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16.1 INTRODUCTION

Canada, with a population of over 30 million, isoneof the largest economiesof the world
with a gross domestic product of US$ 830 hillion. It ranks sixth in the world in terms of
standard of living as measured by the gross domestic product per capita. In its market
oriented economic system and patternsof production, it closaly resemblesthe USeconomy.
The transformation of the Canadian economy from alargely rural intoa mgor urban and
industrial economy can be attributed to an impressive growth of various sectors like
manufacturing, miningand servicesectors. The US-CanadaFree Trade Agreement of 1989
and the North American Free Trade Agreement (NAFTA) of 1994 has contributed to a
dramatic increase in trade and economic relations with its neighbour, the US. Though it
has experienced an economic recession in thefirst half of 1990, for a brief period, it was
compensated by a quick recovery with the econorhy expanding by 4.5% in 1994, given its
natural resources, capital and skilled labour force.

As of today, Canada's GDP growth stands at 1.7% with a purchasing power parity of $
958.7 bn (according to 2004 estimate). I ts services now account for 66% of the GDP and
the industry accounts for 31%. Manufacturing remains as the single most important
economic activity in Canada. It.is also a leading minera producer and exporter in the
world.
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In accordancewith its International Policy Statement, Canadahas outlined its commercial
prioritiesthrough**increasing domestic and global prosperity by strengthening Canada's
competitiveness, enhancing international commercia engagement with key partnersand
providing targeted services and support for Canadian businesses™.

Through the Canadian I nternational Devel opment Agency (CIDA), thegovernments' prime
agency for devel opment assistance, it set prioritiesin theareasof good governance, hedlth,
basi c education, private sector devel opmentand environmental sustainability. It reiterated
itsaid to agroup of 25 development partner countries by 2010, committed to increaseits
international assistance by 2010 and most importantly, pledged to increase the assistance
to Africa by 2008-09. The statement focuses on the Canadian efforts towards investing
resourcesin key sectorsand countries, and al so towardsproviding the necessary expertise
for contributing to their development priorities.

Itstrade prioritiesinclude making Canadaconducive for talent and investment, fostering
mutual long term and rules based relationshipwith key trading partnersand enhancingthe
ability of the Canadian firmsto competeand prosper in the global economy*™*.

16.2 PATTERNS OF THE CANADIAN ECONOMIC
DEVELOPMENT

16.2.1 Agriculture

Agricultural sector has been an important component of Canada's economic devel opment
since decades and this sector generates 8.5% of its GDP. The export of agricultural and
related food products amounted to nearly $21.7 bn, constituting 3.51% of the world
agriculturefood trade. Most of theimportantexport itemsincludevegetables, grains, daily
products, oil seedsand meat products. The improvementin the infrastructure, equipment
and farming practicesled to an abundant production of agricultural products. About 406,900
jobs are created with 1.3% of the nation's population and 2.8% of the workforce being
employed in this sector. Aroundl.5 million are employed in the food and beverage
processing, food retail and servicesand related industriesin the agricultural food sector.

16.2.2 Industry

Canada's industries are broadly categorised into manufacturing, resource, service and
technology industries. Some of the important industries are aerospace and defence,
automotive, apparels, chemicals, communication equipment, fabricated metal products,
medical devices, oil and natural gas, pharmaceuticals, plastics, railway and shipbuilding
material, fisheries, forestry, mines and minerals, hydrogen and fuel cells, commercial
education and training, electronic commerce, health services, industrial security, legal
services, logistics, marketing services, telecom, tourism, urban planning. information and
communication technology, nanotechnology, ocean technology, water technology and
biotechnology.

16.2.3 Energy

Canada's major energy resourcesinclude petroleum, natural gas, coal and hydro electricity.
It hasalso been in the forefront in devel oping energy efficient fuels and renewabl e energy
from the solar, biomassand small hydro projects. Infrastructurein petroleum and natural
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gas pipelines, retail gas services, distribution of electrical energy and thermal energy
production are some of the activities being undertaken in order to make energy sector
efficient.

