“I don’t know much about the
future.” Thatis whatIsaid some
25years ago whenIwas asked to
review a book thatlooked ahead

a century or so. Then I realized

CHANGE AND that no one else did either and I
wrote the review. This essay is

CONTINUITY more modest; its aim is simply
IN CANADA-U.S. 20 effort to think ahead on a
ECONOMIC RELATIONS single, butlarge enough, subject.

There are no prophecies here
except those implicitin deciding
what is worth talking about. A
personal essay onso broad asub-
ject is permitted to be explor-
atory, incomplete, selective,

WI I_I_I A M somewhat free-ranging and un-

certain about conclusions. Paths
DIEBO LD will be discovered but not fol-
lowed. Possibilities will out-
number conclusions. Opinions,
however, cannotbe avoided and
for reasons of space they will
usually appearwithoutsupport-
ing detail. The facts that are set
out are the facts I see, tinted as
they may be by my ratherlengthy
exposure to the subject. Not
everyone will take thesame view
of any of these issues, butin this
kind of work it is better to stir
things up than to try to settle all
the issues.
It will be obvious that
the paper draws on the work of
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many scholars over a long period, but there will be shamefully few
acknowledgments. My only excuseis that thisisanessay, nota studyand
I have exceeded the space allotted me. What may be less detectable ismy
immense debt to the many people, especially but not only Canadians,
who, for more than 50 years, have talked with me, sometimes over and
over, about the subjects touched in this paper.

My focus is the long run but it is difficult to say just how long.
The most important issues we shall be dealing with are inherent in the
Canadian-American relationship and may arise at any time. Itis even
difficult to settle on a date when the distant future could be said to begin,
sotospeak. Obviously many of the key economic issues between the two
countries in the foreseeable future will concern the agreement creating
afree trade area (hereafter called FTA). But a proper analysis of that set
of subjects would take all our space— and probably more. In any case,
other people are already well launched on the examination of the ways
the FTA may develop.! “ After the FTA what?” sounds like a reasonable
title but would be misleading because “what” depends not only onwhen
weconsider the FTA to be completed buthow that pointhasbeenarrived
at. Thus we cannot get a usable grip on either horn of the dilemma of
ignoring the FTA or analyzing it. To go between them hardly seems
possible. The FT A has to be examined; itcannot be adequately examined.
Unless we end the essay here there is nothing foritbutacompromise, the
first of many.

Consequently, the next section of this essay deals with some
features of the FTA and how the uncertainties about it might be ended.
Then we turn to economic issues not covered by the FTA but that are
likely to be affected by how it develops. With the resulting agenda before
us, it will be time to ask in what ways future relations between the two
countries may be different from those of the past and what circum-
stances are unlikely to change. The effort to strike a balance between
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continuity and the kinds of change that may take place will raise the
question whether some new ways of thinking about familiar issues may
be called for. If so— or possibly even if not— would it make sense for
Canadians and Americans (whether through their governments or
otherwise) to try to find new ways of dealing with at least some of their
common needs and mutual relations?

There is a limit to how many facts can be made use of in a study
of the future. Hypotheses, imagination, and limited and incomplete
glimpses of several sides of an issue can often be more realistic than
efforts to be concrete when data are inadequate. As careful a reasoner as
Aristotle warned us not to draw more exact conclusions than the
material allows. It is, nevertheless, quite possible to conduct one’s
inquiry in an orderly way provided one also realizes that realism
requiressomeattention to whatare often called “non-economic factors.”
It is obvious that the economic relations between the United States and
Canada have ramifications that reach not only into national foreign
policies but into almost all the other aspects of life in both countries as
well. It is no accident that one of the clearest and most unequivocal
passages in the free trade agreement says that it does not apply to
“cultural industries.” In contrast, the agreement says nothing about
“sovereignty” but some of the gravest concerns of serious people in
Canada are whether some of the “economic” provisions of the FTA will
keep Canadians from governing their country as they like.

THE FREE TRADE AGREEMENT AND ITS RESULTS
Provisions

Although rigorous lines of reasoning that lead logically to neat
conclusions will not play much of a partin this essay, we can at least start
with a few clear statements about the FTA. It will not create free trade
between Canada and the United States. It frees more than trade. Al-
though the agreement has been signed, sealed and delivered, it is not
complete. The two governments will almost certainly fill in some of the
blanks but may not fill in others. Even when provisions are specific,
detailed, and complex, itis not always clear what has to be done to put
them into effect. Although the agreement is the most comprehensive
and elaborate the two countries have ever made, it mightnot turn out to
be the main factor shaping their future economic relations.

These statements are not meant tosuggest thatthe FTA is afraud
oracollection of ambiguities. They do notreflectunqualified skepticism
as to the future willingness of Canadians and Americans to live up to the
commitments they made in1989— although thatrisk is inescapable. The
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statements are not just another way of saying that some parts of almost
any agreement may turn out to be dead letters or may be interpreted
differently from the way its authors expected. There is no question that
the negotiation and signing of the agreement is an important event from
which one should expect significant consequences. But realism calls for
balanced, complex assessments, notsimple, sweeping statements. What
has been created is a free trade area, not free trade, and a free trade area
is an artifact that is defined by the agreement establishing it and the way
governments carry out that agreement.

This agreement, when it is fully in effect, will make almost all
trade between the two countries tariff-free and will remove or reduce
most other trade barriers. However, some trade barriers will still exist
and the two governments will be free to impose others. The agreement
does not deal exclusively with trade in goods; it removes some restric-
tions on investment, the provision of services (including banking and
communications) and other kinds of business behavior. Inall fields more
than simple liberalization is called for; exceptions are made for many
existing practices; some issues are dealt with primarily by laying down
rules about future conduct. Itis best to think of the FTA as regulating—
more or less— a wide range of economic relations between the two
countries, not just abolishing barriers. As in almost any complex
agreement there are passages in the FTA whose meaning is already not
clear; others will be discovered later.

Two sets of provisions of fundamental importance to the agree-
ment remain open. One is the set of complex and innovative procedures
for the settlement of disputes. How these work, and how far the govern-
ments let them influence their behavior, will do much to determine the
scope and effect of the FTA, and, indeed, its real character. They might
also reach far into other fields, as we shall see.

The second major piece of unfinished business— specifically
recognized assuchin theagreement— concerns the use of subsidies (and
dumping) and the measures each government may take to offset such
practices by the other. Should the seven years allowed for the working
out of new rules produce unsatisfactory results— or none at all— both
countries will lose. Canada will not have achieved one of its main
objectives in seeking a free trade area, secure access to the American
market; its exports to the United States will benefit from free trade only
when they conform to American laws or are lucky enough not to attract
the resistance of American producers of competitive goods. The United
States will also suffer acommercial loss (though probably a less impor-
tant one) because Canada will remain free to use subsidies to reserve
parts of its domestic market for domestic producers. Far more impor-
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tant, in my judgment, the United States will have lost a chance to make
its “fair trade” laws more rational, more truly effective and less likely to
cause continuing trouble with a large number of foreign countries.?
Faced with this kind of failure, either one of the governments might
decide to invoke the provision permitting it to denounce the agreement
on six months’ notice— or at least ask for major alterations.

Inshort, the FTA is a beginning as well as an end. It makes some
definite changes but also opens new possibilities whose outcome is not
atall clear. Only time will reveal whether the provisions of the agreement
will be firmly and strictly interpreted or whether one or both govern-
ments will let domestic pressures override the international commit-
ment. There are bound to be questionable actions; circumstances will be
called exceptional to justify departures from the rules. What the FTA
means depends on what the governments do in the future and not just
on what they have already done.

What is more, it is not simply the governments in Ottawa and
Washington that will give the agreement its meaning. In both countries
there is a pluralism of power. Legal authority is divided along federal
lines, cities have a degree of autonomy and economicinfluence, there are
more orless independent federal agencies to be reckoned with, and in the
United States, at least— and sometimes in Canada— the divisions
between the legislative and the executive branches can becrucial. Courts
may upset administrative findings or political decisions. In addition
there is private business; how individual companies act in response to
the new conditions will not only be decisive substantively as to what is
produced in each country and how it is traded, but will often create or
removeobstacles tothe freeing of trade, improve orimpairits results and
sometimes shape the questions of policy and administration that the
governments have to deal with. Business is also likely to set the pace of
adaptation to the new circumstances (which may well be different for
different kinds of activities or sectors of each economy).

Of course, this whole process might not be allowed to play itself
out. The Canadian government that negotiated the FTA was subse-
quently returned to office with only minority support after an electionin
which the FTA was a major issue. The leaders of the other two parties
said they would tear up the agreement if they came into power. As time
passes the governmentis bound to change hands. Whocansay if theidea
of a unilateral denunciation of the FTA would still have any appeal?
Some observers believe that processes are already in motion, especially
in business, that will be irreversible; optimists about the effects of the
FTA think opposition will fade. Leaders change and the balance of
opinion may shift in each party (which were not unanimous in the first
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place); there has already been some backing away from the earlier
statements. Perhaps the FTA will come to be taken for granted, but it is
just as easy to see how new issues, or the revival of old ones, may again
excite opposition.

On the American side there is nothing like the same division of
opinion and it is hard to imagine a major domestic political dispute that
hinged on the FTA. It is, however, not hard to imagine a series of
American actions that violated or disregarded the FTA in response to
political pressures and so nullified significant parts of it and made the
whole agreement unacceptable to a majority of Canadians. That risk
would be increased if too many Americans failed to appreciate the
importance of their relations with Canada— as they often have in the
past.

The effect of any of these rather negative possibilities on the
long-run future of Canadian-American economic relations would de-
pend not only on what happened but how. Some changes might be
welcome to both countries. One government might agree to help the
other save political face. But there could also be new strains in the
relationship (which might come from quite other issues than the FTA).
No matter what happened to the FTA there would be a continuing need
to deal with a large number of connections that no one was prepared to
cut. If bothsides lostinterestin the FTA because it produced nothing but
troublesome results, people in business might still find it easier and
cheaper to live by the changed rules, and most of them would almost
certainly not want to undo the results of altered investments and trade.
Annoyance and frustration can produce very unconstructive behavior,
but might stimulate some useful fresh thinking.

Instead of ruminating further on these possibilities, let us take
as a working hypothesis for most of the discussion that follows the view
that the two governments will continue to carry out the FTA they have
agreed to in more or less the same spirit in which they reached agree-
ment. Even so it will not be until some time in the future that we know
whether the FTA marks a fundamental change in the political economy
of North America.

The results

“Success” and “failure” are not the best words to characterize
the future of an agreement that has as much unfinished business and as
many untested arrangements as the FTA. In the continuing negotiations
it will require at various levels of government there will surely be some
rough passages, and perhaps many. The agreement will bring a good bit
of liberalization, but sometimes efforts to remove barriers or distortion
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will be blocked. In either case some people will applaud and others will
object according to whether they prefer change or not— or, rather, how
they feel about the specificchanges in question. Creditand blame will be
attributed to the FTA for results it did not bring about. There will be a
psychological impact, but will it encourage the view that “having gone
this far we may as well go the whole hog”, as some people in both
countries already say? Or will it strengthen the view in Canada that
because there is greater exposure to the United States on a wide range of
issues, one should tighten up and hold the line on others by measures of
a more nationalistic tone, or that at least lean against the pull from the
United States? Some managers of businesses will respond to the FTA by
dynamic competition and by seizing new opportunities, while others
who feel threatened will look for shelter; some politicians will be ready
to giveitto them. Itis not venturing very far out on alimb to say that we
should expect mixed economic results and diverse political behavior as
well.

There is no point in reviewing here the estimates that have been
made of the effect the FTA’s removal of barriers will have on the volume
of trade and investment between the two countries. These calculations
arebased on concrete assumptions about some matters which, thisessay
argues, must realistically be treated as uncertain. Here we shall have to
be content with suggestion rather than measurement, with emphasis on
the type of change to be expected rather than the amount.

The expansion of trade and investment should not be taken, in
itself, as a major objective of the FTA or the criterion of its success. The
basic potential gains lie in the FTA’s contribution to the productivity of
the economies of the two countries (plus considerations of equity and
non-economic objectives). The developments to be looked for lie in not
only the volume but the composition of trade and investment. Therefore,
“structural change” is convenient shorthand for one of the principal
indicators of the significance and impact of the FTA. There is no agreed
definition as to what is “structural” and I shall use the term broadly to
covernotonly changesin whatis produced and where, or theclosingand
opening of factories, but also modernization, adoption of new technol-
ogy, methods, and ways of work, alterations in the organization of firms
or industries and other changes that are made to cope with the new
conditions of production. Like so many other things connected with the
FTA, structural change will be of greaterimportance for Canada than for
the United States simply because of the difference in size of the two
economies.

That relatively free trade with the United States would contrib-
ute to beneficial changes in the structure of the Canadian economy was
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the main conclusion most people drew from a very extensive study of
“Canada in the Atlantic Economy” conducted by the Private Planning
Association of Canada in the 1960s.? To obtain such benefits was one of
the main reasons the Macdonald Commission endorsed theidea of afree
trade area in the 1980s.* Business groups that stressed the value of
improved access to a larger market and labor organizations who feared
unemployment were both talking about structural changes the FTA
might bring to the Canadian economy. So were opponents of free trade
who believed it would prevent the growth of advanced manufacturing,
forbid subsidies that were essential to insure activity in poorer parts of
Canada, and lead to more American takeovers that would subordinate
the future of Canadian industry to the requirements of American com-
panies. The Americans who believed that they could expand sales in
Canada once their competitors were deprived of tariffs, subsidies or
discriminatory government purchases and the others who wereready to
invest in Canada once they were sure their plants there would have
secure access to the American market were also talking about structural
change.

Structural change goes on continuously in response not only to
foreign competition but to purely domestic changes in income, taste,
taxes and other legislation, and to developments at home and abroad in
technology, prices, industrial organization and changes in the owner-
ship and control of businesses. Some people lose, others gain, and thenet
benefits to the national economy may notalways be apparentin theshort
run. While some specific changes may be clearly traceable to the FTA, it
is more likely that it will usually be hard to distinguish the cause of each
effect. Often the FTA will provide a push that accelerates a change that
isalready under way. For example, Guy Stanley considers that before the
FTA was negotiated “the branch plant was already an endangered
species” as global competition reshaped the structure of Canadian
business.?

