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Canada-U.S. Relations

Summary

During the 1980s, the United States and Canada generally enjoyed very good
relations. Theearly 1990sbrought new governmentsto Ottawaand Washington, and
although Canada s Liberal Party emphasized its determination to act independently
of the United States when necessary, relations between the two countries continued
to be generdly cordia. Canada's new Conservative government, under Prime
Minister Stephen Harper, isregarded as more philosophically in tune with the Bush
AdministrationthantheLiberalswere; someobserversbelievethat thiscompatibility
may facilitate bilateral cooperation.

The two North American countries continue to cooperate extensively in
international security and political issues, both bilaterally and through numerous
international organizations. Canada's foreign and defense policies are usualy in
harmony with those of the United States. Areas of contention arerelatively few, but
sometimes sharp, ashasbeen the casein policy toward Irag. Since September 11, the
United States and Canada have cooperated extensively on efforts to combat
terrorism, particularly in Afghanistan.

The United Statesand Canadamaintain theworld’ slargest trading relationship,
one that has been strengthened during the past fifteen years by the approval of two
multilateral free trade agreements. Although commercial disputes may not be quite
as prominent now as they have been in the past, the two countries in recent years
have engaged in difficult negotiations over itemsin severa trade sectors, including
natural resources, agricultural commodities, and the cultural/entertainment industry.
However, these disputes affect but asmall percentage of the total goods and services
exchanged. Also, the United States and Canada work together closely on
environmental matters, including monitoring solid wastetransfers, and protecting and
maintaining the quality of border waterways.

Many Members of Congress monitor U.S.-Canada environmental, trade, and
transborder issues that affect their states and districts. In addition, because the
countries are similar in many ways, lawmakers in both countries study solutions
proposed in the other to such issues as federal fiscal policy and federal-provincial
power sharing.

Thisreport provides ashort overview of Canada’ spolitical scene, itseconomic
conditions, and its recent security and foreign policy, focusing particularly onissues
that may berelevant to U.S. policymakers. Thisbrief country survey isfollowed by
several summariesof current bilateral issuesinthepolitical, trade, and environmental
arenas. Thereport is updated annually.
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Canada-U.S. Relations

Overview!

Relations between the United States and Canada have undergone changes in
tenor over the past three decades. The 1980s and early 1990s were marked by an
increasingly close partnership, whose milestonesincluded the mid-1980s*“ Shamrock
Summits’ (named after the Irish heritage shared by the two countries’ leaders, Brian
Mulroney and Ronald Reagan), the 1988 U.S.-Canada Free Trade Agreement, and
the 1993 North American Free Trade Agreement (NAFTA). To many Canadians,
however, Ottawa seemed at timesto have drawn abit too close to Washington, D.C.,
with Canada casting itself too willingly in a secondary role.

In 1994, one Canada watcher observed that in the foreign policy arena, Canada
“politely distancesitself fromthe United States’ in certainways.? Inaninterview for
anationally syndicated American magazine, thenewly elected Liberal PrimeMinister
Jean Chrétien summed up hisview of thebilateral relationship: “We like each other.
| just don’t want Canadato be perceived as being the 51st state of America.... With
me, a more mature relation will exist between us and the United States.”® Some
believe, however, that this initial show of mild reserve was intended for domestic
consumption, particularly during el ection campai gns, and that Canadaand the United
States in fact continued to enjoy excellent relations. Chrétien and Clinton are said
to have had congenial meetings; they focused on areas where the two countrieswere
able to reach agreement, including environmental issues, cooperation on border
measures and technol ogy projects.

In February 2001, President George W. Bush met with Chrétien. The two
leaders discussed energy, missile defense, and trade. Since September 11, however,
economic and environmental issues have largely taken aback seat to joint effortsto
combat international terrorism. Canada became involved in the crisis at the outset,
and has cooperated closely with the United States in the war on terrorism. In the
immediate aftermath of the attacks, U.S. airspacewastemporarily closed and Canada
allowed more than 200 flights to American destinations to be diverted to Canadian
airports.

Nevertheless, Chrétien did not establish with President Bush the same rapport
that he had enjoyed with Clinton. Differences over a number of issues tended to

! Prepared by Carl Ek, Specialist in International Relations; Foreign Affairs, Defense, and
Trade Division.

2 “Canada Narrows Its Foreign Policy Goals to Focus on Trade.” By Charles Trueheart.
Washington Post. November 17, 1994. p. A44.

3 “Don’t Take CanadaFor Granted.” By Tad Szulc. Parade Magazine. February 20, 1994.
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strain relations. The Bush administration inherited some long-standing trade
disputes, most notably over wheat and softwood lumber, and Canadaand the United
States were on different sides of several international issues, including the U.S.
withdrawal from the ABM treaty and the International Criminal Court. In addition,
the Libera government’s plan to decriminalize marijuana raised concerns in
Washington. But it has been over security-related matters, particularly defense
spending, Irag, and missile defense, that the two governments had their sharpest
differences. Notwithstandingthese controversies, Canadaand the United Stateshave
been working together on a number of fronts to thwart terrorism, including
strengthening border security, sharing intelligence and expanding law enforcement
cooperation. The Canadian government passed anew anti-terrorism act, and Canada
has contributed significant military assetsto the coalition in Afghanistan. Although
bilateral tensions heated up in 2005 over the issues of missile defense and softwood
lumber, Canada’'s government and private citizens responded promptly and
generoudly to assist the United States after hurricane Katrina.

Paul Martin, who became prime minister in December 2003, met severa times
with President Bush. At the January 2004 Summit of the Americas, the two leaders
discussed severa topics and came to agreement on Canadian eligibility to bid on
reconstruction contracts in Irag and on the ground rules for U.S. deportation of
Canadian citizens. In April 2004 in Washington, D.C., Martin and Bush met once
more and talked about a variety of issues, from the war on terrorism to the “mad
cow” crisis. In November 2004, during President Bush's first officia visit to
Canada, he and Martin discussed missile defense, border security, and global “hot
spots.”*

In February 2006, after acome-from-behind election victory, the Conservative
Party assumed power as a minority government, and Stephen Harper became
Canada’ s 22™ Prime Minister, the first Conservative to lead the country in 12 years.
Observersbelievethat Harper’ sgovernment issomewhat more politically compatible
with the Bush administration in many areas. However, athough the policy
orientation of Harper’s Conservatives may be similar to that of the Republicansin
Washington, differences have still arisen on certain issues, particularly those that
touch upon matters of perceived sovereignty. For example, on January 26, 2006,
days before his inauguration, Harper sharply took exception to comments made
earlier by U.S. Ambassador to Canada David Wilkins and asserted Canada's
sovereignty over the so-called Northwest Passage, thefrozen arctic region that global
warming may turn into awaterway linking Asia and Europe.®

Canada’s Domestic Scene

Background and Current Political Situation. In August 2002, Jean
Chrétien, who had served as Prime Minister since 1993, announced that he would

* Bush Welcomes Canadian Prime Minister to the White House. State Department Press
Release. April 30, 2004. “Bush Launches Bid To Repair US-Canada Ties.” Agence
France-Presse. November 30, 2004.

>“Harper TellsU.S. To Butt Out On Plans For Defending Canada’ sArctic.” The Canadian
Press. January 26, 2006.
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retire from politics when the Liberals held their next leadership vote. Paul Martin,
the former Finance Minister, became Prime Minister in December 2003. Although
elections need not have been held until late 2005, Martin called for elections to be
held in spring 2004. Maintaining a Liberal majority appeared to be a safe bet when
Martintook office, but such an outcome became doubtful in February 2004, whenthe
“sponsorship scanda” erupted. Canada sAuditor General published areport stating
that, under a program intended to build support for Canadian unity, the Chrétien
government had funneled C$100 million in public funds for dubious contracts to
Québec advertising firms associated with the Libera party. The Auditor Genera,
who characterized the program as “such a blatant misuse of public funds that it is
shocking,” reported that questionable methods had been used in awarding the
contracts and that little or no actual work had been performed.®

TheLiberals standinginthepollsplummeted, and the opposition partiesgained
strength. To the right of the Liberals, two conservative parties had merged under a
popular new leader, Albertan Stephen Harper. And to the left, the New Democratic
Party (NDP) likewise had recently el ected adynamic party chief, Jack Layton. Inthe
June 2004 el ections, the Liberalswon 135 out of 308 seatsin the House of Commons

— aloss of 33 seats — and chose to govern as a minority.

In May 2005, the Liberals survived — by one vote — a proxy confidence vote
and avoided spring elections. But in November they lost a second confidence vote,
and federal elections were held on January 23, 2006. Thistime, the Conservatives
won aplurality.” They currently hold 125 out of 308 seatsin the House of Commons,
agan of 25 seats, and are governing as a minority (the Liberals have 101 seats, the
Bloc Québécois 51, and the NDP 29.)

Some analysts caution that the Tory victory does not necessarily represent a
“paradigm shift” to the right in Canadian politics; they note that the Conservative
party won only 37% of the popular vote. Because minority governmentsonly last an
average of about 18 monthsin Canada, Prime Minister Harper has been keeping one
eye on the next elections.® In addition, Harper hasrelied upon the ad hoc support of
the other three parties to ensure passage of the various items on his legislative
agenda. Many therefore believethat iswhy he has advocated fairly centrist policies,
by, for example, seeking legidative approval of the five priorities on which he
campaigned: 1) greater government accountability; 2) shorter health carewait times;
3) tax cuts; 4) child care assistance; and 5) criminal law reform.®

6 “Canada: Martin on the Ropes in Funding Scandal.” Oxford Analytica. February 25,
2004. “Scandalous!” By John Geddes. Maclean’'s. February 23, 2004. “Canada sPremier
Actsto Counter Scandal.” By DeNeen L. Brown. Washington Post. February 17, 2004.

" For a description of the campaign, see “Inside Story.” By Paul Wells. Maclean's.
February 6, 2006.

8 See “Interview: Stephen Harper.” Maclean’s. March 6, 2006.

® See “Conservatives To Govern From Political Center.” Oxford Analytica. January 24,
2006. “Harper’'s Five Easy Pieces.” Economist. April 8, 2006.
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Harper immediately began to work ontheseitems. Thefirst bill hisgovernment
introduced in parliament was the Federal Accountability Act, the Conservatives
response to the sponsorship scandal. The proposal is intended to “change the way
business is done in Ottawa forever” by addressing such issues as whistleblower
protection, political contributions, lobbying reform, and government contracts and
appointments. Some critics charge that the new law is selective, while others
maintain that it represents overkill. Supporters praise the measure as an effort to
bring about long-overdue changes.® During his 15 monthsas primeminister, Harper
has dealt with several other issues, including the environment, crime, Senatereform,
and health care. For the most part, he has not forcefully advocated controversial
socia issues.

However, Harper has been willing to challenge public opinion over Canada’'s
participation in the international stabilization effort in Afghanistan. In March 2006,
he made a surprise visit to Canadian troops in Kandahar. Two months|ater, he won
a narrow vote in parliament to keep Canadian troops in Afghanistan for two
additional years. Harper initially characterized the mission ashumanitarianin nature
and also asserted that it was in Canada s national interest to demonstrate its ability
to play a leadership role internationally. Over the past year, however, Canadian
operations have shifted from peacekeeping to counter-insurgency, and support for
Canada s presence in Afghanistan has diminished. In addition, it has been reported
in recent months that Taliban fighters captured by Canadian Forces allegedly have
been tortured after having been turned over to the custody of Afghan authorities. A
recent poll showed that two-thirds of Canadians endorsed the return of Canadian
forces from Afghanistan by 2009. However, on April 24, 2007, parliament turned
aside legislation that would have required Canadian troops to be brought home in
2009."

In December 2006, after a months-long campaign, the opposition Liberals
elected Stéphane Dion as their new leader. A former academic, Dion had
spearheaded Chrétien’s federalist policies toward Québec and also served as Paul
Martin’'s environment minister. A native of Québec, Dion came from behind to
defeat the two front-runnersfor the party |eadership post, Michael Ignatieff and Bob
Rae. Pollsindicate that Dion has had some difficulty gaining traction with voters.
In May 2007, he revamped his communications office and launched an outreach
program. Hewill likely press hard on the environment — an issue that has emerged
as one of key importance to Canadian voters, and one in which the Harper
government appears to be vulnerable.

Budget Policy. Thefedera deficit, which stood at arecord high C$42 (as of
May 9, 2007, one Canadian dollar equals US$0.90) billion when Chrétien became
Prime Minister in 1993, was reduced steadily each year until 1998, when then-
Finance Minister Paul Martin introduced Canada s first balanced budget in nearly

10 “Harper Rolls Out His Ethics Act.” CanWest News Service. April 12, 2006. “Clean
Doesn't Get Any Squeakier.” By John Ibbotson. Globe and Mail. April 12, 2006.

1 “Harper’s Mission Statement.” By Andrew Coyne. National Post. March 15, 2006.
“Bring Troops Home In 2009, Magjority Says.” Ottawa Citizen. April 24, 2007. “Troop
Pullout Bill Defeated In Canada.” Washington Post. April 25, 2007.
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three decades. This dramatic elimination of the deficit was accomplished in part
through higher than anticipated tax revenues, and through such politically risky
measures as cutting federal funding for health and education transfers, and applying
ameans test to those eligible for Seniors Benefits.

For the past nine years, Canadian politicians have been in a post-deficit
environment in which they have had to select among competing demands on annual
budget surpluses. Some officeholders argue that much of the budget surplus should
be devoted to large reductions in corporate and income taxes. They maintain that
Canada’ s high taxation, relative to that of other countries, discouragesjob creation,
reduces household incomes, diminishes worker productivity, and causes a “brain
drain” of Canadian professionals, chiefly to the United States. However, other
policymakers point out that Canada’ s current tax system enabl es the government to
maintain ahost of social programs that make Canadathe envy of many countries; in
addition, they note that, high taxes notwithstanding, thousands of talented people
emigrate to Canada every year.™

The Conservativestabled their first budget in May 2006. Some of the Harper
government’s fiscal priorities arose from campaign themes, including a pledge to
reduce by one percent the Goods and Services Tax (GST, aform of national sales
tax); income and corporate taxeswere also cut. In addition, funding was earmarked
for child care allowances and infrastructure improvements. The 2007 budget,
introduced in March, emphasized several programs long favored by the Liberals,
including increased spending for health care, post-secondary education, and
infrastructure. The spending blueprint also contained a “green levy” consisting of
higher taxesfor vehicleswith poor gasmileage, and arebatefor the purchase of fuel-
efficient cars and trucks. Perhaps most notably, the budget continued to transfer
large sums to the provinces — Quebec being the big winner, with 40% of the
increase. Both the 2006 and 2007 budgets maintained a surplus.*®

National Unity. For four decades, an emotional debate has raged over the
status of French-speaking Québec, Canada’ s second largest province geographically
and hometo about one-quarter of itspopulation. Many Québécoisare concerned that
their language and culture will be overwhelmed by the rest of English-speaking
Canada. Some believe that their society may only be preserved if Québec separates
from the rest of Canada and forms an independent country. A 1980 referendum on
“sovereignty-association” for Québec was defeated 60%-40%.

