides for the
denial of entry to the United States of foreign individuals or
conpani es who "traffic" in that property. The |l egislation
violates U S. obligations under international agreenents, notably
t he NAFTA and the WIQ, and is inconsistent with generally

recogni zed principles of international |aw

The Iran Libya Sanctions Act (ILSA) seeks to di ssuade conpani es
from maki ng significant investnents in these countries' oil and
gas sectors, interfering with the right of non-U S. conpanies to
conduct legitimate business in Ilran. At the sane tinme, Canada has
taken strict neasures to ensure that Canadian trade will not
contribute to the mlitary or possible nuclear, biological and
chem cal weapons capabilities of Iran and Libya.

Conti nued tenporary suspensions of the right to sue under Title
11 of Helnms-Burton do nothing to address the | ong-term probl ens
of the legislation. Liability for Canadi an conpani es has been
accruing since 1996, and senior officials fromone Canadi an
conpany have received letters under Title IV advising themthat
they will be barred entry to the United States.

Canada has expressed strong opposition to the extra-territorial
nature of the legislation and the negative inpact it has on
| egitimate Canadi an trade and investnent ties with Cuba. In both
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donmestic and nultilateral fora, Canada has taken action to
respond to the Hel ns-Burton Act. Donestically, anendnents were
made in Septenber 1996 to the Foreign Extraterritorial Measures
Act (FEMA) to provide Canadi an conpani es enhanced neans to defend
t hensel ves agai nst Hel ns-Burton actions. Multilaterally, Canada
is athird party to the European Union chall enge of the

| egislation at the WIO. Canada has al so hel d NAFTA consul tati ons
with the United States and retains the option of requesting a
NAFTA panel .

Al cohol i ¢ Bever ages

In February 1992, Canada was a conpl ai nant agai nst the United
States in a panel under the GATT, which exam ned U. S. federal and
state neasures relating to inported beer, wne and cider. The
panel found, for exanple, that certain provisions of the federal
exci se tax, and those of nmany states, discrimnated agai nst
inports, and thus were inconsistent wwth the GATT. Furthernore,

t he panel found that many other state nmeasures al so constituted
discrimnatory treatnent of inported al coholic beverage products,
and recomended that the U S. federal and state governnents bring
their inconsistent neasures into conformty with their
obligations under the GATT. G ven that many of the GATT panel's
recomendati ons have yet to be inplenented, Canada is pursuing
this issue further with the United States.

RESI STI NG U. S. MEASURES THAT CONSTRAI N ACCESS

Wheat and Barl ey

The U.S. adm nistration announced in Septenber 1996 that it would
continue its unilateral nonitoring of U S inports of Canadi an
wheat and barley, and that it would seek consultations with
Canada if inports were to rise above particular trigger points at
specified periods during the year. DFAIT and AAFC officials net
with their counterparts in the office of the U S. Trade
Representative and the U. S. Departnment of Agriculture on four
occasions during 1997, to discuss Canada-U. S. trade in grains.
One outconme of these discussions was Canada' s suspensi on of TRQs
for U S barley and barley products. The private sector also had
di scussions: Prairie Pools Incorporated (PPl) and the American
Far m Bur eau Federation (AFBF) net on three occasions, and are
expected to work towards the establishnment of a binational
consultative commttee on grain, as reconmended in 1995 by the
Canada- U. S. Joint Conm ssion on Grains. Canada considers that its
exports to the United States continue to be fairly traded, and
has no interest in participating in any arrangenent that would
[imt Canadian exports to that country.

The U. S. Export Enhancenent Program (EEP), introduced in My
1985, is authorized under the Federal Agricultural |nprovenent
and Reform Act of 1996 ("FarmBill"). The Agricul ture Depart nent
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may subsidize a range of U S. agricultural exports (mainly grains
and oil seeds) to targeted markets. Initially, the justification
for the EEP was the protection of market share from subsidized EU
commodities, but over tinme, the targets expanded. This resulted
in a severe reduction in overall world prices and | ower returns
to Canadi an producers. In light of strong international prices,
the U S. governnent suspended the use of EEP for grains since
July 1995, but has conme under pressure to use it again. Canada
has stated to the United States that a decision to use the EEP
woul d inflate U. S. market prices, making the U S. market even
nore attractive for Canadi an grains, thus exacerbating U S
concerns about inports from Canada.

Wbol Suits

U.S. nmen's wool apparel producers continue to press Congress and
the adm nistration to obtain reductions in the | evels of wool
suits, sport coats and pants that enter the country at NAFTA
rates of duty under the NAFTA Tariff Preference Level (TPL) for
wool apparel. Canada will continue to oppose any |egislative or
other initiatives in the United States to reduce our exports. The
pressure fromthe United States is likely to persist in 1998, and
Canada wi |l defend the access acquired for these products in the
NAFTA.

MONI TORI NG DEVELOPMENTS AFFECTI NG CANADI AN | NTERESTS

Fast Track

"Fast track"” is a mandate to the U.S. adm nistration by which
Congr ess approves or disapproves, w thout anendnent, trade

i beralization agreenents. Congress postponed its vote at the
request of the President in Novenber 1997, when it becane clear
that the |egislative package put forward by the adm nistration
did not have sufficient support to pass. Wile the admnistration
is conmmtted to revisiting the issue, no tine line is apparent.
Canada will carefully nonitor the donmestic debate when re-engaged
to ensure that Canada's interests are not adversely affected.

OTHER | SSUES

CGeneral Accounting Ofice Investigation

I n Septenber 1997, at the request of U S. Senator Dorgan (D-ND)
the GAO | aunched a review of U. S. inports of Canadian wheat. In
Decenber 1997, the GAOtravelled to Otawa and Wnni peg to neet
w t h Canadi an governnment and industry representatives, and is
expected to issue its report in Septenber 1998. Canada w | |
continue to work closely with the GAO and nonitor the

i nvestigation carefully.

Custons and Adm ni strative Procedures
Following the visit of the Prime Mnister to Washington in 1997,
Canada and the United States pursued several initiatives to speed
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road, rail and sea transit, as well as in-transit preclearance at
Canadi an airports. To realize the benefits of free trade, Canada
and the United States are creating a "smart" border that
facilitates trade and tourism but keeps illegal goods and

servi ces out—through high-technol ogy streamining of processes,
and the provision of adequate infrastructure. The two countries
are enhancing the processing of custons data electronically at
border crossings; reducing the nunber of stops for carriers
nmovi ng goods in-transit through either country; pronoting the use
of joint or shared border facilities; and introducing new

technol ogies to detect drugs and to enable renote inspection of
travellers. Canada and the United States will also work to ensure
the conpetitiveness of the St. Lawence Seaway by pronoting its
usage and inproving the efficiency of its operations.

U S Fish and Wlidlife Service Border |nspections

The U.S. Fish and Wldlife Service (FW5) inspects all inports of
wildlife and wildlife products at the U S. border to ensure U. S.
conpliance with its commtnents as a signatory to the Convention
on the International Trade in Endangered Species (Cl TES).
Consuner products, such as fur coats and Native Canadi an crafts,
which utilize wildlife articles, are included in the inspection
requi renent.

Approxi mately three years ago, the FWs raised its per shipnment

i nspection fee from US$25 to US$55. The CGovernnment has received
conplaints that the fee adversely affects Canadi an exports of

| ow- val ue shi pnents. There have al so been conplaints from

shi ppers of gane neats that FW5 personnel are not avail abl e at
certain ports at certain tines. The FW5 al so charges the fee
irrespective of whether it actually perforns an inspection.

Canadi an officials are devel opi ng proposals that woul d provide
relief for Canadi an exporters w thout conprom sing either
Canadi an or American commtnents to environnmental protection.

Intell ectual Property

Under Section 337 of the United States Tariff Act of 1930,

i nported products that are alleged to infringe upon U S.
intellectual property (IP) rights can be barred fromentering the
United States by the U.S. International Trade Conm ssion (ITC).
Section 337 provisions contain nore direct renedi es agai nst

all eged infringers than those available in U S. donestic courts,
and the adm nistrative procedures in the ITC can be nore onerous.
U. S.-based alleged infringers face proceedings only in the
courts, whereas inporters may face proceedings both in the courts
and the I TC

In 1989, a GATT panel found that Section 337 violated GATT
obl i gations. The Uruguay Round inplenenting |egislation has
removed sonme of the inconsistencies with new WO TRI Ps
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obl i gations, but Section 337 conplaints are still being brought
agai nst Canadi an conpani es, who thereby face additional
procedural burdens in defending against allegations of IP
infringenments. The CGovernnent of Canada will nonitor specific
cases to determ ne what steps m ght nust be taken to ensure that
Canadi ans are treated in accordance with U. S. international

obl i gati ons.

Trade Renedi es

Consistent with the Governnent's priority of resolving trade
remedy issues with the United States, working groups on dunping
and subsi dies/countervailing duties were established under the
North Anmerican Free Trade Agreenent (NAFTA). The working groups
were asked to seek solutions that woul d reduce the possibility of
di sputes concerning the issues of subsidy, dunping and the
operation of trade renedy |laws. Their report was released in
March 1997. While the scope of Canadian efforts to achieve reform
in these working groups was very broad, the final agreenent
focused on procedural inprovenents respecting the conduct of
anti-dunpi ng and countervailing duty investigations. NAFTA
Mnisters also noted at that time that governnents woul d continue
to consult (under the provisions of NAFTA Chapter Ni neteen) on
issues related to trade renedies with the objective of pronoting
fair trade and reducing the possibility of disputes. Canada w ||
continue to use this and other opportunities to pursue its agenda
for trade renmedy reformw thin the NAFTA trade area.

Mor eover, Canadi an officials will continue to nonitor trade
remedy devel opnments in the United States to ensure that changes
to U S. trade |l aw practice do not unduly harm Canadi an exporters
caught in U S. trade renedy investigations and reviews. In this
regard, Canada submtted, on three separate occasions, extensive
coments on reqgul atory proposals by the U S. Departnent of
Commerce and the U.S. International Trade Conm ssion regarding

t he conduct of anti-dunping and countervailing duty
investigations and reviews. In the context of U S. reviews,
Canadi an officials assisted Canadi an producers of steel, brass,
magnesi um and |ive sw ne.

Electricity

The United States is noving rapidly toward i ncreased conpetition
inthe electricity sector, creating new opportunities for
Canadi an utilities. As part of the deregul ation of the whol esal e
sector, the U S. Federal Energy Regul atory Comm ssion (FERC
requires that Canadian utilities seeking maxi mum access to the
U S. market offer reciprocal access to their own transm ssion
lines. The United States is also considering deregulation at the
retail |level and sone |egislative proposals include retai
reciprocity requirenents. There are initiatives to give FERC sone
oversight of transm ssion reliability standards which are
currently set by the North Anmerican Electric Reliability Counci
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(NERC), a utility industry association. Canada, in consultation
wi th provincial governnment officials and the industry, wll
continue to nonitor developnents in the U S. electricity sector,
to assess inplications with respect to U. S. international trade
obligations, as well as other comercial and econom c factors.

| ndustrial Al cohols

Canadi an exporters of industrial alcohol to the United States
must channel shipnments through a U.S. distilled spirits plant
(DSP), to enter the manufacturing process free of U S. excise
tax. This negatively affects the conpetitiveness of their
product, since these DSPs are operated by U S. conpetitors, or
potential conpetitors, of Canadi an producers.

Canada is preparing a proposal, for presentation to U S.
authorities, on alternative arrangenents to all ow product to be
shipped directly to U S. industrial users.

Mut ual Recognition Agreenent on Fish Inspection Systens

The United States adopted nandatory Seafood Hazard Anal ysis
Critical Control Point (HACCP) regul ati ons on Decenber 18, 1997,
whi ch apply to both donestic and inported products. Canada and
the United States have agreed to work toward the establishnment of
an MRA on fish-inspection systens. As an interimarrangenent, the
two sides exchanged letters in Decenber, whereby the Food and
Drug Adm nistration (FDA) provided assurances that U S. inporters
pur chasi ng from Canadi an fish and seafood facilities included on
t he Canadi an Food | nspection Agency's plant list will be deened
to have net the "affirmative steps"” obligations of the new HACCP
regul ations. This arrangenent has effectively allowed the

uni nterrupted fl ow of Canadi an seaf ood products. Canada and the
United States have agreed to continue working co-operatively in
an effort to conplete the MRA as soon as possible.

| MPROVI NG ACCESS FOR TRADE | N SERVI CES

Fi nanci al Services

Canada is closely nonitoring initiatives in the United States

ai med at nodernizing that country's financial services sector.
Wth respect to the cross-border provision of services, Canada

W shes to see a nore |level playing field in the securities
sector. Under the NAFTA, Canada, Mexico and the United States are
committed to revisiting this issue by the year 2000.

Tel ecomruni cati ons

The Federal Communi cations Comm ssion (FCC) has adopted two
orders to inplenent the U S. commtnent under the ABT, which
entered into force on February 5, 1998. Under the Foreign Carrier
Entry Order, carriers from WO nenber countries, such as Canada,
will be able to enter the U S. market, or to own 100% indirectly
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(and 20% directly) of a licensed U.S. carrier or a submarine
cabl e owner, under the "rebuttable presunption” that their entry
isin the public interest. The DISCO Il (Donmestic Internationa
Satellite Consolidation) order does the sanme for

t el ecommuni cations satellite services. In both cases, the

previ ous reciprocity-based "effective conpetitive opportunities”
test has been renoved, though foreign and trade policy wll
continue to be taken into consideration. Access to the United
States nmarket al so depends on inplenentation of certain key
provi sions of the Tel ecommuni cati ons Act of 1996.

Canada will closely nonitor inplenmentation of the U. S. comm tnent
to allow foreign suppliers to provide local, |ong distance and

i nternational teleconmunications services, on a facilities or
resal e basis, in accordance with the nultilaterally agreed

regul atory principles.

Shi ppi ng

A nunber of maritinme laws (collectively known as the "Jones Act")
inpose a variety of limts on foreign participation in the U S.
donmestic maritinme industry. Under these |aws, the carriage of
cargo or passengers between points in the United States is
restricted to U.S.-built and U. S. -docunented vessel s owned and
operated by U S. citizens. Simlar restrictions apply to
dredgi ng, sal vage and other commercial marine activities in U S
waters. In international shipping, there are limtations on
foreign ownership of vessels eligible for docunentation in the
United States. In addition, several subsidies and other support
measures are available to operators of U S. vessels: cargo
preference laws restrict the carriage of mlitary cargo and limt
the carriage of governnment non-mlitary cargo, aid cargo and
certain agricultural comodities to U S. vessels. These and ot her
restrictions (coupled with defence-rel ated prohibitions of the
Byrnes/ Tol | ef son Anendnent) |imt Canadian participation in U S
shi pping activities.

Canada will continue to use every appropriate opportunity to
encourage the |iberalization of these restrictive provisions.

Al t hough there have been renewed calls for reform the cabotage
and cargo preference restrictions continue to enjoy significant
support in the United States, limting the prospect of any major
change in the short term

Tenporary Entry

Section 343 of the U S. Illegal Immgration Reformand | nm grant
Responsibility Act would require any alien seeking U S

enpl oynent as a health care worker to present a certificate from
a U S credentialing organization verifying the person's

pr of essi onal conpetency and proficiency in English. A waiver for
health care workers seeking tenporary entry is currently in

ef fect pendi ng devel opnent of inplenenting regul ati ons. Canada
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has registered concerns with the U S. Adm nistration and Congress
that the certification requirenment, as it applies to those
seeking tenporary entry, would violate U S. NAFTA obligations. In
response to Canadi an concerns about the legislation, US. Trade
Represent ati ve Barshefsky has stated that the United States w |
"work hard" to ensure that inplenenting regulations are NAFTA-
consistent. Canada will continue to press this issue with the
United States in order to achieve a satisfactory resol ution.

GOVERNVENT PROCUREMENT

Canada will continue to press the U S. governnment to further open
its procurenment markets to Canadi an suppliers. Currently, U S
gover nment exceptions under NAFTA and WO procurenent agreenents
prevent Canadi an suppliers from bidding on a broad range of
government contracts in sectors of key inportance. Especially
onerous are the set-aside prograns for snmall and m nority-owned
busi nesses and Buy Anerican provisions.

Smal | Busi ness Set - asi des

The definition of a U S. "small business"” varies by industry, but
is typically 500 enployees in a manufacturing firm(and up to 1
500 enpl oyees in certain sectors) or an annual revenue of up to
$17 mllion for a services firm

The Governnent is concerned that, over the past year, the United
States has continued to expand the use of the exenptions to its
procurenent commtnents in international trade agreenents. The
Smal | Busi ness Reaut horization Act of 1997 (signed into | aw
Decenber 2, 1997) creates a new "set-aside," the "HUBzone"
program which is ainmed at hel ping small businesses |ocated in
depressed areas to obtain federal contracts. Canada wll exam ne
t he consistency of this new set-aside programwth U S.

obl i gati ons under international agreenents.

The 1997 legislation also increases, from20%to 23% the
governnment -w de goal for awards to small, small disadvantaged and
HUBzone busi nesses. This new goal is also being encouraged at the
subcontractor |evel. The higher the set-aside goal, the nore
procurenent business will be renoved fromfull and open
conpetition for Canadian firmns.

Buy American

Buy American provisions are applied extensively to U S
procurenent that is not covered by the NAFTA or the WIO. The
trade agreenents only require equal treatnent of Canadi an offers
on direct purchases by the U S. federal governnent. There is no
restriction on the conditions that the United States may pl ace on
funding it supplies to state and | ocal governnents.

| nt ernodal Surface Transportation Efficiency Act
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Canada continues to seek inprovenents to the currently limted
access that Canadian firnms have into the inportant U S
procurenent market for transportation infrastructure contracts
for federally funded transit, highway and avi ation projects.

Al nost all of the large transportation contracts in the United
States are adm nistered by state and | ocal governnment or private-
sector organi zations. Mst receive federal funds. The I nternodal
Surface Transportation Efficiency Act (I STEA) generally requires
that federal transportation infrastructure grants to state and

| ocal governnent nmake use of U S. material and equi pnent.
Congress is expected to reauthorize | STEA in the spring of 1998.
Simlar conditions prevail for airports, deriving fromthe
Airport and Airways Facilities |Inprovenent Act.

Proj ects funded by the Federal Transit Adm nistration require al
steel and manufactured products to be 100% U. S. content and 100%
U.S. manufactured. Rolling stock (i.e. trains, buses, ferries,
trolley cars) conmponents nmust be 60% U.S. content, and with final
assenbly occurring in the United States. Projects funded by the
Federal H ghway Admi nistration require all iron and steel
products, and their coatings, to be 100% U. S. manuf act ur ed.
Projects funded by the Federal Aviation Adm nistration (FAA)
require all steel and manufactured products to be of 60% U. S.
content, with final assenbly in the United States.

State and Local Governnent Preferences
A wide variety of protectionist provisions are also applied to
state and | ocal governnent contracts.

Legi sl ati ve and Regul atory Changes

The United States is still inplenenting changes made to its

acqui sition procedures arising fromlegislation passed in 1994
and 1995. Canada continues to press the United States to clarify
and resol ve potential inconsistencies between its NAFTA

obl i gations and the new procedures, which appear to limt
Canadi an participation. These include subcontracting

requi renents, and sinplified acquisition procedures for al
procurenent under $100 000 and for commercial itens to a val ue of
US$5 million.

STANDARDS- RELATED MEASURES

At the federal level, US. inclination to use mandatory standards
to achieve regul atory objectives (e.g. the Fastener Quality Act;
mandatory | abelling standards for textile products; a proposal to
require country-of-origin marking in the principal display panel
for frozen vegetables - see below and a recent proposal by the
Department of Energy to regulate electricity reliability
standards for North Anerica) is of concern to Canada.
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Canada continues to engage in a constructive dialogue with the
United States, principally in the NAFTA Commttee for Standards-
rel ated Measures, to urge that national regulatory burdens on

i ndustry be mnimzed while allowng industry to self-regulate in
the context of an increasingly integrated North American market.

The NAFTA Conm ttee for Standards-rel ated Measures has four
sectoral subcomm ttees focussing on autonotive, |and
transportation, telecommunications and textile |abelling issues.
These al so provide effective fora for bilateral co-operation in
the area of standards and regul ations. The | and transportation
and textile labelling subcomm ttees have made consi derabl e
progress on trade-facilitating harnoni zed standards in the areas
of driver vehicle conpliance for trucks and the care | abelling of
textile goods. In both, the tel ecommuni cati ons and autonotive
sectors, standards neasures have been generally conpl enentary,
and the subcomm ttees are pursuing further bilateral co-
operation, along with increased co-ordination of activities in

i nternational fora.

Canadi an and U.S. agencies are co-operating closely to concl ude
mut ual recognition agreenments (MRAs) on testing and
certification, as well as on the harnonization and joint

devel opment of regul ations, where this can be of assistance to
exporters. For exanple, the Standards Council of Canada is
pursui ng arrangenents with appropriate U S. agencies so that
assessnments for conformty with U S. regul ations on fasteners and
the testing of drivers for substance abuse can be perfornmed in
Canada.

At the subfederal level, a variety of traditional jurisdictions
that predate the arrival of cross-border trade often inpede

mar ket access for Canadi an exporters. Canada is seeking nore
conplete inplenentation by the United States of its NAFTA and WO
subfederal commtnents, wth a view to the upgrading or
noder ni zation of U S. subfederal standards neasures,

conpl enenting the volune and variety of our trade in manufactured
goods. Canada is also working to enhance bil ateral dial ogue at
the provincial and state level to increase co-operative
activities in the area of standards and regul ati ons devel opnent.

Finally, Canada will continue to encourage co-operation with the
United States in the devel opnment and use of industry-devel oped
vol untary standards for the North Anmerican market as a substitute
for national regulatory requirenents.

Country of Origin Labelling InitiativesCongress is considering
three country of origin labelling initiatives for inported food
products: the Inported Meat Labelling Act; the Inported Produce
Labelling Act; and, a bill to require that retail packages of
frozen inported produce display the country of origin on the
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front panel (current practice allows marking on the back of
packages or el sewhere). Although the stated purpose is food
safety and consuner information, the initiatives could adversely
af fect Canadi an exports to the United States by introducing
unnecessary obstacles to trade.

