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THE U.S./CANADA FREE TRADE AGREEMENT: 
WHAT IT MEANS TO CANADA 

D. Grant Devine and Thomas T. Stout 

INTRODUCTION 

The U.S./Canada Free Trade Agreement (FTA) went into effect on January 1, 

1989, after intense and extended debate in both countries. Most of the 

agri cul tura 1 provisions of the agreement wi 11 lower tariffs and quotas, and 

prohibit the use by either country of export subsidies to increase exports to the 

other. All tariffs are to be removed within 10 years (1-1-99), except for a 

temporary few which might arise from time to time in fresh fruits and vegetables 

during a second 10-year period (13}. This publication convnents on Canadian 

reasons for joining in a free trade agreement with the United States, and 

chronicles some of the trade adjustments Canada has experienced since 

implementation of the FTA. 

THE CANADIAN CASE FOR THE FTA 

Foreign trade is a major component of Gross Domestic Product (GDP} for some 

countries; for others it is not. Table 1 provides illustrations. The Netherlands 

is like a global wholesaler; 86 cents out of every transaction dollar is related 

to global trade, and exports earn 43.7 percent of GDP. By contrast, U.S. exports 

account for only 7.1 percent of GDP, less than half the global average. Canada's 

percentage is nearly twice the global average (Table 1). 

* Single copies may be obtained by requesting ES0-2269 from the Department of 
Agricultural Economics, The Ohio State University, Columbus 43210, or from 
Devine Management, Inc., 1777 Victoria Avenue, Regina, Saskatchewan S4P 4K3. 

** Grant Devine, Premier of the Province of Saskatchewan from 1982 to 1990, 
earned his Ph.D. degree in Agricultural Economics at Ohio State in 1976. Thomas 
Stout is a professor of agricultural economics at Ohio State. The authors are 
grateful to Karlene Robison, Ohio State University for typing and graphics, and 
to Alanna Koch, Executive Director, Western Canadian Wheat Growers Association, 
for data retrieval, editing, and policy interpretations. Thanks are due also to 
Helmut Mach, Government of Alberta, Dale Adolphe of the Cano la Council of Canada, 
and Senator Eric Berntson for encouragement, suggestions, and interpretations. 
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Table 1: Gross D0111estic Product and Foreign Trade, Selected Countries, 1992 

SrQ11 D2m11ti' er2au,t E2r11go Ir1a1 Exports as 
million global million global a share of 
dollars share dollars share GDP 

ECONOMY % % % 

World 23,060,560 100.0 7,361,123 100.1 15.5 
United States 5,920,199 25.7 972,403 13.2 7.1 
Canada 493,602 2.1 253,663 3.4 26.7 
Netherlands 320,290 1.4 274,295 3.7 43.7 

Source: World Bank, World D1velooment Report, 1994 

But the U.S. economy is so huge that trade which is modest by GDP standards 

in the U.S. still is massive compared to that of the many smaller economies that 

must compete with it. Developments in U.S. trade policies, domestically intended 

to fit such a small share of GDP may inadvertently but easily create global trade 

waves that can swamp small countries deeply committed to trade. Such countries 

treat trade policy with the solemn respect reserved for the most fateful economic 

decisions. To these global traders, U.S. trade policy, shifting even in mild 

political breezes and responsive even to passing special interests, seems 

inconsistent, even irresponsible. These are not just obscure small countries at 

far corners of the globe. Canada is one of these small countries. To say 

'small' seems surprising: after all Canada is larger, geographically speaking, 

than all 50 states combined, and per capita GDP is about the same as in the US. 

But that is just the key. There are only about 10 percent as many people in 

Canada, and Canadian GDP is only about 10 percent of U.S. GDP. Figure 1 

abstracts states and provinces approximately in proportion to their population, 

and Canada seems small. Figure 1 also highlights the Canadian experience of 

living right next door to the world's largest economy. To Canadians, sharing a 

continent with the U.S. might not be too unlike sharing a household with the 
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Figure .1: United States and Canada Proportionate to Population 

proverbial 800-pound gorilla who is accustomed to •doing whatever he wants to 

do." It would be better to have an understanding. That is what the FTA is; an 

understanding about long-term trade behavior between the two countries-removing 

for each country the prospect of sudden, unpleasant trade surprises originated 

by the other. 

Andrew Coyne wrote in Saturdav Night that: 

It is ten years since the Conservative government first 
tentatively broached the subject of free trade with the 
United States beginning a voyage that was to end three 
years later in the signing of the Canada-U.S. Free Trade 
Agreement (FTA). The deal was a path-breaker in many 
ways. It transformed Canada from one of the most 
protected economies in the developed world to one of the 
most open. It also ignited an extraordinary export boom 
in this country, the historic dimensions of which are only 
beginning to become clear •••• But the deal may have done 
even more - ;t may have put the whole world finally and 
irrevocably on the path to free trade (3). 