In October 1994 elections, after the provincia Liberals had governed Québec
for several years, the province once more el ected the separatist Parti Québécois (PQ).
The victorious PQ held a referendum on sovereignty on October 30, 1995.
Québeckersvoted on whether they wished to continue to remain apart of Canada, or
strike off on their own. The question was decided by the narrowest of margins; the

12 See “The Tax Trap. By Mary Janigan.” Maclean’'s. April 12, 1999. p. 14. And: “The
Brain Drain: Myth and Reality.” By RossFinnie. Choices. Vol. 7, No. 6. November 2001.

134 A Budget So Liberal, the Grits Should Sue.” John Ibbitson. Globeand Mail. March 20,
2007. “Money, Money Everywhere ...." Jeffrey Simpson. Globe and Mail. March 20,
2007.
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vote went 50.6% to 49.4% in favor of keeping the country whole. The wafer-thin
margin shocked federalists and separatists alike. The country is still affected by the
impact of what has been called a* near-death experience.”

Québec held provincia elections once again in October 1998, and the PQ
retained a comfortable majority in the provincia legislature. In 2003, however,
Québec voters turned out the Péquistes and replaced them with the Liberals, led by
Jean Charest. A former leader of the Progressive Conservativesat the national level,
Charest is a committed federalist, which rules out another sovereignty referendum
during histenure. During theearly part of hisfirst term, Charest |ost popul arity when
he attempted to reduce the economic role of the provincial government; those efforts
prompted strong protests from the powerful public service unions. Some Québec-
watchers assert that Charest learned from this experience and changed his tactics.

Charest was said to have been encouraged by the victory of Harper, who favors
greater government decentralization. The two also share an opposition to
sovereignty, and, for pragmatic political reasons, have cooperated with one another
inseveral areas.** Many believethat Harper (and, by association, Charest) won favor
in the province in November 2006 by gaining parliamentary approval in Ottawa of
ameasure recognizing Québec asa“ nation” within aunited Canada. Morerecently,
someobserversbelievethat Charest’ sstanding received aboost by the announcement
that Harper’s 2007 budget would provide generous transfers from Ottawa to the
province.

Québec held elections on March 26, 2007, and the Liberals won a plurality
(33%) of the vote. Charest remains premier, but he leads the first minority
government the province hashad in morethan acentury. The PQ captured only 28%,
and was knocked down to third place. Some believe that the real winner of the
electionswas Mario Dumont’ s Action Démocratique du Québec (ADQ), which took
31% of the votes. A relatively new party, the moderate ADQ espouses a vaguely-
defined “autonomy” over outright independence for Quebec. Itisbelieved to reflect
the views of small towns and rural areaswhose residents are proud Quebeckers, but
do not wish to hold another referendum. On May 8, 2007, André Boisclair stepped
down as leader of the PQ. Some speculate that he may be succeeded by Gilles
Duceppe, head of the federal Bloc Québécois.”

Since the debate began in the 1960s, the United States government has
assiduously sought to remain officially neutral on the issue of Québec, continually
repeating the three-point “mantra’ that the United States enjoys excellent relations
with astrong and united Canada; that the Québec question isan internal issuethat is
for Canadians to decide; and that the United States does not wish to interfere with
Canada’ s domestic matters. However, some analysts detected a slight “tilt” on the
part of Clinton Administration toward the federalists during the 1995 referendum
campaign. If, at some future date, Québec eventually does | eave the confederation,
the U.S. government will be faced with difficult political and economic questions.

14“Unpopular Charest NeedsHarper’ sHelp To Gain Re-election.” By Rhéal Séguin. Globe
and Mail. April 15, 2006.

5 “ Au Revoir Separatism, Bonjour ‘Autonomy.’” The Economist. March 31, 2007.
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Security and Foreign Policy Issues

Canadian Security Issues. Canadians are proud of their active role as
international peacekeepers. Since the United Nations first dispatched an armed
peacekeeping contingent, to help defuse the Suez Crisis in 1956, Canada has
participatedin nearly every U.N. peacekeeping operation, from Cyprusand the Sinai,
to Bosnia, Rwanda and Somalia. As of March 29, 2007, nearly 2,700 Canadian
Forces personnel were participating in international operations in Afghanistan, the
Balkans, the Middle East, and Africa.’®

As with other countries in the 1990s, Canada’ s military was subject to dual
pressures. In Ottawa' s view, the collapse of the Soviet Union and the Warsaw Pact
reduced the military threat, making it more difficult for the government to justify
sustaining historic spending levels on defense. Leaders believed that the country’s
large debt early in the decade necessitated funding cutbacks in most areas of
government, including defense. However, relative to its NATO allies, Canada had
devoted only a modest share, about 2% of GDP, of its budget to defense spending
during the 1980s and 1990s. That percentage declined even further, from 2.01%in
1990t0 1.1% in 2005; among the26 NATO members, only Luxembourg and Iceland
(which has no armed forces) spend a lower percentage. Canada’ s meager military
budget hasirked somewithinthealliance, particularly the United States; former U.S.
Ambassador Paul Cellucci repeatedly urged the Canadian government to devote
greater resources to its military.'’

After the round of cutbacks in the 1990s, the number of active personndl in
Canada’ sarmed forcestumbled from 87,000 in 1989to 52,000, the 56" largest in the
world. The Canadian forces have also been strapped for resources to replace aging
equipment. This trend has disturbed many in the military and may be affecting
morale. There have been numerous warnings in recent years. In March 2002, a
Canadian Senate committee called for increased defense spending to counter the
threat of international terrorism; it also recommended that personnel levels be
increased and that more resources be provided to the Canadian Security Intelligence
Service. A November 2002 Senate report recommended boosting troop levels to
75,000 and restructuring the armed forces. A brace of studies in the fall of 2003
likewise called for changes in force restructure and procurement practices and for
increases in manpower and budgets. A news report characterized one of the studies
as concluding that “Canadian Forces are teetering on the edge of irrelevance.” In
September 2005 the Senate published yet another report, which called for adoubling
of spending on defense.’®

16 Canada and International Peacekeeping. By Joseph T. Jockel. Center for Strategic and
International Studies/Canadian Institute of Strategic Studies. Washington, DC, 1994.
Current Operations. Canadian National Defence website. Updated May 9, 2007.
[http://www.forces.gc.calsite/operations/current_ops _e.asp]

17« Spend More On Military, U.S. Envoy Urges Ottawa.” Toronto Star. February 25, 2004.

18 “Canada’ s Security At Risk.” By Jim Bronskill. Ottawa Citizen. March 2, 2002. “Pull
Troops From Overseas, Senators Say.” By Allison Dunfield. Globe and Mail. November
12, 2002. “Armed Forces Hobbled, Report Says.” By Daniel LeBlanc. Globe and Mail.

(continued...)
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Canada’'s defense spending has been trending upward in recent years. The
budget tabled in February 2005 contained the largest military spending increase in
two decades: C$12.8 billion— roughly equal to oneyear’ smilitary budget — spread
over fiveyears. The Harper government’ sfirst budget boosted added C$5.4 billion
in military spending over the next four years. The 2007 budget confirmed the
previous year's spending increase.™

In April 2005, the Martin government rel eased itslong-anticipated | nternational
Policy Statement, of which defenseisone part (thelast such defense policy overhaul
took placein 1994.) The new security plan aims to make Canada’ s military “more
effective, relevant and responsive.” Among other things, it callsfor achangein the
command structure; the addition of 5,000 regular troops and 3,000 reserves, the
expansion of Canada's specia forces, including tactical support equipment; the
creation of an anti-nuclear, biological, and chemical weapons unit and a rapid-
reaction force; and the acquisition of a wide range of materiel, particularly of air,
land, and seatransport. The Harper government plansto procure bothtactical aswell
as strategic transport aircraft as well asland and sea transport.®

U.S.-Canada Security Issues. According to the U.S. State Department,
“U.S. defense arrangements with Canada are more extensive than with any other
country.” Former Canadian Ambassador Michael Kergin referred to the defense
relationship as being “intermestic” in nature.*

Over the past century, U.S.-Canadian defense cooperation has been close. In
1940, President Roosevelt and Prime Minister McKenzie King established the
Permanent Joint Board on Defense (PIBD), which formalized bilateral consultation
on military matters. In 1949, the two countries were founding members of NATO.
During peacetime, military cooperation has occurred chiefly in the context of
multinational organizations.

In 1958, Canada and the United States signed the North American Aerospace
Defense Command (NORAD) agreement. The continental air defense pact monitors
U.S. and Canadian airspace and encourages joint efforts in aerospace technologies.
Thepact, which had been subject tofive-year renewal s, was made permanent (subject
toreview) inMay 2006. Inthewake of the September 11 terrorist attacks, therewere
discussions of deepening military cooperation along the NORAD model, in the

18 (...continued)
December 3, 2003. “Senators Sounding Alarm On Defence.” The Gazette. October 3,
2005.

¥ Defence and Budget 2005 — Highlights. Canadian Department of National Defence
website. [http://www.forces.gc.calsite/reports/budget05/summ05_e.asp] Defence and
Budget 2007 — Highlights. [http://www.forces.gc.ca/site/Reports/budget_2007/
index_e.asp]

2 “‘Canada First’ Defence Procurement.” DND website. Updated March 15, 2007.
[http://www.forces.gc.ca/site/Focus/first/index_e.asp]

2L United States Department of State. Bureau of Western Hemisphere Affairs. Background
Note: Canada. March 2007. “Remarks to the Center for Strategic and International
Studies.” February 28, 2005.
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context of thenewly-created U.S. Northern Command, toincludeland and seaforces.
But some Canadianswere concerned that such amovemight impinge upon Canada' s
sovereignty, and in August 2002, the Canadian government announced that its land
and sea forces would not be participating in the command. In December 2002,
however, thetwo countries signed anew accord creating abinational planning group
(BPG) based at NORAD to coordinate responses to terrorist attacks and other crises.
The BPG issued its final report in March 2006; the panel put forward numerous
recommendations, including that thetwo countriesdevel op acommon security vision
and improveinteroperability through joint military planning, training, exercises, and
information sharing. In August 2004, Canada and the United States amended
NORAD to permitit to shareinformation onincoming ballistic missiles. Ottawaand
Washington al so agreed to expand the scope of the agreement to encompass nautical
surveillance.

Ottawa also long debated whether it should participate in the U.S. missile
defense (MD) system. Some analysts expressed reservations over the plan, in the
belief that it might spark anew armsrace, while others reportedly preferred to keep
Canada soptionsopen. Parliament held hearings on theissue, but no official policy
was enunciated. Finally, in May 2003, Canada said that it would enter into
discussions with the United States; a Canadian military affairs journalist described
Canada’s likely negotiating goals:

Canadawantsthe anti-missile shield run by NORAD — in effect, giving Canada
equal status in protecting North America and a finger on the trigger. Ottawa
wants a share of the industrial benefits and access to secret technologies, all
while paying little or nothing. And it continues to insist that space not be
weaponized.?

On February 24, 2005, the Canadian government said that it would not
participatein MD. However, Canada sambassador to the United States had pointed
out earlier that the two countries had aready agreed to allow NORAD to share
information with U.S. MD commands. U.S. officials expressed puzzlement and
disappointment with the announcement, noting that Canada had sent signals that it
would likely sign on. Polls showed that a majority of Canadians, particularly
Québeckers, opposed MD, leading some analysts to suggest that domestic political
pressures may have guided the decision. In late February 2006, newly named
Defense Minister Gordon O’ Connor said that the Harper government likely would

22 “Continental Divides.” By Sydney J. Freedberg, Jr. National Journal. March 23, 2002.
“Leading academics Examine Risks Inherent In Closer Military Co-operation With the
United States.” Canada NewsWire. April 26, 2002. “ CanadaWon’t Join Norad-Like L and-
SeaForce. By Rick Mofina.” Ottawa Citizen. August 15, 2002. “All For One?’ By Luiza
Ch. Savage. Maclean's. September 12, 2005. Binationa Planning Group. Final Report.
March 13, 2006. [http://www.canadianally.com/BPGFinalReport.pdf] “Tory NORAD
Agreement Wins Approval of House.” Globe and Mail. May 9, 2006.

% “Shoot Down Defence Dreamers.” By Paul Koring. Globe and Mail. June 25, 2003.



CRS-10

review themissiledefenseissueif asked to do so by Washington. Any final decision
on participation, he added, would be subject to a parliamentary vote.?*

In February 2002, Canadaagreed to participateinthefurther development of the
U.S.-led Joint Strike Fighter program, contributing $150 million over a 10-year
period. In December 2006, it was announced that the Canadian government had
committed an additional C$500 million for the devel opment of the aircraft, and had
agreed to purchase up to 80 of the new fighters to replace its own fleet of CF-18
planes when they areretired in 2017. Canadais apparently reaping rewardsfromits
participation; in May 2004, Jane's Defence Weekly noted that Canada “ has been
particularly successful in acquiring JSF contracts.” More recently, it was announced
that Canadian firms so far had won 147 contracts worth about $130 million.”

Although it has no troops stationed in NATO territory in Europe, Canada in
recent years contributed several hundred troopsto the NATO-led Stabilization Force
(SFOR) in the Balkans and 500 troops to maintain stability in Haiti. Canada also
supplied 200 troops to NATO’ s mission in Macedonia, and 600 to the initial U.N.
peacekeeping missionin East Timor. Inaddition, Canadacooperated “wing-to-wing”
with the United Statesin Operation Allied Force, the NATO campaign of air strikes
against targets in Serbia and Kosovo, contributing 18 CF-18 fighter aircraft and
providing two rotations of approximately 1500 troops each to KFOR. Canada also
provided 844 personnel to assist in the post-Hurricane Katrina relief activities in
New Orleans. Canada currently has hundreds of peacekeepers stationed in
Afghanistan, the Balkans, Africaand the Middle East.”®

Canada has been engaged in the debate over NATO's future. It supported
enlargement and hasannounced that it will participatein the NATO Response Force,
which the aliance agreed to at its November 2002 Prague summit. In April 2003,
Foreign Minister Graham, alongwith the Dutch and German governments, requested
that NATO take over command of ISAF in Afghanistan; in February 2004, a
Canadian general took over command of the peacekeepersin Kabul.?’