Concern with the dislocation that structural change can bring
has generated a good bit of interest in policies of adjustment assistance.
One school of thought holds that the best adjustment comes through the
play of market forces and reliance on the existing safety net of social
security to help people who are displaced. Others favor special measures
of assistance, perhaps to firms undertaking adaptation and certainly to
people who lose their jobs and sometimes to hard-hit communities as
well. Although experience has been mixed, thereis a strong political and
social case for trying to help those who bear the brunt of structural
change at the expense of the rest of the economy.

In practice structural change is often not very disruptive. That
was true when the common market was created in Western Europe and
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when the United States and Canada removed tariffs on automobiles in
the 1960s. Much depends on whether economies are expanding, con-
tracting or stagnant and on how businesses deal with the changes. The
fact that a good deal of Canadian-American trade takes place within
individual enterprises gives managers an opportunity to help smooth
adjustment. There is also an upper limit to the potential dislocation set
by the fact that the FTA’s effects will be selective since so much bilateral
trade is already free from most barriers. Still, as a precaution, it makes
good sense to be ready to provide adjustment assistance if it is needed.

As this cursory summary suggests, structural change is a cru-
cial, complex subject but for this essay it is enough to underline three
simple points.

First, unless both countries undergo some structural adjust-
ment— in the broad sense in which the term is being used here— they
will have few, if any, benefits from the FTA. Thus, their policies should
be directed to facilitating adjustment and not making it more difficult, as
many past policies have done, including some that supposedly favored
adjustment.

The second point is that the process of making adjustments is
likely to generate disputes between the two countries. Historically,
efforts to cope with structural adjustment have often included some
restraint on imports, supposedly for a period during which economic
adjustments were being made at a politically and socially acceptable
pace— or even, it could sometimes be claimed, in an economically
efficient way. GATT provides for this possibility but in practice the
methods of international surveillance that would be required to insure
that the temporary protection did not become permanent and that
adjustment in fact took place have never been properly developed. The
FTAhasaprovisionthatexemptsacertainamountof bilateral trade from
safeguard restrictions but continues to rely on time limits alone to insure
thatadjustment will take place— and thathasnot worked well under the
GATT rule. If the consultation and dispute settlement provisions of the
FTA work well they might open the way to establishing firmer links
between adjustment and temporary but reasonable safeguards. Simi-
larly, either the disputes settlement procedure or some of the consulta-
tive or supervisory machinery of the FTA could be used to insure that
subsidies intended to help adjustment did not result in what the other
country judged to be unfair competition.

The third point about structural change is that it will generate
clashes of interest within each country. These could be serious enough
to undermine the FTA if the resulting domestic pressure kept one of the
governments from meeting its obligations and the other retaliated. Or
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the two countries might compromise in ways that avoided friction by
avoiding change. To stave off domestic trouble, one of the governments
might in one way or another nullify the benefits the other had the right
to expect from the FTA.

What these three simple points add up to is that either the FTA
will provoke or permit a good bit of structural change or it will fail to
bring major benefits to the two countries, and especially Canada. The
changes might come smoothly but there is a good chance that they will
stir up some discontent. The issues that arise between the two countries
will be thoroughly entwined with domestic difficulties, whatever their
origin. Thus, simply by working itself out, the FTA will influence the
conditions in which other relations between the two countries develop
and very likely the attitudes with which they are approached as well.

THE REST OF THE AGENDA

What influence the FTA will have on other economic relations
between Canada and the United States is something one cannot feel sure
about for reasons that will, by now, be familiar to any reader. But the
subject is worth a bit of exploration.

The difficulties are not just in looking ahead. To isolate the
effect of asingle cause in a national economy is all butimpossible even—
or perhaps especially— when the supposed primum mobile is something
as large as the FTA. If the 1990s are a period of growth and prosperity,
how much will the FTA have done to help bring that about? If the period
is marked by stagnation, recession or other difficulties, were they brought
on, in part, by the FTA, or would they have been worse withoutit? The
same questions will be asked about fiscal and monetary policies which
could well have greater effects than the FTA. Sharp debates about taxes
and interest rates take on an extra edge in Canada because of the added
irritant of exposure to policies in the United States that were set without
regard to Canadian interests but can do much to push Canada in a
direction it does not like.

Structural measures which are supposed to bring about perma-
nentchanges, suchas the FTA, should notbejudged primarily in cyclical
terms. If the new trading arrangement survives a bad period— and the
blame it is likely to be given for plant closings and the like— what kind
of effect might it have on other elements in the bilateral relationship?
Econometric models would provide some answers to that question—
probably more than one— but it would be necessary to be wary of false
precision in using the results. The only serious alternative— which is
really required to build altogether suitable models as well— is to reason
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more generally and there one must be content with conclusions that do
little more than give a sense of direction.

If the FTA is to become a major factor in shaping the bilateral
relationship, its disputes settlement procedure will have to work reason-
ably well on a continuing basis. If it does, it would seem natural for the
two countries to use the same procedure, or a variant, to deal with some
issues not covered by the FTA. Good experience with the FTA might
encourage the removal or reduction of national controls over other
activitiesbut one cannot assume thatliberalization alwaysleads to more
liberalization.® One could even wonder whether an improvement in the
Canadian and American economies might lead people to think that
additional liberalization was not worth the effort. Afterall, the FTA got
its start partly because things were not going very well with the Cana-
dian economy and the international economic system.

Further generalization would only add to uncertainty. For a
touch of realism it is preferable to see what subjects will be on the
bilateral economicagendain the future no matter how the FTA develops.

To start with, there are matters that were left out of the FTA or
not fully dealt with although they might have been. Some products were
left out, notably beer and sugar. Agriculture figures more prominently in
the FTA than most people expected but few issues can be taken as finally
settled in a field where trade— bilateral or with third countries— is so
closely connected to domestic farm policies. Another reminder of the fact
that disagreements about trade can involve more than tariffs and quotas
came in the field of fisheries where the two countries have had trouble
since the 18th Century. Two of the first disputes referred to FTA panels
concerned Canadian regulations about landing fish on the west coast
and American rules about the size of lobsters that could be sold.

Services will be on the bilateral agenda for a long time to come
whether negotiations are thought of as applying the FTA’s principles,
extending them to additional fields, or going beyond the approach
already accepted. Although telecommunications along with banking
and other financial services are dealt with in some detail, new issues are
bound to arise; not only do changesin these dynamic fields affect almost
all other economic activities but they are are themselves subject to
change in technology and regulation.

In dealing with investment the FTA mixes new rules and old
practices. Application and interpretation are bound to raise new ques-
tions and revive old ones. Although the focus in the negotiations was on
Canadian regulations (as the Americans had almost none) there have
since developed real possibilities that Washington will take steps to
respond to concerns about growing foreign investment in the United
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States. Depending on what was done, the United States might have to
exempt Canada from the new rules or treat it more favorably than other
countries (which might raise questions of treaty obligations to the
others). A global change— the increased internationalization of busi-
ness, which will come up again later— makes it more difficult than ever
to define true ownership and control; both Canadaand the United States
have aninterestin how the other handles this potentially touchy subject.
Regulation as well as liberalization adds issues to the bilateral
agenda. For example, Ontario’s changes in rules covering the securities
markets affected the FTA negotiations; an agreement on cooperation to
detect money laundering avoided disputes about rules and bank se-
crecy; differences in the licensing of trucking affects competition be-
tween Canadian and American companies; arguments about equal
treatment, reciprocity, and balanced bargains in banking are almost
entirely concerned with rules, laws and their administration.
Discriminatory government procurement, which affects a large
amount of trade between the two countries, is only partly dealt with by
the FTA or the GATT code and deeply involves states and provinces.
Agreements between the two countries going back to the 1950s were
supposed to eliminate discrimination in much defense procurement but
have been counteracted in part by Congressional restrictions, Canadian
insistence on production in Canada to offset the costs of purchasing
equipmentin the United States and concern on both sides withbalancing
the trade.

The larger subject into which these matters fall, namely the
economics of defense, is rarely spoken of these days but used to be much
discussed when Canadian-American trade was being analyzed. As the
international play of power changes, old questions will have to be re-
asked and new ones raised. For example, are Canadian minerals, reach-
able by land, still essential to American security? If security was one of
the reasons the United States wanted Canada’s commitment to share
energy resources in anemergency, what about Canada’s dependence on
the United States for food and some manufactured products? The
domestic capacity to produce certain things seems essential to security
but those things often have civilian uses as well; should they be excep-
tions to commitments about trade and investment? Canada and the
United States have recognized that in military matters they need a
common defense; do they think of themselves as an economic unit for
defense purposes as well? Security is no longer thought of primarily in
terms of energy, scarce minerals and steel; it is a matter of high technol-
ogy where the aims and motives for subsidies and other forms of
government help become mixed and both Canada and the United States
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have ambitions. Moreover the issue is not just a bilateral one. Already
before the 1990s began a hum could be heard rising from think tanks,
universities and newspapers all over the world as people began gener-
ating ideas (and words) about the ways that the reduction in tension
between the United States and the Soviet Union would create a need for
new concepts of security— and the broader the approach the more ques-
tions it will raise about national economic policies and international
agreements, not least in North America.

A different dimension of security or of foreign policies to sup-
port it has troubled relations between Canada and the United States in
the past: often American restrictions on exports of supposedly strategic
products have been stricter than those of Canada, and Washington has
tried to apply its rules to American-owned companies in Canada or to
Canadian firms using American technology. The conflict of jurisdictions
not only creates disputes between the governments but can put busi-
nessmen in positions in which they cannot avoid getting into serious
trouble in one country or the other. If such problems persist, Canada
would have good reason to discriminate against American investments
or technology when there were European or Japanese alternatives that
would escape the American regulations and not jeopardize Canadian
exports. Quite often compromises, quiet diplomacy, and perhaps re-
straint in enforcing the law or pressing for all commercial advantages
have held the problem somewhat at bay. Although changes in the USSR
and eastern Europe are likely to reduce the occasions for friction, other
countries may be involved, as Cubahas been. The whole question would
take on new dimensions if export restrictions were imposed for reasons
of economic policy as well as security. The enthusiasm of American
business about stronger international measures for the protection of
intellectual property raises questions in other countries about the terms
on which their nationals can use patents, know-how, and other forms of
intellectual property.

Extraterritoriality has also been involved in American efforts to
apply the anti-trust laws to activities in Canada. Again informal ar-
rangements and consultation going back to the Eisenhower administra-
tion have kept the issue within manageable bounds, but it will take on
new importance as the two economies become increasingly open to one
another. So will other measures affecting competition policy. Differences
in tax laws may also become more important as they influence location,
the ways businesses organize themselves and where companies take the
profits on the high proportion of bilateral trade that is carried on within
single firms. Equally obvious is the fact that such issues create oppor-
tunities for cooperation between authorities.
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Perhaps the largest range of new issues between the two coun-
tries will concern the environment, to use that term as shorthand for the
whole range of questions connected with pollution, health, safety and
the protection of nature. Canada and the United States were pioneers in
dealing withsome of the international aspects of these issues when, near
the beginning of the century, they setup the International Joint Commis-
sion to deal with the many questions arising from their “boundary
waters,” but the changes in public awareness and ideas about the
distribution of burdens and benefits will generate new issues for a long
time to come and require new methods for dealing with them.

Another old and inescapable issue that is taking on new dimen-
sions and will be with the two countries for as far ahead as anyone can
see is the exchange rate between the two dollars. Potentially one of the
chief tools in Canadian macroeconomic policy, its ability to offset what
is done in the United States is limited. A major question will be what
influence Canada can have on the changing methods of formulating
American exchange rate policy and on American or international efforts
to control the relation of the major currencies to one another.

The list goes on and on and only space prevents the naming of
many more economic issues whichwillbeimportant to the two countries
in the future assources of disputes or opportunities to cooperate, or both.
Some already have a history and a day-to-day existence, such as the
question of the cultural industries where many Canadians see vital ele-
ments of national identity but many Americans see largely commercial
questions. Other questions concern the uncertain future such as the fear
of many Canadians thatsomeday they will be pressed to export freshwater
to the United States, a possibility that some other Canadians think would
be arather good way toincrease exportearnings. How changing economic
relations with the rest of theworld may affect the bilateral relationship is the
subject of a later section but we shall have to leave to the reader’s
imagination the scenarios that could unroll concerning immigration, labor
laws and policy, intellectual property, and the mounting problems for both
countries raised by the disposal of waste, hazardous and otherwise.

Different as they are from one another, most of these issues
have onefeatureincommon: there will be disagreements within Canada
and the United States as to what to do; the play of political forces will
frequently come out differently in the two countries; oneresult will often
be bilateral differences in which the division of interest and opinion will
cut across national lines. Washington and Ottawa will have to compro-
mise or they will have to struggle. In the process issues that are of real
concern only to certain groups will be treated as matters of high national
interest. All these things will happen whatever becomes of the FTA.
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Have we come close to saying that the future of Canadian-
American economic relations will be like the past with a constant stream
of issues, some familiar and some novel, that will push the two govern-
ments into disputes that need settlement or, at least occasionally, give
themachance tocooperate in pursuitof acommon interest? Perhaps, but
before coming to that conclusion those who want to think about thelong-
run must ask what elements in the bilateral relationship (other than the
FTA) and in the major factors influencing it are likely to change and
which will not.

CHANGING AND UNCHANGING CONDITIONS

Looking back is sometimes a help in looking forward. In the
mid-1980s I was asked to survey the past quarter-century of Canadian-
American economic relations.” Ifound that although there were several
dozen issues or episodes— not all of them government-to-govern-
ment— that had to be taken into account, almost all of them fell into the
same major categories that had been used by Irving Brecher and Simon
Reismanin their study of Canadian-American economicrelations for the
Gordon Commission on Canada’s Economic Prospects in 1957: trade,
investment and the transmission of business cycles across the border.®
These familiar labels covered just about everything except for issues
arising out of foreign policy or defense matters, with which Brecher and
Reisman were not trying to deal, and environmental questions which
had not thenrisen to today’s heights. Needless to say, the issues were not
new when Brecher and Reisman made their categories; one has only to
look at the literature about the 1930s or the effects of two world wars on
Canada.