Coyne's sense of history may prove to be not only appropriate but most 

useful in the final assessment of what the FTA means to Canada. The FTA is much 

more than economics, business, adjustment and employment; it goes to the very 

political soul of the nation itself. The FTA is about attitude, a new Canadian 
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attitude of confidence, maturity, sophistication, vision and even a new sense of 

global responsibility. 

Of course, the FTA is very much about trade barriers, the reduction of 

tariffs, trade dispute settlement mechanisms, con111odity wars, exchange rates, 

structural adjustment and jobs. In the paragraphs to follow several selected 

measures of the economic implications of the FTA are presented from a Canadian 

perspective. The evidence ·suggests that the economic benefits of the FTA and 

subsequently the North American Free Trade Agreement (NAFTA) are significant for 

Canada and perhaps on 1 y beginning. However, even more important for many 

Canadians is the exciting attitude of being taken seriously as a world political, 

as well as economic, player. (Ironically it may even be this new sense of 

confidence that encourages some people in Quebec to embrace the case for 

sovereignty.) 

Richard G. Lipsey (6) of Simon Fraser University recently sun111arized the 

case and particularly the economic justification for Canada's push for the FTA. 

Canada was characterized by: 

• the industrial world's seventh largest economy; 
• the world's fourth highest per capita GDP; 
• one of the industrialized world's higher proportions of GDP 

based on exports (around 30 percent); and 
• 70 to 80 percent of its international trade with the United 

States. 

"Why a FTA?" The arguments for Canada seeking a free trade 
agreement with the United States were both defensive and 
offensive. The defensive reason was that the best defense 
against rising American protectionism was to act bilaterally 
to eliminate all tariffs and contain the use of non tariff 
barriers. 

The offensive arguments for the FTA were that the Canadian 
economy had matured and was ready to compete openly in world 
competition. The infant-industry stage was passed when 
Canadian firms successfully weathered the removal of 80 
percent of their tariff protection, and it was time to remove 
the last 20 percent. This would allow successful Canadian 
industries further access to the U.S. market which would 
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generate employment to replace that lost when less successful 
industries declined." (p. 26) 

Dale Adolphe (1) of the Canadian Canola Council summarized the Canadian 

economic and agricultural rationale for the FTA into six points: 

• with a re 1 at ive 1 y sma 11 population Canada needed access to a 1 arge 
market to develop economies of scale and efficient marketing and 
distribution technology. 

• Canada could not compete in the export subsidy game; it was financially 
impossible and markets were being lost. 

• The USA was increasingly turning protectionist in the face of agricul
tural imports from Canada. 

• Canada was in turn worried about the 1 ack of U.S. 1 nvestment 1 n 
Canadian plant and equipment. It looked like Americans would be 
placing more money in the U.S. rather than run the risk of facing 
border problems. 

• An FTA with the U.S. gave Canada access to the world's largest market. 
• The FTA was compatible with the goals being oursued through the GAIT 

(General Agreement on Tariffs and Trade). It reinforced Canada's 
commitment to global free trade and it provided political leadership as 
well so others might follow. 

The political activity toward the FTA was in part initiated in 1985 when 

the Conservative government of Canada developed a National Trade Strategy with 

federal and provincial trade ministers. The stated political objectives of the 

strategy were threefold: 

• to secure and improve Canadian access to world markets, and particular
ly the U.S.A.; 

• to improve Canadian export competitiveness through economies of scale; 
and 

• to build a better, more efficient marketing and distribution system for 
goods and services worldwide. 

Much of the political motivation behind the FTA initiative was due to the 

years of frustration associated with protectionism, in particular agricultural 

circles, and in some major commodity sectors on both sides of the Canada/U.S. 

border. 

FTA - THE OVERALL EFFECTS 

Table 2 provides a summary of overall trade effects for the first years 

after the initiation of the Free Trade Agreement. Much of the table is based on 
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an article in the September 1995, issue of Trade Policy (9). Notice in Column I 

that the FTA covers most but not all of Canada's exports and imports, and that 

trade in merchandise involves substantially greater overall values than does 

trade in services. 

Table 2: Canadian Export-Import Values and Percentages for Merchandise and 
Services Traded 1989-1992 

Per~entagg Change 
In 

Value In Trade 
Trade C~tegQries of Percent Trade With 
(Defined in Trade1 with With Other 
Footnotes) (SC/bil) U.S. U.S. Countries 

Merchandise Exports: In l99Z 1~89 1Q 199Z 
- traded under FTA2 71. 70 69 33.4 1.9 
- not covered by FTA3 38.88 67 9.0 -8.2 

Merchandise Imports: In 199Z 1989 tQ l~~z 
- traded under FTA' 88.19 63 28.4 10 .1 
- not covered by FTA5 22.33 70 0.7 4.9 

Services Exports: In 1991 1989 1Q 1991 
- traded under FTA8 5.79 61 30.3 10.6 
- not covered by FTA7 3.03 56 -0.5 20.5 