16.2.4 Mining

Themining industry contributes nearly 3.7% of the Canadian GDP and isone of the most
important industries. Nearly 80% of these productsare exported constituting 13.3% of the
total exports. It isoneof themajor sourcesof economic activity and livelihood for many of
the citizens and Canada ranks second in the world in the mining exploration investment..
"Natural Resources Canada'* co-ordinatestheactivitiesrelated to mining for off-mine-site
and on-mine-sites expenditure.

16.2.5 Transport and Infrastructure

Canadas unique landscape has rendered an uneven distribution of population and these
geographical obstacles necessitated an effective transport system and infrastructure. This
infrastructurefacilitated the transfer of goodsand resourcesto various parts of the nation
and has played asignificant rolein maintainingahigh standard of living. Theimprovement
in the road, rail, air and marine transport has also facilitated the movement of skilled
labour force making it cost effective contributionto the infrastructure as a whole.

MerchandiseTrade by Major Categories, 2002-2003
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16.3 CANADA'S TRADE POLICY

Canada's economy is one of the largest and strongest among the seven leading industrial
countriesintheworld. It hasthereputation of asuccessful trading nationand has maintained
ahigh standard of living. Itsabundant natural resources, coupled with skilled labour force
and infrastructure, have contributed to a faster economic growth. Also, the growth of
manufacturing sector, especially since 1950s, has transformed this nation form an
agricultural and natural resources economy into a highly industrialised one. The rapid
economic growth and expansion continued till late 1980s, after which it fell into recession
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in the early 1990s. The growth resumed in the last quarter of 1992 and after 1994, it
expanded at the rate of 4.5%. Canada's economy can be termed asaliberal and transparent
one though few barriers still remain in some key sectors. Yet Canada isone of the most
open of the globe's major economies. Canada's economic devel opment can be attributed
toitsexportsof raw materias. It isthe world's fifth largest exporter and importer-tradeis
equivalent to morethan 70% of its gross domestic product (GDP). The growth of exports
isdueto factorslikelow inflationand reduced interestrates. Anincreased output in sectors
like mining, communication and financial services have also helped in the growth of its
exports. The various governments of Canada have remained committed to enhance the
well-being of the Canadians through effectivesocial and economic policies. Theaim was
to ensure: (i) an innovativeand knowledge based economy (i) fair market place(iii) income
security and employment for citizensand (iv) strong regional economic growth (Report of
Treasury Board of CanadaSecretariat). Thegovernmentshave beeninstrumental in making
right investment and creating favourable conditions for rapid economic expansion-both
domesticand international .

16.3.1 Domestic Economy

For the last one decade, Canada has been experiencing a continuous economic growth.
Canada has been one of the largest producersof a variety of minerals; (itsforest products
and commercial fisheries also account for a magjor source of revenue). Globalisation of
marketsand liberal trading regimes has had a profound impact on the Canadian markets.
Advances in technology and communication links, knowledge intensive industries and
high technology infrastructure have expanded the domestic market dramatically.
Manufacturing, agriculture, forestry mining and construction industries have registered
encouraging growth rates during the last decade.

Risein Economic Growth

Theyear 1999 has especially been alandmark year for a prosperouseconomy. The service
sectorstoo had undergonetremendousrise with threeout of four Canadiansbeing employed
in this sector, thus generating two thirds of the GDP. The year 1999 also. marked eighth
consecutiveyear of economic growth with a GDP of $ 783 billion and a growth rate of
4.3%. Whilethe agricultural sector had to struggle with weak grain prices, the resourced-
based industries posted significant gains.

Productivityand GDP

During the 1990s, there was 84.9% averagecapacity utilisation rate for industries, higher
than any other period in the Canadian history. The labour productivity during this time
grew at 1.4%, with 2.1% in the goodssectorsand 1% in the service sector. Agriculture, too
had ahigher productivity level at 13.4%, forestry 7.2.%, Communication industries6.8%,
wholesaletrade 5.2.% and mining 4.5% all through the decade. The GDP per capitafigure
stood at $29,300 (higher than Japan, France, Germany, UK and Mexico). The purchasing
power valueof the Canadiandollar stood at morethan 25% of the rechargerateas predicted
by the market.