Canada has long protested U.S. Adm nistration proposals to
require front panel marking of frozen produce and the

Adm ni stration has yet to nove to inplenent such a requirenent by
regul ation. Canada is continuing to object to the simlar

| egi slative action. The Governnent is assessing its position on
the other two legislative initiatives and wll register its views
shoul d the detailed provisions of the bills present adverse
consequences for Canadi an exports.
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MVEXI CO

Overvi ew

Canada- Mexi co trade has increased steadily since Mexico

i npl emented a sweeping series of economc refornms in the md-
1980s. Decades-old inport barriers were abandoned, and policies
of privatization have contributed to a significant restructuring
of the econony. These gai ns have created unprecedented demand for
vari ous goods, services and technol ogies, and new possibilities
for investnent. In 1997, the total value of two-way nerchandi se

trade was $8.243 billion—a 13%increase over 1993, the | ast year
before the NAFTA cane into effect. In 1997, Mexico had a
nmer chandi se trade surplus with Canada of $5.697 billion. There is

strong evidence to suggest that the recorded val ue of Canada's
exports to Mexico is significantly underesti mated, perhaps by as
much as 50% For exanple, goods from Canada are re-exported
through the United States and may not be neasured as exports to
Mexi co. The respective statistical agencies of the three NAFTA
countries are now working at "reconciling" their trade data.

Canadi an exports have becone steadily nore diversified, with

val ue- added manuf actured products accounting for well over 50% of
total Canadi an exports to Mexico in 1997. Mexico is now Canada's
fourteent h-1argest export market and third-I|argest inport source.
Canada' s accurul ated FDI in Mexico was $1.266 billion in 1996;
however, announcenents in 1997 of seven significant new

i nvestnments are strong indications that Canadi an direct
investnment in Mexico is rapidly taking off. During the first four
mont hs of 1997, Statistics Canada figures show that Canada ranked
third in new FDI into Mexi co.

Wth a record 91 commercial deals worth $230 million, the January
1998 Team Canada trade m ssion to Mexico was an unqualified
success, further evidence of the business potential that Mexico
represents for Canada, particularly for the record nunber of

smal | and nedi um sized enterprises (SMEs) that participated in
the m ssion. The official opening, during the Team Canada trade

m ssi on, of the Canadi an Education Centre (CEC) Mexico, will help
to devel op the substantial opportunities that exist in Mexico for
Canadi an suppliers of education and training services.

To maxim ze trade pronotion efforts, DFAIT has recently updated
and published its Mexico Trade Action Plan. The docunent
identifies five priority sectors that offer substantial
opportunities in areas where demand is expected to devel op over
the mediumterm advanced nmanufacturing technol ogy and i ndustri al
machi nery; | T and ot her advanced technol ogy products and
services; agriculture and agri-food; autonotive maintenance

equi prent and after market parts; and oil and gas equi pnent and
servi ces.
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Mar ket - openi ng Results in 1997
In 1997, market-opening results were as foll ows:

1 The conpletion, in July 1997, of the first round of
accelerated tariff elimnation anong Canada, Mexico and the
United States, on a nunber of key products.

1 Measur abl e progress on an interimwork plan and a
precl earance program all owi ng the resunption of exports of
certain classes of seed potat oes.

1 Si gnature of a Menorandum of Understanding (MOU) in the
Field of Tel econmunications to serve as a basis for co-
operation in this inportant area.

1 A successful appeal by Canadi an i ndustry of one final anti-
dunpi ng determ nati on by Mexico on Canadi an hot-roll ed sheet
(duties were term nated).

1 The conpl etion of a procurenent study that successfully
under |l i ned Canadi an concerns regardi ng Mexico's conpliance
with bid-notification requirenents.

Canada' s Market Access Priorities for 1998
Over the com ng year, Canada wl|:

1 Conpl ete a second round of accelerated tariff reductions on
products of interest to the private sector.

1 Make further progress on the harnonization and
sinplification of custons procedures.

1 Renegotiate the current seed potato work plan and
precl earance programto seek a less restrictive trade in
seed pot at oes.

1 Seek to reduce delays in Mexico's phytosanitary
aut hori zation procedures governing inports of Canadian
gr ai ns.

1 Urge Mexico to honour its NAFTA trucking obligations and

process a Canadi an application to operate a cross-border
trucki ng service into Mexico.

1 Closely nonitor Mexico's inplenentation of its WIO
comm tments under the WO Agreenent on Basic
Tel ecommuni cat i ons.
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1 Encourage Mexico to put in place tel econmunications
equi pnent and conformty assessnent standards that conform
to NAFTA requirenments, and to clarify tel ecomrunications
service |icensing provisions.

1 Move forward with bilateral discussions to identify options
toward the reform of anti-dunping neasures.

1 Urge Mexico to clarify its list of services excluded from
t he NAFTA governnment procurenent chapter.

Canadi an access to the Mexican market continues to inprove and
consol idate under the terns of the NAFTA. Prior to the NAFTA,
nmore than 80% of Mexican exports to Canada entered duty-free,
whi | e nost Canadi an exports to Mexico faced MFN tariff rates of
bet ween 10% and 20% Al so, Canadian firns have been able to
expand sales in sectors that were previously highly restricted,
such as the autonotive, financial services, and energy sectors.
The elimnation of Mexican inport |licensing requirenments and the
phasi ng out of alnost all tariffs is helping to provide barrier-
free access to a market of over 90 mllion consuners.

Bilateral trade irritants are being addressed in the various
NAFTA wor ki ng groups and conmm ttees. The Canadi an governnment w ||
continue to work on behalf of the Canadian private sector to

I nprove access in a nunber of areas relating to goods, services
and i nvestnent, as foll ows.

| MPROVI NG ACCESS FOR TRADE | N GOCDS

Trade Renedi es

The Canadi an steel industry appealed two final anti-dunping
determ nations by SECOFI against inports of Canadi an steel under
NAFTA Chapter Ni neteen dispute resolution provisions. |In August
1997, as a result of the first NAFTA panel decision, anti-dunping
duties were term nated on hot-rolled sheet from Canada. In
Decenber 1997, the second NAFTA panel remanded a nunber of issues
in the dunping investigation on hot-rolled steel plate to Mexican
authorities for reconsideration. On February 16, 1998, Mexican
anti-dunping authorities (SECOFI) issued a re-determ nation of
the duties. As a result, anti-dunping duties were significantly

i ncreased. The Panel has until May 18, 1998 to consider the re-
determnation. It is likely that the Canadi an conpani es invol ved
wi |l challenge the SECOFI re-determ nation

The reform of anti-dunpi ng nmeasures between Canada and Mexi co
consistent with Canada's NAFTA obligations, has been the subject
of discussions between the two governnents. To date, discussions
have not proceeded beyond the prelimnary stage.

NAFTA Accelerated Tariff Elimnation
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Virtually all tariffs between Canada and Mexi co are bei ng phased
out and will be elimnated by 2003. The NAFTA provides for the
accelerated elimnation of tariffs where countries agree. In this
i ndustry-driven process, tariffs are elimnated based on support
in the industry sector concerned. The first round invol ved
elimnation of tariffs on July 1, 1997 on a nunber of products,

i ncl udi ng spandex nonofil anments, tahini and wooden veneti an
blinds. For the second round, Canada has pursued the accel erated
elimnation of tariffs on several products, including autonotive
gl ass, sardines, electronic door |ocks and certain textile yarns.
Canada will continue to seek accelerated tariff elimnation in
response to private-sector interests, to further inprove Canadi an
access to the Mexican narket.

Cust ons

Al t hough Canadi an industry has not actively pressed concerns
about Mexican custons adm nistration, the Governnment is aware
that, at tines, the manner in which Mexican custons procedures
are inplenented inpedes the tinely delivery of Canadi an goods.
The Heads of Custons Conference, conprising representatives of
the three NAFTA countries, neets regularly to discuss what

i nprovenents or changes would be required to streamine the
cross-border commercial process. For exanple, the three Heads
have recently endorsed the North Anerican Trade Autonation
Prototype (NATAP), an effort to harnonize and sinplify the data,
docunents and processes required to conplete a trilateral custons
transaction. Wrk is also under way to inprove enforcenent co-
operation, tenporary entry procedures, and entry requirenents for
courier shipnents. Under Article 512 of the NAFTA, the parties
have al so agreed to co-operate and assi st each other in the
custons area: the Custons Subgroup, a formal trilateral body,
identifies, reviews and recommends specific areas for inproving
the custons adm nistration of the NAFTA

Agricul tural Products

Seed Pot at oes

Techni cal issues threatened Canada's access to the Mexi can market
in 1997. In October, Canadian Food I nspection Agency officials
and their Mexican counterparts reached agreenent on an interim
work plan, allow ng access for certain classes of seed potatoes,
whi ch were, for the nost part, of Iimted comrercial inportance.
In January 1998, the two sides agreed on a precl earance program
for the shipnment of nore comrercially significant classes of seed
potatoes. It is Canada's intention to renegotiate the current
wor k plan and the precl earance program prior to the next

shi ppi ng season (i.e. fall 1998), to seek a less restrictive and
nmore commercially viable work plan for trade in seed potatoes
wi t h Mexi co.

Phyt osani tary Authori zation
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At the Novenber 1997 NAFTA Conmittee on Agricultural Trade,
Canada rai sed concerns about Mexico's "phytosanitary

aut horization" permts, which are required for nost grain

i nports. Mexico responded that these permts are necessary for
grai ns because phytosanitary regul ati ons have not yet been
publ i shed. There are frequent delays in the issuance of these
certificates, often as long as four to six weeks. Canada
requested that Mexico replace the permt systemwth published
phytosanitary inport regulations for all grains. Mexico agreed to
consi der Canada's request. Canada will continue to press for
resolution of this issue, both in the NAFTA Comm ttee on
Agricultural Trade and bilaterally.

| MPROVI NG ACCESS FOR TRADE | N SERVI CES

Tr ucki ng

Canadi an trucking conpanies are interested in the Mexican market.
The NAFTA's trucking access provisions were to have cone into
effect in Decenber 1995. However, the United States did not
liberalize its measures because of various concerns, including
Mexi can truck safety standards. Consequently, Mexico has been
unwi | ling to accept applications from Canadi an or U. S. trucking
conpani es for access to the Mexican border states. Follow ng 18
nmont hs of discussion with Mexican transport officials, a Canadi an
trucking conpany formally submtted an application in January
1998 to operate to and fromthe Mexican border states. The
Canadi an governnent believes that the U. S -Mexico trucking

di spute should not inpede fulfilnment of Mexico's NAFTA trucking
obligations to Canada. Canada will continue to press this issue
wi th Mexico. More generally, substantial progress has been nade

i n harnoni zi ng technical standards for notor carriers under NAFTA
Chapter N ne. Canadian transport officials will continue this
work with their U S. and Mexican counterparts, in anticipation of
the early opening of the U S.-Mxico border to trucking services.

Tel ecomruni cati ons

A nunber of Canadian tel ecommuni cations conpani es are doi ng

busi ness in Mexico. Wth the conclusion of the ABT at the WO
access for the supply of services to Mexico has increased,

of fering nore opportunities to Canadi an busi nesses. Canada w ||
closely nonitor Mexico's inplenentation of its WO conm t nent s.
In addition, Canada will continue to urge Mexico to put in place
termnal attachnent standards that conformto the NAFTA

requi renents, and to inplenment conformty-assessnent procedures
that would all ow the acceptance of Canadi an test data, as

requi red under Articles 908 and 1304 of the NAFTA. Mexico has
made encouragi ng comm tnments on both these fronts within the
NAFTA Tel ecommuni cati ons St andards Subconmm ttee. There continues
to be a problem however, with |icensing provisions associ ated
with the different types of telecomservice operators, due to the
insufficient establishnment of regulatory guidelines and |icensing
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requi renents. Canada encourages Mexico to develop these, to allow
Canadi an conpanies to take full advantage of the opportunities
available in providing tel ecomservices in Mexico. During the
January 1998 Team Canada m ssion to Mexico, Canada and Mexico
renewed their co-operation in the field of tel econmunications
with the signing of an MOU in the Field of Tel ecommunications

bet ween | ndustry Canada and Mexi co's Secretariat of

Tel ecommuni cati ons and Transportation. Both countries have
experienced rapid growth in this industry by sharing innovative

t echnol ogi es and by col |l aborating in the devel opnent of

t el ecomuni cations policy and regul ati ons, and wi sh to pursue co-
operation in this dynamc and increasingly inportant area.

Fi nanci al Services

Mexico significantly liberalized its financial services sector as
part of the NAFTA, pronpting the Canadi an financial services
industry to increase its participation in the Mexican market. One
area in which Canada is seeking further change in the Mxican
regi me, however, relates to |limted-scope securities firnms. Wile
Mexi co has no current plans to allow such firnms, this may be
considered in the mediumterm Canada will, therefore, follow
with interest Mexico's work in this regard, and will continue
encouragi ng Mexico to establish new categories of securities
firms. Canada will also follow the inplenentation of pension
reformin Mexico. Wile banks wll be allowed to undertake fund
managenent, Canada has noted that foreign securities will not be
permtted as part of a Mexican pension fund portfolio, and
encourages Mexico to open this nmarket to foreign securities.

GOVERNVENT PROCUREMENT

The inpl enmentati on of the NAFTA has brought inprovenents to the
transparency and openness of the Mexican procurenent process.
There are, nonethel ess, outstandi ng Mexican inplenmentation

i ssues, in addition to ongoing access concerns, which the
Canadi an governnent is addressing.

Mexi can Services Excl usions List

Under NAFTA Chapter 10, Mexico is required to conplete its |ist
of services excluded fromthe NAFTA governnment procurenent
chapter by July 1995. Mexico has still not finalized its list.
Until it does so, Canadian interests in the Mexican market are
hi ndered by the | ack of transparency in the Mexican services
coverage. The Canadi an governnment places a high priority on an
early resolution of this inportant outstandi ng market access
issue, and wll continue to press Mexico to finalize its |ist.

PEMEX and CFE Set - asi des

Mexi co negoti ated set-asides fromfull NAFTA procurenment coverage
for the state oil (PEMEX) and electricity (CFE) firnms for a
transitional period (1994-2002). Canada will continue to nonitor
Mexi co's application of this set-aside.
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Bid Notification Periods

Chapter Ten obligates the NAFTA parties to publish procurenent
tenders in a transparent way, so that qualified suppliers from
the NAFTA countries have sufficient tine to submt bids. A study
comm ssi oned by the Canadi an governnent has rai sed concerns about
Mexi co's conpliance with the notification obligations. Mexico has
undertaken to respond to Canada's recent enquiry respecting

Mexi co's conpliance with the notification obligations.

| NVESTMENT6

Canadi an i ndustry has not encountered any particul ar obstacles to
investing in Mexico. Except in certain clearly defined sectors in
which Mexico limts or excludes foreign investnent (of particul ar
i nportance to Canada is investnent in upstreamoil and gas
activities), Mexico does not restrict foreign investnent inits
econony. Through its Chapter Eleven investnent provisions, the
NAFTA has al so provided greater security for Canadian investors
in Mexico. In addition, the Mexican governnment's anbitious
privatization and infrastructure upgrading programis creating
new opportunities for Canadi an businesses in sectors such as

el ectrical generation, transportation (airports, railways, and
ports), and natural gas transportation (pipelines) and

di stribution.
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MERCOSUR

Overvi ew
The Sout hern Cone Conmon Market (Mercosur), the custons union
conprising Argentina, Brazil, Paraguay and Uruguay, is Canada's

| argest export market in Latin America. In 1997, Canada's goods
exports to Mercosur totalled $1.825 billion and total inports
were $1.613 billion. Canada's nmain exports to Mercosur are paper
products, potash, wheat, teleconmunications equi pnent, aircraft
parts, petroleum products, machinery, malt, mnerals, plastics,
rolling stock and pharmaceuticals. Investnents are concentrated
in the alumnium oil and gas, mning, power, teleconmunications
and spirits sectors.

Mercosur was officially created in 1991 through the Treaty of
Asunci 6n. Wen fully inplenented in 2006, Mercosur will provide
for the free circulation of goods and services, capital and

| abour, a common external tariff (CET), and harnoni zed

macr oeconom ¢ and sectoral policies. Partially harnmoni zed CETs

were inplemented in 1995 and al ready about 90% of all internal
trade is duty-free. The exceptions to the CET, such as the
autonotive sector in Argentina and Brazil, and hundreds of

individual tariff lines for each country, are to be elim nated by
2006. On services, the Mercosur Trade Mnisters approved a
framework in m d-Decenber 1997, and detail ed negotiati ons shoul d
be conpleted in 1998.

Since its inception, Mercosur has negotiated and entered into
free trade agreenents with Chile and Bolivia. Free trade tal ks
are under way with the Andean Pact, which conprises Bolivia,

Col onbi a, Ecuador, Peru and Venezuela, and a limted preferenti al
trading arrangenent is being finalized with Mexico. Mercosur has
al so reached an interimagreement with the EU, which is the first
step toward full-fledged free trade negotiations slated to begin
in 1999.

Canada's Market Access Priorities for 1998

Mercosur is Canada's biggest market in Latin America. It is the
second-| argest market in the hem sphere after NAFTA and, as such,
is an inportant player in the FTAA process. Canada and the

Mer cosur countries have for sone tinme held bilateral discussions
regardi ng the FTAA and, based on this dial ogue, they began in
1997 to explore ways to enhance bilateral trade and investnent.
In Cctober 1997, Canada presented Mercosur with a proposal for a
Trade and | nvestnent Co-operation Arrangenent (TlICA). Mercosur
agreed to the Canadi an proposal in late 1997. W expect signature
of this TICA in 1998. Once signed, the Arrangenent will establish
a framework for Canada and Mercosur to col |l aborate on FTAA, WIO
and Cairns G oup work prograns; to create an advisory council of
busi ness representatives; to foster private-sector dialogue to
facilitate trade and investnment in both directions; and to result
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in ajoint assessnent of barriers to trade and investnent. It
woul d al so facilitate collaboration on custons matters,

conform ty-assessnent procedures in specific sectors, and

devel opment of co-operative arrangenents in the areas of |abour
and t he environnent.

Canada will continue to encourage Mercosur nenber countries to
adhere to the Information Technol ogy Agreenent (I1TA), which was
concluded in the WO in March 1997. Mercosur represents a nmjor
export market for Canadi an manufacturers of | T products.

Canada is taking part in the WO revi ew of the Mercosur CET,
currently being carried out under Article XXIV of the GATT
governi ng custons unions and free trade areas. The reviewis
ainmed at ensuring the conformty of the Mercosur custons union
with all relevant WIO obligations. It also concentrates on

speci fic aspects such as the breaches of certain tariff bindings
by individual Mercosur countries that occurred when the CET was
i npl emented. The revi ew process provides for conpensation in
certain situations, and Canada is pursuing this avenue with

Mer cosur

As part of the exam nation of these breached tariff bindings,
Canada is also review ng the inpact on Canadi an exports of the
tenporary three percentage point tariff increases introduced by
Mercosur countries at the end of 1997.

ARGENTI NA

Por k

On Septenber 30, 1997, the Canadi an Food | nspection Agency (CFlA)
and its Argentine counterpart signed a one-year veterinary pil ot
project, allowing for the export of fresh, chilled and frozen
pork from Canada to Argentina, and the export of fresh, chilled
and frozen beef from Argentina to Canada. Technical requirenents
in both countries had previously prevented trade in these
products. The pilot project relates only to technical neasures.

| nports from Argentina are subject to Canada's beef tariff-rate
guot a.

Not wi t hst andi ng the signing of the pilot project, Argentine

i nporters continued to experience difficulties in obtaining
inport permts for Canadian pork from Argentine authorities. The
Canadi an Enbassy and the CFlI A nmade several representations to
Argentine authorities to rectify the situation. The probl em now
appears to be resolved as we understand that inport permts are
now bei ng i ssued. The Canadi an Enbassy w || provi de appropriate
assistance to Argentine inporters of Canadian pork, if they
experience further difficulties. Since the pilot project only

| asts for one year, the CFIA plans to resune di scussions with
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Argentine authorities to reach agreenent on a permanent
arrangenent .

| nvest ment

Techni cal di scussions on upgradi ng the existing FIPA between
Canada and Argentina were initiated in January 1998. Canada's
objective is to inprove the existing agreenent to provide
additional stability and transparency to an al ready positive
bilateral investnent relationship. Canadian direct investnent,
estimated to reach US$2 billion by the year 2000, remains the
basis of Canada's commercial relationship with Argentina. Canada
ranks as the third nost inportant foreign investor in Argentina
and is expected to stay in the top five until at |east the year
2000. The main focus of this investnent has been the oil and gas,
m ni ng and energy sectors.

BRAZ| L

I ncreasing Protection for Canadi an | nvest nent

Brazil is one of Canada's highest-priority countries for
negotiating a FIPA due to the significant |levels and |ong history
of Canadi an investnment in that country. Current Canadi an direct
investnent in Brazil is valued at nore than $2.7 billion, and
continues to grow at a high rate. Even before the recent
constitutional changes, which opened Brazil to foreign investnent
in key areas of interest to Canada (tel econmunications, mning
and energy), and the extensive ongoing privatization program
Brazil was the recipient of nore Canadi an i nvestnent than nost

ot her South American countries conbi ned.