Services Imports: In 1991 1989 to 1991 
- traded under FTA8 8.57 67 14.8 20.7 
- not covered by FTA7 4.45 72 20.9 13.6 

1 Merchandise valued for 1992; Services valued for 1991. 2 Such as meat, dairy, 
fish, beverages, paper, chemicals, various tools and equipment, iron and steel. 
3 Such as natural gas, crude oil, lumber, pulp and newsprint, fertilizer, ag 
machinery.' Such as meat and dairy products, fresh and processed fruits, 
vegetables and beverages, textiles and clothing, household goods, machinery and 
equipment. 5 Such as crude food and feed, industrial and ag machinery, aircraft, 
medical equipment. 
8 Such as consulting, advertising, research, rentals, insurance. 7 Such as 
commissions, royalties, films and broadcasting. 

Source: Derived from Statistics Canada and estimates developed by Daniel 
Schwanen, "A Growing Success: Canada's Performance under Free Trade," in Trade 
Policy, C.D. Howe Institute, Ottawa, September 1995. (9) 
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Column 2 conf;rms that most Canad;an trade occurs with the U.S. Columns 

3 and 4 show percentage changes ;n trade and that the FTA typically was 

associated with increases in trade levels during the 1989-92 period covered by 

the table. Table footnotes provide def;nitions of trade categories. 

Richard Lipsey, writing in the winter of 1995, said: 

•canada now exports more of what it produces than any other major 
industrial economy. We export three times as much per person as the 
U.S.; twice as much as Japan; twenty-f;ve percent more than Germany. 
If our exports grow as fast in the next four years as they have in 
the last three, by 1999 we could be the world's fourth largest 
exporter in absolute terms having passed Italy, Great Britain and 
France. All this with a population barely scraping 30 million ••••• 
In the last three years, monthly exports of Canadian goods have 
climbed like a surface-to-air missile, from roughly $12 billion per 
month at the end of 1991, to more than $21 billion in December 1994, 
an increase of seventy-five percent. (6) 

Lipsey's bullish review of the FTA, while not shared by everybody, does 

have the support of most major financial institutions. The Royal Bank of Canada 

(8) sunvnarized its internal evaluation of the FTA with four key points: 

• The FTA is partly responsible for the rapid rise in Canada-U.S. trade 
since 1988. 

• A greater increase in trade has occurred in liberalized sectors than in 
other sectors. 

• The biggest gain has been in two-way trade and intra-industry rationaliza
tion; and 

• Productivity and investment increases have been greater in liberal;zed 
rather than in other sectors. 

According to the Royal Bank of Canada, between 1988 and 1993, Canadian 

imports from and exports to the un;ted States increased by 26 percent and 39 

percent (in U.S. dollars) respectively. What evidently proved to be most 

interesting was the fact that a larger increase ;n trade occurred where tariffs 

fe 11 the most. Imports and exports increased by 38 percent and 45 percent, 

respectively, for 31 sectors (at the four-digit level of the standard industrial 

classif;cation) w;th ;nitial tariffs greater than 5 percent prior to the FTA. (8) 

Similarly, there was also a larger increase in two-way intra-industry trade in 
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sectors where both import and export tariffs fe 11 ; in fact, two-way trade 

increased by 83 percent -- more than twice the rate in other sectors. 

The Bank also noted that the substantial increase in two-way trade and 

intra-industry specialization meant that adjustment costs associated with 

resource (labor and capital) displacements in Canada have likely been less severe 

than if resources had been relocated to a completely different sector. Through 

significant economic restructuring, unit costs have fallen rapidly while the 

degree of specialization has been enhanced. Productivity increases have been 

larger in the FTA trade-liberalized industries than in other industries (26.4 

percent and 6 percent, respectively). 

As expected, initial employment numbers were neutral to slightly negative 

and indeed more negative (6 percent) in the more liberalized sectors during the 

initial FTA adjustment period. Nor has the FTA stopped all protectionism (25 

bilateral trade disputes have occurred since 1989 involving about 2 percent of 

the bilateral trade). Approximately half of the disputes have been settled in 

Canada's favor. 

The University of Alberta's Center for International Business Studies 

recently completed an annual review of the impact of the FTA and the NAFTA on 

Alberta and the Western provinces (2). The report confirms again that Alberta's 

export experience under the FTA and the NAFTA has been extremely positive and 

quite positive for the Western provinces as a group: 

• Alberta headed all Western provinces in export growth to the U.S. since 
1988, with exports rising 104 percent. This particular growth has been 
led by shipments of mineral fuels, including gas and oil. 

• A number of important value-added products also have experienced 
significant export growth under the FTA/NAFTA: plastics; machinery; 
telephone sets and equipment; television and radio transmission equipment, 
testing and measuring equipment; particle board; and beef. 

• All Western provinces have experienced strong export growth to the U.S. 
under the FTA/NAFTA. The shares of exports going to the U.S. in 1994 were 



9 

as follows: Alberta - 80%; Manitoba - 70%; British Columbia - 54%; and 
Saskatchewan - 52%. 