It is in the nature of things that the similarities of these lists
conceal changes. The Canada of the 1990s is very different from the
Canada of the 1950s, let alone the 1930s, and the United States has
changed, too, in terms of production, consumption, finance and foreign
trade. It follows that relations between them must also have changed in
significant ways. And even when the questions have not changed very
much, the answers may be different. In the 1950s Canadians were
concerned because the United States was restricting imports of their oil;
in the 1970s Americans worried that Canada would not sell them
enough. In the 1930s and for some time after the second World War
Canadaencouraged the growth of Americaninvestment; before long the
emphasis shifted to setting conditions and limitations. It was a tradi-
tional Canadian view that trade negotiations should be multilateral, at
least partly to avoid having to deal with the United States in isolation; but
then the great preoccupation became secure access to the American
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market and that seemed to call for a bilateral free trade agreement.
Putting theagreementinto effect— orfailing to doso— will again change
the character of some of the familiar questions. Perhaps the changes will
be as drastic assome people think but, asThave tried to demonstrate, that
may not be so. In the long perspective of this essay it makes more sense
to think about the conditions that by changing or not changing will help
shape the issues than to speculate about questions in detail.

It is best (and easiest) to start with what will not change.
Geography provides a familiar list: the famously long and unfortified
frontier (including the Alaskan section that is less talked about); the
shared seas on both sides of the continent; the configuration of Canadian
settlementand economicactivity inalongeast-west corridor paralleling
the border; the natural flow of north-south connections across the
frontierinsome places. All this makesitinevitable that the two countries
have more to do with one another than either has with other countries.
The relative openness of the two economies, and of the societies as well,
stimulates interaction. Life, and often attitudes, are significantly differ-
ent in the two countries, as anyone who has paid attention knows and
Canadians are quick to point out to those who, as Lester Pearson
explained to an American group in 1931, “are deceived by the great
similarities.”® Nevertheless, the degree of social homogeneity that does
exist and the common language of most of the people do much to
increase contacts across the border. As these conditions have lasted a
long time, the economic and personal ties that have grown up have
created a dense network of complex, often half-hidden, links so that
what happens in one place can generate multiple reactions that are felt
far off and are often unpredictable. Out of these conditions has come
what John Sloan Dickey, after years of close observation, called “an
organic system of human affairs” that is more a “transnational, public-
private mix” than a traditional set of interstate relations.”

Changes in the mix are inevitable. Some ties can be weakened,
deliberately or otherwise. But a drastic dilution of the basic density is
hard to imagine. So is a major alteration in the asymmetry that is so
fundamental a characteristic of the economic relations of the two coun-
tries. The American economy is roughly ten times the size of the
Canadian economy by almost any relevant measure. With such propor-
tions it would take an immense difference in growth rates to narrow the
absolute difference to any significant degree. To be sure, the over-all
difference does not apply to every field. On some issues the two econo-
mies are more nearly equal in strength, and sometimes Canada is the
moreimportant partner. Theasymmetry is alsonotan accurate measure
of bargaining power, atleast as affairs are normally conducted, as Joseph
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Nye made clear quite a while ago."! But there is no escaping the fact that
the great difference in size makes the Canadian economy much more
vulnerable to what happens in the United States than the other way
round.

This kind of dependence is increased by the fact that foreign
trade accounts for a high proportion of Canadian economic activity and
that most of the trade is with the United States. Even if Canada’s GNP
increases substantially during the 1990s, partly in response to the stimu-
lus of the FTA, the volume of trade might well increase faster. That is
what happened when the production of automobiles and parts in both
countries was reorganized after the free trade agreement of 1965. It is
what has happened to the world economy during most of the postwar
period.

Patterns of trade and production have changed but not the
fundamentals of the general situation. The idea of diversifying foreign
trade and the sources of investment to reduce the share of the United
States is an objective that has appealed to Canadian statesmen as
different as John Diefenbaker and Mitchell Sharp. The efforts to do so
have had little or no success and the adoption of the FTA implies that a
reduction of the American share of trade is no longer an objective of
Canadian policy— at least for the time being. There are, however, some
factors at work in the world economy that might bring about more
diversification than was achieved by past policies. The ability to produce
and exporta wide variety of goods is spreading around the world, often
displacing the United States as the best source of products. Canadian
exports of coal, oil, uranium, and metals are going to an increasing
number of countries. Companies based in Europe, Japanand often other
countries are investing all over the world and not ignoring Canada. An
increasing number of Canadian companies are spreading their business
around the world, by trade or investment. The increased international
mobility of capital and the internationalization of business encourage
enterprises 'which put together management, control, equity, loan fi-
nancing, and technology, all from different countries. Although the FTA
may well give a strong stimulus to the exchange of services between the
United States and Canada, and their proximity will further the process,
global diversification of production and trade is proceeding in that field
as well.

The internationalization of business is likely to have other
effects on the relationship between the United States and Canada, as we
shall see. To speculate as to how much diversification it might bring to
the Canadian economy and whereitmight, instead, intensify integration
with the United States would only underline the soundness of the
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decision to avoid making prophecies. It would also not get us very far to
try to trace the changes that might take place in a whole catalogue of
Canadian-American relations. The concerns of many Canadians about
the high level of American direct investment in Canada will not evapo-
rate because the two countries are to be part of a free trade area, or
because of the great growth of Canadian investment in the United States,
and such matters are of more importance to the themes of this essay than
numbers would be. Oddly enough, however, there is some point in
raising questions about a more intangible subject: how Canadians and
Americans might respond to the balance of continuity and change in
their relationship.

The Canadian gamut

There is less to be said about the Canadian approach than the Ameri-
can, largely because of the asymmetry itself. In dealing with the United
States no likely degree of diversification would go far to relieve the
Canadians of the need to do what they have always done to offset the
disadvantages of their position through the choice of issues, the deploy-
ment of human resources, and skillful diplomacy. They will continue to
have to search for allies inside the United States and find the most
effective ways of presenting their case, whether the forum is judicial,
administrative, diplomatic, or legislative, or if the matter needs the
support of public opinion. Perhaps the consultative and disputes settle-
ment procedures of the FTA, or some later development of them, will
also help by increasing the range of possibilities and exposing issues in
their true dimensions.

In the 1931 meeting already mentioned, Lester Pearson said of
the two countries, their “intimacy will grow as they grow.” Whether he
proves to be right or wrong, there is no doubt Canadians will continue
toargue about how intimate their relations with the United States should
be. And even when two or more Canadians accept the same general
statements as to whatthey want, they will not draw the same conclusions
about policy. One ought to expect, however, that the very fact that
Canada is so intricately entwined with the much bigger United States
will continue to instill wide acceptance among Canadians of theidea that
some policies should be pursued primarily because they help to define
and maintain Canada as a distinct national identity. Whether fully
articulated or not, this view implies thatif such measures haveacost that
could be avoided by a different economic policy, it should be paid
anyhow— although the size of the cost, and who pays it, are not matters
to be ignored.

There is nothing new about this line of thought. It is a natural
reaction of a country in Canada’s position and has undoubtedly grown

18 Canadian-American Public Policy



as Canada has gained economic strength. In 1931, Pearson told the group
atthe Council on Foreign Relations: “Canadais obliged to develop some
degree of nationalistic sentiment if she is to protect her identity from
being swallowed up by a neighbor numbering 120 million people.” In
1975, John Dickey said that over a relatively recent period, “Canadian
nationalism has moved haltingly but unmistakably from precept to
public policy. The outlook for some years is for more of the same in both
cultural and economic affairs.”*?In the timeI have been paying attention
to Canadian-American relations, say from the early 1940s to now, [ have
seen very clearly how views on a number of issues that were once
regarded as somewhat unseemly expressions of a narrow nationalism
have become not only “respectable” but often common enough to get
general support. The most serious broad challenge to the FTA was the
allegation thatit would undermine Canadianidentity and autonomy. In
denying this, the government and other supporters of the agreement
emphasized some key “nation-building” policies that, they said, could
be continued under the FTA. The flat exclusion of the “cultural indus-
tries” from the provisions of the agreement had broad general support
largely for these reasons.

Need]less to say, consensus on principle does not necessarily
lead to agreement on practice. Disputes about which policies will
promote national identity— or are even essential to it— are of the same
order of magnitude and intensity as the clashes between claims that
diametrically opposed measures will best sefve “the national interest.”
Such differences of view will continue and affect much more than
economic policy. It would be quite out of place for the author of this essay
to thread his way through the Canadian controversies, much less to try
to adjudicate them. There are, however, a few general points that are
relevant to our effort to take a long look ahead.

(1) There has been a confusing tendency among Canadians and
others to use the term “economic nationalism” as if it referred only to a
number of specific policies— with some change over time as to which"
ones— advocated by people who call themselves nationalists (and are
so-called by others). This is too narrow a usage, as the last few para-
graphs have suggested.

(2) In debates on these matters, the issue is often not properly
joined because one side stresses the loss of Canadianindependence from
giving up a certain line of action while the other side says that by doing
so the country will gain economic strength and will benefit from the fact
that other countries, notably the United States, will be similarly bound.

(3) The geographic, economic and linguistic diversity of Canada
and its political consequences have given rise to many policies whose
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purpose is to help “tie the country together” or live with differences.
These expressions of Canadian nationalism are primarily domestic but
may affect the country’s external relations as well, and not least those
with the United States.

(4) The cost and benefits of alternative policies often cannot be
determined by domestic considerations alone: the response of the rest of
the world may be important, especially if there are questions of retalia-
tion or reciprocity. More generally, if Canada retains freedom of action
on certain matters, what kinds of treatment can it expect from other
countries, and especially the United States? If Canadian nationalism
stands in the way of an international agreement on a certain matter, can
itcount on others to reach agreements with Canada on matters of special
interest to them?

Other countries as well as Canada have to take account of what
the rest of the world will do in calculating their national interest. But the
extent to which “the rest of the world” is made up of one country, so far
as economic relations are concerned, makes Canada exceptional. In the
way the two countries approach the bilateral relationship there is an
asymmetry that is different from the one based simply on size. For
obvious reasons— and some that are not so obvious although they are
fairly familiar to those who have studied the question— American
policies are shaped with less attention to Canada than Canada gives to
the United States. Is there any reason to expect this to change in the
future?

Changing American perspectives?

Probably the greatest potential source of change in American
policy toward Canada is the internationalization of the American
economy. Partly the product of the changes in the world economy
mentioned earlier, this continuing process comprises many things: A
great increase in the ratio of foreign trade and investment to the gross
national product; the heavy dependence of some products— and even
whole sectors of the economy, such as agriculture— on exports; the
equally great increase in the dependence of much American production
on imported components; the expanded place of imports in direct
consumption, from the supply of food, beverages and luxuries that used
to make up most of the list to substantial shares of manufactured
products of all sorts; the high proportion of the profits of many major
American firms, in a number of fields, that come from foreign earnings,
whether through trade, investment, production abroad, or the sale of
technology; the substantial share of the transactions that are in some
sense foreign in banking, finance and other parts of the higher reaches of
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the service economy; the increase in foreign ownership and control of
parts of the American economy.

This internationalization— which shows every sign of con-
tinuing indefinitely— has many consequences. One is that the sustained
satisfactory performance of the American economy depends more than
ever before— except perhaps in the earliest days of the republic— on a
sound and advantageous position in international trade and finance
(which is not to say that major changes in domestic performance and
policies are not also essential). Another consequence is that the tradi-
tional distinction between foreign and domestic issues continues to fade
and thereal economicinterests of many Americans have changed so that
the national interest has to be reckoned differently from the way it was
in the past. It follows from all these developments that one of the aims of
American economic policy has to be, more than before, to draw the
maximum benefits from foreign trade and investment not only to
overcome the difficulties that have beset the country for some time but
as a lasting objective.

Although many aspects of the internationalization of the Ameri-
can economy have been widely recognized, the consequences have not
yet been fully absorbed into American thinking, much less policy-
making. As Americans come to appreciate these points they will surely
pay more attention than in the past to their extensive economic relations
with Canada. But what conclusions will they draw? Some Americans
will be tempted to try to find ways to exploit the asymmetry in size and
power to make arrangements that are as one-sided in their favor as
Canada can be brought toaccept. How far could that process be pushed?
Other Americans will point out that a United States that is more depen-
dentonexternal relations has anincreased interestin cooperating closely
with Canada. How persuasive will that line of reasoning be?

Naturally no one can answer these questions with any sense of
assurance, but there is reason to worry. When the United States govern-
ment is troubled, bothered and frustrated and wants to use its muscle, it
can do a good deal of damage— as Canadians learned in 1971 when the
Nixon Administration took drastic steps in trade and finance thatjolted
the international economy. Although Canada was not the target, it was
hit hard and the United States provided no exemption as it had done in
previous cases. It modified its measures only after Canada made conces-
sions on a “laundry list” of issues. Even without a crisis the American
political process lends itself to measures that look to foreigners like
unilateralism and often bullying. A narrowly conceived American
economic nationalism can do a great deal more harm to Canada than
Canadian nationalism can do to the United States. Even honest efforts
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to find how to extract the greatest possible benefit from foreign economic
relations are easily exploited by groups thatwill claim that the privileges
they want will serve the national interest. After voicing the familiar and
fully justified Canadian complaint that the United States often seems
unconscious of its northern neighbor, Pearsonsaid, “ Asa Canadianlam
afraid that the United States will take too great an interest in Canada.
This is on account of American economic interests in Canada being so
great.” May that time be coming?

There is another set of possibilities. Sometimes Americans pur-
suing their own limited objectives will advocate measures that are also
beneficial to Canada. Some have major interests in Canada; others will
want Canadian help. The U.S. government may find more occasions
than before on which its wish for cooperation with Canada goes beyond
rhetoric or politeness. For the distance we are trying to look ahead,
however, the likelihood of wise and durable American policies toward
Canada would require a more solid base than past attitudes or current
commitments such as the FTA. That base has to include a continuing
realistic understanding by Americans of the economic relations between
the two countries.