Canada has al so made military contributionsto the global war on terror. It was
one of the first countries to join the military operation in Afghanistan. In October,
2001 the government launched Operation Apollo, in support of U.S. Operation
Enduring Freedom. Nearly 900 infantry troops and approximately 40 members of

# “Canada and the U.S. Missile Defense System.” Dwight M. Mason. CSSHemisphere
Focus. January 9, 2004. “Martin and the Politics of Missile Defense.” Globe and Mail.
May 1, 2004. “Missile Defence Won't Work.” Ottawa Citizen. December 15, 2004.
“Martin’s Move Irritates U.S.” By Sean Gordon. Toronto Sar. February 24, 2005.
“Minister Backs U.S. Missile Plan.” Toronto Star. February 24, 2006.

% “Canadian Firms Big Winners In U.S. Jet Project.” National Post. April 21, 2006.
“Canada Commits Up To $500 Million to the Development of CF-18 Replacement.” The
Canadian Press. December 13, 2006.

% Current Operations. May 9, 2007. Canadian Department of National Defence web page:
[http://www.forces.gc.calsite/operations/current_ops_e.asp].

ZT“NATO UmbrellaSought.” By Allan Thompson. Toronto Sar. April 4, 2003. “NATO
Sees Key Role For Canada In Afghan Security.” Reuters. May 6, 2003.
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Canada' s specia forces unit, Joint Task Force 2, served in the initial combat in
Afghanistan. Their main task was to provide airbase security, but they were also
involvedin delivering humanitarian aid and in combat missions, including Operation
Anaconda. Other Canadian military assets supporting Operation Enduring Freedom
haveincluded anaval task force group and transport and surveillance aircraft. Along
with British and U.S. troops, Canadian forces are currently serving on the front line
inthe combat operationsto counter attacks by al Qaedaand Taliban fighters. A total
of 54 Canadians, including one diplomat, have died in Afghanistan. The most recent
casualties occurred in April 2007, when improvised explosive devices killed 8
Canadians.

In August 2005, aCanadian Provincial Reconstruction Team began an 18-month
missionin Kandahar. Asof January 5, 2007, Canadahad 2,500 troopsin the country.
Ottawa has provided humanitarian and reconstruction assistance to Afghanistan. In
February 2007, the Harper government announced that it would increase by C$200
million the annual allocations of C$100 million for Afghanistan.”

Foreign Policy Background and Issues. After Chrétien became prime
minister in 1993, someanalysts concluded that he had “ tilted Canada sforeign policy
towards the more explicit pursuit of economic self-interest and away from concerns
about human rights abroad.”® Under Lloyd Axworthy’s leadership beginning in
1996, however, many observers detected a swing in attitude at the Foreign Affairs
Ministry back toward Canada assuming the role of “soft power,” relying on its
reputation asan honest broker to hel p effect consensusthrough negotiation and moral
suasion rather than military force or economic sanctions.* In the most significant
example of this approach, Axworthy launched the “Ottawa process’ to reach
agreement on atreaty banning the manufacture, trade, and use of antipersonnel land
mines; the effort culminated in aDecember 1997 conference at which morethan 100
nations signed the accord. The United States did not sign the pact.

John Manley replaced Axworthy in 2000; in January 2002, when Manley
became Deputy Prime Minister, Bill Graham, chairman of the parliamentary
committee on foreign affairs and international trade, took over. According to one
writer, Graham “can often sound like Axworthy,” while others believe he placed
moreemphasison pragmatism.® In July 2004, Martin reshuffled hiscabinet, moving

% “Backgrounder: Canadian Forces Operationsin Afghanistan.” January 5, 2007. DND
website: [http://www.forces.gc.calsite/newsroom/view_news_e.asp?id=1703]. “Canada’ s
New Government Substantially Boosts Support To Development Efforts In Afghanistan.
Website of the Prime Minister's office.” February 26, 2006. [http://www.pm.gc.caleng/
media.asp?category=1& id=1552]

# “Canada Bows Out As ‘Boy Scout’ To the World.” By Jeffrey Simpson. Hemisfile:
Per spectives on Political and Economic Trendsin the America. July/August 1995.

%0« Canadato Play Global Roleas' Soft Power.”” By MikeTrickey. Ottawa Citizen. March
3, 1998. “Ottawa s New-Age Diplomacy Ruffles Many Feathers in Washington.” By
Steven Pearlstein. International Herald Tribune. February 22, 1999.

31 “QOut of Africa: The Perils For A PM.” By Anthony Wilson-Smith. Maclean’s. March
25, 2002.
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Graham to Defense and replacing him with Pierre Pettigrew, a Québecker. In
February 2006, Harper named Nova Scotian Peter MacKay Foreign Minister.

As a middle power, Canada has exercised a somewhat disproportionate
influence in world affairs, chiefly through its active participation in international
organizations, including the G-8, and the Asi a-Pacific Economic Cooperation forum.
From 1998-2006, Canadian diplomat Louise Frechette served as Deputy Secretary
General of the United Nations, and from 1996-2006 Canadian Donald Johnston was
Secretary General of the Organization for Economic Cooperation and Devel opment.
The president of the International Criminal Court is Judge Philippe Kirsch from
Canada. The first head of the U.N. War Crimes Tribunal was Canadian Louise
Arbour. In June 2005, Canadian Air Force General Ray Henault was named head of
NATO’s military committee.

Canada and the United States have worked closely together in a number of
troubled regions. One example of such cooperation over the past decade was the
U.N. missionin Haiti, where a contingent of the Canadian armed forces, along with
members of the Royal Canadian Mounted Police, took the reinsfrom departing U.S.
forces who had helped restore the democratically elected government in Haiti in
1994. In 2004, after the Aristide government stepped down in the face of armed
rebellion, Canada joined the United States and France in providing peacekeepers to
the U.N.-authorized Multinational Interim Force sent to the troubled island; Canada
dispatched 6 helicopters and nearly 500 troops. Ottawa also said it would provide
C$1 million in emergency aid to flood victimsin Haiti and the Dominican Republic.

U.S.-Canada Agenda. Canada was disinclined to expand the war on
terrorism beyond Afghanistan to Irag. In February 2002, Foreign Affairs Minister
Graham stated that Ottawa would oppose U.S. unilateral action against Iraq unless
Baghdad were linked to terrorism, or it were “shown that they are amassing their
weapons of mass destruction with a vision of using them against someone in the
immediate future....” Later, when asked whether Canada would require “tangible
proof” of a connection between terrorists and the Iragi government before Canada
would consider joining a military action against Irag, Graham replied “Yes,
absolutely.”*

In September 2002, during a brief meeting in Detroit with President Bush,
Chrétien reaffirmed Canada’ s preference for a U.N. mandate, a stance that strongly
reflected Canadian public opinion. Two months later, Washington requested of
Ottawa specific military commitments in the event of a conflict with Irag, but no
definitive answer was given. Over the following months, the government’s
statements on Iraq were characterized by the media as imprecise and at times
contradictory, an apparent attempt to keep options open. But in the House of
Commons on March 18 2003, Chrétien stated unequivocally that “ Canada will not

%2 “CanadaWon't Back War On Irag.” By Mike Trickey and Hilary Mackenzie. Ottawa
Citizen. February 15, 2002. “CanadaFM Requires Proof Of Terror Links For War Beyond
Afghanistan.” Agence France-Presse. March 11, 2002.
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participate.”** One week later in Toronto, U.S. Ambassador Cellucci delivered a
speech in which he expressed the Bush Administration’ s disappointment with the
Canadian government’s decision. The remarks raised strong concerns in Canada
over the state of bilateral relations, particularly after the White House postponed a
state visit by President Bush to Ottawa. In April, seeking to repair the apparent rift,
Secretary of State Powell acknowledged that “differences will come along,” and
declared the two countries to be “inseparable.”

Washington subsequently requested that Canada assist in the reconstruction of
Irag by sending troops or military police. Ottawa responded by offering 150
members of its Disaster Assistance Response Team, a non-traditional military unit
consisting of security, engineering, and medical personnel. Since then, Canada has
provided funding in a number of areas, including humanitarian and reconstruction
aid, support for elections, and policetraining. Altogether, the Canadian International
Development Agency has pledged C$300 million in assistance to Irag. In January
2004, Canada announced that it would cancel Iraq’s $564 million debt.

Cuba has been another issue where the two countries have not seen eye-to-eye.
For decades, Canadaand Cubahave had rel atively extensive businesslinks. Because
of this ongoing commercia relationship, Canadian government officials have
publicly criticized aU.S. law (the Cuban Liberty and Democratic Solidarity Act, P.L.
104-114) that seeks to apply indirect pressure on the Castro regime by permitting
Cuban-Americansto file lawsuits against foreign firmsthat use Cuban property that
was expropriated by the Castro regime. U.S. supporters of the Cuba embargo have
been critical of Canadian mining companies and hotel chains that do business with
the island nation. Canadians, who are sensitive to being perceived as America's
“junior partner,” object that the law amounts to the United States forcing itsforeign
and commercial policiesupon other countries. In 2003, after the Castro government
handed down Draconian prison terms to severa political dissidents, Ottawa
expressed official disapproval .*

The International Criminal Court (ICC) is another issue on which the two
countries differ. Canada has long been a leading advocate of the U.N.-sponsored
tribunal, while some U.S. policymakers have opposed U.S. participation on the
grounds that it might make U.S. military personnel vulnerable to politically
motivated prosecution by hostile regimes. In May 2002, the Bush administration
declared that the United States would not support the ICC; the same day, Foreign
Minister Graham declared that he was “extremely disappointed” with the U.S.

¥ “Well, Maybe ... .” Economist. September 28, 2002. “PM Scolds McCallum On
Canada's Role In Irag.” By Shawn McCarthy and Daniel Leblanc. Globe and Mail.
January 16, 2003. “Bravos Greet Chrétien.” By Tim Harper. Toronto Sar. March 18,
2003.

3 “powell Says Canadaand US‘ Inseparable’ Friends Despitelraq Tiff.” By Robert Russo.
Canadian Press. April 15, 2003.

¥ “Chrétien AdmitsHaving ‘ A Problem’ With Cuba, But Will Maintain Pressure.” Agence
France-Presse. April 10, 2003.
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decision. InaU.N. speech four monthslater, Graham faulted the United States“for
its ‘ad hoc and unilateral pursuit’ of the prosecution of crimes against humanity.”*

In the wake of the attacks on New York and Washington, U.S.-Canadian
relationscametothefore. Inparticular, theissueof U.S.-Canadaborder security was
brought into sharp focus. The issue first became a matter of urgent concern in
December 1999, when U.S. border officials, acting on a tip from Canadian
authorities, stopped Ahmed Ressam at the U.S.-Canadian border as he was
attempting to smuggle explosivesinto the United States; it was|ater discovered that
Ressam had planned to bomb the Los Angeles airport, and that he had received
terrorist training from Al-Qaeda in Afghanistan.

Despite the fact that none of the 19 September 11 highjackers entered from
Canada, the attacks sparked renewed debate over Canadian laws regarding the
treatment of immigrants seeking refugee status or political asylum. By February
2002, Ottawa had already made “ steps to tighten immigration and refugee policies,
including more rigorous screening of people who claim refugee status and stepped
up detentions and deportations of claimants suspected of being security risks.”*’

Some American policymakers pointed to the Ressam case as proof that the
United States must tighten its borders with Canada. Skeptics, however, note that
such measures might seriously impede commerce by creating long delays at border
crossings, and that determined terrorists and criminals would at best be
inconvenienced, not stopped, in traversing the two countries' 5,500-mile border.
About 70% of U.S.-Canada merchandise trade crosses the border by truck; many of
these shipments are “just-in-time” deliveries, their delay at border crossings can
seriously disrupt manufacturing in the United States and Canada.® Both sides have
strong incentives to strengthen security but keep goods flowing.

Since the September 11, 2001, attacks, Ottawa and Washington have taken
numerous steps, separately and jointly, to improve border control. In December
2001, they signed the Smart Border declaration that aims at improving security and
efficiency at border crossings; the agreement lays out a 30-point (since increased to
32-point) list of areas of joint activity, ranging from pre-clearance of goods (the
FAST program) and people (NEXUS), to biometric identifiers, to infrastructure
improvements. The cooperation covers crossings by air, land, and sea traffic. In
December 2002, the two nations signed the Safe Third Country agreement, which
will permit coordination of refugee and asylum policy.

Ottawaand Washington are currently working to resol veissues surrounding the
Western Hemisphere Travel Initiative, a provision of a 2004 U.S. law that will

% “CanadaRaps U.S. Rejection Of World Criminal Court.” By David Ljunggren. Reuters.
May 6, 2002. “U.S. Rift With Allies On World Court Widens.” By Julia Preston. New
York Times. September 10, 2002.

3 “Al-Qaida In Canada? CBSNEWS.com. April 25, 2002. “Canada Alters Security
Policy To Ease Concerns of U.S.” By Clifford Krauss. New York Times. February 18,
2002.

% “Delays at the Canadian Border Eat Up Trade.” By John Stark. AP. February 1, 2003.
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require travelers passing between the two countries to present a passport, or an
equivalent document, at the border — possibly as early January 2008. Travel-
dependent businesses, particularly in Canada, are concerned that the cost of acquiring
either a passport (only about 25% of Americans and 40% of Canadians hold
passports) or similar ID would inhibit travel; other critics are worried that the
requirement could indirectly discourage Asian and European investment in both
countries. Canadian officials say they are hoping that the United States can agreeto
a requirement that travelers display an aternative document that is secure,
inexpensive, and would be carried anyway — for example, a driver’s license
containing enhanced biometric information.*

Canada’ scustom service stepped up the purchase of high-tech X-ray equipment,
and U.S. and Canadian customs agents are working together, inspecting containers
at several Canadian and U.S. seaports. Border security personnel levels have aso
been beefed up, and Integrated Border Enforcement Teams have been established in
high-priority regions. Canada also has set up an Air Transport Security Authority,
which, among other activities, is responsible for pre-board screening.

The Martin government in December 2004 created a Department of Public
Safety and Emergency Preparedness, a counterpart to the U.S. Department of
Security (DHS), and a Border Services Agency. Recent Canadian federal budgets
have contained new monies for security-related priorities such as intelligence,
maritime and cyber security, threat assessment, and emergency response.

Canada has taken other actions beyond the realm of border security, including
freezing terrorists assets, broadening the scope of terrorist activities punishable by
law, extending police investigative powers, introducing legislation that would put
restraints on fund-raising activities by extremist organizations, expanding
cooperation between the FBI and the Royal Canadian M ounted Police, andincreasing
outlays for countering nuclear, biological, and chemical weapons attacks.