During Prime Mnister Chrétien's visit to Brazil with Team Canada
in January 1998, the Brazilian governnment signed a Declaration of
Intention to initiate the negotiation of a FIPA by June 1998.

| mport Credit Restrictions

In 1997, Brazil introduced provisional neasures requiring
Brazilian inporters to finance their purchases through donestic
rat her than foreign banks, thereby voiding the conpetitive

di sadvant age i nposed on | ocal producers by the high-interest rate
policies of the Brazilian government. Mre specifically, the
restrictions require that foreign exchange for inports that are
financed up to 179 days nust be purchased i medi ately upon

cl earing the goods through Brazilian custons, i.e. the 180-day
credit is elimnated. For goods financed between 180 and 360
days, foreign exchange nust be purchased six nonths before the

| oan matures. In other words, inporters either pay cash on sight
for inmports, or secure greater than 360-day financing terns from
the exporter. The provisional nmeasures do not apply to shipnents
val ued under US$10 000 or to petrol eum products. The Brazilian
Central Bank has exenpted fromthese nmeasures its Mercosur
partners, as well as Chile, Bolivia and signatories to the Latin

48
Opening Doors to the World: Canada's International Market Access Priorities, 1998



Anerican Integration Association dispute resolution agreenent.
These regul ati ons are being addressed under the auspices of the
WO, and Canada is nonitoring devel opnents to verify whether the
Brazilian neasure is consistent wwth the WO

Meat

Canadi an neat exporters continue to express concern over Brazil's
requi renent for the validation of inspection certificates for
meat products by the Brazilian enbassy or consulates prior to
export. Fromthe industry's perspective, this requirenment del ays
the export process, creates additional costs and undermnes its
conpetitiveness in the Brazilian market. Canada believes that the
requirenent is contrary to conmon international practice,
unnecessary for the sanitary certification process, and therefore
unnecessarily trade-restrictive. Canada has been nmaki ng
representations to Brazil pressing for the renoval of this

requi renent. Canada raised the issue during the March 1997
Canada- Brazil Joint Econom c and Trade Council consultations, and
has nmade further diplomatic representations. Brazil has responded
that the possibility of renoving this requirenent "is currently
under evaluation.” We will continue to press for the resolution
of the issue.

Chi cken/ Poul try

Brazil does not allow the inportation of Canadi an products
containing raw or cooked poultry nmeat on the grounds that Brazi
has not yet reviewed Canada's neat-inspection systemfor poultry
or approved Canadi an establishnments. This policy has hurt the
busi ness interests of several Canadi an exporters. Canada has
proposed that the two countries initiate negotiations on the

mut ual recognition of poultry-inspection procedures to facilitate
the entry of food products containing poultry neat into the
Brazilian market. Canada is currently waiting for a response from
the Brazilian governnent.

Wheat TRQ

In late 1996, Brazil notified the WIO of its intention to

w thdraw a 750 000 tonne duty-free wheat TRQ fromits narket
access schedule. As a principal supplier of wheat to the
Brazilian market, Canada notified its intention to claim
conpensation for the withdrawal of this concession. Canada and
Brazil have had a nunber of neetings to attenpt to resolve this
i ssue. However, Brazil has yet to formally recognize Canada's
claimfor conpensation. Discussions are continuing. In this
regard, the recently signed MOU on Agriculture with Brazil could
assi st in devel opi ng sol utions.

Subsi dies to Exports

Brazil's export subsidy program (PRCEX) provides support to the
Brazilian aircraft manufacturer, Enbraer, for the export of
regional jets. PRCEX reduces the cost of financing the purchase
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of an Enbraer aircraft by 3.8 % (or around US$2 million per 50-
seat jet) through what are called "interest equalization”
paynents. Canada believes that PROEX is a prohibited subsidy
under WIO rul es, and is concerned about the negative inpact that
PROEX m ght have on exports of the Canadair Regional Jet and
other regional aircraft to third nmarkets. Canada and Brazil have
hel d di scussi ons over many nonths regardi ng support for exports
of regional aircraft, both within the structure of WO
consultations and in less formal bilateral talks. In January,
Prime Mnister Chrétien and Brazilian President Cardoso appointed
special envoys to find a solution to the dispute. The envoys w ||
report to the Prime Mnister and the President by early April
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CHI LE

Overvi ew

Over the past year, the Canada-Chile Free Trade Agreenent (CCFTA)
was ratified by both Canada and Chile, and cane into force on
July 5, 1997. On that date, tariffs were elimnated on the
majority of products that make up Canada-Chile bil ateral trade.
For products on which tariffs are being gradually elimnated over
t he next few years, the second round of cuts was nmade on January
1, 1998.

The inplenmentation of the CCFTA heralds a new era in bilateral
co-operation wth Chile, which has al ready expanded significantly
in recent years. The total value of two-way trade in goods has
nore than doubl ed over the past five years, reaching $691.5
mllion in 1997. Canada's exports of goods totalled $366.7
mllion and inports reached $324.8 million in 1997. Canada has
becone the second-largest foreign investor in Chile, with current
and pl anned i nvestnents approaching $8 billion. There is every

i ndication that the CCFTA w |l spawn many new Canada- Chil e

busi ness rel ati onshi ps and successes. This is evidenced by the
overwhel mng interest in Chile on the January 1998 Team Canada

M ssion to Latin Anerica when sone 66 business deals worth three-
guarters of a billion dollars were signed.

At the first neeting of the CCFTA Conmm ssion in Santiago on
January 21, 1998, Mnister Marchi and Mnister Insulza reaffirnmed
the two nations' conmtnment to inplementing fully the provisions
of the CCFTA which will pronote enhanced trade and i nvest nent
flows, and will contribute to stronger economc growh and the
creation of new high-quality jobs in both econom es. The
signature on January 21, 1998 of the Convention on the Avoi dance
of Doubl e Taxation and the Prevention of Fiscal Evasion, the
first of Chile's new generation of tax treaties, neets one of the
key commtnents contained in the CCFTA. This Convention wll
facilitate the gromh in trade and investnent between Canada and
Chile by establishing a nore stable taxation framework for

i ndi vi dual s and conpani es doi ng business in each other's country.
As wel |, a conprehensive work program conprising eight

comm ttees and worki ng groups, has been | aunched to carry out the
i npl ementation of the major elenents of the CCFTA. Significant
progress has al so been made in pronoting co-operation on | abour
and environnent issues under the two side agreenents concluded in
parallel with the CCFTA

Looki ng towards the com ng year, the Chil ean governnent has
indicated that it plans to liberalize its MFN tariff. Currently,
Chile has a uniformtariff where all goods subject to the MN
rate are dutiable at 11% The change would likely see the uniform
MFN rate reduced from11%to 8% Although this may reduce the
mar gi n of preference enjoyed by Canadi ans under the CCFTA, in
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sone cases where the Chilean tariff is being gradually phased out
under the CCFTA for Canadi an goods, Chile has provi ded Canada
wth awitten commtnent to maintain a certain nmargin of
preference if it does indeed reduce its MFN tariff. Wen the
proposal noves forward, Canada will ensure that this conm tnment
is fully honoured.

Taxes on Al coholic Beverages

The European Union, United States, Canada and Peru contend that
Chile maintains a tax regi me which discrimnates agai nst inported
al coholic beverages. Canada is therefore participating in WO

di spute settlenent proceedings to resolve the nmatter.

FREE TRADE AREA OF THE AMERI CAS

The decision to create a Free Trade Area of the Americas was nade
by | eaders of the 34 denocratic countries of the hem sphere, when
they net in Mam for the first Summt of the Anericas in
Decenber 1994. In their "Declaration of Principles," |eaders
resol ved to conclude the FTAA negotiations no |ater than 2005 and
to make concrete progress toward achieving that goal by the end
of the century. Trade Mnisters were entrusted with the

pr epar ati ons.

Since the Mam Summt, FTAA Trade M nisters have net three
tinmes, in Denver (June 1995), in Cartagena, Col onbia (March 1996)
and in Belo Horizonte, Brazil (May 1997). Their fourth neeting is
schedul ed for March 1998 in San José, Costa R ca.

At Denver and Cartagena, Trade Mnisters agreed that the FTAA
should be fully consistent wwth the WIQ, shoul d maxi m ze mar ket
openness t hrough high-level disciplines built on existing
agreenents; should be bal anced and conprehensive in scope; and
shoul d represent a single undertaking conprising nutual rights
and obligations.

In the lead-up to the Belo Horizonte neeting in May 1997, Canada
wor ked closely with FTAA counterparts to ensure progress.
Canada's main goals for the neeting were net. At Bel o Horizonte,
M ni sters decided that |eaders should formally initiate FTAA
negoti ations at the second Sunmt of the Anericas in Santiago,
Chile, now scheduled for April 1998. To this end, Trade Mnisters
declared that, at their fourth mnisterial nmeeting in San José,
they would formul ate how the FTAA tal ks woul d proceed, including
such features as the objectives, approach, structure and venue
for the negotiations. Mnisters also decided at Bel o Horizonte
that countries may negotiate the FTAA individually or as nenbers
of a subregional preferential trading arrangenent; that the FTAA
shoul d co-exi st with—aot replace-hem spheric subregional
agreenents such as the NAFTA; and that a tenporary adm nistrative
secretariat would be established to support the negotiations.
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These decisions, specified in the Belo Horizonte Joint
Decl aration, reflect Canadian priorities related to the timng
and nature of the negotiations and the ensuing agreenent.

In preparation for the Costa Rican mnisterial neeting in March
1998, Canada made several proposals related to the possible
structure of the FTAA negotiations. Canada's objective was to
ensure that the decision taken with respect to the FTAA
negotiating structure would reflect the principles and objectives
of sound managenent, efficiency, flexibility and

conpr ehensi veness of the negotiations. Canada al so worked to
ensure greater transparency in the preparatory process, including
i nput by the private sector, |abour groups and ot her nenbers of

t he public.

Canada's goal for the FTAA at the Santiago Summt of the Anericas
is to see the FTAA officially launched, as planned, wth the
start-up of detailed negotiations to follow soon after. Many FTAA
countries have indicated a reluctance to |aunch the negotiations
if the U S. adm nistration does not have fast-track negotiating
authority in tinme for the Santiago neeting. Wile the approval of
fast-track would send a positive signal of U S. potential
commtnment to hem spheric free trade, it is not a technical

requi renent for negotiations to begin. Accordingly, Canada is on
record as supporting the launch of FTAA negotiations at Santiago,
regardl ess of whether the U S. adm nistration has received fast-
track negotiating authority from Congress.

5. OPEN NG DOCRS TO ASI A PACIFI C

Over the last three decades, the East Asian econom es have been a
very dynam c region of the world, with strong GDP grow h,
relatively lowinflation and sound fiscal finances, and high
inflows of foreign capital. In recent years, inbalances began to
energe. In particular, it becane evident that the financial
systens were underdevel oped, and unable to internedi ate properly
the large capital inflows and the rapid expansion of donestic
credit. As a result, funds were not always channelled to the nbst
profitable ventures and the quality of bank | oan portfolios
deteriorated. The relatively inflexible exchange rate regines |ed
to a deterioration in the conpetitiveness of East Asian exports,
particularly as the U S. dollar rose vis-a-vis the Japanese yen.

In the second half of 1997, a nunber of Asian econom es i ncl uding
Thai | and, Ml aysia, the Philippines, South Korea and | ndonesi a,
experienced a sharp downward correction of the value of their
currencies as well as a fall of asset prices. This led the
governnments of Thail and, Indonesia, and Korea to seek assistance
fromthe | M, the Wrld Bank, the Asian Devel opnent Bank and
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bil ateral donors, and to inplenent reformprograns to address the
root causes of their problens.

The turnoil in Asia wll likely have only a limted inpact on
Canada’s overall economc growh. The crisis will have sone

ef fect on reduci ng Canadi an exports to the region, and Canada's
tourismindustry will also be sonewhat affected by the | oss of
wealth in Asia and the | ower purchasing power of Asian
currencies. In addition, |ower-priced Asian exports nay displace
Canadi an exports to third country markets. Canadi an exports may
al so be reduced to the extent that the crisis slows growmh in the
United States (our largest trading partner). The direct inpacts
on Canadi an exports, however, can be expected to be noderate, as
exports to the region account for only about 8 percent of total
sal es abroad. The indirect effects of slower gromh in Asia are
potentially nore significant. Comodity prices have fallen across
a broad front, partly in anticipation of economc slowng in Asia
and partly due to other factors. Western provinces, in particular
British Colunbia, with over a third of its exports going to Asia,
will be the nost affected.

Wil e the Asian economes are |likely to experience slower growh
over the next few years, it would appear that if necessary
reforms are inplenmented, the long termgrowh prospects should be
bri ght and conduci ve to robust demand for Canadi an exports of
goods and services in Asia.

APEC

Overvi ew

The APEC forum was established in 1989 to foster econonm c co-
operation on the Pacific Rm It currently has 18 nenbers:
Australia; Brunei; Canada; Chile; China; Hong Kong, China;

| ndonesi a; Japan; Korea; Ml aysia; Mexico; New Zeal and; Papua New
Qui nea; the Philippines; Singapore; Chinese Taipei (Taiwan);
Thai l and; and the United States. Peru, the Russian Federation and
Vietnamw || be admtted in Novenber 1998.

Canada chaired APEC in 1997, and hosted the annual M nisteri al
and Leaders' neeting in Vancouver in Novenber. One of Canada's
priorities throughout the year was to pursue initiatives to
enhance access to key markets for traders and investors,
particularly the "early voluntary sectoral |iberalization"
process. APEC addresses market access issues via voluntary,

i ndi vidual and collective liberalization initiatives, and through
trade and investnent facilitation projects that aimto reduce the
cost of doing business in the region.

Early Voluntary Sectoral Liberalization
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I n Novenber 1997, APEC Leaders and M ni sters announced an
unprecedented commtnment to pursue trade liberalization in 15
sectors. In 1995, the total value of APEC nenbers' inports of

af fected products exceeded $1 trillion. Mnisters agreed to
devel op appropriate agreenents or arrangenents for nine of these
sectors, and called for details to be finalized in the first half
of 1998, with a viewto inplenmenting trade |iberalizing neasures

in 1999, wherever possible. The nine sectors on this "A+" |ist
ar e:
- chem cal s - energy sector
- environnmental goods and services - fish and fish products
- forest products - gens and jewellery
- nmedi cal equi pnment and instrunments- tel econmunications
equi pnent
- toys

For the remai ning six sectors—autonotive, civil aircraft,
fertilizers, food, natural and synthetic rubber, oilseeds and

oi | seed products—APEC M ni sters agreed in Vancouver to undertake
further preparatory work throughout 1998.

The Governnment succeeded in including several sectors of major
Canadi an export interest, e.g. fish, forest products and

oi |l seeds, in the list agreed at Vancouver. Throughout 1998,
Canada will work with its APEC partners to develop high-quality
agreenents or arrangenents that benefit Canadi an exporters in
each of the nine "A+" sectors and advance Canada' s export
interests in work on the other six.

At Vancouver, APEC M nisters underlined their desire to build on
APEC s early voluntary sectoral liberalization as a basis for
extendi ng participation beyond the region and, where appropriate,
for incorporation into the WIO G ven the size of the APEC

mar ket, the strong commtnent on the part of APEC nenbers to
pursue sectoral liberalization will be a significant catalyst for
further nultilateral |iberalization in the context of the WO
Canada attaches considerable inportance to the | eadership role
that APEC exerts in this regard. Finally, comng at a tine when
much of the region was rocked by the financial crisis, the
announcenent at Vancouver was a strong affirmation of the

i nportant benefits to all econom es of pursuing freer trade,

rat her than turning inward.

Trade Facilitation

APEC endeavours to work with business to identify obstacles to
trade and investnent, and to co-operate to devel op practi cal
means of reducing or renoving them An APEC study conpl eted | ast
year indicates that current commtnents by menber economes to
facilitate intra-APEC trade will have an even | arger inpact on
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reduci ng costs and increasing GDP than wll existing
i beralization commtnents.

In 1997, Canada, as host of the APEC process, focussed on
advancing the trade-facilitation agenda. This ongoing work wl|
continue to nmake regional trade easier and |less costly, wll
inprove the predictability of the business environment, and wl|
generate opportunities for networking and partnershi ps.

Canada was at the forefront of APEC s efforts in 1997 to devel op
a contribution to the WIO on transparency in governnent
procurenent. This contribution should have a positive inpact on
the WO s work on transparency and will denonstrate where it is
possible to find agreenent on this issue.

In 1997, APEC produced A Blueprint for APEC Custons
Moder ni zation: Wrking with Business for a Faster, Better Border;
publ i shed a handbook of best practices related to custons | aws,
regul ations, admnistrative regulations and rulings, and a
Conmpendi um of Rules of Origin; |launched the Tariff Database on
the Internet; produced a Guide to Arbitration and Di spute

Resol ution in nmenber econom es; devel oped non-bi ndi ng principles
for transparency in governnent procurenent; devel oped nodel MRAs
for autonotive products, road-vehicle standards, and conformty
assessnents of food and food products; and agreed to devel op an
MRA on el ectrical and el ectronic equi pnent (safety) standards.

I n 1998, Canada plans to advance work in all of these areas, as
well as to push nmenber econom es to provide access for Canadi an
busi ness persons that is on par with that provided by Canada to
forei gn busi ness persons.

Al'l APEC docunents are avail able on the Internet at
WWW. apecsec. or g. sg.

JAPAN
Goods (1997) Services (1997)
Exports $10.886 billion $1.495 billion
| mports $12.508 billion $1.343 billion

Rank: 2 (3.67% of total Canadi an goods exports)

Overvi ew
Japan i s Canada's second-largest national trading partner after
the United States and the third-largest foreign direct investor
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in Canada (after the United States and the United Ki ngdom.
Canada is Japan's thirteenth-largest trading partner, and its

| eadi ng supplier of a nunber of key commodities and products such
as coal, canola seed, |lunber and prefabricated housing. Canada is
al so becomi ng an increasingly inportant source of a range of

sophi sticated, high-tech products for Japan. Japan is also a
maj or source of portfolio investnent in Canada.

In 1997, Canada's total nerchandise trade with Japan surpassed
$23 billion, with exports of $10.9 billion and inports of $12.5
billion. The conposition of Canada's trade with Japan continues
to evolve in response to changi ng econom c conditions in both
countries. Despite continued weak econom c grow h, Japan's demand
for cost-conpetitive inports continues to grow strongly. Based on
Japan Tariff Association statistics, Japan's total demand for
inports (valued in yen) increased by 8%in the first el even
mont hs of 1997 as conpared to the sane period in 1996.

Through Canada's Action Plan for Japan, business and all |evels
of government are co-operating to exploit new export
opportunities in six high-growh sectors: agri-food and
fisheries; tourism information technol ogy; consunmer products
(furniture, sporting goods and giftware); building products; and
heal t h care/ nedi cal devices. The 1998 edition of the Action Plan
was released in February 1998. It draws attention to new
opportunities that have been created in the Japanese market

t hrough continuing structural econom c change, deregul ation and
changi ng consuner tastes. It seeks to alert Canadian industry to
changi ng market conditions in Japan and to encourage product
adapt ati on.

Under the 1976 Franmework for Econom c¢ Co-operation, Canada and
Japan continue to pronote the devel opnent of trade and the
expansi on of econom c co-operation through nechani snms such as the
annual neetings of the Joint Economc Conmttee (JEC). During
Prime Mnister Chrétien's visit to Tokyo in Novenber 1996, a new
Canada- Japan Agenda for Co-operation was announced, which
reaffirmed a cormmon commtnent to facilitate the expansi on of
trade and i nvestnent through neasures designed to inprove
transparency and mar ket access. This co-operation was advanced
further during Prime Mnister Hashinoto's visit to Canada in
Novenber 1997.

Mar ket - openi ng Results in 1997

To expand market opportunities for Canadi an exporters, Canada has
actively supported the Japanese governnent's efforts to stinmulate
t he Japanese econony through deregul ati on, strengthened
conpetition policy and further market |iberalization. Gven this
dynam c environnment, in 1997 Canada and Japan successfully
addressed a series of issues of |ong-standing concern to Canadi an
busi ness:
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1 Canada, along with the United States and the European Union,
concl uded negotiations with Japan in settlenent of its
obligations stemm ng fromthe findings of the WIO panel on
Japan's |iquor-tax regi ne. However, the required tax changes
will not be fully inplemented wuntil October 2001. Since
this timng bends WIO rules, which normally require
i npl ementation within 15 nonths of the panel result, Japan
IS paying conpensation. By April 2002, it will reduce tariff
rates to zero on all distilled spirits products, including
Canadi an whi sky.

1 The National Research Council's Canadi an Construction
Materials Centre (CCMC) signed liaison agreenents with the
Japanese Mnistry of Construction's Building Centre of
Japan, as well as with Japan's Centre for Better Living,
entitling CCMC to provide technical data for the assessnent
of building products, as well as to participate in the
eval uation and devel opnent of new standards.

1 Japan agreed to a Canadi an request to devel op a new standard
to expand the use of Canadi an sof twood concrete-form pl ywod
in Japan (JAS 932).

1 Construction of three-storey nulti-unit wooden buil di ngs was
prohibited in sem-fire-rated zones, until the Mnistry of
Construction announced an easing of building restrictions in
August 1997.

1 Japan has agreed to recogni ze the hi gher stress-val ue
capabilities of Northern Hem ock and Dougl as Fir (Canadi an
| umber species), allowing for their use in a w der range of
appl i cations.

1 Japan's Mnistry of Agriculture, Forestry and Fisheries
(MAFF) formally approved the results of a Canadi an hay-
fumgation test, allowing for baled hay that is fumgated in
Canada to enter Japan without the need for further
i nspection on arrival.

1 Japan approved the inportation of three varieties of
transgeni c canola for environnmental, food and feed safety in
1996, and has just recently decided to extend the approval
to conventionally derived progeny of approved transgenic
i nes.

1 Canada and Japan reached an agreenment in principle on
revisions to the Canada-Japan Doubl e Taxati on Conventi on.
This revision, anong other things, will allow for the nutual
exenption of |ocal taxes on international transport
oper ati ons.
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Canada' s Market Access Priorities for 1998

Japan's tariff barriers have been steadily reduced through
successive rounds of nultilateral trade negotiations. In 1997,
over 70% of Canadi an exports entered Japan duty-free. However,
even with full inplenmentation of the tariff reductions achieved
in the Uruguay Round, high average tariff rates continue to be
applied to many Canadi an exports, particularly agri-food
products. Canada continues to seek the elimnation of duties
applied to oil seed products, processed foods, spruce-pine-fir
(SPF) lunber and softwood plywod, red neats, fish and non-
ferrous netals. At the same tine, Canada is continuing to seek
the elimnation of specific technical and regulatory barriers in
Japan to facilitate Canadi an exports in priority sectors such as
agri-food and buil di ng products.

| MPROVI NG ACCESS FOR TRADE | N GOCDS

Agri-food, Fish and Beverage Products

Japan is the world's largest net-inport market for agri-food,
fish and beverage products, and is Canada's second-| argest narket
for agri-food exports after the United States. In 1997, agri-food
and fish exports exceeded $2.8 billion. However, as outlined

bel ow, the use of safeguard neasures, sone specific tariffs, and
the applications of food-safety regulations remain matters of
concern.