Thekey features of that realism are easily summed up and have
mostly been touched already. Few Americansare really conscious of the
discrepancy in size of the two economies. Consequently, they do not
realize that many economic issues not only are far more important in
Canada than they are in the United States but have political, social and
sometimes psychological dimensions that they lack for Americans. Two
major examples are familiar. Investments thatlook to an American firm
like a normal expansion of business often make Canadians uneasy at the
extent of foreign control of their economy. The “cultural industries” are
approached in terms of national identity by Canadians, but what most
Americans see first are such issues as the proper payment for cable
broadcasting, free competition among movies and discriminatory taxa-
tion on advertising in periodicals.

Most Americans also need to know more than they usually do
about the political disagreements among Canadians, including those
arising from economic issues, such as the differences over the political
consequences that might flow from the FTA. An appreciation of the
different situation of the two countries would help Americans under-
stand why Canadians often try to build safeguards into new arrange-
ments while at the same time insisting that agreements should nomi-
nally treat both countries equally.

Underlying all the other points is the need for Americans to
remember what many of them forget from time to time: that Canada is
a foreign country whose citizens are concerned with their own sover-

22 Canadian-American Public Policy



eignty and national identity. Moreover, a realistic view of the relation-
ship should, in my view, recognize the continuing interest of the United
States in having a strong, independent Canada as its neighbor. Such a
Canada could not exist if the United States habitually used its superior
power to extract one-sided concessions or took frequent steps that
weakened Canada. If the United States made it a regular practice to flex
its muscles and exploit the asymmetry wheneveritsaw fit, orinresponse
to domestic pressures, the natural result would be to generate as much
opposition as Canada could muster, not only on theimmediate issue but
in other things, too. There might well be special emphasis on matters on
which the United States wanted— or needed— Canadian cooperation,
whether they were bilateral or concerned the rest of the world. The
relations between the two countries would deteriorate and anti-Ameri-
can sentiment would grow in Canada and spread to larger parts of the
population. Itwould become responsible statecraftfor Canadianleaders
to find policies that would be damaging to the United States, if only to
offer not to adopt them. A Canada driven to that pass— or allowed to
arrive there by misguided Canadian understanding of the relation-
ship— might damage its own interests but would at the same time be
making things worse for the United States.

Because of the density and complexity of relations between the
two countries it is especially important that the United States adopt a
broad-gauged approach to Canada thatis informed by asophisticated as
wellas enlightened conception of the national interests of both countries.
But there are aspects of the “intimacy” and the “organic system” that
make it difficult to devise and sustain policies that will serve these large
purposes. The chances of the United States treating Canada sensibly in
what promises to be a difficult future depends in part on how both
countries see their special relationship. However uneasy that term has
sometimes made some Canadians, there is no escaping the fact that the
relation between the two countries is unique. As that clear-thinking,
plain-speaking Canadian John Holmes once pointed out, “Much non-
sense is talked about the end of a special relationship between Canada
and the United States. It is and always will be a special relationship
requiring unique definitions, but it can change.”*

THE DYNAMICS OF THE FUTURE
Whether the United States pursues a broad-gauged or short-
sighted approach to Canada; however narrow Canada lets its national-
ism become; if the changes in international politics and economics give
the two countries more opportunities than before or reduce their choices;
and whatever the balance of continuity and change in the factors we have
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looked at and others, the future development of the relationship of the
two countries will be shaped to an important degree by the dynamic
forces at work in three fields: the international economy; American and
Canadian business and labor; and the changing distribution of political
power in both countries.

The international setting of the bilateral relationship

Since the end of the second World War both Canada and the
United States have based their foreign economic policies on the need to
build up a system of multilateral cooperation. Most of the time they
found that the largest part of their economic relations with one another
could be well handled through the multilateral processes. When they felt
the need of direct bilateral arrangements these were seen, sometimes
implicitly and sometimes explicitly, as supplementing the multilateral
rules and procedures and not as incompatible with them. The FTA, for
example, both respected multilateral commitments and went beyond
them. But there was another side to the decision of the two countries to
negotiate the FTA: both, in somewhat different ways, felt frustrated by
the failure of the international system to deal with problems important
to them. For Canada there was the wish to reduce the hazards of the
American fair trade laws and perhaps additional barriers if American
unilateralism became more troublesome. For the United States there
was the wish to push ahead with further multilateral trade negotiations
against the foot-dragging of the European Community and some other
countries. There were, naturally, other factors at work, but both these
preoccupations reflected the serious deterioration of the system of
international economic cooperation that had been going on since the
early 1970s.

The process of deteriorationis clear enough and can be summed
up by contrasting the principles of trade liberalization, equal treatment,
and multilateral cooperation underlying GATT and the rest of the
Bretton Woods world with many of the things the major trading coun-
tries have done in the last 30 years. Familiar examples concern textiles,
steel, automobiles, imports from developing countries, the treatment of
a long list of products that at one time or another seemed troublesome
and the associated resort to discrimination, bilateralism, and
unilateralism." There is no place for further detail here but this back-
ground needs to be keptin mind in considering three questions. Has the
FTA created new common interests between Canada and the United
States that would affect their behavior in multilateral negotiations?
Should the two countries expand the FTA approach to cover otherissues
if they are not effectively dealt within the Uruguay Round? Would either
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or both countries do well to give up primary reliance on the old
multilateral system and put their main emphasis instead on bilateral
agreements with countries around the world? Once again we can only
discern the long-run issues by taking a shorter view first.

The Uruguay Round may already have provided part of the
answer to the first question, but we cannot tell as this essay is being
written before the final bargains are struck and the record of the negotia-
tions revealed. What needs to be discovered is how far Canada and the
United States cooperated or worked atcross-purposes and whether they
made any progress on the various issues the FTA left for joint action in
the larger forum. The impression of most observers is that the FTA has
had very littleinfluence on the Uruguay Round. But the Uruguay Round
seems to have held up work on the unfinished sections of the FTA
dealing with subsidies and countervailing duties. If, in the end, the
Uruguay Round produces only modest improvements in the multilat-
eral handling of subsidies, as seems likely, thatis bound tohaveabearing
on the other two questions.

All three questions touch on asomewhatneglected aspect of the
FTA. It constitutes an exchange of privileges. If either of the partners
wants to extend those privileges to a third country, the other obviously
has an interest— large or small— in the results. Apart from theloss of an
advantage in selling a particular product, or having to share an assured
status for some kind of activity, a country might be concerned thatithad
lostthe counterpart of some commitment it had made in the difficultand
complicated negotiations so that the balance of the bargain would be
altered. Althoughsuch considerations would apply to tariff reductions,
they might be particularly important where the innovations of the FTA
are concerned— services, investments and some other matters. Canada,
for example, might find it quite unfair for the United States to give
Europe or Japan equal privileges in some of these matters if they do not
treat the United States as well as Canada does or, for that matter, do not
give comparable rights to Canada.

The first major test of these issues is almost certain to arise in
American negotiations with Mexico. Perhaps by the time these words
are read it will be clear how serious any of these issues may be and how
they are to be dealt with. Does Canada’s having a seat at the negotiating
table mean the result must be a new triangular agreement? Might
Canada and Mexico reach a separate bilateral agreement? Would it be
sufficient— or preferable— for Canada and the United States towork out
ways to make sure that a Mexican-American agreement does no serious
damage to Canada? No effort was made in the FTA negotiations, so far
as I know, to agree in advance how such issues were to be handled, even
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though ithad become clear that the United States would soon be entering
serious trade negotiations with Mexico. At thattime it was hardly to be
expected that the agreement with Mexico would be anything like as
sweeping as what was taking shape with Canada. Indeed, theidea of free
trade with the United States was politically at least as explosive in
Mexico as ithad been for acentury in Canada. The changes in Mexico that
have made it possible even to talk of the possibility came with such
remarkable speed that it would take a daring prophet to feel sure that in
the end a true free trade area would in fact be acceptable to the Mexican
electorate. Even if an American agreement with Mexico falls quite short
of the Canadian-American FTA, it is likely to affect Canadian interests.
How that issue is handled will tell us something of the future of
Canadian-Americanrelations.

Any of the possible approaches gives new life to the old idea of
a North American common market (or free trade area). In the past this
possibility has never had to be taken very seriously so far as practical
policy was concerned. Usually it was put forward by an American
academic or politician who thought it seemed a “natural” development
to be fostered and it was then firmly rejected by both Mexican and
Canadian governments— if they paid any attention atall. There will still
be objections to the idea (probably in the United States as well) and there
will surely be disagreements as to just how open this common market
should be and how it would be brought about. But now the subject will
have to be studied seriously. Obviously the creation of a triangular
economic entity would further alter— but not altogether replace— the
bilateral relationship between Canada and the United States.

If the United States and two of its largest trade partners consti-
tuted a free trade area— or two free trade areas— the arrangements for
American trade with the rest of the world would come into question.
Other countries would follow the examples of Japan, Chile, ASEAN, and
Australia in asking if they, too, might negotiate bilateral free trade
agreements with the United States. Most prudent American analysts
have pointed out that relations with Canada and Mexico are quite
different from those with other countries and that the earlier free trade
agreement with Israel almost belongs in another category. Butevery so
often something is said or done in Washington that seems to mean that
the United States is prepared to negotiate the removal of trade barriers
with anyone who is interested and in any combination. That is a
dangerous position. The case against bilateralism as a dominant form of
trade negotiation is strong; the use of bilateralism or bloc-building as
means to more general trade liberalization, though possible, requires
farsightedness, determination and luck. The prospects depend heavily

26 Canadian-American Public Policy



oncircumstancesand can hardly be judged in general terms. The subject
is too complex for proper discussion in this essay, but as something
needs to be said I can only set out my conclusions in rather dogmatic
terms.”

As asubstitute for the multilateral trading system the accumu-
lation of bilateral agreements is not very promising for either Canada or
the United States. As a means of removing barriers to trade more
effectively than is proving possible by traditional GATT rounds involv-
ing large numbers of countries, the idea of bilateral or other negotiations
among countries willing to go farther in liberalization than the rest has
attractions. It always has had those attractions; GATT itself was such a
case and its immediate forebear was the Hull Trade Agreements pro-
gram which used bilateral negotiations to broaden the use of most-
favored-nation treatment, a key elementin multilateralism. The bilateral
approach also presents difficulties, not least in avoiding the multiplica-
tion of discriminations, fitting the agreements together in ways that
make economic sense, and holding back strong countries (including the
United States) from using bilateral bargaining to exploit their weaker
trade partners. It is almost inevitable that some bilateral agreements
would put a premium on exclusive privileges, and there would be few
thatdid notexempt some products from liberalization. When other pairs
of countries negotiated their own bilaterals, the United States would
have to find ways of trying to avoid more serious discrimination against
its trade than was inescapable. One has to be rather skeptical about how
far the results of all these activities would counteract the deterioration
described above, and how far they would exemplify it.

If the honest objective was to further the liberalization of world
trade there would be little reason to think only of bilateral agreements.
Free trade areas could include groups of countries, not necessarily on a
geographical basis. (The idea of simply extending aNorth American free
trade area to the rest of the hemisphere is highly dubious). The emer-
gence of a few large blocs is another possibility and that would add
hazards to global liberalization. In my view the main objective for
Canada and the United States should be a strengthened multilateral
system; one part of an effort to achieve that would be to push ahead with
increased liberalization among like-minded countries. However, two
countries cannot build a multilateral system, and a greater emphasis on
bloc-building might be forced on them, with fewer opportunities to
make it fruitful, benign and constructive in strengthening the multilat-
eral system. Arguments based on the success of the FTA in these respects
have to be handled with care, since bilateral arangements set in a
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multilateral system that both parties want to strengthen tell very little
about a system in which the dominant forms are bilateralism and blocs.

In a world of blocs, whether used to liberalize or not, the FTA
would be a godsend to Canada— and a North American common
market a good investment for the future. For the United States the FTA
would help and an agreement with a large and growing Mexico would
add substantial benefits. But there would still be a strong need to try to
strike bargains with other large economies, such as Japan and the
European Community, while also looking for ways to outmaneuver
them in relations with developing countries. Canadians would have to
worry about how much attention would be given to their interests in
such efforts, and about the way that kind of trading world might
stimulate American unilateralism. Again the bilateral relationship would
have to be looked at in a somewhat different light from the past.

Whatever combination or variation of these possibilities about
the future of the trading world comes to pass, one thing thatis clear is that
the resulting external pressures will have a significant bearing on
Canadian-American economic relations. This would be true even if the
FTA collapsed, but if it remains fully in force the question of how
Canada’s interestin American trade negotiations with other countries is
to be taken care of will persist. (And if there is a Mexican-American free
trade area the same question will arise about Mexico when the United
States undertakes negotiations with other countries— or with Canada).
This development is, in a way, ironic— or even amusing— since it has
been an article of conventional wisdom among Canadian international-
ists for a long time that while a free trade area with the United States
might be very desirable, a customs union would be unacceptable be-
cause in setting a common tariff against the rest of the world (and
probably other common measures as well) the United States would have
the upper hand and Canada’s autonomy would shrink.

North American business and labor

Whatever form the international system evolvesinto, the ability
of Canada and the United States to deal effectively with the resulting
difficulties will depend to a high degree on the competitiveness of the
North American economy. To be competitive in the world economy the
United States and Canada have to regain some of their lost advantages
and retain those that are still usable. They also have to gain, or retrieve,
flexibility without which today’s competitiveness will become
tomorrow’s lag. What needs are greatest and what has to be done about
most of them are matters to which a great deal of analysis and preaching
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have been devoted in recent years. There is a broad consensus on what
needs to be done for each country, and it is largely correct. It does not
need to be repeated here.' One thing is very clear: although the actions
of governments can do a great deal to increase the competitiveness of
their economies— or impair it— the results depend on how business
performs, and that in turn can be significantly affected by the perfor-
mance of the labor force.