In early June 2006, Canadian tactical police squads conducted a series of raids
in the Toronto area, arresting 17 individuas. The arrests were made in accordance
withthe Anti-Terrorism Act passed latein 2001. Thegroup reportedly had discussed
attacking several possibletargets, including power plants, a Canadian military base,
the Toronto Stock Exchange, and other prominent sites. The plan involved having
some members of the group detonate truck bombs while another group reportedly
would storm the parliament buildings and capture hostages. Prime Minister Harper
was said to have been a key target; he allegedly was to be beheaded if he failed to
order awithdrawal of Canadian troops from Afghanistan, as well as the release of
jihadist captives. Most of the 17 were men and youthsin their teensor early 20s. All
were either Canadian-born or had immigrated to the country at an early age. The
suspects had a variety of backgrounds; some were students, some held jobs, and
some were unemployed. Many were from middle class backgrounds, and few of
them had criminal records.

%9 %A Tightening Border Has Canadians Worried.” By lan Austen. New York Times. April
15, 2006.
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U.S. Secretary of State Condeel ezzaRice praised thepolice operation as“avery
great success,” and other U.S. officials claimed that the arrests proved that Canada’s
law enforcement and intelligence services are doing an excellent job of ensuring
security. An FBI spokesperson said there was “no imminent threat” to the United
States stemming from the Toronto operation. However, some U.S. Members of
Congress claimed that Canada maintains lax immigration and asylum policies, and
that the arrests demonstrated that stricter controls over the U.S.-Canada border are
in order. The incident prompted close consultations between U.S. and Canadian
policymakers and law enforcement officials. The operation has not arisen as a
domestic political issue in Canada, but it has renewed debate about Canada's
immigration practices, its commitment to a multicultural environment, its security
measures, and the presence of its troops in Afghanistan.®

During a March 2005 summit meeting in Texas, President Bush, Mexican
President Vincente Fox, and Prime Minister Martin agreed to a Security and
Prosperity Partnership of North America.  The initiative is intended to provide
security for the continent agai nst criminal activitiesand external threats, whileeasing
the flow of goods and travelers who cross the borders between the three countries.
It also aims to improve prosperity in al three countries through promoting
cooperation in a number of areas, including health, food safety, environmental
protection, transportation, energy, andfinancial services. Government officialsfrom
all three countries meet in working groups to discuss was to eliminate duplication
and harmonize regulations. Presidents Bush and Fox, joined by Harper, met again
in March 2006 and agreed to five priority areas: 1) competitiveness and regulatory
cooperation, 2) emergency management, 3) avian and pandemicinfluenza, 4) energy
security, and 5) smart, secure borders. In February 2007, cabinet officials from the
three governments met in Ottawa to review progress and plan the next phase of
cooperation.*

Economic and Trade Issues

Canada’' s economy in recent years has proven itself to be resilient. Despite
afflictions caused by what the Globe and Mail referred to as*the Four Horsemen of
the Apocalypse — BSE, forest fires/hurricane, SARS, and a massive blackout,”
Canada’'s GDP grew by 3.3% in 2004 and by 2.9% in 2005 and 2.7% in 2006.
Annual inflation in 2006 stood at 2.0%, buoyed up in part by higher petroleum and
natural gasprices. The April 2007 unemployment rate was 6.1% — the lowest rate
in 33 years.”

0% Canada’ s Terror Sweep Grabs Spotlight in U.S.” Canadian Press. June 3, 2006. “U.S.
Praises Canada On Terror Arrests But Critics Blast Immigration Laws.” Canadian Press.
June 4, 2006. “Terrorists In Toronto: |Is Canada Safe? Are We?' By TanyaPrimiani and
Christopher Sands. CSSCommentary. Center for Strategic and International Studies. June
20, 2006. “The Toronto Terror Plot.” Economist. June 10, 2006.

“1 See SPP website: [http://www.spp.gov/].

“2“Federal Budget 2004.” Globeand Mail. March 24, 2004. Economic dataarefromwire
service reports and from “The Economy In Brief, April 2007.” Website of Department of
Finance Canada. Updated April 11, 2007. [http://www.fin.gc.ce/dECONBR/ecbr07-
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Although the Canadian economy overall isin healthy condition, prosperity has
been somewhat uneven over the past decade. British ColumbiasufferedfromAsia’'s
financial turmoil, and the prairie provincesfromthelossof livestock export revenues
caused by the BSE scare. In addition to SARS, Ontario was pummeled by the
August 2003 blackout. The economy of oil-rich Alberta, on the other hand, has
benefitted significantly from higher petroleum prices.”® U.S.-Canadian interest rate
gaps, along with strong oil prices and sound fiscal policies, boosted the value of the
Canadian dollar (known as the “looni€”) 20% against the U.S. dollar after 2003.
Some economists are concerned that this may affect Canada s export sector, which
over the past two decades has increasingly represented a significant share of the
economy. In 2006, Canada enjoyed a current account surplus of $21.5 billion.

In February 2003, Chinese officialsannounced the outbreak of the severe acute
respiratory syndrome (SARS) and in March, it was discovered that a traveler had
carried the disease to Toronto. Eventualy, about 150 Canadians contracted the
illness, and 23 died. Canadian health authorities made strenuous efforts to contain
the sickness, and in April, the World Health Organization lifted the travel advisory
it had placed on Toronto.** The Martin government announced the establishment of
a Canadian Public Health Agency, which will play arole similar to that of the U.S.
Centers for Disease Control and Prevention. Many public heath officials on both
sides of the border are worried over the possible spread of avian influenza. Bird flu
has a much higher mortality rate and is a matter of serious concern to
epidemiologists. The security of thetwo countries’ food suppliesisanother areathat
policymakers continue to monitor.

Canada is the United States' largest supplier of energy — including oil,
uranium, natural gas, and el ectricity — and the energy rel ationship hasbeen growing.
Canada is the world's seventh largest petroleum producer, and its reserves are
believed by someto be second only to those of Saudi Arabia; Canada’ ssourcesof ail
includetraditional and offshorewellsand, increasingly, Alberta star sands. Canada
provides 17% of U.S. oil imports and supplies 18% of U.S. natural gas demand.
Canada is particularly valued because it is reliable source of energy, a key factor
contributing to U.S. economic security — it is not a member of OPEC. The two
countries are cooperating on the development of pipeline construction projects.
China recently has begun to show increasing interest in Canada's oil sector, a
development that is believed to have “ caused some consternation in Washington.”
Canadaal so anet exporter of electricity tothe United States, and the North American
electricity grid is closely interconnected. Following the August 2003 blackout, the

“2 (...continued)
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two sides have worked to develop improved standards for electricity transmission
reliability.*

Bilateral Trade Issues. The United States and Canada enjoy the largest
bilatera commercial relationship in the world; the U.S. State Department estimates
total two-way trade at $1.4 billion per day. Many analysts believe that the sharp
differencesof the past, over diverseitemsranging from automobilesto peanut butter,
are not as prominent today. A likely reason for this is the conclusion of two
important bilateral treaties: the 1988 U.S.-Canada Free Trade Agreement and the
1993 North American Free Trade Agreement. These documents, along with major
revisionsin the Uruguay Round of the General Agreement on Tariffsand Trade and
the creation of the World Trade Organization (WTO), contained mutual concessions
on commercial trade barriers, and, more importantly perhaps, established or
improved upon mechanisms for resolving disputes.*

Nevertheless, several trade issues — some old, some new — have yet to be
completely resolved. Many of these disputes involve long-running battles over
agricultural commodities or natural resources, including softwood lumber and farm
goods. Some analysts attribute the longevity of these conflicts to the inherent
incompatibility of the two countries’ different natural resource and agricultural
programs, others to the political sensitivity of the commodities under negotiation.

This was particularly true of the long-running dispute over softwood lumber.
A 1996 agreement restricting Canadian lumber exportsto the United States expired
in March 2001. Shortly thereafter, the U.S. Commerce Department launched
countervailing duty and anti-dumping investigations; in May 2002, the International
Trade Commission (ITC) found that Canadian imports threatened to injure U.S.
industry, and Commerce applied 27% (later reduced to 21%) duties on Canadian
softwood. Canada challenged the agency decisionsunder NAFTA and inthe WTO.
In August 2005, NAFTA affirmed earlier NAFTA decisionsresultinginanITC “no
threat” determination. Canadiansasserted that the United States should lift itstariffs
on softwood and refund some C$5 billion in estimated lumber duties, which might
otherwise be distributed to U.S. lumber producers under the Byrd Amendment. The
Bush Administration maintained, however, that the ITC “no threat” determination
(issued in September 2004) was superseded by a November 2004 “threat of injury”
determination issued by the ITC in response to a separate WTO decision. Further
complications arose later in August when aWTO panel preliminarily ruled that the
November threat determination was not in violation of WTO rules. Canada has
challenged implementation of the November ITC determination in U.S. court.
Finally, on April 26, 2006, the two sides announced that they had struck atentative

“ “Canada — Natural Resources.” Jane's Sentinel Security Assessment. June 13, 2005.
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U.S. Energy Information Administration. Country Analysis Briefs: Canada. Available
online at [http://www.eia.doe.gov/emeu/cabs/Canada/Background.html].

% “Current State of U.S.-Canada Economic Relations.” By Sidney Weintraub. American
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seven-year agreement on softwood. As part of a complicated formula, the United
States will allow unlimited imports of Canadian timber when market prices remain
aboveaspecified level; when pricesfall below that level, Canadawill impose export
taxes. In addition, the United States will return to Canada a large mgjority of the
dutiesit had collected.”

In May 2003, a cow in the Canadian province of Albertawas discovered to be
infected with bovine spongiform encephal opathy (BSE, or “mad cow” disease). The
United States banned importation of Canadian cattle or cattle products. The
Canadians quarantined severa ranches and destroyed and tested several thousand
animals. In September 2003, the United States began permitting importation of live
animals young enough to be at low risk of having the disease. In December,
however, a Canadian-born cow in Washington State was discovered to have BSE,
and most countries banned imports of U.S. beef. In January 2005, two new BSE-
infected animalswerefound in Canada. Inearly March, aU.S. federal judge blocked
aUSDA ruling that would have permitted more Canadian cattle to enter the United
States, and the Senate approved a White House-opposed resolution that would
overturn the rule. A U.S. appeals court reversed the blocked ruling in July,
permitting Canadian cattle to enter the United States. The two countries have been
cooperating bilaterally and in international organizations to develop consistent
approaches to animal health and food safety regulations. On May 2, 2007, a ninth
Canadian animal was discovered to be infected with BSE.®

Regardless of the occasional rancor of U.S.-Canadian trade disputes, there is
little danger that such conflictswould ever escalateinto afull-blown tradewar. The
Canadians in particular have a strong incentive to resolve feuds and maintain close
tradetieswith the United States. The Canadian economy isheavily export-oriented,
and its largest trading partner by far is the United States, takes more than 80% of
Canada’ sexportsand isthe source of nearly two-thirdsof itsimports. And although
sharp disputes still plague the enormous bilateral trade relationship, it isimportant
to bear in mind that such disputes normally affect only 2% of trade.

Environmental Issues

The United States and Canada, which share a common border that stretches
5,500 miles, cooperate extensively on environmental matters. Sincethey signed the
Boundary Waters Treaty in 1909, the two countries have, through the International
Joint Commission, worked together on protecting and maintai ning border waterways,
especialy the Great Lakes. In 1978, the two signed the Great Lakes Water Quality
Aqgreement.

4“U.S. Gets a Lift In Lumber Fight With Canada.” By lan Austen and Clifford Krauss.
New York Times. August 31, 2005. “Conservative Government Wins Softwood Truce.”
Globe and Mail. April 28, 2006.

“8 For further information, see CRS Report RS22345, BSE (“ Mad Cow Disease” ): A Brief
Overview. By Geoffrey S. Becker. “Mad Cow CaselsFound In Canada.” New York Times.
April 17, 2006.
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The long feud over Pacific salmon — one of the more prominent bilateral
disputesin recent years— had both environmenta and commercial aspects. Canada
contended that American fishermen were taking more than their equitable share of
the migratory fish; the United States, on the other hand, maintained that its fishing
wasin accordance with the 1985 Pacific Salmon Treaty and with sound conservation
practices. Talks resumed in 1997, and the two sides finally reached an accord in
1999; both countries are monitoring implementation of the agreement.*

One area of contention concerns the diversion of the naturally-overflowing
waters of Devils Lake, in North Dakota. For flood-control purposes, the state has
constructed a channel that diverts excess water ultimately to the Red River, which
flows northward. Manitobans have objected to this solution, arguing that the lake
water containstoxic chemicalsfrom agricultural runoff; they are also concerned that
the introduction of alien species of aquatic life may disturb the ecological balance
and endanger fishing in Lake Winnipeg, into which the Red River empties. The
Canadian government hasrequested that the case bereferred to the International Joint
Commission. In April 2006, after meetings between senior environmental officials
of the two governments, the United States agreed to install a permanent filtration
system at the Devils Lake outlet.

Other environmental problemsthetwo countries have dealt withinrecent years
include secondary wastewater treatment, control of predator fish introduced into the
Lakes by ocean-going vessels, and sustainability of the St. Lawrence Seaway. In
addition, the United States and Canadaconcluded ahazardouswaste trade agreement
in 1986; more recently, transboundary shipments of solid waste, particularly from
Ontario to Ohio, Michigan, and other U.S. states, have been under review. Thetwo
countries have continued the long-standing debate over the ecological impact of
possible development in Alaska s Arctic National Wildlife Refuge. Finaly, thetwo
sides continue to monitor the progress of the 1991 Canada-United States Air Quality
Agreement. On January 7, 2003, Canadian and U.S. officialsannounced anew Joint
Border Air Quality Strategy; under the initiative, pilot programs to reduce air
pollution will be devel oped involving stakeholders at the state, provincial and local
levels.

9 CRS Report RL30234, The Pacific Salmon Treaty: The 1999 Agreement In Historical
Per spective, by Eugene H. Buck.
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Border Security Issues™

Issue Definition. Border security has emerged as an area of public concern,
particularly after the September 11, 2001 terrorist attacks. Sincetheterrorist attacks,
the United States and Canada have been striving to balance adequate border security
with the facilitation of legitimate cross-border travel and commerce. As Congress
passes | egislation to enhance border security and the Administration putsinto place
procedures to tighten border enforcement, concerns persist with respect to the
potential for terroriststo exploit the border. Congress previously passed significant
border security-related legislation as discussed below, and issues pertaining to the
oversight of such legislation and their possible policy implicationsfor U.S.-Canada
border relations continue to be of interest to Congress. Theseissuesinclude (1) the
new requirement that Canadian nationals, along with other foreign nationals from
countriesin the Western Hemisphere, will soon need atravel document to enter the
United States; and (2) improvementsto infrastructure at theborder and portsof entry.