Saf eguard Measures on Chilled and Frozen Pork

Canada i s concerned about the adm nistration of Japanese

saf eguard neasures on pork (in the formof an increased m ni mum
inport price and higher tariffs). The safeguard neasures are
designed to restrain growmh in chilled and frozen pork inports.
Since they were first triggered in 1995, the safeguards have been
a significant conplaint of the Canadian pork sector. As currently
adm ni stered, these measures are causi ng consi derabl e uncertainty
for Canadi an suppliers. On February 17, 1997, Canada joi ned
Article XXIl consultations with the EU and Japan on this issue in
the WIO. Canada's objective is to ensure that any sol ution being
consi dered by the EU and Japan does not di sadvantage Canadi an
exporters. It is likely that discussions anong the EU, the United
States and Canada will continue to find a solution that will neet
both Japan's and exporters’ interests in elimnating the negative
mar ket inpacts of the safeguard. In 1997, Canadi an exports of
fresh and frozen pork cuts were valued at $337 million.

Tariffs on Canola Q|

Japan mai ntains high specific duties, currently between 15% and
20% on an ad val orem basis, on nbst cooking oils (except olive
oil) to provide protection to its donestic crushing industry.
These duties not only Iimt inports of crude and refined cooking
oils, but also confer a conpetitive advantage on Japanese
crushers that are buying oilseeds in the global market. Canada
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W ll continue to press Japan to reduce its specific duties on
crude and refined canola oil in the context of an overal

mul tilateral zero-for-zero negotiation on all oilseeds. Japan
mai ntains that the tariffs are not a significant inpedinent to
inports, and that they will not be reduced beyond its Uruguay
Round comm tnents. By April 1, 2000, the tariffs on crude and
refined canola oil wll fall to ¥10.9 per kilogram and ¥13.2 per
kil ogram respectively.

Tariffs on Feed Peas

Canada is interested in exporting feed peas to Japan for use as a
protein source in livestock feeds. Japan considers that inported
peas conpete with donmestic peas intended for human consunption
The existing tariff structure does not differentiate between

f ood- grade peas for human consunption and feed peas for use in
livestock feeds. Peas are currently inported under a tariff rate
of 10% Because of this tariff, feed peas are not conpetitive
with other protein sources (e.g. canola and soybean neals, and
dehydrated alfalfa) that enter duty-free. In addition, there is a
TRQ on all dried | egum nous veget abl es, which includes feed peas
and nunerous dried food products. This also restricts access,
since the TRQ tends to be filled by the higher-val ue product.
Canada has asked Japan to anmend its tariff structure to

di stingui sh feed peas from food-grade peas.

Tariffs on Processed Foods

Japan maintains high tariffs on several processed-food products
of concern to Canada. These products include nustard fl our,
frozen pizza and mapl e syrup. Canada continues to seek the
elimnation of tariffs on these products.

Variety-specific Testing of Inported Fruits and Veget abl es

Japan requires that fruits and vegetabl es (such as apples and

t onat oes) be approved for inportation on a variety-specific
basis. The scientific basis for such an approach is questionabl e.
Variety-specific testing is not only expensive, but also del ays
the introduction of new varieties into the marketplace, as they
are developed. This is particularly problematic for comrercially
grown tomatoes, as new and i nproved varieties are constantly
bei ng devel oped for commercial use. For exanple, after seven
years of bilateral discussion and testing, Japan renoved the ban
on inports of seven varieties of Canadian tomatoes in Septenber
1996. O these seven varieties, only one is currently in
commerci al production. Canada has asked Japan to elimnate this
requi renent for new tomato varieties.

Japan's Food Sanitation Law

Japan’s Food Sanitation Law (FSL) and its related adm nistrative
gui delines do not clearly distinguish between "sanitary" and
"quality" problens affecting food products. Quality factors do
not constitute health and safety risks, and should not, in
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Canada’ s view, be addressed in the sanme manner as sanitary
factors. This problemled Japan to ban the sale of 13 brands of
Canadi an bottled water in 1995, causing significant damage to
Canadi an trade interests. Canada believes that Japan should
refrain fromits current practice of prohibiting the sale of
agri-food products based solely on its assessnent of undesirable
non- health and safety "quality" factors.

The FSL al so mai ntains standards for frozen foods that are nuch
nmore restrictive than those for non-frozen products. This has |ed
to problens at sone ports for frozen-food shipnments from Canada.
Canada does not believe that this distinction is scientifically
justified. Problenms have al so been encountered with testing

met hodol ogi es enpl oyed to ensure conpliance with the FSL. Canada
hopes to address this issue through a structured technical

di al ogue between officials.

| nspection of Bal ed Hay

To enter Japan, Canadian hay is rigorously inspected on arrival
and certified as free of wheat and barley straw, and agropyron
plants, that are host to the Hessian fly. Since 1987, Canada and
Japan have been di scussing a protocol that would establish

fum gation or heat-treatnent procedures in Canada for bal ed- hay
inports, elimnating the need for inspection on arrival. Japan's
approval of the fum gation treatnent becane effective on Decenber
19, 1997.

Canadi an industry remains interested in pursuing a heat-treatnent
protocol with Japan. Canada w || reevaluate the research
conducted for heat treatnment and will approach Japan early in
1998 to propose further research.

Est abl i shnment of Maxi num Resi due Levels at Internationally
Accepted Level s

I n Japan, Maxi mum Resi due Levels (MRLs) in foods are gradually
bei ng established for agricultural chem cals and veterinary
drugs. In cases of chemcals or drugs in which no MRL has been
established in Japan, zero tolerance is the default |evel. Canada
urges Japan to accelerate its work to establish relevant MRL
standards for veterinary drugs and agricultural chem cals that
are consistent with international standards established by Codex
Alinmentarius. In the absence of a national MRL, Canada woul d

wel cone a deci sion by Japan to make use of the rel evant

i nternational standards as the basis for access, until a final
determ nation is nade.

"Organi c" Trademar k

The Japanese Patent O fice has approved the use of the word
"organic" in the product nane of al coholic beverages produced by
one Japanese conpany. In a letter to the Patent Ofice, the
Canadi an enbassy argued that "organic" is a generic termthat is
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w dely used and an internationally recognized nmet hod of
production, and therefore should not qualify for registration by
any one conpany. The Patent O fice replied that there is a forma
procedure available to affected conpanies to chall enge deci sions.
This case is causing quantifiable damage to Canadi an export
interests in Japan.

Li ve Oyster Exports

The Canadi an Food | nspection Agency (CFlIA), in response to a
specific request fromoyster producers in British Colunbia, has
recently expressed an interest in pursuing an agreenent to permt
the export of live oysters to Japan. Japan has concl uded such
agreenents with several Anerican states, e.g. Oegon, Washi ngton
and Connecticut. CFlIA nmet with the Japanese Mnistry of Health
and Welfare (MHW in Cctober 1997 to discuss a protocol to all ow
Canadi an exports of |ive oysters to Japan. MHWis considering
sending a fisheries inspector to Canada in 1998 to review fresh
oysters fromBritish Col unbi a.

Acceptance of Transgeni ¢ Canol a

Canol a seed is Canada's |l argest agricultural export to Japan,
with shiprments in 1997 valued at $860 nillion. Transgenic

technol ogy refers to the introduction of a newtrait such as

tol erance to specific herbicides through the insertion of a gene
from anot her species into the canola plant. The new varieties are
subj ect to approval by Japan on the basis of environnental, food
and feed-safety guidelines. Japan approved the inportation of
three varieties of transgenic canola for environnental safety in
May 1996, and for food safety and feed safety in Septenber 1996,
and has just recently decided to extend the approval to
conventional |y derived progeny of approved transgenic |lines. The
Japanese system of approval remains a concern. It is |likely that
this system could pose delays in the acceptance of subsequent
transgeni c crops, whether they be canola with new transgenic
traits or transgenic traits in other crop species. The situation
could again arise, where crop varieties are approved for planting
i n Canada, before they are accepted by Japan. Canada believes

t hat approval on the basis of genetic traits, rather than on
varieties, would be nore effective and efficient.

Bui | di ng Products and Housi ng

Japan i s Canada' s second-I|argest market for building products
after the United States, with 1997 exports exceeding $2.5
billion. Canada continues to be the | argest exporter of
prefabricated housing to Japan, with sales in 1997 of $179
mllion. Canada and Japan have agreed, under the terns of the
Cct ober 31, 1994, Joint Announcenent on Co-operation for Mitual
Recognition in the Field of Building Standards between the
Japanese M nistry of Construction and I ndustry Canada, to co-
operate closely to reduce housi ng-construction costs in Japan
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t hrough regulatory reform and nutual recognition of standards
and test data for building products and construction nethods.

Under Japan's Energency Priority Program for Reducing Housi ng
Construction Costs (announced in March 1996), Japan is now
preparing revisions to the Building Standards’ Law and
Notification 56 (the 2x4 Buil ding Code) to adopt performance-
based (rather than prescriptive) building standards.

Conpr ehensi ve deregul ation in the housing sector and further
liberalization with respect to inported buil ding products have
the potential to cut costs and to stimulate investnent
significantly in this key sector, to the benefit of Canadi an
suppliers of wooden buil ding products. Canada will continue to
consult bilaterally with Japan on the revision of the Building
Code in 1998 to facilitate Canadi an exports of buil ding
mat eri al s.

Tariffs on Woden Buil di ng Products

Japan's systemof tariff classification distinguishes between
speci es and di nensi on |unber, regardl ess of the end use. Current
tariff rates on certain species of |unber used in the housing

i ndustry serve to significantly increase overall costs of wooden
housing. This is particularly true of tariffs applied to SPF

di mension | unber. Hem ock (or HemFir), Douglas Fir, Sitka
Spruce, Yellow Cedar and Red Cedar enter tariff-free, while SPF
and Larch are subject to duties ranging from4.8%to 6.5% SPF
exports were worth nore than $600 mllion in 1997 out of $2.25
billion in total softwood |unber exports to Japan. Canada is the
dom nant exporter of softwood |unber to Japan, and the SPF tariff
continues to significantly affect the cost of structural | unber,
t hereby increasing the cost of housing in Japan.

Current tariff rates on softwood pl ywood, oriented-strand board,
| am nated | unber and ot her board products serve to significantly
i ncrease overall wooden housing costs and shoul d be elim nated.
Canada will continue to | obby on a bilateral basis in 1998 for
their elimnation.

Fire Restrictions on Three-storey Miulti-unit Woden Housi ng
Construction of three-storey nulti-unit wooden buil di ngs was
prohibited in sem-fire-rated zones (which cover nuch of Japan's
urban residential areas) until the Mnistry of Construction (MXX)
announced an easing of building restrictions in August 1997.
Wil e no | onger prohibited, construction is still subject to
approval under Section 38 of the Building Standards Law, which
conpletely prohibits four-storey wooden housing even in non-fire-
rated zones. A successful burn test of a three-storey structure
was conducted in March 1996. Based on the results of that test,
the MOC has indicated that standards for three-storey nmulti-unit
structures (for both residential and commercial use) wll be
revised in the context of the overall revision of the Japanese
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Bui | di ng Standards Law, which will take effect in July 1999.
Canada wel cones this revision, and is urging the MOC to consi der
the conpl ete renoval of the Section 38 provision.

Regi stered Gradi ng Organi zati ons

No foreign organization is permtted to adm nister a program of
certification and quality control under the Japan Agricul tural
St andards (JAS) Law. Certification of conpetent Canadi an

organi zati ons as Regi stered Gradi ng Organi zati ons (RG3s) would
significantly reduce the cost of JAS conpliance for Canadi an
producers. A systematic review of the JAS systemin co-operation
with interested foreign parties would make JAS a nore efficient
certification process. Canada's Council of Forest Industries
(COFl), as a JAS-accredited Foreign Testing Organi zation, has
expressed interest in receiving designation as an RGO however
Japan continues to reject this request.

Revi sion of Structural Lunber Standard

The revision and devel opnent of JAS for inported wooden buil di ng
materials has proven to be a slow and costly process. Canada is
currently co-operating with Japan's MAFF to revi se a nunber of
standards, including JAS 143 (structural lunber), to facilitate
inports into Japan of Canadi an wooden buil di ng products. Japan
has agreed to co-operate with Canada to revise its knot
interpretation on JAS 143. Canada maintains that knots should be
eval uated primarily on the basis of the inpact that they have on
structural strength, not just the sinple size of the knot on the
surface. Canada is asking for consideration of "knot

di spl acenent,"” as is the case for 2x4 | unber.

In addition, Canada has been seeking the inclusion of a | am nae
standard within the framework of the JAS 143 revision, so that
Japanese | am nators can source JAS-certified | am nae and avoid
costly regrading before lamnating in Japan. Since March 1995,
expert-level discussions involving Canadi an technical experts
have taken place, resulting in a JAS 143 revision commttee.
Canada is pleased with the formation of the JAS 143 revi sion
commttee, and will urge that knot displacenent and a | am nae
standard be considered at the tine of revision.

Hori zontal Application Pl ywod

Notification 56 of Japan's Building Standards Law currently
requires blocking for horizontal application of structural

pl ywood in 2x4 construction. This forces builders to use bl ocking
or, nore commonly, to waste up to 25% of the plywood panel

w thout any significant gains in structural perfornmance.
Acceptance of horizontal application plywod w thout bl ocking
woul d reduce plywood waste and construction tinmes. Canada has
requested an anendnent of Notification 56 of Japan's Buil ding
Standards’ Law to assign a shear wall factor for horizontally
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appl i ed pl ywood wi t hout bl ocking. Technical discussions between
Canada and Japan conti nue.

Tel ecommuni cati ons Equi prnent

Since 1986, Canada and Japan have agreed to nutual recognition of
each other's testing for certification in each country for wred
t el ecommuni cati ons equi pnent. Additional neasures are needed,
however, to facilitate and reduce the high cost of certification
for interfacing equipnment for both wired and especially wrel ess
net works. A proposal to discuss nutual recognition of these
testing and certification procedures was nade to the Japanese

M nistry of Posts and Tel ecommuni cations (MPT) in January 1997.
Canada's desired outcone is to inplenment MRAs for both wred and
wi rel ess equi pnent that are bal anced and transparent. Canada has
provi ded technical information to the MPT as a basis for further
di scussi on.

I n Decenber 1997, follow ng representations by Canada and ot her
governnments, the Radi o Equi pnment | nspection and Certification
Institute (known by the Japanese initials MK) announced that the
processing period for certification requests would be cut in
hal f, and the rates it charges for certification wuld be
dramatically reduced by up to 35% w th an eventual target of one
third of the previous rates.

| MPROVI NG ACCESS FOR TRADE | N SERVI CES

Fi nanci al Services

In late 1996, the Japanese governnent announced Tokyo's version
of a financial market "Big Bang" to be inplenented between 1997
and 2001. Wth the inplenentation of the revised Forei gn Exchange
Trade and Control Act, the changes to the Anti-nonopoly Act,
which will allow financial holding conpanies and the
establ i shment of the new Financial Supervision Agency in July,
1998, will be a key year in the Japanese financial narket-

i beralization process known as the "Tokyo Big Bang." Foreign
financial institutions are maki ng consi derabl e headway i n Japan
in areas as diverse as asset and pensi on managenent, equity sales
and i nsurance. Several Canadian financial institutions have al so
upgraded their Tokyo operations to take advant age of
opportunities being created by the Japanese financi al
deregul ati on process. The Canadi an governnent and Canadi an
financial conpanies wll continue to followwith interest the
restructuring of the Japanese financial sector, and the
opportunities that arise with the inplenentation of bilateral and
mul til ateral financial-services negotiations.

Tel ecomruni cati ons Servi ces

Japan is inplenenting significant steps to deregulate its

t el ecommuni cati ons services market. In line with the Agreenent on
Basi ¢ Tel ecommuni cati ons (ABT), Japan has taken steps to permt
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foreign access for the supply of all basic tel ecommuni cations
services. Foreign investnent in new conpanies is unrestricted.
Foreign investnment in NIT and KDD is still limted to 20% but
the limt on KDD will be renoved with the abolition of the KDD
Law in the sumrer of 1998. Donestic and international sinple
resale, and Internet tel ephony, are now permtted, and new rul es
for interconnection wll likely become | aw by the m ddl e of 1998.
This will provide nore opportunities and conpetition for Canadi an
t el ecomruni cati ons equi pnment and servi ce providers. However, the
ability of conpanies to interconnect at reasonable cost to
publicly switched networks will be critical for effective narket
liberalization. Canada will continue to nonitor devel opnents in
this sector, and to pronote new opportunities for Canadi an

t el ecommuni cati ons equi pnent and services providers.

| NVESTMENT

| nvestnent in several of Japan's donestic econom c sectors is
subject to prior notification under the Foreign Exchange and
Foreign Trade Control Law. Reserved sectors under the OECD
Capital Liberalization Code include agriculture, forestry and
fisheries, oil, leather and | eather products, air transport and
maritime transport. In addition, many other areas are reserved on
national security grounds, including the aircraft and aerospace

i ndustries, armanents, passenger transport, nuclear power,
electricity, gas, heat supply and waterworks. G ven the

i nportance of direct investnent to trade, Canada will continue to
support regul atory changes in Japan that inprove the investnent
climate and facilitate market entry.
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CH NA AND HONG KONG

CHI NA

Overvi ew

The People's Republic of China is Canada's fifth-Iargest export
mar ket, and Canada's third-largest, if the Hong Kong Speci al

Adm ni strative Region (HKSAR) is included. Market access issues
for China are quite distinct fromthose for the HKSAR |n 1997,
Canada's total exports of goods to China and Hong Kong reached
$3.78 billion, and the total value of inports of goods was $7.55
billion.

Wth nearly one quarter of the world s popul ation, China shows
great prom se of becom ng the world s |argest consunmer narket. It
is estimated that, by 2010, there will be in excess of 500
mllion mddle-class consuners in China. An increasingly Wstern
lifestyle anong the urban mddle class, along with a noderating
of the Chinese governnent’s isolationist policies, nmake this
enormous market seemall the nore attractive froma Canadi an
perspective. Moreover, it is inportant to keep in mnd that China
consi sts of a nunmber of distinct regional markets, each operating
and evolving in a distinct and often autononous fashion.

As outlined in the 1998 China and Hong Kong Trade Action Pl an,
Canada’s policy approach takes full account of the reality of
China's rapidly grow ng inportance in wrld affairs. Canada
considers an econom c partnership with China to be a key el enent
supporting long-termrel ati ons and encouragi ng further
integration in global and regional political and econom c

i nstitutions.

Despite the opportunities that China presents, there are a nunber
of significant system c problens and practices that inpede
Canadi an access to the Chinese market. These issues are currently
bei ng addressed in the nultilateral and bilateral negotiations on
China's accession to the WIQ, and Chinese officials have
indicated that China is serious about resolving these issues as
part of the accession package. These include high inport tariffs,
i nappropriate standards, investnent barriers, the ability to
appeal rulings by Chinese officials through a judicial review
process; equivalent treatnent of foreign and donmestic firns
(national treatment); equivalent treatnent of inports from
different countries (MFN status); access to foreign exchange; the
transparency of the Chinese regine; the uniformapplication of

| aws and regul ati ons throughout China; non-tariff barriers (e.g.
inport |icences and quotas); and the subsidi zation of Chinese
manuf acturers. As part of its accession to the WO China is

67
Opening Doors to the World: Canada's International Market Access Priorities, 1998



negotiating bilaterally with its key trading partners, including
Canada, and the results will be applied on an MFN basis.

H gh tariffs on inports are one of the principal inpedinments to
Canadi an exports, particularly those that conpete agai nst
donestically produced goods and those that, as commodities, have
a fixed world price. Particular attention is also being given to
know edge- based products that are di sproportionate generators of
jobs and growth. In addition, high tariffs in a nunber of
agricultural products, conbined with gaps in the effective

adm ni stration of custons, have |led to w despread snuggling,

whi ch underm nes the ability of Canadi an producers to conpete on
an equal footing. This has had a particularly heavy inpact on
Canadi an gi nseng sal es to China.

A comon problemw th the Chinese market is a |ack of
transparency and the inconsistent application of |aws,

regul ations and inport practices. This reflects, in part, the
decentralized nature of admnistration in China, and the strength
of local centres of power, whose adm nistrative units can often
act independently of central conmands and of witten | aws
endorsed by the central authorities. In custons procedures, for
exanple, it is not uncomon for the sane product to be subject to
different levies in different ports, as each has its own

adm ni strative and other fees to add to the basic inport tariff.
This makes for uncertainty in the cal culation of export costs and
i npedes the establishnment of consistent, |ong-term conmerci al
ties. In the case of capital projects, the approval process is
often unclear, as is the ultimte decision-making authority on
any particul ar project.

Anot her key issue is the application of standards, as there are
continuing concerns that standards and, in particular,

requi renents for statutory inspection are being used as

i npedi nents to market access, and are not being inposed, as is
required by the WIQ, in the |east trade-restrictive manner
possi bl e. Canada, in the context of discussions with China and

t hrough the WIO accession process, is attenpting to obtain a
transparent |list of those standards being applied, and is working
to identify and elimnate those that are nerely qualitative in
nature, disqguised barriers to trade or unnecessary inpedinents to
inmports. The goal is to obtain application of international
standards and to increase access through such nechani sns as MRAs.

Canada takes a sim | ar approach to the nunmerous SPS barriers
applied to agricultural products in the Chinese market. There
continues to be a lack of transparency in the rules and

adm nistration of China's SPS regul atory system The Canadi an
Food | nspection Agency is working closely with China on a nunber
of SPS issues, particularly those relating to access for Canadi an
meat products, tobacco, seed potatoes and seed corn.
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EXAMPLES OF PRODUCT- SPECI FI C MARKET ACCESS CONCERNS

Tel ecommuni cati ons Equi prnent

Sal es of Canadi an tel ecommuni cati ons equi pnment are doing well in
Chi na. However, there are sone concerns as to the process of
tendering for the sale of such equipnment, and the fact that the
country's tel ecommuni cati ons regul ator, the Chinese Mnistry of
Posts and Tel ecommuni cations (MPT), is also a supplier that
conpetes with inported products, as well as being the dom nant
carrier and custonmer. This creates the potential for undue

i nfl uence on purchasing decisions. There are al so indications
that exporters face additional standards to those that have been
identified by China.