Balance of Payments

For most of the 1990s, Canada registered a negative balance of paymentsbut in 1999, the
current account deficit narrowed down to $3.4 bn as compared to $16.3 bn in 1998. A

203



surplustrade balance (with the US) stood at $60.1 bn, with positive gainsin the sectorsof
agriculture, forestry, energy and automotive sectors.

Employment

During the last decade, more than one million new jobs have been cr%ated in Canada.
There was resurgent growth in the manufacturing sectors, especially the computers and
other electronic goods; trade, transport, scientific, professional and technical servicesalso
expanded significantly. Provinces like Ontario and Quebec saw a tremendous increasein
the empl oyment opportunities apart from Albertaand New Brunswick. Thoughtheoverall
unemployment rate came down to 6.8 %, it varied from one province to another.

Knowledge Sector

Thetrend towards moderni sation and expansion of the Canadian economy has been set by
theknowledgeworkers. With globalisationand liberalisation, many of theseworkerswere
instrumental in making the Canadian economy competent both within and across the
borders. The growth of service and high-technology industries saw an increase of 61% of
scientificand technical professional workers, particularly in the service sectors. This had
impacted the Canadian labour market significantly with the creation of almost 1.8 million
jobsfor theseworkers. Thishad al so hel pedin inducting professionallytrainedimmigrants,
thus making the Canadian industries meet their labour demands and requirements.

16.3.2 Bilateral, Regional and Multilateral Trade
Bilateral Trade

In 1994, Canada entered into a free trade agreement with the US and Mexico, launching
the North American Free Trade Agreement (NAFTA). The trade with the neighbouring
US had facilitated the expansion of the economic growth in Canada and today, NAFTA is
recognised asone of the most important trade blocsin the world. The agreement hasgiven
riseto the standard of living of thecitizens, laid a strong foundation for economic growth
and helped in reaping the benefitsof trade liberalisation.

NAFTA has enabled Canada to increase its exports to the US, with the Canadian
manufacturesexporting morethan haf of their produceto the US. Almost 86.6.% of total
merchandise exports go to the NAFTA trading membersand according to Department of
Foreign Affairs and International Trade (DFAIT) estimate, nearly 2.3 million jobs have
been created in Canada representing a success of 17.5% of employment levels. One of
NAFTA’s most significant effects hasbeen the changein itsrelationship with Mexico: itis
now its sixth largest export market and it is Mexico's second largest. (In 1990, Mexico
was Canada's nineteenth most important export market and Canadawas Mexico's seventh
largest). Canadians and Mexicans no longer see one another as the neighboursof their US
neighbour, but as two countries enjoying ever deeper people to people and commercial
ties. Canadais also involved in bilateral trade agreements with Costa Rica (CCRFTA).
Therea so are Canada-Singapore Free Trade Negotiations, and Canada -Chile Free Trade
Agreement (CCFTA). x

Trade Relationswith theUS

Not withstandingthe disputes over tradetariffs, Canadaisthelargest trading partner of the
US. The bilateral trade amounts to more than $ 1.4 billion and this was more than the US
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trade with all the Latin American Countries; US exports to Canada exceed those to tht
EU. Canada is a mgjor export market for nearly 35 of the 50 US states. As mentioned
above, NAFTA increased the bilateral trade by almost 40%, and catering to the needs of
around 406 million people of the three North American countries. Automotive sector
constitutesthe largest component of the bilateral tradethat roseto $ 104.1 billionin 1999.
USisalso Canada's leading agricultural market, with nearly 1/3rd of the food exports,
Canada is the second-largest US agricultural market importing vegetables, fruits and
livestock products; 2/3rds of Canada's forest productslike pulp and paper are exported to
the US. Canadaisalso the US’s largest trading partner in the energy sector and the primary
energy components include oil, natural gas and dectricity. Canadais the US’s largest ail
supplier, providing about 16% of US oil imports and 14% of total US consumption of
natural gas. The USis Canada's largest foreign investor and the FDI was estimated at $
116.7 billion or about 72% of total FDI in Canadaat the end of 1999. The US investment
is primarily in the sectors of mining, chemicals, petroleum, machinery and transportation
equipment and finance.

