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Introduction 

One of the primary characteristics of 
the Canadian non-fuel mineral industry 
is its high degree of export dependency. 
This, in turn, has two major dimen­
sions. First, approximately 80 per cent 
of Canadian mineral production is ex­
ported in one of three forms: crude; 
refined or semi-fabricated. Second, ap­
proximately 65 per cent of Canada's 
mineral exports are shipped to the USA. 

This "high" degree of dependency is 
of increasing concern to Canadian poli-

For most leading commodities 50 to 80 
per cent of Canadian production is sold 
in the US market. 
Photo below shows the Equity Silver 
Mines Plant and Southern Tail Pit, 
Houston, British Columbia. 

cy makers. The root cause is growing in­
ternational protectionism, which, when 
combined with weak global demand for 
many minerals and metals, presents a 
gloomy picture for the short and medi­
um term. Of particular concern is US 
protectionism in its many guises, especi­
ally countervail and escape clause ac­
tion. Indeed, for these reasons and 
many others, the Canadian government 
is currently engaged in freer trade 
discussions with the USA. The primary 
Canadian objective is to attain enhanc­
ed security of access to the US market. 
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able subsidy. The current practice ap­

pears to contain two important ele­

ments. First, the so-called de minimis

rule results in termination of the coun­

tervail process if the total effect of the 

countervailable subsidies is less than 0.5 

per cent of the selling price. Second, 

under the current interpretation of the 

specificity rule, assistance provided to 

specific industries, firms and regions are 

potentially countervailable. On the oth­

er hand, economy-wide or macro-eco­

nomic subsidies are not considered to be 

countervailable. 12 

The interested reader should review 

the USITA's recent findings in the 

ground fish and softwood lumber cases. 

As stated previously, many federal and 

provincial government programs de­

signed to promote resource develop­

ment and to address regional economic 

disparity have been labelled as counter­

vailable subsidies. It is such US action 

that has led Canadian politicians from 

all political parties to express concerns 

about Canadian sovereignty. 

Policy proposals 

If we combine the information present­

ed in the two preceeding sub-sections, 

some of the reasons for the current 

dispute become apparent. The current 

US countervail system allows producers 

to initiate countervail action based only 

on an examination of subsidization 

practices of foreign-based competitors 

- say, those in Canada. Furthermore,

in demonstrating economic hardship,

they will undoubteldy point to govern­

ment-mandated costs which they must

bear, especially those which are not

borne by their competitors. While this is

a natural bargaining ploy, it reveals only

part of the information needed to fully

understand the conflict.

In my opinion, it would be more ap­

propriate to consider all of the costs and 

benefits affecting both Canadian and 

American producers in the affected in­

dustry. For example, before Canadian 

producers are deemed to have benefited 

from trade-distorting subsidies, a two-
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part test should be undertaken. First, 

the "net" subsidy to the Canadian in­

dustry under scrutiny should be calcu­

lated; this involves estimating both the 

benefits (commonly labelled as subsid­

ies) and the costs imposed by Canadian 

governments. If the net benefit is posi­

tive, a sufficient condition for further 

examination exists, and a second test 

should be undertaken. This procedure, 

which is denoted as the "net/net" sub­

sidy test, involves a comparison of the 

net subsidies available to both Canadian 

and US-based producers of similar pro­

ducts. 13 If, and only if, the net subsidies 

available to the former producers exceed 

those available to the latter, is there then 

sufficient grounds for finding Canadian 

producers guilty of receiving trade rele­

vant subsidies. 

If a link between such subsidies and 

domestic injury is found, then counter­

vail duties, equivalent in magnitude to 

the difference in net subsidies between 

the nations, should be applied. Further­

more, in order to preclude the advance­

ment of trivial cases, the de minimis rule 

could be employed as an integral part of 

the dispute resolving mechanism, with 

the cut-off point as it applies to the 

net/net subsidy calculation being set at, 

say, 2 or 3 per cent. Although this exam­

ple has looked at US countervail action 

against Canadian producers, it must be 

stressed that the test applies equally well 

to Canadian concerns about US sub­

sidization practices, which appear to be 

much more widespread than US protec­

tionists acknowledge. 

The proposal possesses the advantage 

that the most difficult part of the 

calculation is already being made: the 

estimation of benefits conferred by 

foreign governments. Surely if a nation 

can estimate the benefits conferred by 

other governments, it can do so for its 

own domain. Furthermore, the estima­

tion of costs imposed by each govern­

ment on its firms should be no more dif­

ficult than the estimation of benefits. 

In summary, the scheme has the ad­

vantage of applying similar definitions 

and measurement techniques to eco­

nomic activity in each nation under 

scrutiny. This is in contrast to the highly 

selective and undoubtedly biased pro­

cess currently in use, whereby the party 

alleging damage looks only at subsidi­

zation practices in foreign nations and 

ignores home country practices. Furth­

ermore, the costs imposed on foreign 

producers are ignored while home coun­

try government-mandated costs are 

widely discussed. Therefore, the pro­

mulgated procedure should narrow the 

range of conflict and reduce the likeli­

hood that countervail action is initiated 

for blatantly protectionist reasons. 

It must be admitted that the imple­

mentation of a net/net subsidy test will 

face difficult measurement and defini­

tional problems. One must decide upon 

activites deemed to be trade-distorting 

subsidies. Equally troubling will be the 

selection of an appropriate time period: 

should the analysis focus on present ac­

tivities or should past practices be con­

sidered? Whether such issues can be 

resolved is somewhat debatable. 

It must also be stressed that the 

net/net subsidy test deals with only one 

half of the countervail duty test. It at­

tempts to provide a broader, more rig­

orous test for the measurement of sub­

sidies. However, it does not address the 

relationship between subsidies and 

material hardship. Given that the cur­

rent system for establishing this rela­

tionship appears to possess little 

economic merit, a stronger test should 

be developed. 14 A partial solution to 

this problem could be to exempt, say, 

Canadian exports from potential coun­

tervail action if Canadian exports con­

stitute less than a given percentage of 

US imports. This test would, of course, 

be reciprocal with respect to US exports 

to Canada. 

These three changes to the current 

countervail system, with respect to 

Canadian and US trade, would provide 

Canadian mineral exporters with much 

greater certainty of access to the US 

market. On the other hand, US pro-
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