Chi na mai ntains a ban on foreign involvenent in donestic

t el ecomruni cati ons operations. The MPT actively encourages FDI
and foreign technol ogy, but does not allow foreign conpanies to
invest in the tel econmunications systemitself. Entry into the
equi pnrent market is possible only through co-operation with

Chi nese equi pnent makers in Sino-foreign joint ventures, or by
sel ling goods under an inport tariff. Foreign firns can instal
but not operate tel ecommuni cations systens.

Newspr i nt

In October 1997, China introduced a new variable tariff, with a
steep inverse relationship to price, with base figure of

US$550/ tonne. This scal e has the potential of inposing tariffs of
anywhere from 3% (for high-priced inports) to 45% (for inports on
the low end of the price scale). This variable rate is intended
to conpensate for |oss of revenue fromprice fluctuations and as
a reaction to a dramatic drop in newsprint prices, which had | ed
to inports being priced | ower than donestically produced
newsprint. Canada has discussed this tariff with China, and has
expressed its strong concern as to its potential for distorting
trade and production deci sions.

Agricultural Tariff Rate Quotas

Chi na has announced its intention to inplenent a TRQ systemfor a
nunber of agricultural inmports, which constitute roughly 40% of

t he val ue of Canada's exports to China. It is therefore
particularly inportant to Canada that this system be operated in
as open, transparent, efficient and predictable a manner as
possible, so that it does not distort trade. Canada is continuing
to work closely with China to ensure that, if China proceeds, a
TRQ system does not di sadvant age Canadi an agricul tural products.

Boi l ers and Pressure Vessels

China requires that manufacturing facilities of boilers and
pressure vessels are inspected by officials fromthe Mnistry of
Labour, before the product can be inported. This process requires
t hat conpani es cover the costs of inspection, including travel
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for the Chinese inspectors, which can be very costly,
particularly to SMEs. Canada continues to pronote the adoption by
Chi na of the Anerican Soci ety of Mechani cal Engi neers (ASME)
standard for boilers, so that the cost to Canadi an manufacturers
i s reduced.

Servi ces

In the last few years, Canadi an service-providers have gai ned

i ncreased access to the Chinese market. However, China continues
tolimt the operations of foreign-service conpanies through
restrictions on where firns can operate and how many foreign
firms can operate in certain sectors, and through regul ations,
including licensing requirenents that discrimnate agai nst
foreign-service firnms. Canada is working as part of the accession
process to noderate or renove these restrictions. Canada is
particularly interested in increasing Canadi an access to the
financial, tel econmunications and professional -services sectors,
all of which are sectors of Canadi an expertise and offer great
potential in China.

| NVESTMENT

Canada considers China to be a top priority for the negotiation
of a Foreign Investnent Pronotion and Protection Agreenent
(FI'PA). According to Statistics Canada, the stock of Canada's
direct foreign investnment in China was $368 mllion in 1996 and
potential direct investnent is |ikely nmuch higher given China's
mar ket size. Some reforns are underway in China as part of its
WO accessi on process; however, the econony remains highly
centralized and under state control. In sectors open to foreign
investnment, it is essential that the principle of non-
discrimnatory treatnment, particularly national treatnent, apply.

HONG KONG

Overvi ew

On July 1, 1997, Hong Kong reverted to China after 150 years of
British rule. It is nowofficially known as the Hong Kong Speci al
Adm ni strative Region of the People's Republic of China. Details
of the sovereignty transfer were determ ned by the Sino-British
Joint Declaration of 1984, and by the Basic Law, the constitution
for the HKSAR t hat was pronul gated by the Chi nese Nationa

Peopl e's Congress in April 1990. The Basic Law grants
consi der abl e autonony in economc, trade, cultural and political
affairs for 50 years after 1997. The HKSAR has its own financi al
system and fornulates its own nonetary and financial policies.
The Hong Kong dollar continues to circulate as | egal tender. Hong
Kong remains a free port and separate custons territory. It can
conduct relations with states and international organizations on
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t he econony, noney and finance, shipping, conmunications,
tourism culture and sports. Under the nane "Hong Kong, China,"
it is a nmenber of APEC and the WO

Canadian firnms continue to enjoy excellent access to the Hong
Kong market, and there are no outstanding bil ateral market access
i ssues. The Hong Kong governnent continues to develop its own
econom c, fiscal and budgetary policies based on its own
interests and its dependence on trade. The policy of m ninal
governnment interference in the econony continues to apply equally
Wi th respect to trade in goods and services, and to investnents.

Hong Kong Tel ecom announced on January 21, 1998, that it had
agreed with the Hong Kong governnent to allow free conpetition in
i nternational tel ephone (IDD) services in exchange for a cash
paynment of US$865.6 million (HK$6.7 billion). IDD was the |ast
area in which Hong Kong Tel ecom mai nt ai ned a nonopoly servi ce.
The agreenent, which will cone into effect on January 1, 1999,
effectively makes Hong Kong the nost |iberal teleconmunications
envi ronnent in Asia.

| NVESTMENT

Significant two way investnent flows between Hong Kong and Canada
total $5 billion. Negotiations are continuing with the Hong Kong
Governnment for a Foreign Investnment Protection Agreenent.

71
Opening Doors to the World: Canada's International Market Access Priorities, 1998



REPUBLI C OF KOREA

Overvi ew

In 1997, Canada's goods exports to the Republic of Korea totalled
$2.881 billion, and inports were $2.821 billion. Korea is
Canada's third-1argest market for nerchandi se exports in the Asia
Pacific region (after Japan and China), and the sixth-Iargest

wor | dwi de (after Germany).

I n Novenber 1997, South Korea asked the International Mnetary
Fund (I MF) for financial assistance, after a crisis broke out due
to doubts about its ability to repay high levels of private
short-term foreign debt. Further uncertainty arose because of the
presidential election on Decenber 18, which was won by the main
opposition candi date, M. KimDae-jung. The agreenent reached
with the IM- calls on Korea to reformits financial sector and
corporate structure, and to open its econony wi der to foreign
goods and investors.

In January 1998, Korea and its international financial creditors
agreed to roll over US$24 billion in short-termdebt. Wiile the
agreenent stabilizes Korea s foreign-exchange problens, it stil
faces a major restructuring of its domestic econony. Gowth wll
sl ow substantially while this process is under way, and Korea is
expected to sharply reduce its inports in the near term
Nevert hel ess, Korea remains an inportant market for Canada, and
it should enmerge fromthe present crisis with a stronger econony.

The Canada- Korea Special Partnership Wrking Goup (SPW5 was

| aunched in April 1994 to identify ways to increase and
strengthen econom c ties between Canada and Korea. The Worki ng
Goup's goal is to increase co-operation in areas such as trade,

i nvestnent, industrial co-operation and technol ogy transfer. A
subcomm ttee of the SPWG addresses market access issues. A
Committee on Industrial and Technol ogi cal Co-operation has al so
been created to further increase co-operation between the private
sectors of both countries, initially focussing on manufacturing
technol ogy, new materials, biotechnology, environnment, energy and
t el ecommuni cati ons.

Canada and Korea concluded an MRA on tel ecomuni cati ons equi pnent
during the Team Canada trade m ssion to Korea in January 1997.
Canada and Korea are involved in market access negotiations on

t el ecommuni cati ons equi pment, focussing on governnment procurenment
issues. A positive result in this area wll give further inpetus
to trade in tel ecomruni cati ons equi pnment between Canada and
Korea, and will place Canada on an equal footing with its
conpetitors (the United States and the European Union).

Canada' s Market Access Priorities for 1998
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The Republic of Korea's econonmi c policies are designed to pronote
its domestic industry and exports while discouraging inports of
sone val ue-added goods. Cenerally, tariffs, inport |icences and

i nport procedures all favour the inportation of raw materials and
i ndustrial equipnent rather than finished goods. Wile there has
been sone liberalization of inport procedures, significant
obstacles and rigidities remain.

| MPROVI NG ACCESS FOR TRADE | N GOCDS

Tel ecommuni cati ons Equi prnent

Canada seeks to inprove access to private-sector and gover nment
procurenent in Korea in the tel ecommunications equi pnment market.
Wi |l e Korea has inplenmented the WIO Agreenent on Gover nnent
Procurenent, it has excluded purchases by Korea Tel ecom of

t el ecommuni cati ons products and network equi pnent. OQther barriers
to access, such as localization policies, are of concern to
Canada.

In 1997, Canada and Korea held di scussions with respect to
procurenent. Canada continues to object to the preferential
treatnment provided by Korea to U S. and European equi prment
manuf acturers and i s seeking the sanme guaranteed access that is
provided to U.S. and EU firns, for both private-sector and
gover nnment procurenent in Korea.

Agri-food and Beverage Products

Tariff Rate Quota on Alfalfa

Korea's tariff-rate regine for alfalfa involves an applied rate
of duty (currently 1% w thout quota) that is renewabl e every six
nmont hs. Canada woul d prefer a predictable tariff for alfalfa.
This woul d decrease the uncertainty for Canadi an suppliers which
is inmportant, since this product requires significant fixed

i nvestnents in Canada.

Feed Barl ey

The Korean m ni mum access commtnent for feed barley is extrenely
| ow. Korea opened a tenporary 50 000 tonne TRQ for feed barley in
1996 and, in Septenber 1997, tendered two bids for 17 000 tonnes
and 50 000 tonnes. Canada has requested a | onger-term conm t nent
and an increasing TRQ size to reflect the grow ng needs of the
Korean |ivestock industry.

Canol a Seed and Canola QG|

Korea's applied tariff rates on canola seed and canola oil remain
significantly higher than the applied rates for substitute
veget abl e-o0i |l products. Since harnonization of tariffs between
substitute products will not likely increase overall inports of
edi ble oils, Canada has requested that the tariff margi ns between
canola oil and conpeting vegetabl e-oil products be elimnated or
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reduced. In 1997, the applied tariff rates for canola were 10%
for seed, 15% for oil and 2% for feed. The applied rate for
soybeans for the sanme products were 1% 8% and 3% respectively.

Mal ting Barley and Barl ey Mlt

Korea's latest applied tariff rate for malt is 10% versus 5% on
mal ting barley. Previously applied rates, although higher, were
equal . This new form of discrimnation inpedes access to market
opportunities. To mnimze artificial incentives and

di sincentives to inport one product over another, Canada opposes
the introduction of new tariff escal ati on between raw and
processed products.

Tariffs on Feed Peas

Korea's tariff for feed peas is 30% Tariffs for conpeting feed
products are generally less than 5% (barley at 1% feed wheat at
1% . Canada believes that the current tariff discourages the

i mport of feed peas vis-a-vis other feed inports to the detrinent
of the Korean donestic feed industry. To allow t he Korean
conpoundi ng i ndustry to have access to this alternative feed
product, Canada has requested a tariff of no nore than 5% for

f eed peas.

Soybean Tenderi ng

The tendering system adm ni stered by Korea's Agricultural Fishery
Mar keti ng Corporation prevents Korean inporters from accessing
the high-quality, prem umpriced tofu-grade soybeans that Canada
produces. Korea has a tariff-rate quota for food-grade soybeans,
which is adm ni stered through international open tender, mainly
on the basis of price. This is an inflexible systemthat has no
provision for price premuns for quality, tendering on small lots
or long-termcontracting. Canada believes that Korea cannot
currently fully supply its soy-processing sector with the

requi red high-quality product and that it would be to the nutual
advant age of both countries to provide nore options in the

adm ni stration of inports.

Bottled Water

Canadi an bottl ed water exporters have experienced a nunber of
technical barriers in Korea. Qur major concern has been with
respect to Korea's ban on ozone-treated bottled water. QOzonation
treatment is used to maintain bottled water quality. It is widely
used by the bottled water industry in Canada, the United States
and other countries. Canada's position has been that there is no
scientific basis for Korea's ban. The ban has effectively

precl uded nost Canadi an exporters fromtaking advantage of the
Korean market for bottled water.

| n Decenmber 1995, Canada held fornal WO consultations with
Korea. As a result, Canada and Korea reached a bil ateral
settlenment on April 1, 1996, whereby Korea agreed to anend the
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rel evant laws and regulations to allow the inportation of ozone-
treated bottled water by no later than April 1, 1997.
Unfortunately, Korea was not able to pass its anended | egislation
until July 30, 1997. Korea then inplenented anended regul ati ons a
month | ater. However, the anended regul ati ons have created new
probl ens for Canadi an exporters by inposing trade restrictive

| abel ling requirenments for ozonated bottled water. Canada nmade
further representations, enphasizing that we still consider the
whol e matter unresol ved, and Korea has agreed to change the

| abelling requirenments during the first quarter of 1998. Canada
w Il continue to make further representations as necessary to
resolve this and other technical narket access problens (e.g.
Korea' s governnent - mandated shelf life requirenents) for Canadi an
bottl ed water exporters.

Seal Meat

Korea maintains an informal inport prohibition on seal products
and has not yet responded to requests on its certification
requirenents for inports of seal meat for human consunpti on.
Canada has nmade representations to Korean authorities pointing
out that Canadi an seals are not endangered and has asked Korea to
al l ow i nports.

The inportation of seals was liberalized in Korea as of January
3, 1995. At present, inports of seal neat require approval from
the Korean Mnister of Health and Welfare, as a Canadi an

i nspection certificate is not sufficient. The Korean authorities
wi Il al so consider whether the neat has been traditionally or
comonly used for human consunption in Korea. Canada will press
to obtain the necessary approvals for the sale of seal neat in
Kor ea.

Tariff on Al coholic Beverages

The European Union, United States, Canada and Mexico contend that
Korea nmaintains a tax regime which discrimnates against inported
al cohol i c beverages. Canada is participating in WO di spute

settl ement against Korea, in order to resolve the matter.

| nvest nent and Servi ces

Korea has made significant progress in the liberalization of its
foreign-investnment reginme. The inplenmentation of the neasures
contained in the 1995 Revision to the Foreign Exchange Reform

Pl an shoul d further advance the liberalization process,
particularly in the area of capital flows and foreign-exchange
transacti ons.

In addition, the coomtnents that Korea has nade with respect to
its accession to the OECD will address a nunber of the concerns
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t hat Canada has expressed regardi ng the Korean financial system
and foreign direct-investnent regine. As a result of the WO
negoti ations in financial services, which concluded Decenber 12,
1997, Korea has also agreed to bind many of its planned
financi al -sector |iberalization neasures in the WIO. Most
recently, in its Decenber 1997 agreenent wth the | M-, Korea has
commtted itself to extensive capital-account |iberalization. A
restrictions on purchases of Korean bonds by foreigners will be
elimnated. Restrictions will also be relaxed on foreign
ownership of Korean equities, as well as foreign takeovers of
Korean firms. Lastly, foreign banks and brokerage houses are
expected to be allowed to establish subsidiaries in Korea. Canada
will continue to press for further financial-sector
liberalization in Korea during the next round of WO services
negoti ati ons.
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CHI NESE TAI PEI ( TAI WAN)

Overvi ew
Chi nese Taipei is Canada's fourth-largest Asia Pacific export
mar ket, accounting for approximately 6% of our exports to this

regi on. For 1997, total goods exports were $1.573 billion, making
it Canada's ninth | argest export destination overall. The total
val ue of Canada's nerchandise inports in 1997 was $3.466 billion

Continued growh in the econony in 1998 is expected to result in
further growh in Canadi an exports. Chinese Taipei is anong
Canada' s stronger non- NAFTA destinations for val ue-added products
fromcars to planes, and a growi ng market for agricultural and
agri-food products.

The econony of Chinese Taipei is trade-dependent: it is a major
exporter and a major source of investnent for the region,
particularly to China and Sout heast Asia, and is becom ng an

i nportant regional inporter. This has given strong inpetus to
trade and market |iberalization, though donestic political
pressures in this vibrant denocracy continue to result in
protectionist and discrimnatory access conditions.

Canada's goal in the WIO accessi on negotiations with Chinese

Tai pei has been to secure nore open access for a w de range of
Canadi an goods and services. Bilateral negotiations wth Chinese
Tai pei began in 1994. Thirteen rounds later, in late 1997, a
tentative concl usion was reached. Qutstanding details related to
commtrments for agricultural, industrial and services products
are yet to be clarified by Chinese Taipei and the final offers
verified. Conpletion of these steps is required for forma
conclusion of the bilateral negotiations.

Further, in early 1998, subsequent to the tentative conclusion of
our bilateral accession talks, Chinese Taipei extended to the
United States preferential access for several products, nanely
meat itenms of export interest to Canadi an suppliers, for the
period precedi ng Chinese Taipei's WO accession. This increnmenta
di scrimnation facing Canadi an products in the Chinese Tai pei

mar ket nust al so be resolved for Canada to officially concl ude
the bilateral market access negotiations with Chinese Taipei.

Chi nese Tai pei's undertakings in the accessi on negoti ati ons
include tariff reductions and bi ndi ngs for goods such as

chem cal s, pharmaceuticals, paper and nedical devices, in |line
wth the zero-for-zero or harnonization arrangenents adopted by
Canada and others (mainly industrialized countries) in the
Uruguay Round. As a nenber of the ITA, which was concluded in
March 1997, Chinese Taipei agreed to the full slate of tariff
elimnations on information technol ogy/tel ecommuni cations
products covered by this plurilateral WO agreenent. Canadi an
suppliers thus stand to gain nore secure and open access for
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these and other industrial priorities, including plywod and
aerospace products. Canadi an suppliers' access to the Chinese
Tai pei market for autonobiles will remain favourable, as Chinese
Tai pei proceeds with the liberalization of its inport regine in
this sector. For agricultural products, Chinese Taipei's
accession commtnents wll nean inproved access for priorities,
i ncluding grains, oilseeds, nmeat products and processed foods,
plus a range of fish and seafood. Exporters of oilseeds, as well
as of several fish itens, will enjoy equitable market access
terms in the Chinese Taipei market for the first tinme, as a
result of the negotiations. Although sone progress was nade in

i nprovi ng access for Canadi an beef, a conmtnent for equitable
access for all high-quality Canadi an beef was not forthcom ng
from Tai wan. Canada will continue to press Taiwan to end this

di scrimnatory practi ce.

The past year saw outstanding financial services issues resolved
satisfactorily in both the banking and insurance sectors. As
wel I, Chinese Taipei tabled an offer for basic tel ecommunications
services, follow ng the conclusion of the ABT anong WIO nenbers
in 1997. Chinese Taipei's final offer on services al so includes
commtnents in other services sectors, including advanced

t el ecommuni cati ons and environnental services.

As part of its WO accessi on, Chinese Taipei has also applied to
join the WIO Agreenent on Governnment Procurenent. Bil ateral
negotiations in this regard have progressed well.

Chi nese Tai pei has now concl uded bil ateral negotiations w th nost
of the 26 trading partners with whomtal ks were undertaken. The

focus of Chinese Taipei's accession negotiations wll |ikely
shift to the nultilateral stage, where the Working Party Report
and Protocol of Accession are still to be negoti at ed.
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| NDI A

Overvi ew

The I ndi an econony has inproved dramatically since 1991, when

I ndi a | aunched its programof economc reforns and trade and
investnment |iberalization. India's economc growh rate was 6%
per year from 1993 to 1997. The fundanentals of the Indian
econony are sound, and it has not been seriously affected to date
by the financial problens in East and Sout heast Asia. Total
Canada- I ndi a nmerchandi se trade for 1997 reached a record of
$1.191 billion, with a balance of $289 million in India' s favour.
Canadi an investnent in the Indian market is significant; in 1997,
Canada was the fifteenth-largest investor in ternms of approvals,
with investnments in the first ten nonths of 1997 totalling $144
mllion.

I ndia offers significant opportunities for Canadi an trade and
investnment. As well as a high growh rate, India has a mddle
class (i.e. an economc group wth disposable incone) of 200
mllion people whose demand for consumer goods isS increasing
rapidly. These opportunities were the inspiration for the
successful 1996 Team Canada trade m ssion to India, during which
Prime Mnister Chrétien led a group of seven Provincial Premers
and Cabi net M nisters, and 300 busi ness people to boost trade and
i nvestnent ties.

Mar ket - openi ng Results in 1997

Wthin the framework of the Wrld Trade Organi zation (WO, and
under agreenents reached with Canada and several other countries
(the European Union, Japan, Switzerland, Australia and New

Zeal and), India wll phase out inport restrictions on a very w de
range of products that are of interest to Canadi an exporters.
These inport restrictions generally take the formof quantitative
restrictions and outright bans on the inport of goods covered by
about 2700 different tariff items. The restrictions wll be
renmoved over three stages—overing the period April 1997 to March
2003—aith the first "batch" of itens scheduled to be liberalized
at the end of March 1998. India has also conmtted to phasi ng out
all restrictions on the inport of goods covered by the |ITA during
the first stage, i.e. by March 2000.

Canada' s Market Access Priorities for 1998

Despite the trade and i nvestnent potential, several problens
remain in gaining access to Indian markets. In general, there is
a lack of transparency in decision nmaking and bid selection, and
a decreasing, but continuing, use of w de-ranging inport
restrictions.

A nunber of significant Canadi an projects depend on econom c
reforms in the sectors outlined below. These issues wll be
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di scussed at the Indo-Canadian Joint Mnisterial Commttee
schedul ed for 1998. In 1998, Canada also intends to explore the
creation of an enhanced bilateral framework for dial ogue at the
senior officials level on issues related to trade, investnent and
trade policy.

Tel ecomruni cati ons

Canadi an firnms continue to have difficulties in penetrating the
I ndi an market for tel ecommunications goods and services. In the
basi ¢ and cellul ar services sector, non-transparent bid nethods
and additional fees added after the bidding process have
frustrated access to the market. However, sone of the new fees
for basic and cellular services have been reduced or elim nated.

I ndia participated in the GATS basic tel econmuni cati ons

negoti ations, essentially binding its existing regine, which
provi des for the governnent operator plus one other conpany. The
private operator may have foreign equity of up to 25%

H gh tariffs (in the 40%to 50% range) al so inpede Canadi an
firms' ability to sell in the Indian tel econmuni cations market.
However, Canada is encouraged that India has joined the ITA wth
a conmtnent to elimnate its tariffs on a w de range of

i nformation technol ogy products by the year 2005 at the | atest.

Wth the recent inplenentation of the new Tel econs Regul atory
Authority of India (TRAI), Canada will regulatory nonitor
processes in India, as they affect Canadi an conpani es,
particularly the transparency of the licensing regine for new
carriers.