Likewise, Canada is the third largest investor in the US, with the investments in US
amounting to $90.4 billion a the end of 1999. Canadian investments are concentratedin
manufacturing, real estate, finance, insuranceetc. Both the countries are moving ahead to
reducetrade barriersand establish agreed upon rulesto remove some of the mgjor irritants
in the bilateral trade. It was agreed upon to liberalise rules in the areas of agriculture,
energy, services, finance, investment and government procurement.

The United States:
Canada’s Na. 1 Investment Soance

tawrre Jeafmmry Caron w0 st Pyirersuns Caracds

Regional Trade

Canada is also an important trade partner of the regional economic groups like APEC.
Through, itsassociation with this bloc, Canadaintendsto enhance itstrade and investment
liberalisationand facilitation and economic and technology cooperation. The Asia-Pacific
marketsareimportant for Canadaastheformer hasan enormouspotential growing markets
forthe capital, intermediateand consumer goodsand services. Thegovernment and private
sectors alike are a major source of foreign direct investment; Canada's exports to APEC
consisted of reference-based, semi-processed material such aswood pulp, paper, cereals,
mineralsand fertilizers. Though Japan has been the second largest trading partner, Canada
intendsto cover up itstrade deficit with the other economies of the region. Canada's trade
agreementsal so include thefollowing: Canada-Free Trade Area of the Americas(FTAA),
Canada-Central America Four Free Trade Negotiations, Canada-CARICOM Free Trade,
and Canada-European Free Trade Association (EFTA).
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16.3.3 Canada and European Union

EuropeanUnionisCanada's second largest trade, investment and innovation partner-roughly
equal to the entire Asia-Pacific region put together. According to Canada's International

Policy Statement, its shared history and culturestill shapeitsrel ationshipwith the European
Union. Also the European Unionistheworld's largest single market, with a popul ation of

over 450 million and, following itsexpansion in central and Southern Europein 2004, a
grossdomestic product that rivalsthat of the United States. Its member state governments
arefocused on creating a European future, and itsrich and sophisticated businesssector is
the leading global investor and one of its leading sources of technology and innovation.
The countries of the EU shape global and regional commerce, presenting Canada with
intense competition and significant concernsasthey work to keep their relationship upto
date.

The Government of Canadaisadvancingstronger Canada-EU ties through many channels.
Itisguided at the highest level sthrough summitsbetweenthe Prime Minister, the President
of the EU Commission, and the President in Office of the European Union. In March 2004
Prime Minister Martin hosted the summit that re-energised the relationship through the
launchof the Canada-EU PartnershipAgenda; thisagendapravides for bilateral cooperation
on security, global economic prosperity and other major issues. To improve commercial
linksand support the Canadian business community, the government isdesigningaforward-
looking Tradeand Investment Enhancement Agreement (TI1EA) with the European Union.
Theagreement will support economic growth and improvementsin productivity,and has
specific provisionsaimed at facilitating bil ateral trade, investment and technol ogy transfer
between Canadian and European Union small and medium enterprises (SMEs).

TheTIEA will move beyond traditional market access considerations, anticipating future
challengessuch asthe need for greater cooperationon regulatory issues. The Government
has agreed to develop a voluntary framework for regulatory cooperation with the EU to
enhance the use of best practices, improve the effectiveness of regulatory initiativesand
facilitate trade and investment. In the realm of science, technology and innovation, the
Governmentisfocused on intensifyingthe cooperation by organising thematic workshops
toexplorenew collaborationsand partnerships. Canada's associationwith publicand private
EU research programmes—as partners, subcontractors andinformal network players—has
confirmed Canada's reputationas hometo cutting-edgeresearch partners. Indeed, Canada-
EU tradein R&D services, patentsand licensing fees exceeded $2.1 billion in 2002.