Background and Analysis. Boththe United States and Canada have taken
various measuresto better secure the shared border while simultaneously preventing
disruption to the flow of people and trade. While such efforts date back to 1995,
recent efforts include a 30-point plan, commonly referred to as the “ Smart Border
Accord” (signed on December 12, 2001). The declaration includes a 30-point (now
32-point) plan to secure the border and facilitate the flow of low-risk travelers and
goods through coordinated law enforcement operations, intelligence sharing,
infrastructure improvements, improvement of compatible immigration databases,
visa policy coordination, common biometric identifiers in travel documents,
prescreening of air passengers, joint passenger anaysis units, and improved
processing of refugee and asylum claims, among other things. Previously, on
December 3, 2001 the two countries signed a joint statement of cooperation on
border security and migration that focuses on detection and prosecution of security
threats, thedisruption of illegal migration, and the efficient management of legitimate
travel. Other efforts to increase border security between the U.S. and Canadian
government include the 1999 Canada-U.S. Partnership Forum (CUSP) and the
February 24, 1995, joint accord, Our Shared Border.

Congress aso took action to better secure the border by passing the USA
PATRIOT Act (P.L. 107-56). The act authorized the Attorney General to triple the
number of border patrol personnel and immigration inspectors aong the northern
border and authorized $50 million for the former INS to make technological
improvements and to acquire additional equipment for the northern border. The
Enhanced Border Security and Visa Reform Act of 2002 (the Border Security Act;
P.L. 107-173) similarly authorized additional personnel and technological and
infrastructure improvements at the borders. The Border Security Act contained a
provision that required the devel opment of technology to track the entry and exit of
foreign nationals (referred to asthe US-VISIT program). Both the USA PATRIOT
Act and the Border Security Act required travel documentsto betamper resistant and
contain abiometric identifier that is unique to the card holder.

*! Prepared by Blas Nuiiez-Neto, Analyst in Domestic Security, Domestic Social Policy
Division.
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Western Hemisphere Travel Initiative. More recently, Congress passed
legidlation that requiresthe Secretary of Homeland Security, in consultation with the
Secretary of State, to develop and implement a plan as expeditiously as possible to
require apassport or other document, or combination of documents, “deemed by the
Secretary of Homeland Security to be sufficient to denote identity and citizenship,”
for all travelers entering the United States. Commonly referred to as the Western
Hemisphere Travel Initiative (WHT]I), this provision in the Intelligence Reform and
Terrorism Prevention Act of 2004 (P.L. 108-458) would haverequired American and
Canadian nationals (and other foreign national s) to present some form of approved
travel document to enter the United States by January 1, 2008. The DHS
AppropriationsAct of fiscal year (FY) 2007 included language modifying the WHTI
deadlinesin P.L. 108-458. The new deadline for implementation of WHTI is the
earlier of thefollowing two dates: June 1, 2009; or, threemonthsafter the Secretaries
of Homeland Security and State certify that a number of implementation
reguirements have been met. On November 24, 2006, DHS published aFinal Rule
concerning the acceptable WHTI travel documents for entry into the United States
through airports. The DHS final rule required al U.S. citizens and nonimmigrant
aliensfrom Canada, Bermuda, and Mexico to present avalid passport in order to be
allowed entry into the United States at airports starting on January 23, 2007.

The WHTI has fostered much debate in Canada as well as the United States.
Accordingto published reports, only about 23% of Americansand 40% of Canadians
own passports. These statistics have led some observersto voice concerns that the
increased documentation that will be required at the border may suppress travel
between the two nations. The Department of Homeland Security (DHS) and the
Department of State (DOS) recently announced that the vehicle for WHTI
documentation would be known asthe People Access Security Service (PASS). The
PASS card would be credit card sized, cost |essthan a passport, contain abiometric,
and provide documentation of citizenship. Issues surrounding the implementation
and oversight of WHTI will likely continueto be of concern for the 110" Congress.

Current Coordination Between the Two Countries. The U.S. and
Canadian governments continue to implement the provisions in the Smart Border
Accord. For example, both countries have expanded the NEXUS program to eleven
land border crossings. Both countries continue to explore the feasibility of creating
additional joint facilities at agreed upon ports of entry and sharing of information
through interoperable technology. Additionally, both countries have begun to take
stepsto share passenger information on high-risk travelers en route to either country
through arisk-scoring schemethat wasjointly devel oped; and in 2004, an automated
process to share “lookout” data between both countries was developed. However,
negotiations between the U.S. and Canada over two proposed pre-clearance pilot
programs were reportedly recently abandoned by DHS due to concerns about
Canadian legal restrictions on Customs and Border Protection officers’ authority to
fingerprint individuals who refuse inspection.
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Questions.

1. When fully implemented, the WHTI will make significant changesto the current
documentary requirements needed to enter the United States. What steps will the
Canadian government be taking to ensure that Canadian citizens are aware of these
changes? Will the Canadian government consider imposing similar requirementson
American citizens entering Canada?

2. In recent years, a number of different technologies, including the US-VISIT
program, have been implemented at northern ports of entry. With the advent of the
WHTI, the demand for improved infrastructure will continue to be critical. What
measures have been taken by the Canadian government to mitigatetheimpact of such
ademand at its border crossings?

3. The Smart Border Accord calls on the two countries to develop approaches to
move customs and immigration inspection activities away from the border. While
such an approach is aready present at Canadian airports, there has been interest in
expanding it to areas away from land ports of entry. What is the Canadian
government doing to facilitate this objective? What was the reason that negotiations
over the land-border pilot program failed? Arethere any potential solutionsfor the
problems that led to the pre-clearance pilots to be scrapped?
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Border Security: Trade and Commercial Concerns®

Issue Definition. The aftermath of the terrorist attacks on the United States
on September 11, 2001 increased scrutiny of the Canadian border asapossible point
of entry for terrorists or for weapons of massdestruction. The potential for economic
disruption that closing the border would cause has spurred cooperation between the
United States and Canada to improve border security in an atmosphere conducive
to continued and expanded commerce. Thisbrief details commercial considerations
in U.S.-Canadian border security discussions.

Background. The issue of border security is linked to the increased
integration of the United States and Canadian economies. This integration has been
aided by severa trade agreements, culminating in the North American Free Trade
Agreement of 1994 (NAFTA). These trade agreements not only eliminated tariff
barriers between the two nations, but also reoriented Canada’ s industrial structure
towards the United States. Industries in each country are now able to produce goods
for alarger continent-wide market, and productivity hasincreased through increased
economies of scaleand specialization. Such specialization led to increased bilateral
trade, much of it in intermediate products. This integration has, in turn, led to
industrial practices such as “just in time” parts procurement that depend on a
relatively open border.

The volume of economic activity across the border underscores the extent of
economic integration between the United States and Canada. Today, the United
States and Canada have the largest trading relationship in the world with over $1.5
billion per day in goods and services crossing the border in 2006. Canada purchases
22% of U.S. exports, ashare larger than Japan and the entire European Union. The
United States purchased 79% of Canadian goods exports in 2006, a sum that
represented approximately 25% of Canadian GDP. The Ambassador Bridge that
links Detroit, Michigan and Windsor, Ontario is the largest trade link in the world
with more than 7,000 daily truck crossings totaling more than $120 billion per year.

Action Programs and Initiatives. New initiatives to increase security of
the border without impeding the flow of commerce are being developed under the
Security and Prosperity Partnership (SPP), which waslaunched by the leaders of the
United States, Canada, and Mexico in March 2005. Many of theseinitiativesexpand
upon previous bilateral efforts by the United States and Canada, including the Smart
Border Action Plan of December 2001 consisting of 4 pillars: the secure flow of
people, the secure flow of goods, a secure infrastructure, and coordinated
enforcement and information sharing. The pillar concerned with the flow of goods
consists of initiatives on harmonized commercial processing, supply chan
management, clearance away from theborder, joint or shared facilities, enhancement
of information sharing, and infrastructure improvements.

The U.S. Bureau of Customs and Border Protection’s Customs-Trade
Partnership Against Terrorism (C-TPAT) and the Canadian Border Security

%2 prepared by lan F. Fergusson, Specialist in International Trade and Finance, Foreign
Affairs, Defense, and Trade Division.
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Agency’s Partners in Protection Program are supply-chain security initiatives in
which companies undertake audit-based compliance measures to enhance security
along the supply chain. Goods shipped under these programs are eligible for
preclearance away from the border. The SPP calls for the two programs to be
harmonized within two years.

The Free and Secure Trade (FAST) is a joint harmonized commercial
processing initiative at 21 border locations (as of April 2006), which provides for
dedicated inspection lanes to goods carried by approved lower-risk shippers, to
goods purchased from pre-authorized importers such as C-TPAT, and to goods
transported by pre-authorized drivers and carriers. A complementary program
(NEXUS) to expedite the secure movement of people has aso been established for
frequent travelers who have undergone security clearances on both sides of the
border.

Another objective of the border security efforts has been the screening of goods
entering North America. The ongoing U.S. Container Security Initiative (CS) is
designed to pre-screen high risk containers entering the United States at overseas
ports of departure. Under the SPP, the three countries will develop common
screening methods and technol ogy, establish criteriato identify high risk cargo, and
harmonizecargoinformationtechnology. Preclearanceand prescreeningisapossible
first step in the creation of aNorth American security perimeter, a concept whereby
clearance occurs at the first point of entrance rather than at the final border.

Status. Land preclearanceaway fromtheborder by U.S. and Canadian customs
agents working in each other’s territory is an issue that has proven controversial,
primarily due to concerns about sovereignty. Joint U.S.-Canada customs teams
already operate in the CSl ports of Halifax, Montreal, and Vancouver, as well as
Newark and Seattle-Tacoma, although the visiting agent servesonly an advisory role
with no enforcement powers. The SPP calls for negotiations on a U.S.-Canada
preclearance agreement with implementation of two pilot sites, the Peace Bridge
(Buffalo, NY -Fort Erie, ON) and the Thousand Islands Bridge (AlexandriaBay, NY -
Landsdowne, ON). However, these negotiationswere suspended on April 26, 2007,
over theissue of fingerprinting Canadian citizens crossing the border. Canadian law
doesnot providefor fingerprinting Canadian citizensthat have not been charged with
acrime.

A second issue is the ability of the transportation infrastructure to cope with
increased security measures. The aging condition and limited capacity of the land
border infrastructure preceded the terrorist attacks. For example, the Ambassador
Bridge and the Detroit-Windsor Tunnel, which together carry 25% of total U.S.-
Canadacross-border traffic, both openedin 1930. Approachesto the crossings, often
city streets, have been criticized as inadequate to the commercial needs of the 21
century. Thisissue affects the efficient implementation of security measures. The
FAST system provides for dedicated lanes at land border ports for expedited
preclearance. However, theselaneswill not savetimeif the FAST participant cannot
access this lane due to congestion or delays at the points of access. The SPP
completed apilot program that attained a25% improvement in border crossing times
at the Detroit-Windsor gateway in December 2005, yet the aging and adequacy of the
border infrastructure may affect whether such improvements are sustainable. A
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binational partnership to construct additiona crossing capacity at the Detroit-
Windsor gateway isengaged intechnical and environmental assessmentsof potential
new crossing sites; however, the opening of new bridge or tunnel capacity is not
envisioned before 2013.

Questions.

1. Is Canada doing enough to secure the border against the transit of terrorists or
weapons of mass destruction? Do Canadiansthink that the United States has placed
too much emphasis on securing the northern border against terroriststo the detriment
of efficient trade relations?

2. Is Canadian sovereignty threatened by having U.S. customs agents with
enforcement powersactiveon Canadian soil? Do you believethefingerprinting issue
is a make-or-break issue concerning land preclearance? What are the elements of
sovereignty that most concern you? Is legisative action necessary to permit this
cooperation?

3. Are Canadian business and government officials concerned that another terrorist-
related border shutdown could cause the rel ocation of business to the United States
or dampen the attractiveness of Canada as a recipient of foreign investment?

4. Who should pay for the replacement or improvement of aging border
infrastructure? Should business pick up part of the tab?



CRS-27

Immigration and Refugee Policies™

Issue Definition. Should the United States be concerned that Canada’'s
immigration and refugee laws and policies pose athreat to its national security? If
so, what has been theimpact of the implementation of the 2002 Agreement designed
to require many potential refugees to present their claimsin their first safe country
of entry?

Background and Analysis. Although Canada does not have country or
worldwide quotas, the government does establish annual targets. In 2005 and 2006,
Canada accepted approximately 260,000 and 250,000 new permanent residents,
respectively. An additional 100,000 persons were accepted annually as temporary
residents. Many of these persons were unskilled workers or students. New arrivals
as permanent and temporary residents total more than 1% of the entire Canadian
population. Asian countries, such as China, India, Pakistan, and the Philippines, are
heavily represented at the top of the list of countries from which Canada’'s
immigrants come, but no one nation dominates. Iran is the country closest to the
Middle East that recently has been in the top ten. Security checks are conducted by
federal authorities. Because Quebec, however, has an agreement with the federal
government that allows it to select immigrants intending to settle in that province,
Quebec’ ssystem adds a second screening processfor itsapplicants. Quebec also has
addressed security concernsby adjustingitsprogramsfor recruitingimmigrants. The
federa government and Quebec use points systems for assessing independent
applicants that recently were changed to attract more highly skilled and educated
immigrants. Canada already accepts a much higher percentage of independent
immigrants and a much lower percentage of family class immigrants than does the
United States.

Onenotablefeature of Canadianimmigrationisthat nearly three-quartersof the
personsaccepted settleinthethreelargest cities: Toronto, Montreal, and VVancouver.
Thistendency, combined with the high rate of immigration, hasraised someconcerns
about destructive “diaspora nationalism” emerging in these concentrated
communities. The 2005 bombingsin London, which apparently were conducted by
personswho had lived most of their livesin the United Kingdom, aswell asthe 2006
arrestsof agroup of Muslimswho had been raised in Canadaand had planned attacks
in southern Ontario have fueled this concern. However, this problem is not unique
to Canada and opposition to immigration has not been voiced nearly asloudly or as
forcefully as it recently has been in parts of Western Europe. In fact, immigration
still generally is viewed as an opportunity for growth in what would otherwise be a
declining population.