Power

Al t hough power production has been increasing by over 6% a year,
and despite strong donestic demand for additional power

devel opnent, and many governnent proclamations of fast-track
projects and one-stop application processing, few private
projects have so far been inplenented in the power sector. A |lack
of transparency, the present regul atory organi zation and the
conplications of state-l|evel approval beyond that provided by the
central governnent are further del aying nuch-needed projects.
State electricity boards are largely in poor financial condition
and wil|l need greater support, major refornms and/or

privatization, before progress can be made to reduce India's
significant power-supply shortage. Restrictions in the Indian
financial services sector also limt the nunber of projects that
can gai n adequate financing. Canada will continue to use every
opportunity to advocate further reforns in this sector.

Fi nanci al Servi ces/ | nsurance
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India was a participant in the WIO fi nanci al services
negoti ati ons, which concluded in Decenber 1997. During the
negoti ati ons, India nade sone nodest inprovenents to its
financial services offer, including the binding of an increased
nunber of bank |icences. However, India did not nmake any
significant conmtnments in the insurance sector, as the Indian
government was unable to enact regulatory reformin this area.
The I ndian insurance sector is conpletely in the hands of two
gover nent - owned nonopoly providers of |ife and general

i nsurance. As Canadi an financial institutions consider India's
i nsurance sector, particularly its life insurance sector, a high
priority market, the Canadi an governnent will continue to press
for refornms in this sector.

Agricul tural and Manufactured Goods

I ndia maintains a |large nunber of restrictions related to

bal ance- of - paynents ("negative list"), affecting both
agricultural and manufactured goods. The list includes banned
itens (e.g. offal and animal tallow) and restricted itens that
require an inport licence. A |large nunber of itens were renoved
fromthis list in the 1997 budget and subsequent annual
export/inport policy, but nore than 2700 tariff |ines remain.
However, as nentioned above, India has agreed to gradually phase
out these restrictions by 2003. Canada will nonitor the process.

In addition, the non-transparent licensing systemlends itself to
i nconsi stent deci sions and circunmvention. The purported intent of
this systemis to protect Indian conpanies in sensitive sectors
such as agriculture and food. However, the effect of these
policies on the Indian econony is to permt both public- and
private-sector firns to operate inefficiently with little or no
conpetition, and to limt the quality and quantity of goods
avai l abl e to I ndian consuners. Tariffs remain high on many itens.

Additionally, India continues to increase tariff rates as a neans
of conpensating for decreases in tax revenue. |In Septenber 1997,

I ndia added a 3% tenporary tariff increase on all products. To
date, this increase has not been renoved.

| nvest ment

Al t hough FDI has been grow ng by nore than 50% a year since
reformbegan in 1991, India maintains a |ist of nore than 50
sectors, where approval for investnents up to 51% of ownership is
automatic, if certain other conditions (such as |ocation and
performance requirenments relating to inports of equity and new
equi pnrent) are net. Al other investnents nust be approved by the
Foreign Investnent Pronotion Board, and investnments of over R$3
billion (C$120 million) or those that nmay have nmmjor (undefi ned)
policy inplications nust be approved by a Cabinet commttee.
Foreign investnent is prohibited in some service industries.

| nvestnment in other sectors is limted to a maxi num of 49%
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foreign equity. Up to 100% foreign ownership is permtted for
certain areas, including export-oriented firnms, energy, high
technol ogy and infrastructure, but approval for such ownership is
not guaranteed. The procedures for obtaining investnent approvals
are often non-transparent.

A foreign investor can own a property for use in carrying out

busi ness transactions only with the perm ssion of the Reserve
Bank of India or state industrial devel opnental corporations.
CGenerally, foreign investors nmust bring foreign exchange into the
country for purchase or rental of property. Neither rental incone
nor the proceeds froma property sale can be remtted outside
India at any tine, unless the investor is a non-resident national
or a person of Indian origin. Legislation for the protection of
intellectual property, particularly patents in areas of interest
to Canadi an investors, is weak.

Canada is negotiating a Foreign |Investnent Pronotion and
Protection Agreenment with India which, over tine, wll address
these issues and will provide a nore stable investnent climate.
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| NDONESI A

Overvi ew

| ndonesia is Canada's | argest export market in Southeast Asia and
one of the |l argest destinations of Canadian direct investnent in
Asia. In 1997, two-way trade in goods reached $1.57 billion with
$769.2 mllion of exports to Indonesia and $808.6 nmillion of
inports. Wheat is Canada’s single |argest export to the market.
Canadi an oil and gas, and mning firns have consi derable

i nvestnments in Indonesia, and Canadi an goods and services’
exports in these sectors are growi ng. Deregul ation of the

t el ecomruni cati ons sector has opened up good opportunities in
this market of over 200 mllion people.

Canada' s Market Access Priorities for 1998

On January 15, 1998, the Governnment of |ndonesia signed a

Menor andum on Econom ¢ and Fi nancial Policies (MEFP) with the

| MF. The MEFP commts Indonesia to a program of market-based
reforns that has far-reaching inplications for Canadi an goods and
services exporters, through a renewed conm tnent by |Indonesia to
trade reform Notw thstanding these recent devel opnents, inport
licences, alimtation on distribution, and conplicated
bureaucratic procedures that raise the cost of transactions
continue to serve as barriers to Canadi an exporters.

Tariffs are applied on an MFN basis to a majority of inports.
Through a series of reforns, |Indonesia has |owered its average
tariff, including surcharges, to 20% However, tariffs escal ate
quickly and remain very high in industries such as transport

equi pnent, textiles and paper products. Al though |Indonesia
undertook, in the Uruguay Round, to bind approximately 95%of its
tariff lines at a ceiling rate of 40% key manufacturing sectors
remai n outside those commtnents such as transportation equi pnent
and food-processing equipnent. In addition, while inport
surcharges have been greatly reduced in recent years (and are to
be elimnated by 2005 on 95% of tariff lines bound in the Uruguay
Round), for non-bound tariff lines, inport surcharges remain,

and, in manufacturing sectors, the average effective protection
is 50%

The recent elimnation of the state-tradi ng nonopoly on the
inport and distribution of certain agricultural products,

i ncl udi ng wheat and wheat flour, will open up new markets for
exporters. Finally, the handling of shipments in Indonesia can be
controversial. The Governnent of |ndonesia has introduced an

el ectronic data interchange (ED) systemfor custons cl earance to
el imnate opportunities for corruption and bribery. Wiile the
systemis now operating, there is still ongoing collusion and

bri bery. The Associ ation of |ndonesian |Inporters clains that
custons officials continue to insist on inspection for spurious
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reasons, and that this results in bribes to avoid unnecessary
del ays.

Agri-food and Grain

Since February 1, 1998, Canadi an exporters of food products have
faced a maximumtariff of 5% on their exports to |Indonesia. Non-
food agricultural tariffs are also being reduced, in line with
the January 15, 1998, Menorandum on Econom ¢ and Fi nanci al
Policies, to a nmaxi mumof 10% by 2003. These | ower rates
represent a significant liberalizing of Indonesia's previous
commtnent (e.g. the tariff on wheat flour was 20% and, on mlKk,
the in-quota rate was 40% while the ex-quota rate was over
20099 .

Ef fective February 1, 1998, National Logistics Agency (BULOG,
the state-trading entity, no |onger enjoys its nonopoly over the
inport and distribution of several agricultural goods, including
wheat and wheat flour. As a consequence of the enhanced market
access, due to lower tariffs and the renoval of NTBs, Canadi an
agri-food exporters should see increased opportunities. Canada
Wil seek to bind these |ower barriers in the WO

Li censi ng and Surchar ges

Not wi t hst andi ng the | audabl e achi evenents in over 10 years of
trade |iberalization, Indonesia still retains |licences and
surcharges that create considerabl e obstacles for Canadi an goods’
exporters. Until February 1, 1998, around one third of

agricul tural and manufacturing production was protected by a
conplex m xture of inport licensing and surcharges on top of
tariffs; however, while the agreenent between the I M and

| ndonesi a on January 15, 1998 calls for elimnation of many of

t hese neasures, it is inpossible to judge at this tinme to what
degree and at what pace these changes will be inplenmented. Canada
will continue to urge Indonesia to reduce or elimnate remaining
inmport |icensing schenmes, as well as the nunber of tariff |ines,
particularly for agricultural products, subject to surcharges.

Anti -dunpi ng and Countervailing Measures

In keeping with its Uruguay Round obligations, |ndonesia has
recently put into place formal anti-dunping and countervailing

| egislation. Prior to this, Indonesia used inport surcharges to
provide relief to donmestic firms conpl ai ning of damage from

i nported products. In the fall of 1997, Indonesia commenced an
investigation into the all eged dunping of newsprint by certain
exporters, including Canadi an exporters. In part because of quick
intervention by the Canadi an government, the Governnent of

| ndonesi a announced on January 28, 1998, that they had

di scontinued the investigation into the alleged anti-dunpi ng of
newsprint. Canadian officials wll remain vigilant to ensure that
| ndonesi a does not inproperly use its new legislation to nullify
or inpair the export of Canadi an goods into the market.
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Fi nanci al Services

Canadi an financial firns have been active in Indonesia for years.
| ndonesi an authorities have gradually relaxed controls on the
nature of foreign participation in the |Indonesian banking and

i nsurance sectors. The banking crisis in early 1998 caused the

| ndonesi an authorities to open up the market much nore quickly

t han previously envi saged.

Tel ecomruni cati ons

Tel ecommuni cati ons services are another area of key Canadi an
interest. Canadian officials continue to press Indonesia to
liberalize its tel ecommuni cations regine.

Banki ng and | nsurance

During the WIO negoti ati ons on financial services, |ndonesia nmade
sone inportant inprovenents to its financial services offer.

| mprovenents included the binding of joint-venture financi al
institutions as per existing joint-venture agreenents, and
prevailing laws and regulations, allowing a majority foreign
ownership of publicly listed non-banking institution and the
removal of discrimnatory capital requirenments. Because of the
crisis in the Indonesian financial sector, |Indonesia has

i beralized both the banking and insurance sectors further.
Canada wi Il seek to have Indonesia fully bind these inprovenents
during future WO negoti ati ons on financial services.

| nvest nent

Significant barriers exist for Canadi an investors in |Indonesia.
The current Indonesian policy regine requires that all proposed
i nvestnments, other than foreign investnent in the oil and gas,
and many m neral sectors, nust receive approval fromlndonesia's
i nvest ment - approval body, BKPM Despite inprovenents in BKPM s
procedure in recent years, arrangenents for obtaining |licences
that are needed to inplenment approved investnents can be tine-
consum ng and costly. For exanple, Canadian investors may be
required to obtain a location licence, a building permt, a

Nui sance Act Licence, a limted inporter certification card, a
tax registration, a manpower permt, a master list for

i nportation of capital goods and raw materials, a |and
title/utilization permt and an operating licence. Each of these
requi renents causes delay and raises costs for Canadi an

i nvestors. As nentioned above, Canadi an participation in the oi
and gas sector, and in nost of the mning sector, falls outside
BKPM rul es. Foreign investnent in these sectors is governed by
specific sectoral |laws and regul ations that are adm ni stered by
the Departnent of M nes and Energy. The conpl ex regul atory

regi ne, together with time-consum ng and costly |icensing and
approval procedures, serve as inpedinents to Canadi an i nvest nent
and, in turn, hanpers exports of goods and services in support of
Canadi an i nvestnent. Neverthel ess, given actual and potenti al
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Canadi an i nvestnent, |Indonesia remains a priority country for
FI PA negoti ati ons.
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6. OPEN NG DOORS TO EUROPE
EUROPEAN UNI ON

Overvi ew

The European Union is the world's | argest single market. The
fifteen countries conprising the EU, as a group, now rank as
Canada' s second nost inportant trading partner after the United
St ates having surpassed that country in both GDP and popul ati on.
In 1997, Canada's nerchandi se exports to the EU anmounted to $16.5
billion, while inports totalled $24.1 billion. Canadi an services
exports to the EU anounted to $6.2 billion in 1996, and services
inmports fromthe EU reached $7.6 billion. The EUis also the
second- | argest source and destination of FDI for Canada. In 1996,
cunul ative FDI fromthe EU amounted to $38.2 billion, while
Canadi an direct investnment in the EU had grown to over $34.7
billion.

Canada-EU trade rel ations are managed through the WO as well as
the 1976 Franmework Agreenent for Comrercial and Econom c Co-
operation, under which a structure of consultative commttees has
been established. The Canada-EU Action Plan, agreed to in 1996,
sets out guidelines for the substance of the rel ationship,
specifically a range of comon undertakings in nmultil ateral
foruns and on a bilateral basis. These include the conclusion of
four bilateral agreenents (Custons Co-operation, Veterinary
Equi val ency, Mutual Recognition of Standards Conformty
Assessnent and Application of Conpetition Laws), a joint trade
study, statistical cooperation, business to business contacts and
common endeavours in the WO in areas such as trade and

i nvestment, conpetition, accessions, services and standards.

Two Canada- EU summt neetings have been held since the Action
Plan was put into effect. An Agreenent on Custons Co-operation
was signed at the Decenber 4, 1997, Transatlantic Summt in
Otawa, and on Decenber 15, 1997, Canada and the EU signed an
Agreenent on Humane Trappi ng Standards. Representatives of three
Canadi an firns and the Busi ness Council on National |ssues
attended the Novenber 1997 session of the EU-US Transatlantic
Busi ness Di al ogue in Ronme. Consideration is now being given to
full corporate participation by Canada in future sessions.

Wrk is well under way on two other key elenments of the Action
Plan—a joint trade study on ways to facilitate trade by
identifying barriers in specific sectors and recomendi ng ways to
remove them The study also deals with the devel opnent of

busi ness-t o- busi ness contacts, including sone specific
initiatives for SMEs. Terns of reference for the study have been
agreed with the EU and the initial preparatory work has been
conpleted. A draft of the joint trade study will be tabled at the
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next Canada-EU Summit in May 1998. Recent proposals fromthe

Eur opean Commi ssion to extend the transatlantic trade
relationship with the United States point to the inportance of
pursuing the full potential of the Action Plan. Canada is working
to trilateralize any EU-US trade initiatives to ensure that
Canadi an trade and investnent ties with the EU are further
strengthened and that such initiatives act as a catal yst for
broader, nultilateral trade liberalization

In addition, Statistics Canada and Eurostat have begun work on a
project that will help to renove di screpanci es between Canadi an
and European trade dat a.

The process of EU nonetary integration and nenbershi p enl ar genent
gai ned momentum during 1997. It is expected that fornal
negotiations will be launched shortly on the entry into the EU of
Sl oveni a, Pol and, Estonia, Hungary and the Czech Republic.
Menmbership for Cyprus is proceeding on a separate, but parall el
track. The final stage of nonetary uni on—the introduction of the
Euro and the transfer of the conduct of nonetary policy to the
Eur opean System of Central Banks—+s scheduled to begin in January
1999.

Canada is closely exam ning the expected inpact on Canadi an trade
and i nvestnent of these devel opnents, as well as nonitoring plans
for reformof the Common Agriculture Policy, which is included
under European Conm ssion President Santer's Agenda 2000
initiative.

Mar ket - openi ng Results in 1997
In 1997, the market-opening results were as foll ows:

1 Canada and the EU signed an Agreenent on Custons Co-
operation and Mutual Assistance, which wll facilitate trade
t hrough sinplification and harnoni zati on of custons
procedures, and will enhance the capacity to deal with
vi ol ati ons of custons | aws.

1 Si gni ng of the Canada- EU Agreenent on Humane Trappi ng
Standards restored secure access to the European market for
Canadi an fur products. This wll contribute to increased
enpl oynent opportunities in many renote northern regions,
not abl y aboriginal comunities.

1 Concl usi on of the Canada-EU MRA on conformty assessnent for
regul ated products in Decenber 1997 will reduce costs and
facilitate narket access in Europe for Canadi an producers of
t el ecommuni cations term nal equi pent, |T equipnent,
el ectrical equipnment, nedical devices, pharmaceuticals and
recreational boats.
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1 Canada and the EU have concl uded negoti ati ons on an
agreenent on equival ency of health requirements applicable
to trade in animals and ani mal products, which wll inprove
access to Europe for Canadian exports in this sector.

Canada' s Market Access Priorities for 1998

I nternational regulation of trade in goods and services between
Canada and the EU is based on WIO rul es. Canadi an exporters to
the EU continued to benefit during 1997 frominproved access
provi ded by the ongoing inplenentation of the WO agreenents. As
not ed above, Canada and the EU have al so negoti ated several

bil ateral agreenments going beyond the WIiQ However, there remains
a range of barriers to trade in the EU of concern to Canada,
particularly in the primary sectors. Wik on the priority issues,
i ncl udi ng access for cereals, approval of genetically enhanced
canola, restrictions on tallow, eco-Ilabelling, w ne-nmaking

st andards and appellations, tariffs on fish, inports of furs, the
banni ng of asbestos, untreated softwood | unber, beef hornones and
a veterinary equival ency agreenent, is outlined bel ow

| MPROVI NG ACCESS FOR TRADE | N GOCDS

Agricul ture

Protection for agricultural producers under the EU s Conmon
Agricultural Policy (CAP) remains a key concern for Canada, since
it both restricts access to the EU market for Canadi an
agricultural products and distorts third-country markets through
EU subsi di zation of the production and export of grains. The
accession of five Central and Eastern European countries wl|
require significant reformof the CAP, if the EUis to maintain
adherence to the spending and deficit-reduction targets inposed
by the Maastricht Agreenent as part of the inplenentation of

Eur opean nonetary union. EU neasures to protect the health and
safety of consuners are increasing, and are of major concern to
Canada since they are not always based on science and are
adversely affecting Canadi an exports. Canada wll continue to
rai se these concerns with the EU at the highest |evels, as
outlined below, and will pursue its rights under the WO

Agr eenent .

Cereal s I nport Regine

Canada maintains that the EU s grain-inport reginme is

i nconsistent with the EU s WIO comm tnents, which set out that no
duty is to be applied when the inport price exceeds the EU
intervention price plus 55% Rather than determ ning the duties
payabl e on cereals on a "transaction value" basis, the EU devi sed
a systemof reference prices based on U S. commobdity market

quot ati ons. These U. S. quotations do not account for the prem um
price that Canada traditionally extracted fromthe EU market.
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Canada requested a WIO panel on this issue in July 1995, but

wi thdrew the request in Decenber 1995, when an agreenment was
reached with the EU. The agreenent included a 14 ECU tonne refund
on high-quality mlling wheat and, for durum a |ower m ninum
quality requirenent. These changes applied for the balance of the
1995-96 crop year (July 1-June 30). For the 1996-97 crop year,
the EU reinstated the higher quality requirenment for durum

whi ch served to restrict market access. During the 1997-98 crop
year, agreenent was again reached whereby the EU | owered the
quality requirenent, effective to June 30, 1998. Consultations
with the EU to seek a nore pernmanent arrangenent are ongoi ng.
Renewed WO action has not been excl uded.

Export Subsidies on Agricultural Products

The EU agreed during the Uuguay Round to reduce its subsidies on
agricultural comodities under the Common Agricultural Policy
(CAP) by 36% and to reduce the volunme of goods subject to such
subsidies by 21% Notw thstanding these commtnents, EU
subsi di zation of agricultural exports, particularly of cereals
and malt, remains a nmgjor concern to Canada.

In its first export subsidy notification for the marketing year
1995-96 to the WIO Committee on Agriculture, the EU reported that
its use of export subsidies had not exceeded its annual
commtnent |levels both in terns of value and quantity. As of md-
February 1998, the EU s export subsidy notification for the

mar keti ng year 1996-97 had not been submtted. It is anticipated
that in its second notification, the EUw Il report that its
subsi di es have not exceeded its schedul ed comm tnents. However,
it islikely that the EUwill adopt the practice of using a
"roll-over" of unused export subsidy commtnent quantities from
one year to the next for products covered in its schedule. At the
WO Conm ttee on Agriculture, Canada has expressed concern about
this practice and wll continue to urge all WO Menbers to
exercise restraint in adopting this reporting procedure.

Al cohol i ¢ Bever ages

Assured access for Canadian wines to the EUis conditional on the
conclusion of a bilateral agreement. The European Comm ssion
requires an agreenent in two broad areas: appellations and
oenol ogi cal practices. These issues are now under negoti ati ons.

Canada is pursuing discussions with the European Conmm ssion in
order to reach an agreenent that wll provide access to the EU
mar ket for Canadi an quality-labelled wnes. Until now, the main
stunbling block has been the inability of both Parties to agree
on the protection of European-origin geographical indications.
Canada has al so sought to obtain fromthe Comm ssion the
recognition of its oenol ogical practices. The Conm ssion's

| ongst andi ng position has been to link both of these issues to
protection of EU origin geographical indications in Canada.
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G ven the | ack of progress in the discussions, the Canadi an W ne
i ndustry was informed that access to the EU market wll be

bl ocked by Septenber 1998 unl ess Canada concl udes an agreenent
with the Conm ssion.

Canada al so seeks to have the "Canadi an Wi sky" appell ation
protected under EC regulation in line with the EU s WO
obligation, simlar to the protection granted to Scotch Wi sky
and Irish Wi skey under EC regul ations on spirits.

Fi sh

Canadi an exporters of fish and seafood products continue to be

di sadvant aged by high EU tariffs. The EU groundfish tariffs on
many itens of interest to Canada fall within the range of 7.5 to
12% while coldwater-shrinp exports are faced with tariff rates
of 12 to 20% dependi ng on product form Canadian fish and seafood
exports to the EU have declined nearly one third from $446
mllion in 1988 to $304 mllion in 1996. This is explained in
part by the reduced Canadi an supply of groundfish, but a nore
significant factor is the conpetitive disadvantage to Canadi an
exports caused by the high level of tariffs. The di sadvant age has
wor sened in recent years wth the accessions of Sweden and
Finland to the EU, and new preferential terns of access for

Nor wegi an and | cel andic exporters. It will continue to be a
priority for the Canadi an governnment to seek inproved access to
the EU for Canadi an fisheries exports, particularly for herring,
mackerel , snoked sal non, processed |obster, snow crab, col dwater
shrinp and fresh oysters.