This burgeoning relationship with EU institutions does not, however, encompass full
relationship with Europe. According to 2005 policy statement, Canada desires that its
European engagement must broaden beyond Brussels and national capitals, to include
individual markets, communities and sectors. Canadaal so hasstrong investment and trade
links, outside the European Union, to the four members of the European Free Trade
Association: Switzerland, Norway, |celand and Liechtenstein.

16.3.4 Asia and India

Realising that during the past two decades, Asia has come to occupy a central role in
global commerce, Canadais|ookingat thisregionasvita toitseconomic success. Canada
hastapped into East Asian valuechainsdirectly through two-way investment and indirectly
through North American supply chains. This has meant greater choice for Canadian
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consumers and greater access to low-cost inputs, improving its competitiveness. Within
Asia, Japan is Canada's second largest export market and its largest source of investment
from the region. Canada's longstanding participation in the Japanese market makesit a
strategic partner in accessing regional trade and investment market. Canadastill feelsthat
no lasting success can be achieved in China and other dynamic Asian countries without
involving Japan.

Canada also enjoys strong and deep ties with China. Today, there are over one million
Canadiansof Chinesedescent. Their relationshipisnurtured through extensiveeducational
tiesand strengthened by the individual experiencesof Canadian tourists in Chinaand by
the over 100,000 Chinese who visited Canada in 2004. Canada plans to useexisting and
new channels to advance its official relations with China. A Strategic Working Group
supports regular bilateral consultation on important political and economic issues, and
stronger exchange and coordination on broader issues of common concern. High-level
events such as the January 2005 Canada Trade Mission to Shanghai, Beijing and Hong
Kong, led by the International Trade Minister, also raise Canada's profile, enabling
significant progress on bilateral issues and allowing Canadian companies to clinch
commercia agreements with Chinese partners.

There are already over 1,900 Canadian companies active in China, 400 of them through
local offices. The Government supports them with more trade officials than in any other
single market except the United' States, in partnership with the Canada-China Business
Council. Canada has a so re-launched its negotiationswith Chinaon aforeign investment
promotionand protection agreementtoimprovetheclimatefor Canadian investors. Through
this and other initiatives, they aim to double the level of Canada's trade and investment
relationship with China by 2010.

Thethird key member of the Northeast Asian growth triangleis South Korea, with whom
Canada already has a specia partnership. The relationship is strong, as is proven by the
fact that South Koreaisnow theleadingsourceof foreignstudentsin Canada's educational
institutions. Prime Minister Martin and President Roh agreed in November 2004 that they
would begin exploratory talks on a potential free trade agreement, a clear indication that
their relationship would further grow and deepen.

Whilefree trade would create pressure in certain Canadian sectors,;notably shipbuilding,
it would also present opportunities for traditional Canadian exports, value-added
manufacturing and service sectors such as finance, insurance, and educational services
and investment.

India

Canadahasstarted |ooking towardsl ndiain asignificantway. Canada's International Policy
Statement issued in 2005 pointsout that: Indiaand Canada share a mutual commitment to
democracy and the rule of law, and to the better'integration of developing countries into
the multilateral trading system. They also share a language, a connection through their
Commonwealth heritage, and similarities in their legal, financial and political systems.
More than 700,000 people of Indian descent live, work and study in Canada, of whom
over 300,000 were borninIndia. Despitethese strengths, Canada's relationship with India
has underperformedin the past.
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The entrepreneurial skills and educational and scientific links of the Indo-Canadian
community, however, coupled with reformstaking placein the Indian economy, aregiving

,Canada a new edge on which they now started to capitalise. With market liberalisation
continuingand infrastructuredevel opment an ever-present priority, Indiaoffers Canadians
moreand moreopportunitiesin biotechnology and heal th, informationand communications
technology, engineering and construction, oil and gas, energy, and environmental and
financial services. Indiais also avery important potential partner in the areas of science,
technology and education; it is consciously building itseconomic future on the skillsof its
peopl e, seekingout strategicpartnerstofurther itsdevelopment. UnlikeEast Asia, however,
Indiais not yet amajor player in supply chains. Itssize and emerging outward orientation
make it an awakening giant that is likely to rival Chinain the foreseeablefuture.