Our discussion of structural change dealt implicitly with com-
petitiveness when it focused on gains in productivity, cuts in costs and
the benefits of producing for larger markets. These were seen as
consequences of the FTA’s being applied quite fully by both countries
and carried out in the liberalizing spirit that provided the basic impetus
in the first place. If, instead, there is a narrowing of the FTA through a
drawing back from its provisions, a negative approach by either of the
governments, or a failure to adapt the agreement to changed circum-
stances, there could be a reduction in the flexibility and competitiveness
of the two economies. In such circumstances there might be other
gains— for example, in national autonomy, or the kind of security that
rests on domestic control of supplies or activities— and they might be
favored by those whose choice could make the difference, but they
would almost certainly be acquired at some economic cost and would
make foralowerlevel of productivity than mightotherwise be achieved.
Generally speaking, such trade-offs would be economically more costly
to Canada than to the United States, simply because a larger part of its
economy isinvolved in bilateral exchanges. But the non-economic gains,
if they can be called that, might also be greater.

What contribution the removal of barriers makes to productiv-
ity will depend largely on the behavior of business. Structural changes
require that companies make investments and alter patterns of produc-
tion and trade. There was a good bit of business support for the FTA in
both countries, so presumably many business people believed that
opening up the bilateral relationship would present useful opportuni-
ties— but to do what? Simply to widen profit margins on existing
activities is a possible answer but probably not a sufficient one. After the
FTA was in place, a number of business groups pressed for accelerating
the reduction of tariffs (as happened at the beginning of the Common
Market in Europe as well). If business people accept the view that truly
new conditions are being created, they will act as if the future were
already upon them. In and of itself that will speed up the processes of
change even if there are other people, as there surely will be, who will try
to find ways of slowing down the change or blocking it altogether. The
range of possibilities is great.
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How businesses pursue their new opportunities will affect not
only their international competitiveness but the bilateral relationship as
well. Many hopes, fears and possibilities are familiar: American firms
will close their Canadian branches; they will establish new plants in
Canada from which to supply all of North America, or the world;
American giants will buy out their Canadian competitors or drive them
out of business; Canadian companies will put more and more of their
plants in the United States. On the contrary, as barriers fall there is no
need to jump them so Canadian capital can stay home and create new
sources of wealth and jobs through production in Canada; the rise of
money centers outside New York will include Toronto and Montreal—
or the Canadian cities will fall behind Chicago and San Francisco; capital
will flow into Canada or out; there will be more competition than before,
or less as production is concentrated in fewer companies. No doubt
many of these things will happen but in different ways in different
industries. Sound predictions may be made if one knows an industry
well enough or the situation of a firm, but to cover the whole field goes
beyond the state of anyone’s public knowledge.

Although industries often call on governments for support,
managers and entrepreneurs also like to keep officials out of their affairs.
So if the machinery of disputes settlement was not working well, or
became too politicized, firms might well try to find ways of settling
quarrels by private understandings. Tosave time and money they might
try to steer clear of the official machinery by negotiating their own
settlements, or to avoid some disputes in the first place by, for example,
dividing markets among themselves. Clearly, it would oftennotbein the
public interest to let business substitute for government in this way and
yet officials might be tempted, partly because this kind of “self-regula-
tion” might seem more effective than anything they could impose, or
simply because it is easy to get into a frame of mind that says that the
object of a disputes settlement procedure is primarily to settle disputes
and only secondarily to ask whobenefits from the terms of the settlement
and how the public interest is affected. The way to prevent— or atleast
offset— the development of undue coziness between businessmen and
officials (or politicians) is probably by a combination of means, such as
making the disputes settlement process open to observation and repre-
sentation by consumer, labor and other groups and providing other
channels as well by which complaints about business behavior or the
enforcement of laws affecting business can be aired.

Competitiveness, structural change, and the future of the bilat-
eral relationship interact. All are affected by the extent and type of
competition that goes on in Canadian and American business. It is not
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hard to see how increased concentration of control of business in North
America could result from the removal of restrictions on transactions
between Canada and the United States and the effort to be more
competitive internationally. A widely held view in the United States is
that some easing of the anti-trust laws would help American companies
meet foreign competition. Just the opposite course is supported by other
analysts who say that only through rigorous competition at home can
American firms develop the cutting edge they need to make headway in
the rest of the world. Longstanding differences between Canadian and
American laws about competition may become more troublesome as
businesses adapt to the FTA. When market shares are taken as measures
of the degree to which an industry is competitive, the FTA changes the
denominator if it truly creates a single market; but even then a major
difference arises between focusing on the domestic market or the world.
Investment from abroad in either Canada or the United States
introduces another variable. As an expression of global enterprise by
Europeans, Japanese or others it can increase competition inside North
America even if the structural change brought about by the FTA has led
to more concentration of control among Canadian and American corpo-
rations. Perhaps itis potential competition that one should stress. Part of
the internationalization of business of which we have already spoken is
the growth of inter-connections among companies from many different
countries, through joint ventures, technology agreements, complex fi-
nancing and other arrangements. Objective observers have not yet well
fathomed to what extent future “business considerations” may blunt
competition in some fields and create global oligopolies in others.

Because of their closeness and openess, Canada and the United
States are bound to be very sensitive to the way Ottawa and Washington
treat foreign investors or try to influence the behavior of foreign compa-
nies. The dynamics of business will be affected by differences in laws,
practices, and conditions that some regard as favorable and others see as
unfair competition. Whatever the FTA’s disputes settlement mechanism
evolves into, it seems bound to be loaded with cases concerning unfair
competition. Behind the cases will be the larger question of how
business, labor, governments and the public accommodate themselves
to changes in the bilateral relationship that vary greatly but all together
move toward more economic integration. In this, as in many other
matters, the dynamics of business will be both cause and effect.

So will the dynamics of labor. The productivity of the work force
is a key determinant of competitiveness. At the same time, the competi-
tiveness of the economy is a key determinant of the workers’ incomes
and job security. In both Canada and the United States the differences of
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opinion and experience as to how to maximize productivity, security,
and income are great and do not correspond to national lines. Neither
do prescriptions for improving matters, whether they emphasize incen-
tives, labor participation in decisions, or the organization of work.
Although thereis more diversity in labor standards and practicesas well
as wages within each country than textbook economics would suggest
is possible, the border provides adivision in twoimportantrespects. The
decline of organized labor as a share of the work force (and in power) in
the United States has not been matched in Canada. A number of what
were once international unions with members in both countries are now
separate national unions. During the long period with which we are
concerned, the ways these differences play themselves out against the
common problems of both countries, and what broad changes may take
place in the organization, status and performance of labor (organized
and not) are matters of major importance that have been sadly neglected
in most discussions and cannot be properly examined in this essay
either.

With regard to business, as well, there are many more issues,
questions and possibilities than can be dealt with here. These activities
will be a major force shaping the future of Canadian-American rela-
tions— both in themselves and in their interaction with public policy in
both countries. But how will this set of relations develop? There islittle
to go on. A few shrewd observations have been made. Consultants,
professors, journalists and others have given conflicting advice to busi-
nessmen. Perhaps the strategic planners of major firms or the intuitions
of individual businessmen have laid out a range of developments that
separately or together suggesta plausible picture of the future. Butforan
observer from outside business like the author of this essay, this is one
of the most opaque of the subjects on which the future depends. The
long-run behavior of business and labor may well be inherently unpre-
dictable, but asounder basis for knowing what to watch for could surely
be constructed. Much research is needed before there can be much useful
analysis. There is a clear task for scholars.

The changing distribution of power— national and bilateral
The intricacy of the Canadian-American relationship is com-
pounded by the complexity of both countries. Sharing a continent, as
many have called it, would be difficult enough if “Canada” and “the
United States” were the only entities involved. The structures of busi-
ness and labor on both sides of the border are enough to show how
superficial these conventional expressions are. Additional realismadds
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further complexity when one tries to discern the actual distribution—
formal and informal— of political power in both countries.

Both are federal countries. In each, important economic powers
are exercised by the states and provinces as well as the national govern-
ment. The allocation of powers differs significantly, with the provinces
considerably stronger than the states, at least on paper. The constitu-
tional position is also different, with Washington able through a treaty
to overrule states in a way that Ottawa cannot overrule the provinces.
Again, that is how things stand on paper but when state powers are
concentrated in the U.S. Senate the treaty power is at risk— as happened
in the case of the treaty on north-east coast fisheries signed in 1979 but
not ratified. The practical methods of connecting the states and prov-
inces to their national governments in matters involving international
economic negotiations are also very different; Canada has a rather well-
developed system of consultation and representation; almost nothing
formal is done along these lines in the United States. Nevertheless, for
all the differences, there are several fundamental similarities thatlink the
two federalisms to the economic relations of Canada and the United
States. First, the states and provinces are the political vehicles through
which regional differences in economic structure and interests are
brought to bear on the foreign economic policies of both countries, even
though there are marked differences between the Congressional and
parliamentary systems, the way the two Senates are constituted and
operate, the function of premiers and governors, the party system inboth
countries and sometimes the way private economic interests are orga-
nized. Second, among the major issues left unresolved in the FTA are
policies and practices by states and provinces, notably discriminatory
public procurement and various forms of subsidy to companieslocating
intheirjurisdictions.” Thusitis only with the agreement of the statesand
provinces thatthe coverage of the FTA can be extended and its principles
fully applied. Third, states and provinces engage in a good bit of
promotional and regulatory activity aimed at shaping the economic
activity within their boundaries. Along with cities they give major tax
concessions to attract new investors or keep old ones from moving away,
and may provide facilities and services at public expense as well.
Relatively recently state pension funds have begun to be used to finance
local development. Alberta created a Heritage Fund with some of the
returns from high gas and oil prices and in Quebec the Caisse de dépot has
long been an important instrument of provincial economic policy.
California had a tax on international companies related to their global
earnings. Pennsylvania set up barriers to takeovers from outside the
state. A number of states and provinces limit land purchases by those
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who are not citizens or residents. Fourth, on an increasing scale states
and provinces have been promoting their own foreign trade and solicit-
ing foreign investment. Many have offices abroad for these purposes.
Sometimes corporations owned or controlled by the statesand provinces
themselves are engaged in trade or investment.

These measures have national and international effects. Produc-
ers within a state or province benefit from public contracts denied to
outsiders. In Canada these and other barriers to trade among the prov-
inces are extensive; in both countries the tax concessions and other
arrangements can give new producers a favored position in selling to
other parts of the country or abroad. Quebec and Ontario have commit-
ted themselves far into the future to supply electricity to New York and
New England even though demand may rise in Canada; in western
Canada major transactions in oil and gas are no longer shaped by a
National Energy Policy that gave eastern Canada favored price treat-
ment. Theseactivities lead to agreements between thestateand provincial
governments and private enterprises of their own or foreign countries
and to agreements across the national frontiers between provinces and
states, or crown corporations and various kinds of government-owned
entities.

Up to a point, states and provinces are developing their own
foreign economic policies. While these are not likely to fly in the face of
national policies— and have to conform to constitutional and legal
requirements— they affect the national economies. They create eco-
nomic and political facts that have to be taken into account, including
commitments that may not be easy to change at a later date. It does not
take too much imagination to see how, as these activities increase in
number and type, a state-tn-province agreemcnt on one set of economic
issues might broaden to others. If New York hopes that some of its new
enterprises can sell to provincially-owned corporations in Quebec, it
might well decide to place some of its own governmental orders in that
province. Beyond exercising formal powers, a state or province may
think it makes sense to encourage its businessmen to expand the network
of their relations with an area across the border for any one of a number
of reasons. Or firms may deal with public bodies on the other side of the
border; Bombardier agreed to manufacture some things in New York
Stateif it gotasubway car contract for New York City. How farstatesand
provinces may go in these matters, not to mention how much real
economic benefit they might gain, are matters of speculation, but there
can be little doubt that activities of this sort will continue and that they
will play a part in shaping the future bilateral relations of the two
countries.
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Closely linked with federalism, primarily aformal and constitu-
tional matter, is regionalism, less well defined but a shaping force in the
economic and political life of both countries. Sometimes there are
traditional or well-established views about national policy; the West in
Canada and in former times the South in the United States took a
different view of the tariff from the industrial areas. Political conse-
quences followed from the great growth in economic importance of the
Sunbelt in the United States and the West in Canada. Agriculture,
widespread as it is and somewhat diverse in the interests of its different
branches, is strong in some regions and weak in others. The recurring
difficulties between Canada and the United States about lumber have
distinctive geographical aspects, and so do questions of mining or
fishing. Itis a matter of simple logic (or politics) that if there are regional
differences there may be conflicts of regional interests, at home or
abroad. The obvious next step is to see that regions on opposite sides of
the border may have common interests greater than those they share
with their compatriots in other regions. And, of course, geography
means that some regions will lie athwart political boundaries.

Taken together, federalism and regionalism insure that within
both Canada and the United States the federal governments do nothave
a monopoly of significant economic and political power. The allocation
of power across the country and between the federal and lower levels is
not static. Whether there are secular trends or cyclical movements
inherent in the nature of each country is a matter about which there can
be disputes. In the depression and the war the central powers grew
stronger. In the early 1980s it was widely accepted that strong “centrifu-
gal forces” had been at work in Canada for a decade or more. A
mandarin said to me, “It is much harder to govern the country than it
used to be.” In the early 1990s the evidence is mixed, but a good case can
be made for the view that the devolution of power from the center to
some of the partsis continuing in both Canada and the United States and
is likely to go on doing so.

There are good reasons for devolution. In her pioneering work
on “the management of interdependence,” Miriam Camps spoke of the
importance of finding “the right level of management for problems. It
seems probable that some problems should now be pushed down from
the national level to the local level; others, pushed up to regional or
global levels.” Part of the reason for pushing down was “to try to re-
engage the individual in the decision-making process and to counter the
trend toward apathy and opting out of the political process.” Other
reasons were to simplify national agendas by separating issues that
affect mainly parts of the country and not the whole and to promote
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efficiency and permit fuller participation by more people who have
experience with a problem and a direct stake in how it is handled.*

Suchideas are familiar enough in Canada and the United States
where there is a long history of thinking that if something can be dealt
with locally it is best not to bring in Ottawa or Washington (unless their
money is essential and then it should come with the fewest possible
strings). The size of the two countries supports the devolution of the
handling of issues that have a geographical focus, such as some environ-
mental matters, the marketing areas for some utilities or other kinds of
businesses, cross-border commuting, the integration of production,
even on a rather small scale, and any number of matters touching
transportation. Even if agreements on some of these matters require
federal action, the national governments usually find it prudent to let
local opinion carry more weight than on other issues. When there are no
federal agreements there may be local understandings that work if they
are not challenged or private agreements when the law allows, and
thanks to the FTA the law allows more than it used to. The north-south
pull that Canadians often refer to, sometimes with some trepidation,
seems natural in some circumstances, may be encouraged accidentally
in others, and may develop easily if no one resists it.