The Canadian policy for asylum applicants is a far more contentious issue
within the country than immigration, not so much for its negative effects within
Canada, but becauseit generally isbelieved to invitefraud and abuse. Between 1989
and 2004, an average of about 30,000 refugee claims were presented annually. In
2001, this number rose to about 45,000 before falling back to approximately 39,000

3 Prepared by Stephen F. Clarke, Senior Foreign Law Specialist, Western Law Division,
Law Library of Congress.
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in 2002. 1n 2006, the number of refugees was approximately 32,500 and about 47%
of the applications were accepted. This number is higher than the corresponding
figureinthe United States. Of particular concern to Canadian officials prior to 2005
was thefact that approximately 40% of the overall total claimants and some 70% of
port-of-entry claimants had entered Canada through the United States. There was
significant evidencethat illegal migrantswereabusingtheU.S. Non-Immigrant Visa
system to access North Americaand the Canadian asylum system to stay in Canada.
Canada is attractive to these persons because it detains few undocumented refugee
claimants pending independent identification, and becausethefederal and provincial
governments grant immediate assi stance to applicants who have yet to substantiate
their claims. The result has been that the majority of Canada' s refugee claimants
arrive in Canada without any documents and are allowed free entry into the country,
even though it is clear that many disposed of the documents they had before coming
to Canada. While Canadian officialsdo not routinely detain undocumented arrivals,
Canada has created new facilities for the detention for persons who may be viewed
as posing a security or flight risk.

A number of U.S. television programsthat have portrayed the Canadian refugee
system as extremely liberal have received considerable attention in Canada. Most
of these segments have mentioned four high-profile cases of terrorists from the
Middle East who entered Canada as refugees with the intention of launching attacks
against U.S. targets. Among these examples was the case of Ahmed Ressam, who
was arrested four years ago while crossing the border with explosivesthat he planned
to set off at Los AngelesInternational Airport. Also highlighted have been the cases
of suspected terrorists who have remained in the country for many years while
fighting their way through a very lengthy appeal process. In 2002, the Supreme
Court of Canada ruled that two persons linked to terrorist organizations could be
deported to countries where they might face torture when security concerns so
require. One of these individuals was returned to Iran, but the other has continued
fighting his extradition to Sri Lanka.

American media coverage of the Canadian refugee system has elicited awide
range of responses. While a number of commentators agree that the United States
has good reason to fear that Canada’s refugee policies can be easily employed by
terroriststo enter North America, others contend that terroristsare morelikely to use
other meansto enter both Canadaand the United States. Many analysts point out that
there is no evidence that any of the September 11 hijackers had a Canadian
connection, and that the refugee system essentially has been used for “queue
jumping” by enterprising personswho might not qualify under Canada’ simmigration
laws. Proponents of this view question how great the security risk to the United
States can be if a significant number of claimants are coming to Canada from this
country.

In December 2002, the United States and Canada signed a Safe Third Country
Agreement to allow immigration officialsin both countries to require most persons
seeking asylum at a border crossing to go back and present the claims in their
respective countries. Thistype of Agreement had been called for in the Action Plan
to the Smart Border Declaration signed in the aftermath of the September 11 attacks
in the United States. Implementation of the Agreement was delayed by the lengthy
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and complicated process for drafting and approving appropriate regulations in the
United States, but it finally went into force at the beginning of 2005.

Although the Safe Third Country Agreement aimsto limit asylum shopping and
the filing of multiple claims, it is limited in scope and subject to several major
exceptions. One major limitation isthat it only covers the presentation of claims at
land border crossings. Airport and marine facilities are not covered because, as the
drafters of the Agreement have explained, authorities know that persons are in the
other country only in instances where they are seen crossing the border. However,
critics contend that thiswill simply encourage awould-be refugee claimant to sneak
into his or her country of choiceillegally or fly into a country of choicein order to
present aclaim. The Agreement also contains very broad exceptions for relatives,
including relatives of other asylum seekers, and it allowsthe partiesto “ examine any
refugee status claim made to that party where it determines that it isin the public
interest to do so.” Because the Safe Third Country Agreement generally is opposed
by refugee groupsin both countries, it islikely that internal pressure will be put on
both countries to invoke this reserved right in particular cases.

Statistics show that the number of refugee claims presented at border crossings
in Canada declined by approximately 40% in the first half of 2005, and fewer than
20,000 total claimswerefiled for the entire year. Although this datawould suggest
that the Safe Third County Agreement has had a dramatic impact, it also has been
noted that claims presented at airports, which are not subject to the Agreement,
initially were down about 25%. Thus, the Safe Third Country Agreement appearsto
have goneinto effect during aperiod in which the number of refugee claims already
was declining.

In February 2007, agroup of refugee organizations challenged thelegality of the
Safe Third Country Agreement in the Federa Court of Canada. These groups
contend that the United States does not fully comply with international conventions
andthat it hasflawsinitssystem. Inthe past year, Canada scourts have struck down
part of the definition of terrorism in the Anti-Terrorism Act and the procedure for
detaining suspected terrorists under the immigration laws.

Status of the Issue. In recent years, Canada s courts have extended many
rights and protections to refugee claimants, frustrating some attempts by the
government and quasi-judicia officersto eliminate abuses, enforce border security,
and combat terrorism.

Questions.
1. Could the Safe Third Country Agreement have had abroader application and will
it withstand judicial scrutiny on legal, including constitutional, grounds in Canada
and the United States?

2. Arethe well-reported cases of terrorists and potentia terrorists entering North
Americathrough legal means asign of a potentially much greater threat?

3. Why do Canadian and United States official smaintain different detention policies
in the case of undocumented refugee claimants?
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Canada and the WTO
Doha Development Agenda™

Issue Definition. A signatory to theHavanaTreaty in 1947, Canadawasone
of the founding members of the General Agreement on Tariffsand Trade (GATT).
Over theintervening half-century, Canadahas becomeal eading trading economy and
has become increasingly involved in shaping the world trading system through
several rounds of GATT and, since 1994, World Trade Organization (WTO)
negotiations. Canada played a key role in facilitating the 2001 launch of the Doha
Development Round. The Doha Ministeria Declaration set forth objectives in
several negotiating areas such as agriculture, industrial tariffs, services, and the
special needs of developing countriesin the international trading system.

Background and Analysis. Canada'sinterest in the world trading system
can be partly attributed to its dependence onit. In the half-century sincethe signing
of the GATT, Canada has developed an export driven economy. In 1947, Canada
exported approximately 2% of its GDP; that figure was 32% of GDP in 2006.
Imports of goods represent 28% of GDP. It was recently estimated that one-third of
Canadian employment isdirectly dependent oninternational trade. TheUnited States
is Canada’'s largest trading partner, buying 79% of its merchandise exports and
supplying 65% of Canada’ s goods importsin 2006. It must be noted, however, that
much of thistraderel ationshipisduemoreto the Canada-U.S. Free Trade Agreement
of 1988 (which wasincorporated into the North American Free Trade Agreement in
1994), than to multilateral trade liberalization. Recently, some commentators have
questioned the influence that Canada has on the WTO negotiations as well as the
relevance of those negotiations to Canadian trade flows.

The Doha Round negotiations are currently stalled. Four years into the
negotiations and after a string of missed deadlines for conclusion of the talks,
agreement on modalities— methodol ogies such asformulasfor tariff reductions by
which negotiations are conducted — still elude the agriculture, industrial market
access, services, and other negotiating groups. The negotiations were suspended in
July 2006 over the lack of progressin the agricultural talks. Informal discussions
have now resumed, but no breakthrough has been made.

Agriculture. Canadaand the United States broadly share common objectives
concerning agricultural negotiations begun in early 2000. As the fourth largest
agricultural exporter, Canada seeks to maximize reductions or elimination of trade
distorting domestic support and to improve market access for agricultural products.
Canada also supportsthe total elimination of export subsidies, which was agreed to
at theHong Kong Ministerial in 2005. However, Canadian negotiators haveresisted
attempts to include state trading enterprises (such as the Canadian Wheat Board) in
parallel negotiations on other trade-distorting export practices. Disciplines on these
entities are a priority for the United States.

> Prepared by lan F. Fergusson, Speciadist in International Trade and Finance; Foreign
Affairs, Defense, and Trade Division of CRS.
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Non-Agricultural Market Access (NAMA). TheUnited Statesand Canada
have similar goals for the NAMA talks. Canada's main objectives in tariff
negotiations are to seek broad-based market access opportunities, especially among
developing countries where tariffs on non-agricultural products remain high. It
favors the reduction of tariff rates through a Swiss formula approach adopted at the
Hong Kong Ministerial. However, it has not advocated specific coefficientsin the
talks. It hasfavored the negotiation of non-tariff barriersand, with the United States,
expanding theuse of sectoral tariff elimination agreements, specifically on chemicals,
forestry products, non-ferrous metals, fisheries, fertilizers and energy equipment.

Services. Negotiations on amending the General Agreement on Trade in
Services (GATS) have been in progress since early 2000. Canada’ s stated objective
IS to target sector requests to maximize the opportunities of Canadian service
exporters, especially small and medium enterprises (SMEs). Canada aso is
interested in providing additional labor mobility for its service professionals
overseas. Conversely, Canada is committed not to negotiate on liberalizing the
provision of servicesrelatingto itshealth care, education, or social services. Canada
has also declared that its cultural identity policies (including Canadian content
restrictions and media subsidies) will not be subject to the GATS, but instead it has
proposed the negotiation of a“New International Instrument on Cultural Diversity”
that would govern regulations concerning cultural industries.

Trade Remedies. Thelaunch of negotiationsat Dohato discipline, toclarify,
and to provide transparency in the use anti-dumping, subsidies, and countervailing
measures is a key priority for Canada. The government’s position in these
negotiations is to separate legitimate uses of trade remedy legislation from what it
consi dersdisguised attemptsat protectioni sm and has sought toimpose more specific
disciplines and increased transparency in the use of trade remedy measures. In
addition, Canada has objected to the use of these remedies by the United States and
has been engaged in anti-dumping and countervailing duty disputesat the WTO over
softwood lumber and wheat, and the Byrd amendment. The U.S. position has sought
to reflect the negotiating mandate of trade promotion authority, i.e. not to undermine
U.S. trade remedy laws. The United States has focused on promoting transparency
in the administration of trade remedy laws, adherence to appropriate standards of
review in dispute settlement panels, and addressing underlying trade distorting
practices.

Questions.

1. What isthe legidative process in Canada for approving trade agreements? Are
there legidlative procedures analogous to Trade Promotion Authority, or fast-track
procedures, approved by the U.S. Congress in 2002?

2. Have recent U.S. antidumping and countervailing duty cases against Canadian
softwood lumber and whesat stiffened Canada's resolve to press for additional
disciplines on trade remedies in the WTO negotiations? Given the general
opposition of Members of Congressto changesin U.S. traderemedy laws, what types
of disciplines can be agreed upon?
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North American Integration®

Issue Definition. Theterrorist attacks on the United Statesin 2001 fueled a
wide-ranging debatein Canadaover itsrelationship with the United States, including
thefeasibility or desirability of furthering the process of North Americanintegration.
While concerns in the United States over the U.S.-Canada border are focused
primarily on border security and immigration issues, the debate in Canada has
become much broader, encompassing suchissues as sovereignty, thedesirability and
feasibility of further economic integration with the United States, and even the
adoption of the U.S. dollar. This discourse is not unusual in Canada; questions
concerning its relationship with the United States continually loom large in policy
discussions. Recent initiatives, however, may spur the process of economic
integration.

Security and Prosperity Partnership (SPP). On March 23, 2005, the
leaders of the United States, Canada, and Mexico signed the Security and Prosperity
Partnership (SPP), apledgeto devel op aseries of security and economic cooperation
measures among the three countries of the North American Free Trade Agreement
(NAFTA). Ministerial working groups were established to develop concrete
proposals, thefirst set of which were announced in June 2005. Additional measures
were announced at the trilateral Cancun summit between Presidents Bush and Fox
and Prime Minister Harper in March 2006. This year’strilateral summit will take
place in Canadain August 2007. The impetus for the establishment of the SPP has
been the effect on trade from the increase in security along the border following the
2001 terror attacksaswell asthe growing perception among somethat NAFTA needs
to be reinvigorated in order to compete with the growing economic power of Asia.
Many of the security planks expand on the Smart Border Action Plan of 2001.

The* prosperity” rubric consists of aseriesof measures designed to enhancethe
competitiveness of North American business to better meet the pressures of
globalization. Some of the goals include cooperation on regulatory harmonization
with the establishment of atrilateral Regulatory Cooperation Framework by 2007,
a goal that may be announced at the trilateral leadership summit this summer; the
reduction of redundant and duplicative testing (what Canadian International Trade
minister David Emerson called “the tyranny of small differences’); sectoral
cooperation on steel, energy, autos, and air transportation, protection of intellectual
property, and detection and deterrence against counterfeit and pirated goods.

Many of these initiatives reportedly were chosen because they could be
undertaken through the regulatory process and would not require legislation. Some
initiativeswill bedevel oped by institutional structuresthat already exist, such asthe
North American Steel Trade Committee. Business groupsin the United States and
Canadahave generally supported thiseffort, and some have called for its expansion.
However, other groups have decried what they consider the undemocratic nature of
implementing regul atory changeswithout legidative approval and what they consider
the business-driven agenda of the initiatives. Some Canadians also fear that

> Prepared by lan F. Fergusson, Specialist in International Trade and Finance, Foreign
Affairs, Defense, and Trade Division.
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regulatory harmonization, given the wide disparity in population and economic
power of the two nations, would inevitably lead Canadato adopt U.S. standardsand,
implicitly, the policies behind them.

More generally, some in Canada believe the lesson from September 11 is that
increased cooperation with the United Statesisboth necessary and inevitable, given
the reality of Canadian trade flows and economic interdependence. Several long-
term economic options have received renewed attention, including a customs union,
acommon market, or amonetary union. These conceptsare not new; they have been
discussed inconjunctionwith* deepening”NAFTA. Consequently, thesediscussions
often involve Mexico as well.

Customs Union. The first step usually discussed regarding the further
integration of the North American economy is the creation of a customs union.
Members of a customs union commonly eliminate tariffs among themselves, and
erect common barriers against the rest of theworld. Boththe U.S. and Canada have
already eliminated all tariffs between each other under NAFTA, and have similar,
though not identical, tariff schedules with third countries. However, the continued
use of trade remedy laws against each other would be called into doubt. Although
customs dutieswould be paid at ports of entry at the perimeter of the customs union,
border agents would still enforce immigration, sanitary and phytosanitary, and
environmental laws, as a customs union does not imply a harmonization or mutual
recognition of each nation’s regulations.

Common Market or Economic Union. In addition to a common tariff
policy and free trade in goods and services, a common market would imply free
movement of capital and labor. At this point, harmonization of certain investment
and immigration issues would need to be agreed upon. A type of economic union
approaching that of the European Union would also require harmonized or mutually
recognized standards and regulations and perhaps some supranational institutions.
Although the United States and Canada share many developed country level
standards, thisform of integration would require regul atory harmonization or mutual
standardsrecognition. For example, would the United Statesadopt the metric system
to fulfill its obligations to harmonize standards? Could the two nations adopt
common forestry practices and management policies that have been at the heart of
the softwood lumber dispute? These questions illustrate the extent to which North
American economic integration may affect the governance of the United States,
Canada, and possibly Mexico.