Thegrowth of the Indian middleclassisalso redefiningopportunitiesfor Canadians, from
producersof consumer goods, to itstourism industry, to its post-secondary institutions. In
January, 2005 the Prime Ministers of Canadaand Indiaissued a joint declaration to build
upon the substantial progressin the bilateral partnership achieved during the last year and
to enhance the architecture of the Canada-India partnership. Responding to these
opportunities, and building on the Prime Minister's visit in January 2005, the Minister of
International Trade led a Canada Trade Mission to Indiain April 2005 which included a
significant focus on science and technology. Canadian companies pursued opportunities
inarange of areas, including transportation, energy and information and communications
technology infrastructure, agri-food, and financial services. Canada's aim isto surpass$2
billion in exports to India by 2010.

Tothisend, theGovernment has restarted discussionswith Indiatowardaforeigninvestment
promotion and protection agreement and has madesi gnificant progresstoward concluding
a science and technol ogy cooperation agreement with India.

Multilateral Trade

Canada has been an active participant in the multilateral trade i.e., at WTO. The latter
serves as a foundation for Canadian trade policy and many of the multilateral trade
agreementsare ratified in accordance with the domestic procedures. Canada has also been
consistently working towardsincreasingtransparency in the work of the WTO, supporting
.measureslike trade facilitation initiatives and other key areas that offer greatest potential
gains for all. It seeks to strengthen the multilateral rules and regulations and facilitate
imported market access. Barring few issues like barriersrelated to textiles and ¢lothing,
agriculture, food industries, Canada's relations have been in accordance with the WTO
rules and mechanisms. Canada's policymakersstress on the multilateral co-operation and
:onsider that the multilateral systems provide an opportunity to set rules of conduct and
promote values like human devel opment, social justice and democracy.

Canada's aid programmes through multilateral institutions have been instrumental in
supporting the crisis states during emergencies and humanitarian crisis. Multilateral
organisations are a'so major playersin providing debt relief to the developing countries
and have been actively associated with initiatives such as vaccines and immunisation
programmesand addresscritical global public concerns. Throughtheseinstitutions, Canada
intendsto play acrucial rolein reducing poverty level sacrossthe globe; to all ocateresources
wherever thereareshortfallsinthe system; promoteeffectivegloba governanceand ensure
greater participation by the international financial institutions like World Bank, IMF and
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other regional development banks; promote initiativestowards debt relief and mobilise
large scale resources wherever necessary; promote responses to globa environmental
problems and address issues like climate change; help the developing countriesto gain
access to Canadian and globa markets; extend research and devel opment partnershipsto
thedevel oping countries; hel p promoteco-operati on between the devel oped and devel oping
countriesto ensure sustainable economic growth, technology transfer and development.
Canada is also extending trade-related technical assistance that complements broader
support for good governance and the rule of law. It is stimulating African and foreign
investment through the creation of the Canadalnvestment Fund for Africa, ajoint public-
private sector fund designed to providerisk capital for private investment in Africa that
generates growth.

Canada's Tradewith the World, 2004

(C$ millions)
Exports | % Change| Imports | % Change Trade % Change
us 325,991 74 208873 2.5 534 864 54
Asia/Oceania 74,784 174 & 872 12.6 B3,656 140
Europe 23,048 11.4 S0, 590 7.5 73,619 8.7
Latin America 09 249 22382 168 29078 18.6
Other 3,934 16.8 12,520 5.0 16,454 7.6
Total 384,453 8.6 355,237 5.7 739,691 7.2

'Source: Trade DataOnline. Industry Canada. 3March 2005. http://strategisic.ge.ca/sc_mrkti‘tdst/engdos’
tr_homep.html