There are also strong forces working against devolution. The
trepidation about the north-south pull is reflected in the fact that much
of Canadian history can be written in terms of efforts to strengthen east-
west ties 50 as to hold the country together. As the pull from the south
is felt differently in different parts of the country, it strengthens region-
alism. The many Canadian policies aimed at strengthening national
cohesion depend on the ability of the federal government to act in any
part of the country, to transfer resources from richer to poorer parts, and
to provide a degree of equality of benefits for all Canadians. And of
course the ability to control monetary and other policies concerned with
economic stability and growth are elements of national sovereignty. We
shall have to return to this part of the subject later on when we ask how
the two countries can handle the growing complexity of their relation-
ship. Here it is enough to call attention to the contradictory forces
making for and against the further devolution of power in each of the
countries. That process is bound to play a part in shaping the future
relations of the two countries in the same way that the dynamics of
business and the pressures of the international economy will alter the
shape of that relationship— at least in part. In this, as in other matters,
whathappens in one of the countries may be a prime cause of something
that happens in the other. But there are also major forces that arise from
internalfactors thathavelittle, if any, part of their originin relations with
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the neighbor yet could have an important influence on that relationship
in the future.

The most important current examples lie in Canada. Probably
some readers have had a sense of unreality about this whole essay
because it has said nothing about the relation of Quebec to the rest of
Canada and the way the failure of the Meech Lake agreement may affect
the future of Canadian federalism and Canadian policy. Acutely aware
of theimportance of those issues and following them asclosely asIcould
(not easy to do in New York), Ifaced two of the many dilemmas that
arose in preparing this essay.

As to Quebeg, it is a subject that has been of great interest to me
foralong time, and I did notsee how itcould be dealt with without taking
into account factors that would have seriously distorted the essay as a
whole and contributed little to its central themes. Meech Lake was a
different matter. During most of the time this essay was being written
uncertainty as to whether the amendment to the constitution would
stand meant that one had to discuss two possibilities or bet on one. In
either case, one would have to pursue a long chain of hypotheses to deal
with the issues with which this essay is concerned. Now that the effort
toamend the Constitution has failed, itis unfortunately still necessary to
beton one or pursue more than two and nothing thatIcan see in February
1991 permits me to incorporate any serious treatment of the subject in
this paper. However, the next section which deals with the alternatives
Canada and the United States face in conducting their future relations
will touch onsome of the issues raised by Meech Lake and cannotescape
questions about the future of Quebec.

A blend of continuity and change

The three forces of changejustexamined seem likely to reinforce
one element in the relations between Canada and the United States that
is itself a prime example of how continuity and change are blended in
that relationship. With a few exceptions— some possible impacts of the
changing world economy, some stimulants to nationalism— the forces
at work in these three categories seem almost certain to reinforce the
other factors that make for continued interweaving of the Canadian and
American economies and the growth in density and complexity of the
bilateral relationship. One of the most striking things about this process
of integrationis that it has gone on for along time through very different
economic and political circumstances. No doubt the pace has been
different at different times, and some strands in the connection have
weakened while others were growing stronger, but the net effect seems
clear.
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One hesitates to speak of such processes going on “of their own
accord.” A more cautious statement is that this kind of development
comprises many processes and that not all of them are clear or well
understood. Their number and complexity are great enough so that,
even though there are some contradictory pressures, they have the
collective effect of intensifying bilateral ties no matter what the domi-
nant relations of the two countries. Although there are some consistent
features, others change, falling and rising in importance, so that to speak
of continuity in the intensification of the bilateral relationship is at the
same time to speak of a degree of change in its make-up.

HOW CAN THE TWO COUNTRIES COPE?

If the relationship between Canada and the United States is as
special as this essay— and a mountain of writing by others— has
contended, it would seem that the two countries would have to find
special ways to conductit. Are the methods they have developed so far,
which go beyond the practices usual in the rest of the world, likely to
prove satisfactory in the long-run future? A canvass of several major
possibilities may suggest different answers to different people but will
at least sketch the dimensions of the issues.

One possibility is toemphasize that the relationship between the
American and the Canadian economies is in some degree a forerunner
of the relations among other countries that will develop sometime in the
future if the trend toward growing interdependence and interpenetra-
tion continues, as it probably will. In that perspective it would seem
logical that Washington and Ottawa might well think of themselves as
taking the lead in improving arrangements of the sort that are already
being used multilaterally to deal with trade, investment and other
problems, while at the same time devising new methods for dealing with
some of the new realities. Completion of the FTA would beamovein that
direction, but one should bear in mind that although that agreement
breaks some new ground, free trade areas and customs unions are
basically forms for dealing with old problems.

This “forerunner” approach would not take care of everything;
Ottawa and Washington have to take account of many features of their
relationship that do not exist in other parts of the world. They cannot,
however, escape the question asked earlier as to how the two countries
will deal with problems arising from their common separate relations
with third countries. Lurking behind that rather awkward issue is the
risk thatin concentrating on the difficulties of their relations with the rest
of the world Americans will act as if the FTA dealt satisfactorily with all
their economic relations with Canada. That attitude would encourage
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the neglect of the challenges and changes in the bilateral relationship as
it was growing in complexity.

Suppose this does not happen and the United States retains a
proper sense of proportion about its relations with Canada, and both
countries see their relationship as unique and thus requiring special
attention whether or not they break new paths for the rest of the world.
Would this assumption lead simply to the banal conclusion that coping
adequately with the future is a matter of negotiating new agreements
whenever both countries are ready? They will certainly have to do that.
The need to go beyond the agreed part of the FTA to work out new rules
for subsidies can be taken as epitomizing that approach. The alternative
to more agreements is the traditional practice of dealing with each case
ad hoc or “on its merits.” That usually comes to mean acting when a
matter becomes pressing and settlingitaccording to the relativestrength
of contesting forces in both countries at the moment, or letting the trouble
drag on as long as it can be tolerated. “Muddling through” is a time-
honored name for this time-honored process— and much of the world
has come through, though probably not in the best possible fashion.

In between the ad hoc approach and additional substantive
agreements is the construction of new machinery. The FTA relies heavily
on this method, both in its structure of supervisory and consultative
bodiesand inits two arrangements for disputes settlement. Thelong-run
effect of the FTA depends to an important degree on how well that
machinery works, which is to say on how the governments use it. Judge
Maxwell Cohen, the eminent Canadianjurist, has argued infavor of joint
fact finding as part of disputes settlement procedure and a staff that
would develop loyalties to the bilateral process and not just the home
governments. Anthony Westell, a Canadian journalist and academic,
writing before the FTA was in draft, proposed an annual forum for
discussing any questions affecting the bilateral relationship, partly ina
jointcabinet meeting and partly inasession of legislators.”” Other people
have suggested some sort of economic equivalent of the IJC to deal with
whatever issues the two governments referred to it and provide objec-
tive data about possible courses of action. Should the FTA machinery
work well and the disputes settlement and consultative procedures be
applied to a wide range of issues, a good argument could be made that
more machinery was unnecessary except, perhaps, for some specialized
bodies which the two governments felt would improve the handling of
some technical or limited issues.

There is a case against concentrating on machinery. Much of the
history of bilateral institutions is discouraging. When there were cabi-
net-level bodies in the past they suffered from the fact that while Canada
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could regularly field the proper high-level team, it was difficult to get
American cabinet members who spent enough time on Canadian issues
to provide effective counterparts— or who knew enough if they came to
the meetings. The experience has been better in recent years when less
formal but more frequent meetings of cabinet officers or other high level
officials have shown that at least some elements of the bilateral relation-
ship were being taken seriously on both sides. Presumably the rather
frequent summits between presidents and prime ministers that have
developed atleast symbolize the same point. Taking the matterseriously
is, of course, the sine qua non of any effective effort to deal with the
interpenetration of the two economies. Without it no prescription for
new machinery is very persuasive; with it, one can make a good case for
a number of the prescriptions or for the view that no new machinery is
needed. Ad hocefforts can work very well if both sides want them to. So
can standing machinery, but in spite of its good record the IJC was not
thought capable of coping with the heavy political charge of the acid rain
case.

One reason the future of the FTA's disputes settlement machin-
ery is so important is that Canadian nationalism, the American Con-
gress, and the discrepancy in economic size between the two countries
all have an impact on machinery as well as other things. The traditional
Canadian position has been that when there were joint bodies the two
countries should have equal representation and weight. This natural-
enough view is not always easy for the United States to accept when its
economic stake is much larger than that of Canada. Realistic Canadians
have sometimes argued against giving bilateral bodies real power for
fear that the heavier weightof the United States would win out whenever
there were real disputes (as in the longstanding Canadian opposition to
acustoms union mentioned above). Arrangements thatareconsultative
may seem to lack teeth but can sometimes make it easier to swallow.

Although much of my discussion of the various methods of
dealing with bilateral issues has suggested that a key test is what is
“practical,” there is an important sense in which none of these ap-
proaches is altogether realistic. They are based on the assumption
mentioned earlier that the problems to be dealt with concern “Canada”
and the “United States.” Many of them do, but often that conventional
way of speaking obscures the reality. Ininternational economic relations
few things are clearer than that in many, probably most, matters the real
interests involved are primarily those of certain people in each country
and not necessarily the country as a whole. Almost always there are
some groups, or areas, or industries, whose interests are the opposite of
those officially endorsed as “national.” There may be a good case or
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there may be a bad one for this endorsement, depending on the weight
of various criteria, such as the number of people involved, equity,
political power, the “general welfare”, non-economic values or the
supposed long-run or short-run changes the action will bring about.
Tariffs provide the mostfamiliar examples, although the real issues often
go beyond the simple choice between the welfare of producers or
consumers.

When there is a conflict of interest within a country, it follows
that some people in each country are likely to share another country’s
“national interest” rather than the one supported by their government.
Recognition of this fact may influence the way a national government
handles a question. Politicians and officials are usually well aware of the
conflicts of interest within their countries and make what compromises
they think best. But the relation between the true interests at stake and
the forces at play on the governments are not always identical, to put it
mildly. Moreover, the intricacy of economic relations between Canada
and the United States makes it difficult for people to trace the full
consequences of alternative actions and thus to know how they may be
affected, especially in the long run, and what they may gain or lose by
compromising with fellow citizens or lending support to foreigners. For
the same reasonsitcanalso be very difficult to make objective judgments
as towhatcompromises will do most to secure the equitable and efficient
division of costs and benefits, domestically and internationally. These
well-known truths apply all over the world but they have extra force in
the Canadian-American setting.

The real question for us, as we try to be sensible about the long-
run future, is whether the unrealistic— and to a degree fraudulent—
method of defining national economic interests can be replaced by
something better. For that, workable ways would have to be found by
which the true interests of different groups of people in both countries
could be brought to bear on the resolution of economic issues between
the two countries more effectively than under traditional arrangements.
Unfortunately, the density and complexity of the relations which make
it particularly offensive, intellectually and economically, to turn almost
every issueinto a dichotomy of “national” interests also make it implau-
sible to suppose that there can be any clear-cut or generally applicable
alternative formula thatwould be satisfactory. Still, there are some clues
as to possible lines of progress in what has already been said about
federalism and regional power and the channels of interaction between
two pluralistic societies. There is also some guidance to be found in the
well-known experience with acid rain.

Inonerespect the acid rain case showed how people on one side
of the border could get results by reaching out to their natural allies on
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the other side. (It might be argued that in that case the ally had to be
awakened). Essentially, those directly damaged by acid rain in Canada
had succeeded in getting their case recognized by Ottawa as a matter of
national interest but their relief depended on action in Washington.
There is little doubt that the Canadian crusade, which took a number of
forms, played a key part in making Americans in the northeast aware of
their own interest in the issue. Then the domestic fight in the United
States eventually provided the political weight that the international
dispute alone had lacked and so brought about some— if not yet
adequate— action in Washington. At the same time that it emphasizes
the value of regional alliances reaching across the border, the acid rain
case also shows a limitation of the devolution of power: the victims had
no way of protecting themselves without the help of the federal govern-
ments.

There are other environmental matters in which a good bit of
local autonomy can help to bring about effective action, as is shown by
some of the arrangements about the Great Lakes and the working out of
the difficulties over dams, flooding and powerin the Skagit Valley where
the main parties at interest were British Columbia and Seattle. Some-
times the local focus is only part of the story. The Garrison diversion
controversy seemed to concern mainly irrigation and water supply in
North Dakota and Manitoba, but it came to be seen as involving poten-
tially dangerous transfers of plant and animal diseases and organisms
from the watershed of the Missouri to the watershed of Hudson Bay.
Crees paddled canoes down the Hudson to urge New Yorkersnotto buy
electricity from Hydro-Quebec on the grounds that the expansion of the
James Bay project would flood more of the land from which they gained
their livelihood. They also lobbied in Vermont and the mayor of
Burlington ordered the municipal utility not to buy from Hydro-Quebec.
A vice-president of that organization wrote to The New York Times
rebutting the claims of the president of the American National Audubon
Society that the James Bay development would damage the ecology of
northern Quebec. When American newspapers conform to state or city
requirements to use recycled paper (or do so voluntarily to stave off
regulation) they create a problem for their Canadiansuppliers who have
to choose between losing a market or investing in equipment for recy-
cling and de-inking,.