Monetary Union. Theconcept of monetary uniontook holdin Canadaduring
the 1990s and early 2000s when the Canadian dollar steadily depreciated against the
U.S. dollar. However, since 2003 the loonie (named after the bird on the C$1 coin)
has risen over 40% from 2002 levels to US$0.90 by May 2007. The loonie is
benefitting from record high prices for energy and other primary products. Hence,
talk of the desirability of monetary union has been muted. However, those who
support monetary union argue that it would force Canada to make the necessary
structural adjustments that would make it more competitive with the United States.
In addition, business would also reap significant savings in transaction costs
associated with the huge volume of bilateral trade. Opponents of monetary union
contend that it would lead to an unacceptable loss of political and economic
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sovereignty. According to them, monetary policy would be dependent on (or tied to)
actions of the U.S. Federal Reserve, with which Canadawould havelittle influence.

Status of the Issue. Theactive pursuit of North American integration isnot
afront-burner issuefor either the United States or Canadian government. However,
the adoption of the SPP indicates that the three NAFTA countries are beginning to
think about the parameters of economic integration, and may betaking thefirst steps
towards the creation of a North American economic space.

Questions.

1. How does the Canadian public feel about closer economic ties with the United
States? Is there a perceptible difference on this issue anong Canadian political
parties?

2. Hasthelooni€ s appreciation since 2002 hurt the Canadian manufacturing sector
that previously relied on aweak currency to maintain competitiveness?

3. Has the Security and Prosperity Partnership received much attention in Canada?
Hasit proved controversial? Do you think Parliament and Congress should be more
involved in making these decisions?
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U.S. Imports of Canadian Softwood Lumber®

Issue Definition. The U.S. lumber industry has long argued that imports of
subsidized Canadian lumber were injuring U.S. producers. A 1996 agreement with
afee on lumber imports above a specified level expired on March 31, 2001, and the
U.S. lumber industry filed antidumping and countervailing petitions to restrict
imports. In May 2002, determinations of Canadian subsidies, of dumping, and of
injury to the U.S. industry led to a duty of 29% on most Canadian softwood lumber
imported into the United States. Canada challenged these findings under NAFTA
and before the WTO. Negotiations led to a seven-year agreement with Canadian
export charges depending on U.S. lumber prices, and the United States revoked the
countervailing and antidumping orders. Recent U.S. interest group complaints have
asserted unfaithful implementation of the agreement.

Background and Analysis. U.S. lumber producers have long expressed
concerns about imports of subsidized Canadian lumber. The Department of
Commerce (DOC) has investigated the imports several times over the past two
decades. In 1981, it found that Canadian subsidies were de minimis (insignificant).
In 1986, its preliminary finding was subsidies of 15% of sale values, the expected
duty was supplanted by a Memorandum of Understanding (MOU), with Canada
imposing a 15% export tax on softwood lumber. Canadawithdrew from the MOU
in 1991, arguing that the provinces had responded to the previous concerns. Thenext
investigation led to a6.51% duty in 1992, but this duty was successfully challenged
under the U.S.-Canada Free Trade Agreement. In 1996, the United States and
Canada reached a five-year softwood lumber agreement which established afee on
lumber imports from four Canadian provinces in excess of a specified level.

Tension between the United Statesand Canadaover softwood lumber trade may
be inevitable. Both countries have extensive forest resources, but vastly different
population levels and development pressures; vast stretches of Canada are till
largely undevel oped, while less area in the United States (outside Alaska) remains
relatively pristine. These differences have led to divergent forest policies. In
Canada, 90% of the forests are owned by the provincial governments, which have
allocated and priced timber to encourage development of the extensive timber
reserves. Inthe United States, 58% of timberlands are privately owned, and private
markets dominate the alocation and pricing of timber. U.S. federal and other
government-owned forests are regionally important, but the timber istypically sold
in a competitive market.

U.S. lumber producers assert they have been injured by subsidies that have
given Canadian producers an unfair advantage in the U.S. market. Canadian
provincia stumpage fees (for theright to harvest trees) are asserted to be subsidized,
leading to lumber prices that are less than their fair market value. The provinces
generally useleasesand administered feesto allocate and pricetimber. Administered
feesareunlikely to match market val ues, but determining whether the fees are below

% Prepared by Ross W. Gorte, Natural Resource Economist and Senior Policy Specialist,
Resources, Science, and Industry Division, and Jeanne J. Grimmett, L egidative Attorney,
American Law Division.
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market values has been controversial, because of differences in tree species, sizes,
and grades; in measurement systems; in requirementson harvesters; in environmental
protection; and in other factors.

Log export restrictions in British Columbia are also alleged to be subsidies,
because they assure more supply (less competition for timber and thus lower costs)
for Canadian producers. Evidence from the U.S. Pacific Northwest, where private
logs can be exported but public timber cannot, indicates substantially higher prices
for exported logs.

Injuriesto U.S. lumber producers are difficult to establish decisively, athough
the U.S. International Trade Commission (ITC) has found injury every time it has
examined the issue. Canada's share of the U.S. lumber market has risen
substantially, from less than 7% in the early 1950s to more than 35% since the mid-
1990s. Under the 1996 agreement, the quantity of imports continued to rise, but the
market sharewasrelatively stable. Theimpact of restrictionson U.S. lumber prices
isnot easily estimated, but restrictions have probably put upward pressure on prices.

Status of the Issue. The 1996 U.S.-Canada softwood lumber agreement
expired on March 31, 2001. The U.S. Codlition for Fair Lumber Imports filed
countervailing duty and antidumping petitions, asking the DOC to investigate
Canadian imports again. DOC issued final determinations on March 22, 2002, that
subsidieswere 19.34% of salevalue and average dumping marginswere 9.67%. On
May 3, 2002, the ITC determined that the U.S. lumber industry was threatened with
material injured by Canadian imports. A duty averaging 27% was imposed on May
22, 2002.

Canada challenged each of the agency determinations under the North America
Free Trade Agreement (NAFTA) and inthe World Trade Organization (WTO). The
NAFTA panels largely supported the Canadian positions. The WTO proceedings
resulted in mixed decisions. Canada was aso concerned that the US$5 billion in
estimated dutieson softwood lumber collected by the United Stateswould eventually
be distributed to U.S. lumber producers under the Continued Dumping and Subsidy
Offset Act (Byrd Amendment). Canada obtained a U.S. court decision, however,
holding that the Byrd Amendment did not apply to Canadian imports.

On April 26, 2006, atentative agreement between Canadaand the United States
resolving the dispute was announced. The United States revoked the countervailing
and antidumping duty orders and returned about US$4 billion to the importers of
record. The remaining deposits (about US$1 billion) were split evenly between the
members of the Coalition for Fair Lumber Imports and jointly agreed-upon
initiatives. Canadais collecting export charges ranging up to 15%, depending on a
weighted average lumber price, or up to 5% with volume restraints. A surge
mechanism would raise export charges if a Canadian region’s exports exceed its
allocated share by more than 10%. Lumber from logs harvested in the Atlantic
Provinces, Yukon, Northwest Territories, or Nunavut is exempt from the export
changes. Disputesareto be resolved through abinding settlement, using non-North
American arbitrators. The agreement is for seven years, with an optional two-year
renewal. Some U.S. interest groups have questioned whether Canada is faithfully
implementing the export charges.
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Questions.

1. Thedispute over U.S. imports of Canadian lumber has persisted for more than 25
years. Do Canadian producershaveasignificant cost advantage because of Canadian
timber practices and/or subsidies? Should Canadian practices be modified to
enhance competition for timber? Do the systems and situations vary sufficiently to
warrant different responses to each Canadian province? What might be the
environmental consequences of various possible changes?

2. The new seven-year agreement terminated the duties, returned most of the money
collected, and established price-dependent export chargeson Canadian lumber. What
changes are needed in the next seven years to assure that the recent countervailing
and antidumping duty process — with NAFTA and WTO challenges and litigation
— s not repeated when the agreement expires? What happens if some of the
provinces make appropriate changes and others do not?

3. What oversight mechanismsexist to assure faithful implementation of the export
charges? Are there means of avoiding charges by trans-shipping lumber from the
producing province through an exempt process? How can such methods of avoiding
export charges be prevented?
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Wheat Trade®’

Issue Definition. U.S. trade officialsand northern-tier wheat producershave
long expressed concerns that Canadian wheat trading practices, both import and
export, areinconsistent with Canada’ sinternational trade obligations. U.S. concerns
have been exacerbated by the monopoly powers of the Canadian Wheat Board
(CWB). In accordance with Canadian law, the CWB has the exclusive right to
purchase and sell western Canadian wheat (durum and nondurum) and barley for
domestic human consumption and for export. U.S. trade officials and wheat
producer groups contended that Canadian wheat trading practices, particularly the
export practices of the CWB, wereinconsi stent with Canada' sSWTO obligationsand
disadvantage U.S. wheat exportersin Canadian and international markets. U.S. trade
officials also contended that Canadian wheat entering the U.S. market was being
supported by various subsidies and that these wheat imports have been harmful to
U.S. producers and that the Canadian government had certain rules and regulations
in place that discriminated against imported grains at grain elevators and within
Canada' srail transportation system.

Canadian officialshave countered that the CWB operatesasavalid statetrading
enterprise (STE) under WTO rules. Furthermore, Canadamaintained that itsimport
practices and the CWB wheat export practices comply fully with international trade
rulesand itsWTO obligations, and that Canada does not subsidize itswheat exports.
In addition, U.S. wheat millers and pasta manufacturers have expressed a strong
interest in maintaining their access to Canadian grain and oppose trade restrictions
that might limit their access.

U.S. allegationsagai nst Canadian wheat trading practices haveled to two major
investigations by U.S. agriculture and international trade authorities against wheat
importsfrom Canada, aswell asthe trading practices of the CWB. Firgt, thecharges
that Canadian wheat entering the U.S. market was being supported by various
government subsidies and that these wheat imports have had alarge negative impact
on local grain priceswereinvestigated under anti-dumping (AD) and countervailing
(CV) duty investigations by the U.S. International Trade Commission (ITC) starting
in 2001. Second, U.S. charges concerning the trading practices of the CWB and the
treatment of wheat imports by Canada were pursued under a WTO Dispute
Settlement Case (DS276) that was initiated in December 2002. In response to the
U.S. trade actions, Canada brought its own charges against U.S. claims within the
NAFTA dispute settlement framework.

Background and Analysis. The United States and Canada are both
important producers, traders, and consumers of major grain crops, including wheat.
The United Statesistheworld’ sleading exporter of wheat (totaled across the major
wheat classes), while Canada is the world’s leading exporter of hard red spring
(HRS) and durum wheat. HRSisacrucial ingredient in the production of leavened
bread, while durum wheat is used to make pasta.

" Prepared by Randy Schnepf, Specialist in Agricultural Policy, Resources, Science and
Industry Division.
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U.S. imports of wheat and wheat flour are historically small, averaging about
3% of total U.S. supplies each year, and are generaly related to specific end-use
needs. About 70% of U.S. wheat imports originate from Canada, mostly of durum
and HRS wheat. Unexpected growth in U.S. imports of spring and durum wheat
from Canada occurred in the early 1990s; these imports grew from about 611,000
metric tons (mt) in 1989 to 3 million mt in 1993/1994 and have averaged over 2.2
million mt since. Despitetheir small volumerelativeto total supply, thisgrowth has
been viewed as problematic by producersin U.S. border states, especially when U.S.
prices are low, as during the 1998-2001 period. Trade liberalization following the
1989 FTA (subsequently incorporated into NAFTA) has undoubtedly contributed to
the expanded wheat trade. However, not al of the change in U.S.-Canadian
agricultural trade can be attributed to the FTA or to any other singlefactor. Weather,
policy changes, and world supply and demand conditions are some of theinfluential
factors. Exchange rates have also been important. Prevailing exchange rates
between the Canadian and U.S. dollarsfor most of the 1990s made Canadian imports
cheaper for U.S. buyersand U.S. farm products more expensivefor Canadian buyers.

On October 3, 2003, the ITC announced a positive injury finding and imposed
punitive duties on Canadian HRS wheat imports of 14.16% (5.29% CV and 8.87%
AD duties), but no duties were imposed on Canadian durum imports. Canada
appeaedthel TC' sfindingsunder NAFTA dispute settlement provisions. OnMarch
10, 2005, the NAFTA panel recommended removal of the AD portion of thepunitive
duty. On June 7, 2005, the NAFTA panel ordered the ITC to revisit its material
injury findings. Finally, in October 2005, the ITC, pursuant to the NAFTA panel’s
review remand, reversed itsearlier finding and issued anew determination that there
was no injury or threat of injury. Thisdecision wasupheld on appeal tothe NAFTA
panel by the North Dakota\Wheat Commission, and boththe AD and CV dutieswere
removed in March 2006. As aresult, Canadian Durum and HRS may freely enter
U.S. markets.

U.S. charges concerning the trading practices of the CWB and the treatment of
wheat imports by Canada were also pursued under aWTO Dispute Settlement Case
(DS276) that was initiated in December 2002. On April 4, 2004, aWTO dispute
settlement panel issued a mixed final ruling. Contrary to U.S. charges, the Panel
concluded that the CWB’s trading practices did not violate WTO rules for State
Trading Enterprises (STES). However, the Panel found that certain Canadian grain
marketing practices were not in compliance with WTO rules. A Canadian
government spokesman claimed that the ruling upheld the Canadian position that the
CWB operatesasavalid STE under WTO rules. Thisinitial panel ruling regarding
the CWB was upheld under appeal by the United States (August 30, 2004). With
respect to the WTO ruling on Canada s trestment of imported grains, Canada was
obligated to remove regulatory hurdles on imports of U.S. wheat. As a result,
Canada passed legidation (May 19, 2005) that rectified its grain import and
marketing system practices (effective August 1, 2005) to bring them into compliance
with the WTO Panel’ s recommendations.

Status of the Issues. Presently, Canadian HRS and durumwheat may freely
enter the United States. Meanwhile, the changes effected upon the Canadian grain
marketing system pursuant to the WTO recommendations could result in increased
marketing opportunities for U.S. wheat into niche markets in Canada. In addition,



CRS-40

some analysts suggest that the ruling will be helpful to American farmers and
elevatorsthat may at timeswant to ship wheat west on the Canadian rail system since
now Canadian railwayswill haveto haul U.S. wheat for the same price as Canadian
wheat. U.S. wheat producer groups and the USTR remain very disappointed in the
WTO Panel’ s ruling with respect to the CWB and are likely to aggressively pursue
the elaboration of greater disciplines on STEslike the CWB in ongoing and future
WTO trade negotiations.

Questions.