The report appropriately acknowledges the significant impact of currency 

values in determining trading patterns. In 1994 the Canadian dollar fell in 

value another 6.2 percent against the U.S. dollar (to less than U.S. 75¢), giving 

Canadian exporters (and U.S. importers) an additional advantage in terms of trade 

on the weakened Canadian dollar. Canadian potash, lumber, and livestock 

producers felt the shift in demand for their products when U.S. farmers, home 

builders, and feeders could •buy $1.00 worth of imports for 75¢.• 

THE FTA AND SELECTED AGRICULTURAL COMMODITIES 

• Wheat 

There is as much or more politics involved in wheat marketing in Canada 

than in any other conmodi ty save those others that a 1 so are under marketing 

boards and government supply management schemes. Wheat is very big business in 

Western Canada and in terms of Canadian balance of payments and export trade, it 

ranks high. Thus, the 'bad news' is that it remains tied up on deep political 

divisions. The 'good news' is that the FTA and NAFTA are pushing all politicians 

towards more liberalized trading behavior. To get a flavor of the political 

pressure on governments, consider the comments made by the Western Canadian Wheat 

Growers Association before the Senate Agricultural Committee in May of 1995 (11): 

"Free trade in agriculture is especially important. The free trade 
agreement with the U.S. and later with Mexico has generated 
significant export growth for a number of agricultural products from 
Western Canada. The recent GATT agreement and the prospect of 
expanding NAFTA, hold even greater promise. 

Our trade relationship with the U.S., however, has not been without 
its difficulties. In our view, we need to further depoliticize 
trade in agricultural conmodities. We note that we have open and 
unrestricted access to the U.S. market for canola, canola oil, oats, 
flax, lentils, peas, corn, etc.; practically any crop that is traded 
without government interference. 
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The only grain commodities where we experience difficulty in 
obtaining market access are those that are marketed by our state 
trading agency, i.e., the Canadian Wheat Board. Over the past 
years, the U.S. has imposed various trade measures designed to 
restrict our access. 

It is becoming clear that U.S. complafots are not directed at 
Canadian farmers, rather their concern is over state trading 
agencies that have the ability to undercut U.S. domestic prices. 
The Canadian Wheat Board is at the root of the problem and it is 
this institution which must be changed. 

We strongly believe that the long-term solution is to remove the 
compulsory provisions of the Canadian Wheat Board Act, and make the 
Board accountable to farmers instead of the government. A voluntary 
Board would mean that those who wish to pursue opportunities through 
their own initiative would be free to do so. 

We are not seeking an end to compulsory state trading simply because 
the Americans want us to do so. We are requesting this because a 
valued customer wishes to be served in a different way and because 
there are compelling domestic reasons for providing farmers with a 
greater array of marketing choices. 

One compelling reason is to promote economic development in Western 
Canada. The state monopoly on wheat and barley has stifled the 
growth of economic activity on the Prairies. Investors are 
unwilling to invest in plants and equipment when they know they will 
be restricted to one source of supply at a price that is arbitrarily 
established. Consequently, less than 3% of our wheat production is 
milled on the Prairies. In contrast, 30 to 40% of our canola 
production is crushed on the Prairies. 

Incredibly, Canada is a net importer of pasta, despite being the 
world's· largest producer of high quality durum. We are also net 
importers of baked goods and grain preparations. This is deplorable 
and an affront to all those Canadians looking for work. 

We only have to look across the border to see what can happen when 
farmers are free to sell directly to processors. In North Dakota 
there are three commercial pasta plants (Carrington, Cando and Grand 
Forks) and a fourth proposed (Leeds). This is in contrast to the 
situation in Western Canada where we have one commercial pasta plant 
(Lethbridge). 

The Canadian Wheat Board was established in 1935 as a voluntary 
organization. It was made compulsory, in 1943, as part of the 
wartime effort to ensure adequate supplies for allied forces and to 
keep down the price of bread to consumers. The war ended 50 years 
ago. In this day and age, we do not believe farmers should be 
compelled to deliver their wheat and barley (for human consumption) 
to the state, nor do we believe that flour millers, maltsters and 
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processors should be required to purchase their supplies from the 
state. 

Unlike certain sports franchises, we are not seeking financial 
assistance. What we seek is the ability to freely sell our 
property, the fruits of our labor, to whomever we please. We do not 
consider thh to be an unreasonable request and ask for your 
assistance in restoring what we consider to be a fundamental right 
of all Canadians.• 

The politics of wheat on the U.S. side of the border is somewhat similar 

and perhaps more politically powerful than size warrants. Again, the Western 

Canadian Wheat Growers comments at the U.S. International Trade Commission (ITC) 

Hearing on Wheat in 1994 testify to the political nature of the commodity (10): 

"We recognize that the focus of the ITC investigation is to 
determine whether wheat imports 'materially interfere' with U.S. 
agricultural support programs. It is not our intent to quantify the 
level of 'interference' that Canadian imports may or may not inflict 
on U.S. programs. Such analysis is best left to accountants and 
economists. However, in order to assess whether any such interfer
ence is material or not, we believe it is important to examine the 
level of wheat imports within the context of the overall trade 
relationship between Canada and the U.S. 