Techni cal Barriers

A key elenent of the EU single-market programis the elimnation
of technical barriers to internal trade through nutua
recognition of voluntary national standards, testing and
certification of conformty, as well as the |legislation of EU
w de directives on essential technical requirenments. The
directives cover a wi de range of goods, including construction
products, toys, nmachinery, electrical goods, telecomunications
term nal equi pment and nedi cal devices. Conpliance with EU
techni cal directives, nenber-state |egislation and/or (where
applicable) voluntary standards are prerequisites for access to
EU narkets for a grow ng range of goods.

Many Canadi an exporters consider the conplexity of these

requi renents, mnmuch |ess their substance, to be a technical

barrier to trade. Sone EU directives cover several sectors, such
as the one dealing with el ectromagnetic conpatibility (EM).
There are others such as the personal protective-equi pnent
directive that apply to only one product or sector. However,
there is also a third category, which includes

t el ecomruni cati ons-term nal equi pnment, that stipul ates conpliance
wi th both product-specific and horizontal requirenents.

91
Opening Doors to the World: Canada's International Market Access Priorities, 1998



A draft MRA on certification of conformty with each other's
requi renents (Tel ecomruni cati ons Equi pnment and El ectronagnetic
Conmpatibility, Recreational Boats, Medical Devices,

Phar maceuti cal Goods Manufacturing Practices and El ectrical
Safety) was initialled in May 1997 in Brussels, and is expected
to be approved by both the EU Conm ssion and Canada, and to be
formally signed in May 1998.

Cenetically Mddified Canol a

In 1997, the Canadi an canol a i ndustry deci ded not to segregate

t he production of genetically enhanced canola w th herbicide-
resistant traits fromtraditional canola production. This was
because the varieties registered for commercial production in
Canada had all undergone safety assessnments and were determ ned
to be substantially equivalent to traditional canola. Canada's
| ar gest export markets (Japan, the United States and Mexi co) had
al so approved the traits in the varieties under cultivation in
Canada, and it was therefore no | onger economcally justifiable
to segregate production. Some 25 percent of Canadi an canol a
acreage was grown with genetically nodified (G canola in 1997.
The EU has only approved two of Canada's GMvarieties, and thus
Canada is unable to export canola to the EU fromthe 1997 crop.
Canada's position is that there are no health and food safety
reasons why the GM canol as shoul d not be approved for the EU
mar ket .

Canadi an canol a exports to the EU have averaged $240 m|lion per
year. The lack of approval has affected nmutually beneficial trade
in oilseeds. EU oil seed crushers periodically inport oil seeds
from Canada whi ch all ows European oil exporters to take advantage
of opportunities in third country markets. Canada will continue
to take every opportunity to press for access for GM canol a
exports.

Specified Risk Materials (SRVM Ban

In July 1997, the EU had proposed to ban the use of specified
risk materials (SRVs) as a bovi ne spongi of orm encephal opat hy
(BSE)-rel ated neasure. The ban was originally intended to cover
products of animal origin intended for food, feed and fertilizer
as well as cosnetics, pharmaceuticals and industrial products.
The ban woul d therefore apply to the manufacture of tallow and
its derivatives. In February 1998, the Comm ssion announced
amendnents to the July 1997 proposal. Starting July 1, 1998, an
enlarged list of SRMs wll have to be renoved in products
destined for food, feed or fertilizer use. However, derogations
will be evaluated for BSE-free countries and any country not
havi ng native BSE cases (Canada is BSE-free). Countries applying
for such a derogation will have until January 1, 1999 before the
SRMrules cone into effect. The Conm ssion has al so indicated

t hat pharmaceutical, cosnetic and industry products wll now be
covered by separate | egislation.
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The EU ban has the potential to affect about $60 mllion of
Canadi an tall ow exports to the EU. Canada and the United States
have argued that tallow and its derivatives are heat-treated
during manufacturing to a point where the BSE-infective agent is
el imnated. Canada has formally requested a derogation for tallow
exports in view of Canada's BSE-free status, and the |ack of any
scientific evidence that tallow carries the BSE agent, if certain
good manufacturing practices are adhered to. Canada wll continue
to make representations to protect our trade interests.

Fur

In 1991, the European Council passed a regulation to ban al
jaw-type | eghold traps in the EU by 1995, which woul d have
applied to third countries exporting fur to the EU. In the early
1990s, federal and provincial governnents in Canada deci ded that
a W de-rangi ng agreenment on the definition of humane traps woul d
be of greater significance froma trade and ani mal welfare
perspective than a sinple donmestic ban on jawtype | eghold traps.
In md-1996, Canada, the EU, Russia and the United States started
t he negotiation of a Humane Trappi ng Standards Agreenent.

On Decenber 15, 1997, Canada and the EU signed the Agreenent on
| nt ernati onal Humane Trappi ng Standards, and Russia will sign at
a later date. Signatories to the Agreenent may not apply trade
measur es agai nst each other. This wll ensure secure market
access for Canadian fur exports to the EU

In | ate Decenber 1997, the United States and the EU signed an
Agreed M nute, which is basically equivalent to the

EU- Canada- Russi a Agreenent. The United States-EU arrangenent
makes it possible for Canadian fur traders and auction houses to
conbine U. S.- and Canadi an-origin furs for shipnent to the EU
Fur shipnments entering the EU as of Decenber 1, 1997, nust be
acconpani ed by certificates of origin. A certification systemis
now operational in Canada, which will ensure continued narket
access to the EU for Canadian fur and fur products.

Chrysotil e Asbestos

Austria, Luxenbourg, Sweden, Italy, Netherlands, Finland,

Germany, France and Bel gi um have severely restricted or banned
the use of chrysotile asbestos, which is largely inported, in
favour of donestically made substitutes. In 1997, Canada exported
a total of approximately $16 million in asbestos and asbest os-
containing products to the EU, down froma total of approxinmtely
$50 million in 1993.

The Canadi an governnment, in partnership with Québec, the

i ndustry, the unions as well as the affected communities, seeks
to mai ntain market access for asbestos products. Last Fall, Prinme
M nister Chrétien raised this issue with his counterparts from
the United Kingdom and France. Senior Canadian officials have
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al so di scussed neasures affecting chrysotile asbestos on a nunber
of occasions wth their European counterparts.

I n Decenber 1997, the Canadi an governnent organi zed a gathering
of government and industry representatives from ot her asbestos
produci ng countries. Simlar neetings were convened in January
and February 1998. The goal of these neetings was to develop a
common strategy for the maintenance and pronotion of the
chrysotil e asbestos industry worldw de, as well as to address
concerns regarding the use of asbestos in Europe.

Canada believes that the bans inposed by many European countries
cannot be justified by scientific risk assessnents, and that

t hese bans are not proportional to the risks presented by
chrysotile asbestos in specified applications. (lIndeed, a recent
peer review of a technical paper that had been conm ssioned by

t he European Conmm ssion questions the growi ng use of asbestos
bans in Europe as a neans of protecting public health.)

In Canada's view, the scientific evidence favours a controll ed-
use approach to chrysotile asbestos and therefore the Governnent
will continue to seize all opportunities to persuade the EU and
the individual nmenber states to naintain responsibl e-use policies
i nstead of inposing bans. Canada attaches the highest priority to
protecting export markets for chrysotile asbestos and w ||

consi der every avail able option, including use of the WIO s

di spute settlenent procedures, to acconplish this objective.

Eco- Label | i ng

The EU Comm ssion has an eco-labelling programcalled the "Fl ower
Progranmt. It includes a nunber of criteria relevant to paper
products. The criteria used for the programlargely reflect

Eur opean regul atory requi renents. Canadi an i ndustry has
conplained that this discrimnates against their products, which
are produced on the basis of Canadi an regul atory requirenents.

At the Decenber 1996 WIO M ni sterial Conference in Singapore,

M nisters stressed the inportance of WO nmenbers follow ng the
provi sions of the Code of Good Practice of the WO s Agreenent on
Technical Barriers to Trade in their eco-I|abelling prograns.
Canada will pursue this matter, both on system c grounds in the
WO as well as considering other options to address the

| egiti mate concerns of Canadi an industry.

Phyt osanitary | nport Regul ations

Pi newood Nenat ode

Since July 1993, the EU has required that Canadi an exports of

sof twood | unber except cedar be either kiln-dried or heat-treated
to ensure the elimnation of the pinewod nemat ode (PWN) insect.
This requirenment has effectively elimnated Canadi an exports of
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untreated softwood |unber to the EU. Canada has indicated on
numer ous occasions that it views this as an excessive neasure,
given the negligible risk of transm ssion of PWN from Canada to
the forests of Europe. Canada has proposed, unsuccessfully,
alternative mtigating neasures to ensure the safety of its
exports of untreated softwood |unber in relation to PWN

Canada is currently assessing its options with the Canadi an
i ndustry, including pursuing the matter under the WO

Beef Hor nones

In 1989, the EU banned the use of growth-pronoting hornones in
livestock and i nposed a ban on the inportation of beef produced
w th growt h-pronoting hornones. Both Canada and the United States
consi stently opposed the ban on the grounds that it was not based
on scientific evidence and was an unjustified barrier to trade.
The safety of growth-pronoting hornones has been endorsed by the
Codex Alinentarius, an international body established to set
food-safety standards, and by Canada's own scientific reviews.
After consultations with the EU failed to resolve the issue, a
WO panel was established in Cctober 1996. In August 1997, the
panel released its report, which was favourable to Canada.
However, the EU appeal ed the decision in Septenber 1997.

The report of the WIO Appel | ate Body set up to review the appeal
by the EU was rel eased on January 16, 1998. Although it nodified
sonme of the earlier findings, the Appellate Body concl uded that
the EU ban viol ated the Agreenent on Sanitary and Phytosanitary
Measures, because it was not based on a risk assessnent. On
February 13, 1998, the DSB adopted the panel and Appell ate Body
reports.

Canada will nonitor the EU response to the panel report, as
anended by the Appellate Body, to ensure that the EU takes
appropriate actions to bring its nmeasure into conpliance wth the
ruling and lifts its ban. WO nenbers have a reasonabl e period of
time in which to inplenment panel decisions. Past WO practice
suggests that a reasonable period of tinme should not exceed 15
nont hs.

Vet eri nary Equival ency Agreenent

The EU is conducting separate negotiations with Canada and a
group of other countries, including the United States, Australia
and New Zeal and, on bilateral agreenents on veterinary and health
standards for trade in live animals, animal products, fish and
fish products. Canada and the EU concl uded negotiations in 1997,
and Canada is pressing the EU to have the agreenent formally
signed as soon as possible. Once signed, the Canada- EU Agreenent
will facilitate two-way trade involving some $550 nmillion in
exports from Canada to the EU and $250 nmillion in inports from
the EU to Canada.
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GOVERNVENT PROCUREMENT

Several EU nenber states have not yet inplenented the procurenent
procedures required to give effect to the WIO Agreenent on
Government Procurenment (AGP). In addition, procurenent in a
nunber of sectors of interest to Canadi an suppliers remains

cl osed. Procurenent trade is |ow even between EU nenber states.
Particular barriers that serve to restrict access include
standards, certification, qualification and |ocal content

requi renents. Canada is addressing these issues with the EU in
the WIO Gover nment Procurenent Working G oup and in the context
of the Joint Canada - EU Action Plan and Trade Study underway to
facilitate trade in goods and services to further reduce or
elimnate tariff and non-tariff barriers.

Tel ecommuni cati ons

The ABT cane into effect on February 5, 1998. As of that date,
the EU s internal liberalization of tel ecomunications services
will apply to all nmenbers of the WO, Canada will continue to
nmoni tor nmenber state inplenmentation of GATS obligations,
particularly with respect to interconnection and the endi ng of
t el ecommuni cati ons nonopol i es.
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EUROPEAN FREE TRADE ASSCCI ATI ON ( EFTA)

Overvi ew

In a speech to the Canada- United Ki ngdom Chanber of Commerce on
Cctober 23, 1997, Prine Mnister Chrétien indicated that Canada
would like to see a free trade agreenent between Canada and the
Eur opean Free Trade Association (EFTA). EFTA countries include

| cel and, Norway, Liechtenstein and Switzerland. At their Decenber
1997 neeting, EFTA Mnisters wel comed Canada's proposal and the
prospect of discussing an FTA wth Canada.

Two-way trade between Canada and the EFTA countries is
significant. In 1997, Canada's goods exports totalled $1.174
billion and goods inports reached $4. 275 billion. Canadi an
exports to EFTA countries consist mainly of base netals and
mnerals, aircraft and vehicle parts, |lunber, chem cal pulp, fish
and crustaceans, agri-food products (soybeans, cereals and horse
meat), electronics and tel econmuni cations equi pnent. Al so, EFTA
countries are inportant sources of job-creating foreign

i nvestment in Canada.

Canada’s first priority is to conclude Trade and Econom c Co-
operation Arrangenents (TECAs) w th individual EFTA countries,
which will serve as foundations for discussions on possible
future free trade. Mnister Marchi signed a TECA with Norway on
Decenber 3, 1997, and with Switzerl and on Decenber 9, 1997. A
TECA with I celand should be concluded in early 1998. The TECAs
will further enhance econonmi c rel ations between Canada and the
respective countries, stinulate increased cooperation in areas of
mut ual concern, including in nultilateral fora, and encourage
al l'i ances between conpani es in Canada and the respective EFTA
countries.

Di scussions wth individual EFTA countries will |ikely occur in
the spring and early sunmmer of 1998, under the auspices of the
respective TECAs. In addition to reviewing bilateral trade and
econom c relations, and developnments in the nmultilateral system
Canada intends to use these discussions to explore the scope of
possi bl e FTA negotiations. Canada will consult closely with
Canadi an busi nesses, provinces and other interested parties to
determ ne Canadian priorities and objectives with respect to the
EFTA.

RUSSI AN FEDERATI ON
Overvi ew

In 1997, Canada's goods exports to the Russian Federation reached
$357 million; inports totalled $621 mllion. Canada's services
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exports are estimated at $300 million per year. The stock of

di rect Canadi an investnment in Russia exceeds $500 million, which

i ncl udes approximately $200 million invested by Canadi an m ni ng
conpanies in the past three years. The Governnent is working to

i nprove access to this inportant market for Canadi an traders and
investors along three main tracks: the bilateral

| nt er gover nnment al Econom ¢ Comm ssi on; the negotiations on
Russia's entry into the WIQ and through the negotiation of a new
Foreign I nvestnment Pronotion and Protection Agreenent (FlPA).

Bi | ateral

The I ntergovernnmental Econom ¢ Comm ssion (I1EC) helps to identify
and resolve difficulties and obstacles faced by Canadi an
conpani es in Russia. Sectoral working groups focussing on oil and
gas, agriculture, housing and construction, and industry

devel opnent in advanced technol ogi es, work to enhance
opportunities for Canadian traders and investors. An additional
wor ki ng group may be created to focus on standards and
certification issues, which pose significant challenges to
Canadi an conpani es across a nunber of sectors. For exanple,
Canadi an exporters face a multitude of product testing and
certification requirenents before their products can enter the
Russi an Federation; different products often require nultiple
certificates of conformty (i.e. fire, health, occupational
safety), each of which are issued by different and sonetines
conpeting Russian regulatory authorities; and public information
on reqgulatory requirenents is often difficult to obtain.

Through the IEC and other bilateral initiatives including
techni cal cooperation, Canada is pronoting refornms to the tax
code; dispute settlement and contract enforcenent procedures; and
policy frameworks for resource devel opnent; as well as pressing
for the renoval of nunerous adm nistrative barriers to trade and
investnment, and uniformty in the application and enforcenent of

| aws and regul ati ons.

WIO Accessi on

The Russi an Federation applied to join the WO in 1993. Canada is
a menber of the WO working party charged with exam ning Russia's
application and is holding bilateral discussions with the Russian
Federation to advance the accession.

Thr oughout di scussions held in 1997, Canada has underlined its
support for Russia's eventual nenbership in the WO on
comercially viable terns generally applicable to newy accedi ng
menbers. Russia's nenbership in the WO w || give Canadi an
traders and investors enhanced and nore predictable access to
this inportant market. It will also consolidate the economc
transition process in the Russian Federation and strengthen the
multilateral trading system
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Al t hough much has been achieved in recent years, considerable
work remains before Russia's trade and econom c systemw |l be in
conformty with WO di sci plines. Throughout 1998, Canada w ||
continue to press for increased transparency, as well as nore
open, secure and non-discrimnatory market access for Canadi an
goods and services providers.

The Russi an Federation presented its initial tariff offer in
February 1998. This sets the stage for bilateral negotiations in
whi ch Canada will seek tariff concessions on products of current
and future export interest to this market, such as oil and gas
equi pnent, agricultural and agri-food products, vehicles and

t el ecommuni cati ons equi prent. Canada wi ||, anong ot her things,

|l ook to Russia to bind all its tariffs at or below currently
applied rates; to join various zero-for-zero initiatives agreed
in the Uruguay Round; and to provide non-discrimnatory access,
for exanple, in the oil seeds sector.

Wth regard to market access for services, the Russian Federation
may present an initial offer in 1998. In subsequent negoti ations,
Canada will look for Russia to take binding commtnents in the
tenporary novenent of natural persons and the establishnment of
commerci al presence. Canada has particular interests in the areas
of professional and other services, including conputer and

rel ated services, basic and enhanced tel ecomuni cati ons,

financi al services, construction services, environnental services
and transport services. Canada will be |ooking for the renoval of
restrictions and discrimnatory neasures for the cross-border,
consunpti on- abroad and conmerci al - presence nodes in these
sectors.

| nvest nent

G ven the potential for natural resource devel opnent and ot her
forms of infrastructure, services and industrial investnent,
Canada and Russi a began negotiations in January 1998 on a new
Foreign I nvestnment and Protection Agreement (FIPA). The existing
FI PA, signed between Canada and the USSR in 1989, falls short of
the desired |l evel of protection for Canadian investors. A new

FI PA woul d i nprove conditions for increased Canadi an i nvestnent,
including in several large infrastructure projects now under
negoti ati on.

Current risks for investors in the Russian Federation include
uncertainty regarding the provisions of pending donmestic

i nvestnent | egislation and the application of the rule of |aw
nmore generally, including the enforceability of the existing
FI PA. Through 1998, in addition to working to concl ude
negoti ati ons on the new FI PA, the Governnent will continue to
advocate on behalf of a nunber of Canadi an conpanies that are
involved in investnent-rel ated disputes in the Russian
Feder ati on.
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UKRAI NE

Ukrai ne applied to join the WIOin 1994, as part of its genera
program of market orientation and integration into international
organi zations. Over the com ng year, Canada will continue to
focus on the need for increased transparency and nore open,
secure and non-discrimnatory market access for Canadi an exports
of goods and services. Canada is a nenber of the WO worki ng
party that is charged with exam ning Ukraine's application. In

t he working party, Canada will continue to pursue specific market
access issues such as trade activities of state enterprises,

i ncluding barter trade; governnment procurenent; subsidies,
pricing and taxation; intellectual property protection; the
custons system standards and other technical barriers to trade;
agricultural sector policies; policies and regul ations affecting
services trade; and trade agreenents with other C S nenber

st at es.

In addition, as part of the accession process, Canada has started
bil ateral market access negotiations wth Ukrai ne on both goods
and services. Ukraine is an inportant market for Canadi an
exporters. Qur goods exports for 1997 totalled $22 mllion, and
imports were $27 million. Canada is seeking lower tariff levels
and the renoval of NTBs on products of export interest such as
oil and gas equi pnent, agri-food products and equi pnent,
construction materials, high-technol ogy products and additi onal
industrial itens. Canada will look to Ukraine to bind its tariff
commtnents; to join various zero-for-zero and harnoni zati on
initiatives agreed in the Uuguay Round; and to provi de non-

di scrimnatory access for products such as oil seeds. Canada is
al so seeking commtnents from Ukraine in key services areas,

i ncl udi ng professional, telecomunications and fi nanci al
services. Canada is | ooking for binding commtnents in the
tenporary novenment of natural persons and the regul ations that
allow foreign services firnms to establish a | ocal presence in
Ukr ai ne.

Through the Canada- Ukrai ne | ntergovernnmental Econom c Conm ssi on,
Canada is working with the Canadi an busi ness community to
identify specific nmeasures in Ukraine that inhibit bilateral
trade and investnment, and to raise these in plenary and worKking
group sessions with senior Ukrainian Mnisters and Ukrai ni an

busi ness peopl e. Taxation, standards and discretionary
application of regulations are anong the key issues under review.

100
Opening Doors to the World: Canada's International Market Access Priorities, 1998



1. OPENI NG DOORS TO OTHER KEY MARKETS
AUSTRALI A

Overvi ew

Australian inmports from Canada anmobunted to $932 nmillion in 1997
whi | e Canadi an inports fromAustralia anmounted to $1.177 billion
for a two-way total of $2.109 billion. Canadi an sal es successes
in Australia continue to be oriented toward fully manufactured
goods, a pattern closer to that of the United States than of any
other Asia Pacific market. Al nost 75% of what Canada ships to
Australia is manufactured goods and end products, much of this
originating wth SMEs.

There are natural affinities between Canada and Australia arising
fromsimlar |egal and regul atory systens, conparabl e federal
structures and a trading relationship reaching back over 100
years. Mpst trade between the two countries takes place at M-N
rates, including substantial anmounts at duty-free rates.

As of July 1, 1997, nost M-N applied rates were at, or below, 5%
However, sone tariff peaks reaching into the 25%to 30% range
remai n, e.g. passenger notor-vehicles, textiles, clothing and
footwear. Sonme inportant non-tariff measures have an inpact on
mar ket access, especially the tough sanitary and phytosanitary
requi renents inposed by the Australian Quarantine and | nspection
Service. Myst fisheries, neat, |ivestock, fruit, vegetable and
food product inports face restrictive nmeasures, ranging from
prior approval and lengthy tine delays in quarantine (e.d.
Canadi an dairy and beef breeding stock, and ostriches) to
outright bans (fresh, chilled and frozen sal non). O her neasures
af fecting access for Canadi an goods and services include product
standards; governnment procurenent practices (which vary from
sector to sector, and from Commonwealth to state |evels); and
trade-renedy |l aws (Australia is anong the nost active users of
anti-dunpi ng and countervailing duty statutes).