Devolution affects much more than environmental issues. States,
provinces, and cities can make life harder or easier for one anotherina
variety of ways by unilateral actions, and they sometimes overcome
difficulties by cooperative measures that are quite irrelevant to other
places. Just as two countries can sometimes reach agreements that go
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beyond what the rest of the world is ready to accept, neighboring states
and provinces in varying combinations might well work out rules or
limits to moderate their competitive bidding for investments. Would
they also have to find ways of sharing the gains? Or might they find
themselves outbid by a government farther away that had accepted no
limitations? Explorations of such possibilities raise further questions
about where the line is to be drawn between national and regional
interests— if it can be drawn at all. There is no doubt that the primary
effects of the disputes between Maine and New Brunswick about pota-
toes are on those areas, but it is a nice question how much the national
interests of Canada or the United States can be said to be involved. One
would hardly doubt, however, that by conventional standards the
collapse of the fisheries treaty of 1979 was a blow to the national interest
of Canada although, in the nature of things, the focus was regional. But
was it in the national interest of the United States to shield the New
England fisheries from some of the Canadian competition? Comparable
questions can be asked about disputes over lumber or mining.
General or particular manifestations of the devolution of power
are bound to be resisted in both countries on a variety of grounds,
particularly in Canada. As was pointed out earlier, control by the federal
government wasessential to the historicefforts to tie Canada togetheron
an east-west basis, and continuing policies aimed at the cohererice of
Canada often involve using federal authority to favor some regions or
transfer resources from some parts of the country to others. Foreign trade
policy also works against devolution. Althoughexportsand importsare
bound to affect different areas and groups differently, measures that
favor or hamper trade in different products usually have to apply to the
whole country. The federal government also needs to be able to deliver
on commitments to foreign governments. To maximize national bar-
gaining power is probably a good enough reason to insist that Canada
must “speak with one voice,” but when Canadians put great emphasis
on working out cooperative arrangements between provinces and the
federal government to assure that result they often have other values in
mind (or in their hearts) as well. Comparable considerations apply to
other fields of economic or social policy, and often being next door to the
United States adds weight to the case for strengthening central authority.
Ithelps to remember from time to time that one of the factors influencing
Canada’s original constitutional arrangements in 1867 was the reaction
against the Civil War that had just ended south of the border.
Nationalism, economic or otherwise, is not the only basis for
giving power to the central government. Sound economics and practical
management work against devolutionin any number of matters. Money
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cannot be both useful and only local. It is a public good provided by a
government that has a wider area and more resources; whether even the
national determination of monetary policy can any longer be adequate
is the more relevant question. One might say the same of banking while
noting that American federalism creates divided jurisdictions that Canada
avoids. Butin trade the American Supreme Court’s interpretation of the
commerce clause— stimulated in part by efforts at protectionism by
states during the Depression— requires freer trade within the United
States than exists among the Canadian provinces. It hardly needs to be
added that although the case against devolution has extra strength in
Canada, there is no great body of agreement among Americans that the
distribution of power (or funds) between the federal governmentand the
states (who sometimes act as regions) conforms to consistent standards
or principles.

All this is elementary political economics. The questions are:
what mix of centralization or devolution and what range of cross-border
relations make most sense for Canada and the United States? The
answers to those questions may well be differentin the future with which
we are concerned in this essay from what they would have been before
June, 1990. The reaction of Canada as a whole and Quebec in particular
to the failure of the Meech Lake agreement— and the reaction of each to
the other’s reaction— seem likely to add to the strength of the forces
making for devolution. But then, again, they might not. To me the
politics of Canada are mysterious and over the years I have observed
how rarely people much better informed than I have predicted them
correctly (no matter how easy it is to talk about them). Quite drastic
consequences that “everyone” expects do not come to pass; conditions
said to be impossible or unacceptable come to be. Taking happy refuge
in the earlier commitment to avoid prophecy, this essay can do no more
than register a few thoughts about possible developments that have a
bearing on our major themes.

The potential for a further devolution of power away from the
federal government is obvious. However, there will almost certainly
alsobeastrong counterforce of nationalism in anglophone Canada— but
how far will it go? In Quebec the simple appeal of separatism will have
to contend with a sophisticated calculation of interests— of the society
and of individuals— that will certainly favor more autonomy but will
not write off the value of some special ties with the rest of Canada. This
will probably be true even if the national sovereignty of Quebec is
asserted. Separatism in other parts of Canada seems too remote to need
serious consideration, particularly in the form of “joining the United
States”, anarrangement whose advocates are once more speaking up, as
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they have before. Instead of ringing changes on these and other possi-
bilities, it seems clearer to sum up the new situation by sayihg that,
whatever the strength of the contradictory forces at work, the outcome
can be measured in terms of the amount of hoine rule that develops in
Quebec, and in how far the response of the rest of Canada increases the
autonomy of other provinces or strengthens the central government.

The outcome will, naturally, affect Canada’s relationship with
the United States. An increase in power for the provinces seems almost
bound to increase their incentives and opportunities for formal or
informal cross-border arrangements. But there will surely be people,
and notonly in Ottawa, who will think it especially important to reassert
the primacy of the federal government in international affairs. It would
hardly be surprising if there was revived concern among Canadians
aboutanold problem: Americanintervention.Indeed, the problems will
begin before the new arrangements take shape.

Few people can doubt that it would have made little sense for
the government of the United States to have formulated a view about the
Meech Lake agreement and announced it, much less worked to promote
itin Canada. Most people will probably advocate the same approach to
the debates and maneuvering about the development of relations be-
tween Quebec and the rest of Canada. But is it possible? When the
question of Quebec separatism was alive in the 1970s very few peaple
questioned the wisdom of a studied public neutrality on the part of the
U.S. government. But it was not precisely neutrality since most of the
time (until Secretary of State Vance spoke not long before the referen-
dum) it was accompanied by repetitions (or paraphrases) of President
Carter’s statement that his preference was for Canadian unity.” There
were other elementsin U.S. policy thatseemed to be intended to hold the
government of Premier Lévesque at arm’s length; then and now some of
them seemed to be unwise. There is little doubt, however, that most
American opinion would have supported the view that because separa-
tion would in some way diminish Canada, the real interest of the United
States was in the unity and stability of its northern neighbor, as tradition-
ally defined. Certainly, support for “sovereignty-association” would
have been seen as unsuitable intervention; but the endorsement of the
status quo was also taking sides, if somehow not so obviously.

As the question arises again in the 1990s there are important
differences in the situation. Meech Lake has to be seen as a failed effort
to find a reasonable place for Quebec within the confederation. People
know that the idea of “sovereignty-association” can mean any number
of things short of total separation. The government of Quebec is in the
hands of people who opposed the party favoring independence. Even if
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they were put out of office, the alternative would not be so much of an
unknownquantity asitwas the first time. Forexample, thereismuchless
worry— if any— in American business about nationalization or strongly
socialistic policies. Quebec is economically stronger and has a business
class which is bigger and more important than before and supports it
own kind of nationalism. Another new fact is the FTA. Many Canadians
believe that the assurance of free trade with the United States has done
much to persuade moderate Québecois, particularly in the business
community, that it would be less harmful than they previously thought
to widen the distance between Quebec and the rest of Canada. Some
anglophones have proposed that the United States should contribute to
the unity of Canada by announcing that the FTA would not apply to
Quebec if it were independent and new negotiations would be needed.
I am not alone in thinking this would be an unwise course in terms of
trade policy or policy toward Canada. The view is shared by Canadians
of several persuasions including enemies of “sovereignty-association.”
Quite apart from the Quebec issues, intervention by invitation has its
own problems, notleastfor those in Canada whose victories might seem
to depend on American support. When the issue is as basic as the
constitution of the country it is hard to see how any American action—
or, for that matter, many kinds of inaction— could avoid offending
Canadian sensitivities in ways that would harm the relationship— and
with it, the United States.

Prudence will counsel restraintand evensilenceand Americans
should be well aware that their taking sides will not settle basic intra-
Canadian issues, at least in the long run. There is little doubt that the
United States can adjust to whatever the outcome of even so large a
question as the relation of Quebec to the rest of Canada (including
separation). Nevertheless, American interests would be affected by
major changes in Canada. Opinions will differ as to just how and how
much. Without knowing how Canada will follow up the collapse of the
Meech Lake accord, one cannot tell what it is that a passive American
position would support. Few would deny that the United States would
be properly concerned if change was brought about in ways that caused
lasting discontent and continuing disputes inside Canada, not to men-
tion threats to the peace. Faced with such possibilities many Americans
might well favor a less “neutral” stance. And if the rights or safety of
Americans were threatened, or the terms of agreements such as the FTA
violated, tradition would be on the side of taking action, but by dealing
with the Canadian government, not taking a hand in Canada’s internal
processes.
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All these issues may be well settled by the time “our” period
arrives, the long-run future. Americans who take the broad-gauged
view of their national interest in Canada advocated earlier in this essay
may debate whether Canada is stronger and better off in its new
configuration— still using the term “Canada” to include Quebec, what-
ever the relation is— than it used to be. Canadians will almost certainly
be divided between those who applaud the way the United States
handled itself and those for whom that behavior was one more source of
displeasure. But the question of American intervention will not have
gone away.

“Intervention” suggests that some kind of line has been crossed
from what is acceptable international behavior to something that is not
acceptable. Thatline isnone too clear, especially in Canadian-American
relations; continued devolution and integration will blur it further. How
Washington handles itself is only part of the issue. In the normal course
of events a reasonable number of American individuals, companies, or
public bodies, pursuing their self-interest, are quite likely to find them-
selves in a situation where it seems perfectly natural to try to influence
what someone is doing in Canada. The risk that these efforts will appear
to be unacceptable “intervention” is usually less when private interests
and not government bodies are involved and lesser governments prob-
ably seem less offensive than those who have to invoke the “national
interest.” But business is not loved; issues matter and so does deport-
ment, American firms that moved offices out of Montreal in the late 1970s
might have been reacting to the inconvenience of working in French (or
just following their anglophone Canadian friends) but American bank-
ers who would not lend to Saskatchewan when the potash companies
were socialized had to expect to be accused of playing politics. Sticking
to traditional channels may not be much of a safeguard. Canadian
nationalists frequently regard almost any American representations in
Ottawa as intervention because there is a domestic Canadian argument
goingonaboutthesameissueand the United Statesis thus seen as taking
sides. The result that I have noticed more than once is that the United
States is then blamed for overriding what was in fact a minority view in
Canada anyhow.

Much of this trouble isinescapable. If the argumentof this essay
is correct, there will be an increase in what can be called “intervention”
simply because the two countries will become much more “mixed up
together” as Winston Churchill hoped the United States and Britain
would become. Will negative reactions to intervention also grow? Prob-
ably. Asinsomany other things the discrepancy insize between the two
economies will be one cause. Opposite and equal reactions do not
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necessarily produce balanced reciprocity. The idea of having people
who represent Canadian business as a whole in Washington probably
makes a good bit of sense but how would a comparable representation
of all American business in Ottawa be received by most Canadians? The
differentrelation of the executive and thelegislature in the two countries
also playsa partin these matters and so do the strengths and weaknesses
of state and provincial legislatures.

One of the first messages that Alan Gotlieb carried to both the
American and Canadian publics when he became Canadian Ambassa-
dor in Washington was that the best way for Canadians to influence
American policy was to insert themselves in the American political
process. That seemed a reasonable response not only to the problems of
the time but to the kinds of issues foreshadowed by this essay. There
were warnings from those who favored the well-established “Quiet
Diplomacy” of the past; the new Public Diplomacy has not always been
successful; it is not well-suited to every case. But a good bit of Canadian
involvement in the American political process is accepted as natural or
sometimes not even noticed. It will be interesting to observe what kinds
of Canadian intervention generate the most resentment over time. Itis
hardly surprising if the Environmental Defense Fund objects to Cana-
dian lobbying of the Environmental Protection Agency onrules concern-
ing asbestos, and landlords are not loved more because they live in
Toronto and not New York. Some places and issues will turn out to be
more sensitive than others, butin the nature of the relationship there can
hardly be, on the Americansside, the feeling of some Canadians that they
are permanently and massively intervened just by the fact that so many
decisions concerning their economy are made in board rooms in New
York, Texas and Detroit.

Once again there is a dilemma created by the relationship itself.
People in each country are bound to want to influence what goes on in
the other and this ought to be widely accepted. Buttowhat pointcanthe
prescription be carried, particularly if it is taken as working both ways?
The dilemma cannot be satisfactorily resolved by accepting one clear
course or another. The best one can hope foris to find ways of mitigating
the situation.

How can that be done? The end of an essay is no place to start
laying down a program, but a few suggestions will point some direc-
tions. A major aim should be to improve clarity so that more Americans
and Canadians understand the nature of the bilateral relationship. (An
author may be forgiven for thinking that means explaining it as he has
been doing). The easy part is to remind people that neither country can
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ignore the other and that economic, social, and political events in one
country have an effect— and often a very important one— on people in
the other. The direct interests of people on one side of the border who
ownsomething on the other side, or do business there, need to be traced
more clearly than is often done. It is equally important to show why the
processes of “normal” international relations areinadequate to deal with
the closeness and intricacy of many strands of the relationship.

Then comes the hard part, to cultivate an understanding about
what kind of behavior is suitable in so special a relationship. Itis plainly
not enough for presidents, prime ministers, ambassadors and cabinet
members to give enlightening speeches. They have a teaching function
that goes with their national responsibility, but there are other political
leaders with narrower constituencies. And then there is the general
public whichis of crucialimportance because of whatJohn Dickey called
“the uniquely pervasive private character of the relationship.”%

To help people understand their place in the relationship there
should be a great emphasis on transparency — the making clear of what
is really going on. This idea has been in good odor in trade policy for a
long time, especially once the traditional focus on simple measures of
border control such as tariffs gave way to the need to deal with a wide
range of governmental and private practices— often not written down
inlaws— thataffect the flow of trade. Transparency is also crucial to the
conduct of political life in democracies. What is involved in our present
case is not simply making clear what federal, provincial and state
governments are doing but what are the realities of economic relations:
who owns what? Who will lose if someone else gains and when will the
gains that one group makes benefit another as well? How will new
investments, shutdowns, higher wages or better fringe benefits help or
hurt workers, consumers, employers and communities in the long run?
It will not always be possible to give firm answers to such questions but
the acceptance of the idea that there is a need to increase transparency
would help to clarify the bilateral relationship as well.