16.4 FOREIGN DIRECT INVESTMENT (FDlI)

16.4.1 FDI into Canada

Canada offers an excellent investment environment with the business climate ranking
between top 4-8 positions. The overall atmosphere, location and environment makeit one
of themost favoured investment destinationsfor any nation. Someof theimportant factors
that attract investmentincludean abundant skilled l1abour force, infrastructure, high quality
of life, competitiveoperating costs, plant facilitiesand cost effectiveequipment. It offers
a direct access to amost 270 million consumersin the US market alone for its goods.
Moreover Canada's transportation infrastructure, considered as one of theworld's best, is
well connected and hasnine international airportsand ports. Canada's tax competitiveness
and efficient regulation and the best corporate tax ratesfor R& D makeit one of the best
among the G-7 countries. Since 1999, the cumul ativefunding for research and innovation
hasreached $11 billion. The FDI flowsinto Canada, since 2002, remained much abovethe
long term historici! averagefigures. US remainsthetopinvestor in Canadaaccountingfor
morethan 93% of total FDI inflows. Someof theimportant sectorsfor FDI includeoil and
natural gas, energy, technology and minerals. In 2001, Canadaattracted 3.6% of worldwide
FDI inflows.

16.4.2 Canada's Investment Overseas

Accordingto the FDI Monitor Report, Canada's FDI outflows has increased over the last
few years and the income through profits and dividends has been much higher from its
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foreign assets. Its share of FDI outflowsaveraged 3.3% per year; infact, the FDI abroad
outnumberedtheinflow figureswith around $12 billion per year. For many of the Canadian
companies, the export-FDI multiplier islower in industrial countries as compared to the
high dividend flows, improved access to cost effective infrastructure in the developing
countries. The US remained the top destination for the Canadian FDI amounting to nearly
68%. Other important FDI destinations include Europe, Japan and ASEAN countries. Its
shidre inthe non-US markets has steadily increased in the recent years. The largest outflow
of FDI isin the finance and insurance sector (38%), energy and minerals (18%), services
(9%) and forestry (8%). The share of the Canadian FDI flowsto non-US marketsincreased
especialy to Asiaand Europe. Whilethe US had around 35.2% of Canadian FDI outflow,
the European Union absorbed 30.4%. Japan constituted 3.6%, the OECD countries
constituted 12.1% and other non-OECD countries, especially Asia, absorbed around 18.7%
of the Canadian FDI outflow.

Though the FDI outflow trends throughout the world weakened owing to the weak global
economic conditions, Canadaout- performeditsG-7 partnersinout bound investment. By
the end of 2002, Canada's foreign investment stock amounted to $ Cdn 432 hillion as
compared with the foreign owned assetsin Canadaat $ Cdn 349 billion.

Canada: Foragn Dirett I nvestment

FDI Inflow " FDI Outflow Balance
(out - in)
1998 33.8 510 17.2
1999 36.8 25.5 -11.2
2000 - = 99.1 . 69.2 -29.9
2001 44.6 86.7 121
2002 32.3 45.2 12.9

Source: Statistics Canada.

16.5 CANADA'S INTEGRATION INTO THE GLOBAL
ECONOMY

16.5.1 Canada and the WTO

Canadais committed to astrong rule based multilateral trading system and has been playing
anactiverolein the work of the WTO, promoting measurestowards greater transparency.
Though Canada's participation in the preferential agreements has been on the rise, many
of itspoliciesare formulated in accordance with themultilateral trading rulesof the WTO.
One of the prime objectives of the WTO isto enhance economic growth through global
freetrade. Keepingtheseobjectivesat itscore, Canadas trade policy makers, in consultation
with the Canadians, are able to energise the economy through foreign investments and
creation of employment opportunities. Accordingtoits policy makers, a better understanding
of thelibera tradingsystem will foster economicgrowth in accordancewith theinternational
trading system. Canada has been particularly interested in various negotiating rounds of
the WTO so asto extract maximum benefitsfor itsfarmers, exporters and manufacturers.
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Canadafavoursreformsin theworld agricultural trade. Asit isone of the largest tradersof
agricultural and agri-food products, it seeks elimination of the export subsidies, considers
reduction of trade distorting domestic support and seeks access for its agricultural food
products. Though the public expenditure on agriculture had reduced by almost 20% dueto
theelimination of subsidieson transport of grains, it retained restrictionson foreign access
inthe management of productslikedairy and poultry. Canadaisyet to take up full-fledged
measurestowards liberalisation in agricultural trade.