Wheat Imoorts from Canada 

Over the past decade, U.S. wheat imports from Canada have steadily 
increased from less than 10 million bushels in 1985 to a projected 
level of 85 million bushels for the crop year ending May 31, 1994. 
The underlying reasons for this increase have been fairly well 
documented and include the following: 

• per capita increases in durum and milling wheat consumption 
in the U.S. 

• Hmited U.S. supplies of high protein spring and durum 
wheat. 

• the desire by American consumers for high quality pasta and 
bread wheats. 

• increasing valued-added exports by the U.S. food processing 
industry. 

• the ability of Canada to reliably supply wheat of consis
tent quality. 

• the imp 1 ementat ion of the Export Enhancement Program in 
1985 and subsequent escalation of the EC/US trade war in 
wheat. 

• the recent decline in the Canadian dollar relative to the 
U.S. dollar. 
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• the lowering of tariffs under the Canada/U.S. Free Trade 
Agreement (FTA). 

• greater integration of the North American economy. 

More recently, wheat imports have increased due to the feedgrain 
shortfall resulting from the dramatic decline in the 1993 U.S. corn 
crop, combined with an abnormally large supply of Canadian feed 
wheat. 

It is difficult to determine the extent to which each of the above 
factors have contributed to the overall increase, but when consid
ered together, the trend toward increased imports is understandable. 

Wheat lmoorts jn Perspective 

Although wheat imports approaching 85 million bushels appears large, 
it is important to keep the amount in perspective. In 1993, for 
example Canadian wheat (including durum} and flour shipments to the 
U.S. amounted to Cdn $321 million. This represents roughly 5% of 
Canada's $5. 9 bi 11 ion in tota 1 agri -food exports to the U.S. By 
comparison, U.S. corn, rice and soybean shipments to Canada amounted 
to Cdn $258 million or roughly 4% of the total $6.3 billion in U.S. 
agri-food exports to Canada (Source: Statistics Canada, TIERS}. 

Moreover, pasta exports from the U.S. to Canada amounted to a 
further $76.9 million. By comparison, Canadian pasta exports to the 
U.S. amounted to $27.5 million. 

It would appear from the above that wheat imports from Canada are 
relatively modest when viewed in relation to the overall agri-food 
trade between Canada and the U.S. Wheat trade takes on even less 
significance when viewed in relation to the overall bilateral trade 
in excess of U.S. $200 billion. 

As you can appreciate, it is difficult for us to comprehend why so 
much attention is paid to less than U.S. $250 million in wheat 
imports when the U.S. trade deficit with Japan is approaching U.S. 
$60 bi 11 ion. 

It would appear that the significance of Canadian wheat imports is 
exaggerated beyond proportion merely because wheat shipments are 
often highly visible. In our view, high visibility is hardly a valid 
reason to impose trade restrictions." 

William W. Wilson and Demcey Johnson of North Dakota State University (12} 

presented a useful sunrnary of grain (wheat) handling and marketing differences 

still to be reckoned with despite the success of the FTA. 

"Although the marketing systems in these two countries (including 
mechanisms related to pricing, transport, handling, and quality 
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control) differ drastically, some convergence should be expected in 
the long run as a result of movement toward a more open trade 
environment. Specific observations and concerns about the longer 
term include: 

Narketing cost differentials: A natural transition is likely 
underway which should have the effect of causing marketing costs in 
the two countries to converge. The rate of convergence largely 
depends upon marketing policies adopted within Canada. Competition 
from prairie-border-crossing trade will provide added impetus to 
reduce marketing costs within Canada. 

Changes {n the Western Grain Transport Authority. WGTA reform 
appears to be underway and would provide apparent relief to some of 
the trade friction. It is critical for U.S. interests to recognize 
that changes in the WGTA ultimately will induce a greater flow of 
grain into the United States. These proposed changes will create a 
new set of problems as trade shifts to North/South. 

Jn addition, although the WGTA may appear to be removing some of the 
apparent inequities, there are fundamental differences that will 
persist. Two important issues will continue to plague these 
systems. One is that even at the full WGTA level, rates from the 
Prairies will still be less than comparable movements from the 
northern great plains. If everything else were the same, (which of 
course, they are not} this would confer a continued advantage to 
Canadian producers, while institutional restrictions prevent U.S. 
producers from shipping in the Canadian marketing system. 

The second fundamental issue is the relative flexibility of U.S. 
railroads for pricing and car allocation, compared to the proposed 
changes in Canada. This would not be important except in times of 
capacity constraints in the Canadian marketing system. U.S. 
railroads stand to benefit (in terms of increased movements from the 
inflexibility of the Canadian system}. 