Transparency in information will help people work out their
own real interests and discover who their allies and adversaries are on
both sides of the border. Ways should also be found by which interests
can be expressed without always having to be put through the mill of
national processing to get on the diplomatic agenda and be declared a
national interest. The encouragement of the processes of presenting
one’s case directly to the authorities in the other country seems obvious.
So does encouraging private interests, or state and provincial govern-
ments, to use the disputes settlement procedures of the FTA and giving
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them broad rights and status in all such arrangments or before other
international tribunals. Interparliamentary exchanges that are less
limited and formal than those of the past might help. When there are
issues that might be dealt with by state and provincial governments
dealing directly with one another that process might be encouraged but
also subjected to the principles of transparency, openness to the repre-
sentation of interests and perhaps some kind of oversight by federal
governments toinsure thatarrangements thatsatisfy local groups donot
do damage to other parts of the country or to true national interests.

Such measures, combined with devolutionand pluralism, would
make for clarification by action, another kind of transparency. Cross-
borderalliances to contest issuesin one’s own country, the other, orboth,
would increase— but not always succeed. Finding out what worked
would be educational. Familiar domestic processes would operate dif-
ferently from before and traditional combinations and balances of power
would be upset. Friction would feed prejudices but some old biases
might be overcome. Failures would sometimes discredit new methods
and successes would make other people unhappy.

There would be resistance to moving in this direction, some of
itbased on intellectual objections. Canadians, outnumbered, would fear
that their politics would be swamped by American activists, and per-
haps their ways of life, too. Some would say that American beliefs in
relying on the market would upset Canadian arrangements based on
government guidance and continuing involvement. But the familiar
proposition thatsees Americans always distrusting government, whereas
Canadians trust i, is seriously exaggerated. Historically, both peoples
have been very pragmatic. Even the loud rhetoric of recent decades has
passed silently over the unquestioned assumption that certain activities
would continue to be regulated, and experiences such as those with S&L
lending have shown that sound economic policy is rarely a matter of
absolutes. In Canada opinions are divided on most governmental
policies and not just along party lines; the extent of sybsidization is
frequently questioned, as to effects as well as costs. To be sure, govern-
ment-owned and directed enterprises and activities are more important
in Canada, and that will affect both the process and calculations of
interest. Whatcross-borderalliances will result from common views and
what activities will run afoul of disagreements on such matters is not
immediately obvious, butto find out which emerge in practice as people
look at concrete issues will be enlightening. False equations of Canadian
and American attitudes would also come to light. When Ronald Reagan
became president, Canadian businessmen and academics urged their
American friends to explain to politicians and officials that Canadian
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conservatism and American conservatism were apt to be quite different
and so were many of the views of “business.”

Another source of Canadian resistance to increased devolution
and pluralism would be fear that letting the two countries become too
mixed up with one another would reduce Canada’s freedom of action
and threatenits identity. Thatsome Canadians should have such fearsis
fully understandable given the propensity of so many of their compatri-
ots toimport American popular culture, and notalways its best features.
Butasafriendly observer whohas been watching foralong time, Idonot
believe that the danger is mortal. The core is too tough and the attraction
of being Canadian and having a distinct society too great. There are
protections with which Canadians are familiar. It is not even clear that
devolution and interpenetration will greatly increase the exposure to
Americans. And if the Americans behave nationalistically, as many of
them usually do, even unconsciously, it may well turn out as Lester
Pearson said that the “ American influence on Canada, far from really
Americanizing the Dominion [as it then was], is one of the strongest
forces making for a Canadian national consciousness.”? No doubt Ca-
nadian national consciousness is something differentin the 1990s than it
was when Pearson wrote in the 1930s and it may well be somewhat
different again in the undated future of which we are speaking. In all
countries the internationalization of life has an effect on the meaning of
nationality. There is no reason, however, to think that there will be any
weakening of the “attachment” to Canada, as Gordon Robertson callsit.
“For most Canadians the attachment is emotional. Itis an attachment to
anundefined‘Canada’ meaning different things to different people, and
one that often conceals profound differences that any analysis quickly
would reveal. Yet for all the underlying differences, the emotion is real
and constitutes a powerful force that conditions the attitudes of all.”?

As for independence, some loss of the power to act separately
from other countries is a concomitant of contemporary life. Sometimes
itcan be staved off or slowed down when that seems worth the cost and
effort. In the future we are discussing, as is the case now, when there are
trade-offs, as there are, it would be for Canadians to make them. They
would set the pace and the pattern of change. There would also be gains
in strength and independence. Individual provinces might be freer to
choose courses they thought advantageous than when they had to wait
for the rest of the country to agree with them. In both Canada and the
United States, the experience— or at least the belief— of people in states,
provinces, and regions is that they have often done better economically
when they took the initiative in their own affairs than when they had to
rely on the federal government. Comparable autonomy for some of the
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laender in Germany is assigned a significant partina careful study of that
country’s adaptation to changing world economic conditions.* The kind
of integration being discussed here cannot be forced on people, it must
be chosen or accepted for good reasons. American positions would be
less monolithic than when set by Washington and would become more
clearly the views of some Americans, rejected or opposed by others. For
a variety of reasons more pluralism in the relationship might well
increase the influence of Canadians in American life, not because they
are Canadians but because good casés that were well argued and
skillfully handled would often gain from having higher priorities for
Canadians than for Americans.

Simply letting the forces of devolution and cross-borderactivity
develop as they are likely to in a setting of growing intimacy and
complexity will certainly increase the messiness of public life in North
America and the relations between the two countries. But to insist on
more traditional methods is to force the reality into an oversimplified
framework. There would be other disadvantages from the diffusion of
power: a great deal of waste motion and some confusion; disputes as to
who was entitled to do what and other struggles for power would be
common; probably more people would be able to block decisions on
environmental and other grounds; new layers of bureaucracy might
come into being. But there would be advantages as well: flexibility;
possibly less tension in dealing with some issues without having to
invoke “national interest” and bring the highest political levels into play;
increased sensitivity and communication that would provide more of
the early warning of emerging problems that has been the objective of
innumerable proposals for improving relations.

Even a considerable move towards devolution and interpen-
etration would not fully displace older methods and established chan-
nels. The two federal governments would still have to deal with one
another over a wide range of issues and pull together partial interests
into proposals that they felt added up to the national interest. Common
policies or new methods of handling common interests would stillbe one
of their objectives but there would continue to be many disagreements.
Inbetween might come anew emphasison what William T. R. Fox called
“coordination by parallel action.”? Although Fox was dealing mainly
with security issues, his comments seem to me to suggest that a broader
use of this approach would be desirable. He shows why Canadians like
this method and how well it lends itself to the complex interconnections
of the political processes of both countries. As applied to the kinds of
issues with which this essay is concerned, parallel action would mean
that the two countries recognized a common interest in a problem and
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each tried to deal with it as well as possible by separate national actions
or policies that minimized difficulties between them.

Parallel action would not always yield parallel results, and its
looser arrangements lack some of the advantages of common policies or
international agreements. Still, some version of this approach seems
made toorder for a wide range of economic and social problems in which
there are differences in the laws, federal arrangements, customs, and
trade-offs acceptable to governments and publics. Parallel action per-
mits each country to take account of its particular problems and political
needs more flexibly than methods that require complete uniformity; the
obvious disadvantages and limits to the approach come from the same
fact. Acceptable parallels will not be found for everything. The extent to
which the method can be used in the distant future with which we are
concerned depends less on its strong and weak features than on the
changes that take place in the two countries. But it also depends partly
on the ways in which they are not likely to change. As Fox pointed out,
one of the reasons “parallel action” has worked well in some matters is
that “[b]ecause Canada and the United States are not political monoliths
... there is a tug and pull of sub- and trans-national interest groups and
ahigh capacity for trans-national consensus and informal integration.”
That certainly has the ring of reality to anyone who has been looking at
the bilateral relationship, past, present and future.

Parallel action, devolution, interpenetration, concentration, di-
versification— they do not add up to a prescription for amalgamation,
though superficially itmay look that way. However rough my sketch has
been, it allows explicitly for strong national governments in both coun-
tries that are quite capable of pursuing whatever courses of action they
judge to be in the national interest— and that lie within their power.
Many of the complications of the future stem from the fact that more or
less traditional intergovernmental relations go on at the same time that
the relations between the two economies and societies become more
intricate and more intimate. Partly because of the difficulties that would
arise from these complications, or the unacceptability of some of the
directions in which events seemed to be moving, and partly for reasons
going beyond the scope of this essay, another kind of future has to be
considered. That is one in which the two central governments become
more, not less, important, at least in defining and carrying out the
bilateral relationship. In that situation one would have to reckon withan
increase in nationalism on both sides and probably more unilateralism
by the United States. The picture would be closer to the familiar present
than the kind of future this essay has suggested is likely to develop. In
terms of our title, there would be more continuity than change.
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We have ruled out prophecy but two analytical points have a
bearing onhow one mightassess these alternative futures. A sharpening
of nationalism or even just a continuation of the familiar present behav-
ior of central governments can be brought about by only one of the
countries. To move toward the kinds of relations explored earlier takes
two. That seems to put a thumb on the scales of probability, but there is
an offset. To treat the relationship of Canada and the United States as if
it were mostly like the relationship of most other pairs of countries is to
ignore reality and go against the most likely movement of events. How
much weight to attach to the difference may be suggested by a recapitu-
lation of the main themes of this essay.

A TRIAL BALANCE OF CONTINUITY AND CHANGE

In its effort to look into the distant future, this essay had to skip
ratherawkwardly over the short-run future while recognizing that it will
domuchtoshape whatfollows. Although one cannot be sure how much
of awatershed the FTA will prove to be, its completion orits collapse will
make a big difference. The list of other issues on the economic agenda
of Canada and the United States that will be influenced but notsettled by
how the FTA fares is long. Mostly familiar, it includes some new items
and may provide new settings for some of the old ones.

Somewhat more useful results came from the effort to see if one
could judge which major conditions shaping the Canada-United States
relationship mightchange in the future and whichwould be more or less
the same as always. Plainly, the geography will not change nor will the
great difference in the size of the two economies, and these are major
shaping factors. The openness of the two societies, the responsibility of
Washington and Ottawa for the conduct of their national economies, and
the orientation towards nationalism inherent in their situations can also
be assumed to be elements of continuity. Where some change is to be
expected isin the international economy and consequently the pressures
itexerts on the two countries. The American economy is becoming more
internationalized; Canada’s trade and investment patterns may become
more diversified than before; both have a basic need to be globally
competitive. For these reasons, but for others as well (including the
FTA), there will be changes in the structure of the two national econo-
mies and some of the relations between them.

Where it proved impossible to strike a balance between conti-
nuity and change was in the extent to which Canadian nationalism
would be more or less focused on separate national activity instead of
more international cooperation or cooperation with the United States,
the degree to which the United States would become more highly
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conscious of theimportance of its relations with Canada, and whether it
would approach them in a broad-gauged manner or try to use its
superior power to extract concessions from Canada. Cutting across
several of these questions is another concerning the extent to which the
two countries, partly because of the FTA, would try to work more closely
together in dealing with the rest of the world, and what kind of interna-
tional trading system they would try to create or preserve.

Among the dynamic factors that would help shape the answers
to these questions as well as make for changes in the economy, the essay
gave most attention to the international elements, North American
business and labor, and the combination of the devolution of power
within both countries, their pluralism, and the possibilities of greater
cross-border activity other than in relations between the two federal
governments.

Among the most intriguing points that the essay suggested had
to be taken seriously was that most of the processes considered, whether
they were dominated by continuity or change, seemed likely to contrib-
ute to the continuing integration of the two economies. From there it was
a natural step to ask whether it would not be a realistic response to the
density and complexity of the relationship to look for ways of reducing
the traditional approaches that required differences to be treated as
“national interests” and instead to let partial interests in both countries,
working across the borders when that was suitable, do more to shape the
relationship. Some inquiry as to what this might mean made itapparent
that there would be both intellectual reasons and political pressures
resisting it.

Perhaps there is nothing new in the observation that in such a
relationship between two democracies there will always be contradic-
tory forces at work and there will be more messiness than order in the
conduct of affairs. But space did not permit us to go into the implications
of this fact for the basics of policy. Many other sections of the essay
opened possibilities that could not be pursued. It was clear enough that
one dominant noteinall these mattersmustbe uncertainty. (Did weneed
somany pages to discover that?) Butitis uncertainty inasituation where
the long-run trends of certain factors are reasonably predictable; some
will change and others not. It follows that a key to the effectiveness of
the economic policies of the two countries has to be their ability to deal
with uncertainty and any number of unpredictable developments, in-
cluding the inability to be sure how the other country— or even some-
times one’s own— will react to certain measures or events.

It follows further that flexibility must be high on the list of
criteria for policy, and in several senses. To be internationally competi-
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tive the economies must be flexible as there will continue to be changes
in the world economy, in technology and in North American economic
conditions as well. The governments should be flexible in their ap-
proaches to the way issues are handled if they are to reap the advantages
of realism in dealing with the combination of integration and national-
ism, centralized and diffused power that are inherent in the situation of
the two countries as far ahead as one can see (and perhaps farther).

Franklin D. Roosevelt used to complain when the findings
presented to him were too “iffy.” He could certainly lay that charge
against this essay. Almost the only point that is beyond challenge is the
claim that continuity in the relationship of Canada and the United States
has involved continuous change and that there is no reason to think that
this will not be true in the future, different as that time will be from ours
or the past. Roosevelt's common practice of entrusting the same task to
several people may be the remedy for thisessay’s “iffiness,” uncertainty,
and lack of clarity, as other scholars and observers will surely pursue
some of the same questions and take issue with what has been said here.
Perhaps they will do better thanIinimagining the distant future without
stumbling over the period just ahead of us. Some of them will correct
whatever American bias I have not been able to overcome. A divergence
of views may not only offset some of these disadvantages but extract
whatever value this essay has in suggesting how profound a truth about
the Canadian-American relationship thereis in John Dickey’s paradoxi-
cal description of it as “...an interplay where there is room for almost
anything to be both true and untrue...”?
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