Sal non

Since 1975, Australia has prohibited the inportation of fresh,
chilled and frozen sal non on alleged fish-health grounds.
Canada's position is that there is no scientific basis for the
ban. In 1994, Canada held GATT consultations to press Australia
to review the neasure. Follow ng consultations, Australia agreed
to conduct an Inport Ri sk Assessnent (IRA) of wild Pacific sal non
inports. In May 1995, Australia issued a draft |IRA, concluding
that inports of wild, headed and gutted Pacific sal non from
Canada and the United States presented a "negligible" risk of

di sease introduction, and should be permtted under certain
conditions. The draft |IRA encountered strong donestic criticism
however, particularly by the Tasmani an sal non producers. As a
result, Australia undertook to conduct a conprehensive review of
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all the comments nmade on the original IRA and to publish a second
version of the draft IRA. After many del ays, the revised | RA was
rel eased for public comment in May 1996. Canada stated its

di sappointnent with the new | RA on the basis that it backtracked
fromthe conclusions of the original IRA. On Decenber 20, 1996,
the Australian governnment announced its decision to nmaintain the
ban.

On April 10, 1997, the WO acceded to Canada's request for the
establishment of a dispute settlenment panel. The panel held its
first hearing with the Parties in Septenber 1997, and its second
oral hearing in February 1998. The panel is expected to issue its
final report by the end of Muy.

Por k

Canadi an pork exports to Australia have been hanpered by numnerous
mar ket access problens in recent years, including several
technical barriers. In January 1993, Australia inposed controls
on fresh, chilled and frozen pork from Canada, based on all eged
ani mal - health concerns. These controls effectively ban the

i nportation of Canadian fresh, chilled and frozen pork for retai
sale, but do allow the inportation of Canadi an pork for
processi ng, based on cooking requirenents on arrival in
Australia. Canada has made representations objecting to these
controls on grounds that they are unnecessarily trade-
restrictive, but the issue remains unresolved.

In response to interest from Canadi an exporters, Canada nmade a
request for access for cooked pork products in April 1996.
Fol | ow ng consi derabl e del ays, and several Canadi an
representations, Australia announced in Novenber 1997 that it
woul d all ow the inportation of cooked pork products from Canada.
Fol l owi ng further technical-Ievel discussions, Canadian exporters
are now able to export cooked pork to Australi a.

| SRAEL

One year into the Canada-I|srael Free Trade Agreenent (ClFTA),
bilateral trade between the two countries is increasing steadily.
Two-way trade in goods expanded to $533 million in 1997, an

i ncrease of 5% from 1996. Canadi an firnms continue to make strong
gains in such priority areas as tel econmunications; power and
energy; transportation; agri-food; and construction equi pnent and
pr oduct s.

The biggest factor in increased trade between the two countries
is the renoval of virtually all tariffs on industrial products,
and the reduction of many tariffs on agriculture and agri-food
products. As provided for under the CIFTA, it is anticipated that
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Canada and Israel will begin discussions in 1998 to further
liberalize trade in agriculture and agri-food products. Key areas
of export interest include fish, fresh and frozen fruit and
veget abl es, and prepared frozen foods.

WEST BANK AND GAZA STRI P

Canada is commtted to providing the sane preferential trade
terms to goods originating fromthe Wst Bank and Gaza Strip as
goods that originate fromlsrael. D scussions on how this can be
achi eved and how best to further pronote our trade and investnent
rel ati ons are ongoi ng. Further consultations with the

Pal estinians to finalize a Menorandum of Understandi ng on
enhanci ng trade and econom c co-operation wll be undertaken in
1998.

SAUDI ARABI A

Mul til ateral negotiations regardi ng Saudi Arabia's accession to
the WIO began in May 1996. Canada's underlying objective in both
the bilateral and multilateral negotiations is to secure reform
and market access commtnents that are comrensurate w th Saudi
Arabia's role in global trade and its inportance to Canada as our
25t h-1argest export market with $478.1 mllion worth of goods
exports in 1997.

reginme is proceeding in the WO worki ng party. Key issues sti
under review include agricultural policy, particularly donest
support, intellectual property rights and flexibility

requi renents upon accessi on. Canada and Saudi Arabia have just
begun bil ateral market access negotiati ons on goods and servi ces.
The initial offers made by Saudi Arabia in Septenber 1997 were
nmodest. On goods, Canada has requested concessions on
approximately 200 tariff |ines, including key agricultural and

i ndustrial exports such as fish, grains, wod products and auto
parts. Canada is al so seeking Saudi Arabian conpliance with WO
mul til ateral agreenents, including existing zero-for-zero
agreenents, the ITA and the Pharnmaceutical Agreenent, as well as
t he Agreenent on Governnent Procurenent. On services, Canada is
seeki ng nore open and predictable access for its service
providers in key sectors such as tel ecommuni cati ons and

envi ronment al services. Canada al so wi shes to ensure that
Canadi an busi ness personnel have rights of tenporary novenent
that allow themto enter Saudi Arabia as required to deliver
their services.

A full exam nation of Saudi Arabia's international trade-policy
[
iC
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| nvest ment

Canadi an FDI in Saudi Arabia is $6 mllion, and investnment
potential is high, given Saudi Arabia's announcenent of new

i nvestnment requirenents in the area of power
generation/transm ssion ($160 billion over the next 25 years),

t el ecommuni cations ($8 billion over the next 10 years) and
natural gas ($5.5 billion over the next five years). Canada and
Saudi Arabia wll begin formal negotiations on a FIPA in 1998.

SQUTH AFRI CA

South Africa is Canada's top export market in Sub-Saharan Africa.
In 1997, Canadi an goods exports to South Africa reached $350
mllion. Canada had extended General Preferential Tariff status
to South Africa in 1994. Inports from South Africa were over $490
mllion |last year. Canada and South Africa are considering
putting in place a franework to enhance our dial ogue on trade and
i nvestnment issues. In the neantinme, discussions to finalise a
Canada- Sout h Africa Foreign Investnment Protection Agreenent

(FI' PA) are proceeding.

In late 1997, Canada provided a progranmme of technical assistance
to South African trade policy specialists. This was in support
of South Africa's effort to strengthen its capacity to devel op
and inplenent trade policy priorities, for exanple, in relation
toits rights and obligations as a Menber of the WIO. Buil di ng on
this successful cooperation, in the com ng year, Canada w ||

expl ore ways to enhance trade and econom ¢ cooperation with South
Africa on bilateral and nultilateral issues of mutual interest.

Canada is concerned by recent reports of proposed South African
tariff rate increases affecting inports of products such as wheat
and poultry. The Canadi an governnent is nonitoring the situation
in order to identify any inpact on Canadi an exports and to verify
whet her the proposed increases in tariff rates are consi stent
wth South Africa's WO obligations.

Canada is also nonitoring devel opnents in the trade negotiations
bet ween South Africa and the EU, as well as progress in the trade
liberalization talks within the Southern African Devel opnment
Communi ty (which includes Angol a, Botswana, Denocratic Republic
of Congo, Lesotho, Malawi, Mauritius, Myzanbi que, Nam bi a,
Seychel l es, South Africa, Swaziland, Tanzania, Zanbia, Zi nbabwe).
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8. SUMVARY OF MARKET- OPENI NG RESULTS I N 1997

W£RLD TRADE ORGANI ZATI ON (WO

1 Negoti ati ons on an Agreenent on Basic Tel econmuni cati ons
(ABT) concluded in February 1997, with the participation of
countries accounting for over 90% of wor | dwi de
t el ecommuni cati ons revenues. The agreenent, which cane into
effect in February 1998, gives Canada secure access to key
markets in the United States and the EU, inproved
opportunities to serve countries in Asia and Latin Anerica;
and the benefits of a transparent, nultilateral, rules-based
tradi ng franmework.

1 In March 1997, Canada and 42 ot her governnents concl uded the
I nformati on Technol ogy Agreenent (I TA), creating a duty-free
mar ket representing over 92% of the US$500-billi on-a-year
world trade in information technol ogy products. Wth tariff
cuts having started in July 1997, the ITAwII| lead to
i nproved mar ket access, lower prices on inputs for Canadi an
producers, and grow ng markets.

1 I n Decenber 1997, Canada was one of 70 countries that
successfully concl uded negotiations on a financial services
agreenent. The agreenment, which covers countries
representing over 95% of world trade in financial services,
wi |l give Canadian financial institutions inproved access to
key markets in Europe, Asia and Latin America, and shoul d
| ead to new export and job opportunities in Canada.

| NVESTMENT

1 Canada successfully concluded Foreign Investnment Pronotion
and Protection Agreenments (FIPA) with the following five
countries: Thailand; Croatia; Lebanon; Arnenia and Uruguay.
These agreenents wll help to create secure investnent
climates for Canadian investors and to pronote bil ateral
i nvest ment .

1 In addition, the FIPAs which Canada had signed in 1996 with
Bar bados and Equador cane into force.

UNITED STATES

1 Bui l ding on the 1995 "Accord on our Shared Border” Canada
and the United States pursued several initiatives in 1997 to
speed road, rail and sea transit, as well as in-transit
precl earance at Canadi an airports.

1 Amendnents to Canada's Foreign Extraterritorial Measures Act
effectively serve to prevent the enforcenent of judgenents
under the U S. Helns-Burton |aw in Canadi an courts, and
al l ow a Canadi an conpany to sue to recover damages awar ded
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ASI A
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Openi

against it by a foreign court.

Canada and the United States inplenented an agreenent on
trade in sugar and sugar-containing products that gives
Canadi an exporters of these products assured access to the
U S. market.

A conprehensive all ocation systemunder the five-year
Canada- U. S. Softwood Lunber Agreenent was successfully
i npl enented on behal f of Canadi an industry and of the
produci ng provinces. This system provides for greater
predictability for Canadi an exporters planni ng softwood
| umber shipments to the United States.

Canada successfully defended against U S. pressure to reduce
Canadi an exports of wool suits, sport coats and pants.

Unrestricted access to the U S. grain market was mai ntai ned
in the face of political pressure on the admnistration from
Congressi onal representatives for a return to a nore
restrictive inport regine.

A group of 21 non-profit citizens' organizations filed a
chal l enge on the constitutionality of Chapter N neteen of
t he NAFTA and the FTA. That chall enge was | ater dism ssed
for lack of standing before the court.

CO

The conpletion, in July 1997, of the first round of
accelerated tariff elimnation anong Canada, Mexico and the
United States, on a nunber of key products.

Measur abl e progress on an interimwork plan and a
precl earance programallowing the resunption of exports of
certain classes of seed potat oes.

Si gnature of a Menorandum of Understanding (MOU) in the
Field of Tel econmuni cations to serve as a basis for co-
operation in this inportant area.

A successful appeal by Canadi an industry of one final anti-
dunpi ng determ nati on by Mexico on Canadi an hot-roll ed sheet
(duties were term nated).

The conpl etion of a procurenent study that successfully
underl i ned Canadi an concerns regarding Mexico's conpliance
with bid-notification requirenents.

PACI FI C ECONOM C CO- OPERATI ON ( APEC)
I n Novenber 1997, APEC nenbers agreed to pursue an ongoi ng
program of voluntary liberalization in 15 sectors with 9
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JAPAN
I

priority areas: chem cals, energy sector, environnental
goods and services, fish and fish products, forest products,
gens and jewel |l ery, nedical equipnment and instrunents,

t el ecomruni cati ons equi prent and toys. Several Canadi an
export priorities are included in this list.

Canada, along with the United States and the European Uni on,
concl uded negotiations with Japan in settlenent of its
obligations stemmng fromthe findings of the WIO panel on
Japan's |iquor-tax regi ne. However, the required tax changes
will not be fully inplenmented until Cctober 2001. Since this
timng bends WO rul es, which normally require

i npl ementation within 15 nonths of the panel result, Japan
IS paying conpensation. By April 2002, it will reduce tariff
rates to zero on all distilled spirits products, including
Canadi an whi sky.

The National Research Council's Canadi an Construction
Materials Centre (CCMC) signed liaison agreenents with the
Japanese M nistry of Construction's Building Centre of
Japan, as well as with Japan's Centre for Better Living,
entitling CCMC to provide technical data for the assessnent
of building products, as well as, to participate in the
eval uation and devel opnent of new standards.

Japan agreed to a Canadi an request to devel op a new standard
to expand the use of Canadi an sof twood concrete-form pl ywod
in Japan (JAS 932).

Construction of three-storey nulti-unit wooden buil di ngs was
prohibited in sem-fire-rated zones, until the Mnistry of
Construction announced an easing of building restrictions in
August 1997.

Japan has agreed to recogni ze the hi gher stress-val ue
capabilities of Northern Hem ock and Dougl as Fir (Canadi an
| umber species), allowing for their use in a w der range of
appl i cations.

Japan's Mnistry of Agriculture, Forestry and Fisheries
(MAFF) formally approved the results of a Canadi an hay-
fumgation test, allowing for baled hay that is fumgated in
Canada to enter Japan without the need for further

i nspection on arrival.

Japan approved the inportation of three varieties of
transgeni c canola for environnmental, food and feed safety in
1996, and has just recently decided to extend the approval
to conventionally derived progeny of approved transgenic

i nes.
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Canada and Japan reached an agreenment in principle on
revisions to the Canada-Japan Doubl e Taxati on Conventi on.
This revision, anong other things, will allow for the nutual
exenption of |ocal taxes on international transport
oper ati ons.

| NDI A

Wthin the framework of the Wrld Trade Organi zati on (WO,
and under agreenents reached with Canada and several other
countries (the European Union, Japan, Switzerland, Australia
and New Zeal and), India wll phase out inport restrictions
on a very wide range of products that are of interest to
Canadi an exporters. These inport restrictions generally take
the formof quantitative restrictions and outright bans on
the i nport of goods covered by about 2700 different tariff
items. The restrictions will be renoved over three stages—
covering the period April 1997 to March 2003—w th the first
"batch" of itens scheduled to be liberalized at the end of
March 1998. India has also commtted to phasing out al
restrictions on the inport of goods covered by the ITA
during the first stage, i.e. by March 2000.

EUROPEAN UNI ON
I

Canada and the EU signed an Agreenent on Custons Co-
operation and Mutual Assistance, which wll facilitate trade
through sinplification and harnoni zation of custons
procedures and, will enhance the capacity to deal with

vi ol ati ons of custons | aw

Si gning of the Canada- EU Agreenment on Humane Trappi ng
Standards restored secure access to the European market for
Canadi an fur products. This wll contribute to increased
enpl oynent opportunities in many renote northern regions,
not abl y aboriginal comunities.

Concl usi on of the Canada-EU MRA on conformty assessnent
for regul ated products in Decenber 1997 wll reduce costs
and facilitate narket access in Europe for Canadi an
producers of tel ecomunications term nal equipnment, |IT
equi pnent, electrical equipnent, nedical devices,

phar maceuticals and recreational boats.

Canada and the EU have concl uded negotiations on an
agreenent on equival ency of health requirements applicable
to trade in animals and ani mal products, which wll inprove
access to Europe for Canadian exports in this sector.
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GLOSSARY OF TERMS

Accession: The process of becom ng a contracting party to a

mul til ateral agreenent such as the WIO. Negotiations with
establi shed WIO contracting parties, for exanple, determ ne the
concessions (trade liberalization) or other specific obligations
a non-nenber country nust undertake before it will be entitled to
full WO nmenbershi p benefits.

Anti-Dunping (AD): Additional duties inposed by an inporting
country in instances where inports are priced at |ess than the
"normal " price charged in the exporter's donestic market and are
causing material injury to donestic industry in the inporting
country.

APEC. Asia Pacific Econom c Cooperation forum APEC conprises 18
countries around the Pacific RRmthat seek further Asia Pacific
econom c co-operation. Menbers are Australia; Brunei; Canada;
Chil e; China; Hong Kong, China; |ndonesia; Japan; Republic of
Korea; Mal aysi a; Mexico; New Zeal and; Papua New Qui nea; the

Phi | i ppi nes; Si ngapore; Chinese Taipei (Taiwan); Thailand; United
St at es.

Cairns Goup: A coalition of fourteen agricultural exporting
countries (Australia, New Zeal and, Argentina, Brazil, Uruguay,
Chile, Colonbia, Thailand, Philippines, |Indonesia, Mlaysia,
Fiji, Hungary and Canada) that devel ops proposals on agriculture
during the U uguay Round.

Canada- EU Action Plan: Signed on Decenber 17, 1996, the Action
Plan is designed to strengthen Canada-EU rel ati ons and consi sts
of four parts: Econom c and Trade Rel ati ons, Foreign Policy and
Security Issues, Transnational |ssues, and Fostering Links.

CCFTA: Canada-Chile Free Trade Agreenent. Inplenented July 5,
1997.

CI BS: Canada's International Business Strategy. A blueprint
consisting of a series of international business strategies
spanning 27 key industry sectors. Created to ensure governnent
international strategies and initiatives reflect the real needs
of Canadi an i ndustry.

Cl FTA: Canada-|srael Free Trade Agreenent. |nplenented January 1,
1997.

CITT: Canadian International Trade Tribunal. A body responsible
under Canadian legislation for findings of injury in anti-dunping
and countervailing duty cases and the provision of advice to the
government on other inport issues.
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Countervailing Duties (CVD): Additional duties inposed by the
inporting country to offset governnent subsidies in the exporting
country, when the subsidized inports cause material injury to
donmestic industry in the inporting country.

D spute Settlenent: Those institutional provisions in a trade
agreenent which provide the neans for settling differences of
vi ew between the parties.

EFTA: European Free Trade Association. Wen founded in My
1960, there were 7 nenbers. Currently, there are four (Icel and,
Norway, Switzerland, and Liechtenstein) as others joined the
Eur opean Uni on.

Expropriation: The seizure of private property by a foreign
government w thout just or reasonabl e conpensati on.

Foreign Direct Investnent: The funds conmtted to a foreign
enterprise. The investor may gain partial or total control of
the enterprise. An investor who buys 10% or nore of the
controlling shares of a foreign enterprise nakes a direct

i nvest nment .

FTA: Free Trade Agreenent. |In particular, the Canada-U. S. Free
Trade Agreenent that entered into force on January 1, 1989.

FTAA: Free Trade Area of the Americas. Proposed agreenent
bet ween 34 countries of the Western Hem sphere to create a Free
Trade Area by 2005, |aunched in Mam in Decenber 1994.

GATS: General Agreenent on Trade in Services. The first set of
mul tilaterally-agreed and | egally-enforceable rules and

di sci plines ever negotiated to cover international trade in
servi ces.

GATT: General Agreenent on Tariffs and Trade. Since 1947, the
multilateral institution overseeing the global trading system
Superseded by the WO in January 1995.

CGDP: G oss Donestic Product. The total value of goods and
servi ces produced by a country.

Intell ectual Property: A collective termused to refer to new
i deas, inventions, designs, witings, filnms, etc. and protected
by copyright, patents, trademarks, etc.

| TA: Information Technol ogy Agreement. A WIO based agreenent
endorsed by several nenbers that calls for the gradual
elimnation of nost-favoured-nation tariffs on many information
t echnol ogy products.
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Li beralization: Reductions in tariff and other neasures that
restrict world trade, unilaterally, bilaterally or
multilaterally. Trade liberalization has been the objective of
all GATT/WIO trade negotiations as well as of the FTA and NAFTA
negoti ati ons.

MFN:  Most-favoured-nation treatnment (Article | of the GATT 1994)
requiring countries not to discrimnate between goods on the
basis of country of origin or destination.

NAFTA: North Anerican Free Trade Agreenent, involving Canada,
the United States and Mexico, the negotiation of which started in
June of 1991. Cane into force January 1994.

Non-Tariff Barriers (Measures): Government neasures or policies
other than tariffs which restrict or distort international trade.
Exanpl es include inport quotas, discrimnatory governnent
procurenent practices, neasures to protect intellectual property.
Such neasures have becone rel atively nore conspi cuous i npedi nents
to trade as tariffs have been reduced during the period since
Wrld War |1.

CECD: Organi zation for Econom c Co-operation and Devel opnent.
Pari s- based organi zation of industrialized countries responsible
for study of and co-operation on broad range of econom c, trade,
scientific and educational issues.

OGsaka Action Agenda: Adopted in 1995, the Osaka Action Agenda is
the framework for inplenenting the Leaders' Declaration (adopted
i n Bogor, I|ndonesia, 1994) that APEC nenber econom es woul d
achieve the free and open trade within the region by 2010/ 2020.

Quota: Explicit limt on the physical amobunts of particul ar
products which can be inported or exported during a specified
time period, usually neasured by vol unme but sonetines by val ue.
The quota may be applied on a "selective" basis, with varying
limts set according to the country of origin, or on a gl obal
basis which only specifies the total limt and thus tends to
benefit nore efficient suppliers.

Rul es of Origin: Laws, regulations and adm ni strative procedures
whi ch determ ne a product's country of origin. A decision by a
custons authority on origin can determ ne whether a shi pnment
falls within a quota [imtation, qualifies for a tariff
preference or is affected by an anti-dunping duty. These rules
can vary fromcountry to country.

Subsidy: An econom c benefit granted by a governnent to
producers of goods often to strengthen their conpetitive
position. The subsidy may be direct (a cash grant) or indirect
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(lowinterest export credits guaranteed by a governnent agency,
for exanple).

Tariff: Custonms duties on nerchandi se inports. Levied either on
an ad val orem (percentage of value) or on a specific basis (e.qg.
$5 per 100 kgs). Tariffs give price advantage to sinmilar locally
produced goods and rai se revenues for the governnent.

Tariff Rate Quota: Two-stage tariff: inports up to the quota
| evel enter at a lower rate of duty; over-quota inports enter at
a higher rate.

Transparency: Visibility and clarity of |aws and regul ati ons.

Uruguay Round: Miltilateral trade negotiations |aunched in the
context of the GATT at Punta del Este, Uruguay, in Septenber
1986, and concluded in Geneva in Decenber 1993. Signed by

m ni sters in Marrakesh, Morocco, in April 1994.

WG Wrld Trade Organi zation. Established on January 1, 1995,
to replace the Secretariat of the General Agreenment on Tariffs
and Trade, it fornms the cornerstone of the world tradi ng system

WO Appel | ate Body: An independent seven-person body that, upon
request by one or nore parties to the dispute, reviews findings
in panel reports.

112
Opening Doors to the World: Canada's International Market Access Priorities, 1998