Price Transparency and Discrimination: These are innate problems 
associated with single seller agencies, and in fact are frequently 
used as a means to legitimize their existence. Problems related to 
transparency will likely persist so long as the CWB has a monopoly 
on procurement. 

Though it is not our role to suggest means of resolving this 
apparent Canadian problem, simple solutions could be proposed. One 
would be for the Canadian Wheat Board to regularly offer vi a a 
sealed bid auction for sale within North America specified qualities 
of grain for forward delivery positions. These would only have to 
be for a small proportion of sales. Reporting of results would not 
completely eliminate the transparency problem, but would certainly 
reduce the informational uncertainties that confront participants in 
this industry. 
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There are also numerous agricultural and trade policies that 
exacerbate trade problems and tensions. Trade policy makers, and 
negotiators on both sides of the border must recognize the effects 
of these policies. EEP, WGTA, CWB and the U.S. Conservation Reserve 
Program (CRP) all have an impact on this problem in unique ways. 
U.S. interests must recognize that EEP contributes to the problem, 
and Canadian interests must recognize that EEP is not the sole 
source of the problem. In the case of barley, even if EEP were 
removed, Canadian barley would replace U.S. barley in some markets, 
and both the EEP and supply control programs as conventionally 
administered provide Canadians with •free rider" benefits. 
Canadians must also admit that features of the CWB system provide 
them with legislated advantages not shared by U.S. trading firms. 
Ultimately this yields competitive advantages relative to firms 
operating in more transparent environment. 

These problems will likely persist unless some effort is made to 
coordinate policies. The United States should not unn aterally 
pursue policies (i.e., acreage controls or export subsidies) without 
greater coordination and consultation with Canada. Without this 
coordination, use of such policies by the United States should be 
reevaluated." 

• Canola 

As Dale Adolphe (1) explains, in 1988 Canadian imports of U.S. oilseeds and 

products were 60 percent greater than Canadian exports of oilseeds and products 

to the U.S.A. In 1988, Canada imported in excess of 799 thousand tons of protein 

meal from the U.S. worth almost one-quarter billion dollars against which no 

tariff was assessed. Canada, however, exported only 250 tons of protein meal to 

the U.S. worth $50 million, but was assessed $600 thousand ($U.S.) tariffs, 

primarily against canola meal. 

Some of the trade imbalance was due to larger U.S. tariffs levied on 

oilseeds and product imports. For example, in 1988 the total tariffs levied by 

Canada on the import of U.S. oilseeds and products equaled to approximately 0.8 

percent ad valorem on average, while tariffs levied by the U.S. on oilseeds and 

products from Canada amounted to 3.9 percent ad valorem on average. Clearly, the 

provisions of the FTA to reduce the tariff were critical. 



15 

When the FTA was implemented in January 1989, it carried with it a 

provision that illustrates the benefits of the FTA (or the costs of not 

implementing it quickly and efficiently). The FTA had a 10-year phase-out of 

both Canadian and U.S. tariffs on oilseeds and products, but required an 

inmediate ~limination of Canadian freight subsidies on shipments of Canadian 

conmodities through west coast ports to the U.S. That provision had two negative 

effects. The first was a very slow reduction in the artificial incentive to 

process Canadian products in the U.S., i.e., the U.S. import tariffs collected 

on canola oil entering the U.S. in 1988 were 13 times greater than the same oil 

shipped to the U.S. in the raw seed forms (per kilogram of oil). The second was 

the elimination of the WGTA (Crow) rate on shipments of Canadian conmodities 

through west coast ports to the U.S. With the loss of the WGTA rate, canola meal 

exports to the Pacific Northwest of the U.S. dropped 25 percent in 1989 and 

another 30 percent in 1990. So while the Crow rate on canola was 'dead' on 

midnight, December 31, 1988, most U.S. tariffs on feedstuffs had a 20-year phase

out. 

The Canadian canola crushing industry sought an accelerated reduction of 

U.S. tariffs on oil and meal to offset the inmediate loss of the WGTA. They were 

merciful and U.S. tariffs were reduced by 50 percent on July 1, 1991 and the 

imbalance removed by January 1, 1992. 

The Canadian oilseed and products industry has ultimately proven to be very 

competitive under the FTA. The U.S. has become Canada's number one customer for 

canola oil, canola meal, oats and mustard. In addition, the U.S.A. is a primary 

destination for Canadian flaxseed, malting barley, durum, canaryseed, feed wheat, 

feed barley and a strong market for pulse crops. 
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• Livestock and Meat 

Merle D. Faminow and Daryl F. Kraft of the Department of Agricultural 

Economics and Farm Management, University of Manitoba (4), have constructed a 

very useful model for assessing the implications of FTA and NAFTA on Canada and 

the U.S.A. Their analysis includes several categories such as Aggregate 

Agricultural Trade,-Consumer Products, Intermediate Agricultural Goods and Bulk 

Commodity Exports such as Livestock and Meat, Grains and related products, 

Oilseeds, Vegetabl~ Oils and Meals, and Horticultural Crops. 