Asfor the non-agricultural goods, Canada's markets have relatively an easier access. It
seeks to provide improved access to the markets of the countries like Brazil, India and
China =

Service sector congtitutes one of the largest sectors of the Canadian economy and two-
thirdsof the population isemployed in thissector. Canadaisin favour of increased access
to foreign markets for its service firms-business, environmental, financial, telecom and
computers. Canada has transformed itself from a resource-based to knowledge -based
economy and therapid expansionoftechnol ogy based industrieshaverenderedit technicaly
competitive. However, the recent deregulation and international commitments have
benefitted the foreign suppliers at large. The Trade Policy Review Body of the WTO
expressed its concern regarding the restrictions on foreign investments in sectors like
telecom, transport and banking.

Canadafavours the strengthening of rulesand clarifyingthe mechanisms pertainingto the
issues of anti-dumping, subsidies and countervailing duties. However, the number and
duration of the anti-dumping measuresin Canada have been of particular concern to the
WTO Trade Policy Review Body.

Regardingthe devel opmentissues, Canadais concerned about enhancingthe devel opmental
activitiesin the devel oping nations and seeks to'address some of the vital concerns of the
latter in implementing the trade agreements and entering into new commitments. It also
seeks to strengthen the technical assistance and capacity building measures both within
and outsidethe WTO. Towardsthisend, it had contributed funds amounting to over $500
millionto the WTO Global Trust Fund. It also seeks to enable the'developing countries
play an active rolein varioustrade negotiating rounds, for the benefit of all.

Though Canada is fully committed to multilateralism and WTO rules and regulations,
concerns have been expressed regarding its increasing participation in the bilateral and
regiona trade agreements. It believesthat bilateral .agreements can take it further than the
WTO by introducing liberalisation in areas that some members of the WTO may not be
ready to discuss. Nevertheless, it has been trying to ensure a level of complementarity
between the two. Its dependence on the US market and NAFTA has been a matter o

concernin this regard. Canada needsto clarify its stand on the following issues:

protection of agricultural sector.
e implementation of anti-dumping measures.
e restrictionsin the service sector.
e implementation of the agreeinent on textilesand clothing.
high import barrierson poultry and dairy products.
restriction on foreign investment in telecom, transport and banking sectors.

stricter applications of intellectua property rights and copy right protection.
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16.6 SUMMARY

Canada is one of the strongest and largest economies in the world. With its abundant
natural resources and technological development, Canada has grown into a highly
industrialised nation. The formulation of effective fiscal policies and maintaining a low
inflation rate has helped it in achieving faster economic growth. Some of its important
sectors are manufacturing, mining, communications, financial services, and agricultural
trade. It has worked consistently towardsreducingits national debt and has succeededtoa
greater extent in itsefforts. Skilled labour, knowledgeworkers, open and transparent rules
basedtrade haveeffectively complementedthe governmental initiativestowards maintaining
higher living standards and a better quality of life. Other factors that have contributed to
the growth of the Canadian economy include adherence to the multilateral trading rules,
participationin bilateral and regional trade agreements, foreign direct investment inflows
and outflows and most importantly, itstrade withthe US. The ability to competein global
market place has created a strong, competitive and sustai nable economy in Canada.

16.7 EXERCISES

1) What is Canada's trade policy? Discuss the patterns of the Canadian economic
development.

2) Briefly discuss Canadds role inthe bilateral and multilateral trade agreements.
3) AnalyseCanada's economic rel aI|onsh|pW|th European Union.

4) Describe Canada's trade and Econom|c relations with Asian countries, with special
referenceto Japan, Chinaand India

5) Explain Canada's contributiontowardsastrong rule based multilateral trading system
of the WTO.
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