The authors point out that Canada had a trade surplus in terms of 1 i vestock 

prior to the FTA but the net trade surplus in livestock and meat has almost 

doubled in real dollars since 1988. Large and growing surpluses in the trade of 

live animals and meat and edible meat offal are the cause of the trade surplus 

in this group of conlnodi ti es. (However, there appears to be a growing net 

deficit in prepared meat over time.) 

"Canadian imports of U.S. meat more than doubled from just over the 
$0.25 billion level in 1988 to about $0.55 billion over the 1991-
1993 period. Meat and edible meat offal (HS category 2) imports, 
accounting for most meat imports from the U.S., have doubled. 
Nearly all this meat is imported into Ontario. Almost all beef 
imports ·are boneless (fresh or chilled) cuts, and they appear to 
have plateaued at $250 million since 1991. 

Canadian exports of meat are almost entirely comprised of meat and 
edible meat offal (HS category 2). Rapid export growth of boneless 
and bone-in-beef cuts (primarily from Alberta) is apparent, while 
other major categories have remained roughly constant or declined. 
Exports of bovine cuts (fresh or chilled) grew from about $70 
million in 1988 to over $300 million in 1993 and also projected to 
increase for 1994. This expansion of Canadian exports can be 
directly attributed to the establishment of a large-scale beefpack
ing plant in Alberta which prompted the development of "boxed beef" 
industry in Canada. The circumstance is entirely different in the 
case of pork. Al though there is some fluctuation, the over a 11 
downward trend in pork exports is unmistakable. 

Canadian exports of livestock alone amount to $1 billion. Since 
1992, over 90 percent of these exports have been cattle. Cattle 
exports to the U.S. were $300 million prior to FTA and have ranged 
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between $800 million and $900 million since 1991. Shipments of 
livestock from the U.S. to Canada are relatively small ($80-115 
million), with non-purebred cattle the largest single component. 

The substantial differences between the trade experience in the 
cattle/beef and hog/pork sectors highlight the fact that ·simple 
explanations of trade values can be misleading. Exchange rate 
movements cannot be offered as the single reason for expansion of 
the cattle/beef sector because it should have also benefitted the 
hog/pork sector, but apparently did not. In the case of hogs and 
pork, rapid growth in Canadian exports occurred in the 1980's, prior 
to CUSTA, and much of the trade from 1988 onward was affected by 
U.S. countervail programs. Free trade did significantly affect the 
policies for livestock and meat inspection for products moving into 
the United States. But the growth in exports of beef must also be 
closely linked to the expanded processing capacity in Alberta. The 
extent to which the, then forthcoming, free trade deal influenced 
the decision by management to establish cold plant capacity in 
Canada cannot be stated with certainty, but it likely played a 
role." 

• Dairy and Poultry Products 

Dr. Larry Martin (7) has published an excellent paper on the "state of 

play" of the U.S.-Canada Dairy and Poultry Tariffs. In short, Canada has strived 

to protect its dairy and poultry industry to pre-FTA levels. The U.S. wants 

access to the Canadian market but, to date, Canada has held them off under the 

national supply management program of the GATT. 

Martin is convinced that: (I) Canada will eventually lose its protective 

position if the U.S. sustains its challenge, and (2) Canada can quite likely 

compete in the U.S. market if it gains access to the market in a thoughtful and 

deliberate fashion. Thus Martin proposes a third option. 

By digging in its heels and fighting the extremely narrow trade 
dispute as the U.S. has defined it, Canada may be (rather literally) 
betting the farm. If, in fact, these industries can be competitive, 
then what should be of concern is to define an adjustment path that 
will give the industries true eventual access to the U.S.market. 

Trade agreements can be made or altered any time there is a 
political will to do so. If there is a high probability: a) that 
much or all of Canadian tariff protection will be lost within the 
foreseeable future because of international pressures; b) that the 
dairy and poultry industries can be competitive with the U.S.; c) 
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that the dairy and poultry industries are on a path of adjustment 
anyway; and d) that the path may be blocked by U.S. non-tariff 
barriers, then it follows that there has to be a third option. 

The third option is to define the issue in a way that provides 
Canada with the opportunity to win in the long term. It has the 
following components: 

• Indicate to the U.S. that Canada is prepared to discuss the 
possibility of negotiating an end to the border protection 
for the dairy and poultry industries, with a phase-in 
period of 10 to 15 years. In return, Canada should require 
the U.S. to postpone the NAFTA dispute for a reasonable 
period of negotiation--say, six months to a year. 

• The affected industries (including, at least, primary 
producers, primary processors, and further processors) 
should develop a clear vision of the kind of industry they 
would like to invent in a freer trade environment. This 
would include a clear description of the nature of prod
ucts, market structure, and the nature of relationships 
among farmers, their marketing boards and their customers. 
It would also include a path of adjustment required to move 
from the present to the desired future, including changes 
in access to the U.S. market. This access must include 
removal of U.S. tariffs on Canadian products and removal of 
U.S. non-tariff barriers, and definitions of Canadian 
policy instruments that will not face trade actions by the 
U.S. 

• The industries should then work through the federal 
government to negotiate with the U.S. on the entire set of 
relevant issues, not just on tariffs, that would be part of 
a Canadian agreement to phase out border measures. 

• Consumer Food Products 

As Faminow and Kraft (4) point out, the net trade balance for consumer 

goods is always large and negative (for Canada) fluctuating around the $1 billion 

level. Consumer imports from the U.S. always include a wide array of fresh 

fruits and vegetables year-round. Also, a considerable expansion in beef imports 

(to Ontario) has occurred along with a smaller, but rapidly growing, level of 

poultry imports. 

•while Canadian poultry imports were subject to a quota, the quota 
was in terms of a share of an expanding market. In addition, 
supplemental quotas were also extended whenever the Canadian poultry 
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;ndustry could not meet an order. Greatly expanded sales of meat 
(beef and pork), alcohol;c beverages, gra;n preparat;ons and 
c;garettes account for the ;ncreases ;n Canadian consumer exports to 
the u.s.• (4) 

SUMMARY AND CONCLUSIONS 

The FTA has proven to be both a polit;cal and economic success for Canada. 

Post FTA, Canada took a leadership role in the GATT negotiat;ons showing 

industrialized and developing countries al;ke that freer trade was the 

"politically correct" position for the global community to embrace. The fact 

that agriculture finally, and for the first time, made it pnto the table at the 

Multilateral Trade Negotiations meetings was in good part due to the impetus of 

the FTA with Canada and the U.S.A. All political parties in Canada have 

subsequently moved to the right endorsing a more liberalized, freer trading 

environment at home and abroad. 

In general terms, since the FTA, the growth in two-way trade between the 

U.S. and Canada has been impressive; the world's two largest trading partners are 

now even larger, approaching $200 billion in annual exchange. Canadian exports 

of commodities (i.e., agricultural, crude materials, crude oil, natural gas, 

textiles, chemicals, telecommunication equipment, fertilizers, etc.) have 

continued to grow, and in no small measure due to U.S. investment in Canada in 

recent years. U.S. exports of consumer goods have generally matched the growth 

in imports of Canadian commodities. 

The dispute settlement mechanism under the FTA has been extremely important 

to the success of the FTA and, despite unresolved challenges in wheat, dairy and 

poultry products, etc. the FTA was given a sound foundation for its subsequent 

development and implementation. 
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The new "openness" pressure on government-managed marketing agencies in 

Canada is unmistakenly leaving its mark. More and more agricultural producers, 

their organizations, acade.mics, and politicians, are putting the past where it 

belongs -- behind them --. and looking to the future with the confidence that 

Canadians can compete with anyone in the global co11111unity, given a level playing 

field. 

Netting out all the cause-effect relationships in trade flows is 

complicated and even confounding. Certainly exchange rates, export subsidies 

like EEP, tax level changes, and government regulations, including non-tariff 

barriers, all impact on trading (export and import) totals. This complexity 

notwithstanding, the recent statistical and economic evidence does support the 

conclusion that the more liberalized (lower tariff) industries and sectors of the 

economy have experienced significantly 1 arger growth in two-way and intra

industry exchange. 

Earl Fry provides the most recent usmmary of the positive benefits of the FTA 

to Canada in his recent article (March 1996) in the Fjnancial Times. In his 

words "Free Trade has paid huge dividends for Canada's business and labour 

communities." (5) 

"Since the beginning of 1989, Canadian merchandise exports to the 
United States have doubled representing an increase of $100 billion. 
Canadian service exports have also expanded by 50% and the current 
account balance, which is the broadest measure of trade, moved from 
a combined deficit of$3.8 billion in 1988-89 to a surplus of more 
than $12 billion in 1994-95." 

And the benefits have been shared on both sides of the border, with direct 

investment flowing liberally in both directions, although the Canadian flow into 

the U.S. has been 50% greater than the U.S. flow into Canada in the period 1988-

1994. (5) 
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In summary, from both a political and economic vantage point, Canadians 

would not likely turn back the clock on the FTA; it is not perfect, or even 

perfectly free trade, but it was the right thing to do. Many of those who once 

fought free trade and free markets with great political energy now applaud 

privatization and free trade worldwide. The very recent and successful Initial 

Public Offering (IPO) by the Saskatchewan Wheat Pool provides an illustration. 

That a historically leftist and populist prairie co-op has elected to become 

investor-owned and publicly traded in commercial markets seems to speak precisely 

to the altered politics and free-market philosophy of Canada in the 1990s. 
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