1. How will the government of Canada respond to the growing list of external, as
well asinternal, charges being leveled against the CWB? Are there waysin which
the CWB could become more transparent in its operations so as to reduce
informational uncertainties about its operations?

2. How flexible will Canada be in negotiating greater discipline and more
transparency in the operations of STE's such as the CWB in on-going WTO trade
negotiations, particularly if the quid pro quo is reduced use of export subsidies by
grain-export competitor nations?
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Corn Trade®®

Issue Definition. Since 2000, U.S. corn exports to Canada have risen
dramatically from previouslevels, while at the sametime U.S. government program
payments to the corn sector have also grown. The increases in both U.S. corn
program payments and imports of U.S. corn has drawn the attention and ire of the
Canadian Corn Producers — a coalition comprised of the Ontario Corn Producer’s
Association, the Fédération des producteurs de cultures commerciales du Québec,
and the Manitoba Corn Growers Association. In 2005, Canadian corn growersfiled
a domestic trade remedy complaint against U.S. corn imports; however, Canada' s
International Trade Tribunal (CITT) ultimately ruled in favor of the United States.
Canadian corn producers continued to press their concerns with the Canadian
government about perceived unfair subsidization of U.S. corn. Inresponse, in early
2007 the Canadian government requested consultations with the United States to
discuss several alegations against U.S. commodity subsidies under the auspices of
the World Trade Organization’ s dispute settlement process. However, in May 2007
Canada announced that it was temporarily suspending its WTO case against U.S.
corn pending the outcome of on-going Doha Round negotiations.

Background and Analysis. The United States is the world’'s leading
producer and exporter of corn. Since 1980, U.S. corn production has accounted for
over 40% of world production, while U.S. corn exports have represented over two-
thirds of world corn trade. Canadais also an important producer and consumer of
corn. However, Canada saverage annual corn production of 8.8 million metric tons
(mt) since 2000 is substantially smaller than U.S. average production of nearly 260
million mt. Although grown widely throughout the world, corn grows best in
temperate conditions with deep, fertile soils such asin the U.S. Corn Belt. Corn’s
agroclimatic requirements, coupled with Canada snortherly latitudes, limit Canada’ s
corn planting to the more southerly regions of Ontario and Quebec. As a result,
growthin Canada’ scorn production hasbeen limited almost entirely to yield growth.
In contrast, strong steady domestic demand for corn, which has been driven by the
livestock (dairy, swine, and poultry) and ethanol sectors, has outpaced domestic
production and made Canada a net importer of corn, primarily from the United
States, since the early 1990s.

The elimination of tariffs on corn trade between the United States and Canada,
first under the U.S.-Canada Free Trade Agreement (FTA) and later under NAFTA,
hasfacilitated corn importsinto Canadafrom the United States and strengthened the
integration of the North American livestock feedingindustry. Since 1989, over 99%
of Canada’ s cornimports have comefrom the United States. During the 1990s, U.S.
corn exports to Canada averaged less than 1 million mt per year; since 2000, they
have averaged almost 2.8 million mt per year. The surge in imports of U.S. corn
occurred at atime when U.S. government program paymentsto the corn sector were
also growing. Duringthe 1990s, U.S. corn program payments averaged $2.8 billion
per year; since 2000, they have averaged nearly $5 billion per year.

%8 Prepared by Randy Schnepf, Specialist in Agricultural Policy, Resources, Science and
Industry Division.
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Status of the Issues. Inlight of these circumstances, Canadian corn growers
claimed that the United States was subsidizing and dumping corn into the Canadian
market. On September 16, 2005, the Canadian Corn Producersfiled adomestictrade
remedy complaint under Canada's Special Import Measures Act (SIMA) for the
alleged “injurious subsidization and dumping of imports of U.S. corn.” This anti-
dumping (AD) and countervailing (CV) duty case sought legal action for alleged
unfair subsidization and dumping of U.S. corn in Canadian markets. Canada's
International Trade Tribunal (CITT) ultimately ruled in favor of the United Stateson
the 2005 AD/CV duty case.

In response, the Canadian corn producers pressed the Canadian government for
achange of venuesto address their perceived concerns over unfair subsidization of
U.S. corn. On January 8, 2007, Canada requested WTO consultations with the
United States under Article 4.4 of the Understanding on Rules and Procedures
Governing the Settlement of Disputes (DSU) concerning three separate allegations
involving certain aspects of U.S. commodity programsin general, and the U.S. corn
program in particular. Thisaction by Canadarepresented thefirst step ininstituting
a WTO dispute settlement case with the United States — an official dispute
settlement case number was assigned (DS357) and the explicit rules and timetables
of the WTO DSU process were set in motion. Since Canada’ s initial request for
WTO consultations, several other WTO members— including Argentina, Australia,
Brazil, the European Communities (EC), Guatemala, Nicaragua, Thailand, and
Uruguay — have requested to join the consultations as interested third parties.

In making its charges, Canada clearly seeks to build on Brazil’s successful
challenge of various provisionsof the U.S. cotton program (WT O dispute settlement
case DS267). First, Canada contends that U.S. corn subsidies have caused serious
prejudice to Canadian corn producers in the form of market price suppression in
Canadian corn markets during the 1996 to 2006 period. Second, Canadaarguesthat
the U.S. export credit guarantee program operates asaWTO-illegal export subsidy.
Third, Canada claims that U.S. fixed direct payments are not green-box compliant
and should therefore be included with U.S. amber box payments, in which case the
United Stateswould bein violation of its$19.1 billion amber box spending limit for
1999, 2000, 2001, 2004, and 2005. However, on May 2, 2007, the Canadian
International Trade Minister announced that the Canadian government would hold
off on taking any further action in its WTO dispute settlement proceeding against
U.S. corn subsidies until at least the end of the year pending the outcome of current
Doha Round trade negotiations.

If Canada sWTO caseagainst U.S. corn programsisrestarted and successfully
litigated, it could affect all U.S. agricultural policy sincethe chargesagainst the U.S.
export credit guarantee and direct payment programs extend beyond cornto all major
program crops. Should any eventual changes in U.S. farm policy be needed to
comply with aWTO ruling in Canada’ s favor, such changes would likely involve
action by Congressto produce new legislation. Congresswill berevisiting U.S. farm
legislation this year and could potentially address some of the issues raised by
Canada s WTO challenge. U.S. Secretary of Agriculture, Mike Johanns, who has
been advocating that a new Farm Act should be designed to make U.S. farm policy
be“beyond challenge,” has recently proposed changesto U.S. commodity programs
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that, if accepted in a new Farm Act, potentially could alleviate many of Canada's
concerns while minimizing the likelihood of future WTO challenges.

Questions.
1. If the ongoing Doha Round continues to drag on with no resolution in sight or
provesentirely unsuccessful, at what pont will Canada consider restarting its dispute

settlement case against the U.S. corn sector?

2. What effect, if any, will Canada sWTO case have on the ongoing debate over the
formulation of anew U.S. farm bill?
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Cattle and Beef Trade®®

Issue Definition. TheU.S. and Canadian cattle and beef industries continue
to be affected by discoveries of Bovine Spongiform Encephal opathy (BSE or “mad
cow” disease) in both Canada and the United States, the most recent (and the 9"
Canadian case) in British Columbia on May 2, 2007. Before this and subsequent
incidents, the United States exported about 10% by value of its beef primarily to
Japan, Korea, Mexico, and Canada, while Canada exported about a third of its
slaughter cattle and 50% of its beef exports, mainly to the United States. While some
U.S. producers have endeavored to keep the border closed to Canadian cattle and
beef, U.S. feedlot owners and meat packers have pressured the U.S. Department of
Agriculture (USDA) to readmit cattle imports from Canada. Some restrictions on
Canadian imports have been lifted, and the United States is importing beef from
cattle under 30 monthsold aswell asyounger liveanimals. Both Canadian producers
and U.S. feedlot operators and packers are awaiting the publication of new U.S.
regulations (the comment period for which closed on March 12, 2007) that would
permit imports of older Canadian cattle and the products derived from them.

The United States continuesitsfocus on reopening foreign markets, especially
Japan and Korea, to U.S. beef. The resumption of U.S. beef trade to both those
countrieswas interrupted because some U.S. shipments did not pass new inspection
requirements. Both the United States and Canada are |ooking to a determination by
the World Animal Health Organization, expected in mid-May 2007, that both
countries are Controlled Risk countriesfor BSE. The controlled risk classification
would be animportant step in helping to reestablish U.S. and Canadian participation
in international beef and cattle trade. The prospects of a U.S.-Korea Free Trade
Agreement (FTA), already negotiated but not approved by Congress, and aCanadian-
Korean FTA, being negotiated, could be affected by the pace of resumption of beef
trade with Korea.

Background and Analysis. Canada s exports of live cattle to the United
States averaged 1.3 million head in 2000-2002 according to USDA reports. The
immediate closure of the U.S. border to Canadian live cattle on May 20, 2003 dealt
a severe blow to the Canadian cattle/beef industry as prices for live cattle declined
sharply resulting in substantial income losses. The price of Albertafed steers, for
example, which averaged C$110.89/cwt (live) during the first five months of 2003
dropped to $C37.80 by July of that year. The border was re-opened in August 2003
to imports of boneless beef from younger animals, but remained closed to live cattle
imports. A Minimal Risk Rulefor BSE, first proposed by USDA in November 2003,
would have restored most of thelive cattle trade, but implementation of therulewas
delayed when a Montana judge issued a temporary restraining order to halt the
Canadian imports. The rule finally went into effect on July 18, 2005 and, during
2006, live cattle imports totaled over one million. 1n 2002, the last full year before
the first Canadian case, there were 1.7 million cattle exports from Canada.

% Prepared by Charles E. Hanrahan, Senior Specialist in Agricultural Policy, Resources,
Science, and Industry Division.
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The Canadian government responded to the closure of the U.S. border to live
cattle by introducing financial assistance programs for ranchers while the Canadian
industry (meat processors) invested inincreased slaughter capacity torelieve pressure
from the build-up of the cattle inventory. Canadian government initiatives have
included establishing aloan loss reserve to encourage lenders to support projects to
increase slaughter capacity; streamlining inspections of new slaughter facilities by
the Canadian Food Inspection Agency (CFIA); providing additional resources for
CFIA inspection activities; and establishing set-aside programs for fed and feeder
cattle to help maintain cattle prices before additional meat processing capacity
becomes available. Private investment to increase slaughter capacity includes new
facilitiesin Alberta, Manitoba, and Quebec. Theseinvestmentsincludethe purchase
of a modular U.S. packing plant and its installation in Manitoba. A Canadian
subsidiary of Cargill, Inc. also hasinvested inincreased slaughter capacity in Canada.
One consequence of these investments, according to industry analysts, is that some
of the employment and value-added associated with meat processing of Canadian
cattle has shifted from the United States to Canada.

For the United States, the major industry and policy concern has been the effort
to re-open the export market for beef, especialy with Japan and Korea. The value
of total U.S. beef exports (beef, veal, variety meats) in 2003 was $3.9 billion
according to USDA. Japan imported about 37% of that total. South Koreawasthe
second largest market with 24%; Mexico and Canada accounted for 20% and 10%,
respectively. In both Japanese and Korean markets, Australian beef has replaced
U.S. product. Canada, by contrast, exported morethan athird of itsslaughter weight
live cattleand nearly 50% of itsbeef. In both cases, about 90% of these exportswent
tothe United States. Theworld’ ssecond largest exporter of beef in 2002, the United
Statesfell to sixth in global exportsin 2006. Canada, which wasthe world’ sfourth
largest exporter in 2002, fell to seventh place in 2006.

In late 2003, prior to the first BSE event in the United States, U.S. domestic
cattle priceswere at record high levels. Pricesfor live cattle declined right after the
first BSE case but had substantially recovered by January 2004. A declinein cattle
inventories, in part because of drought in cattle country, strong domestic demand for
beef, and, according to some industry analysts, the prohibition of live cattle imports
from Canada, kept pricesrelatively high during much of 2004. In contrast to Canada,
where economic losses have been concentrated in live cattle markets, most of the
economic lossesin the United States are due to the closing of world marketsto U.S.
beef exports. Estimates of U.S. beef export losses range from the U.S. Meat Export
Federation’ sfigure of $2.8 billion annually to Kansas State University’ shigh of $4.7
billion.

A maor component of both U.S. and Canadian strategy has been to work
through the World Animal Health Organi zation (the Organi sation International e des
Epizooties or OIE) to establish that both countries have undertaken measures (e.g.,
prohibitions of the use of so-called specified risk materials in livestock feed) to
control therisks of BSE occurrence. In March 2007, the scientific committee of the
OIE issued a preliminary recommendation that both the United States and Canada
could be categorized as Controlled Risk countries for BSE. A fina determination
will bemadeat OIE’ s General Assembly meetingin mid-May 2007. The Controlled
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Risk classification is expected to be an important step in helping to reestablish U.S.
and Canadian participation in international beef and cattle trade.

Status of the Issue. Industry analysts identify several factors that could
precludelive cattleimports of Canadian origin from reaching pre-BSE levels. These
include the status of shipping capacity by Canada strucking industry, hit hard by the
U.S. import ban; high fuel pricesthat increasethe cost of truck transport; astronger
Canadian dollar that could reduce incentives to sell into the U.S. market; increased
Canadian slaughter capacity; reduced U.S. demand for slaughter cattle dueto closure
of U.S. plantsthat relied on Canadian cattle; and possible continued pursuit of legal
avenues by some U.S. cattlemen to block cattle imports from Canada. The
resumption of U.S. beef trade with key markets such as Japan and Korea has been
stymied because of some shipments containing traces of banned cattle parts (Japan)
or bone fragments (Korea). Asaresult of the Japanese and Korean embargoes of
U.S. beef imports, Australia has effectively replaced the United States as the major
supplier of beef to those markets. Industry analysts expect that, even with
resumption of Japanese imports of U.S. beef, imports of Australian beef would
remain at record high levels for some time.

Many in Congress have linked further opening of the Korean market for U.S.
beef to afavorable consideration of the recently negotiated U.S.-K orean Free Trade
Agreement (FTA). Korea's acceptance of the expected final determination by the
OIE that the United States is a controlled risk country for BSE could not only
facilitateitsresumption of beef trade with the United States but al so removeathorny
issue in congressional consideration of the U.S.-Korea FTA. Canada aso is
negotiating an FTA with Korea. Korean openness to Canadian beef imports could
also be factor in how that potential agreement is viewed.

Questions.

1. What has been the effect of Canada’s strategy of increasing slaughter and meat
processing capacity and diversifying beef export markets away from the United
States? What are the economic implications of this strategy for the U.S. cattle and
beef industry?

2. What are the prospects that U.S. beef exports to Japan, Korea, and other Asian
markets would attain pre-BSE levels as those countries open their marketsto U.S.
beef? What additional steps might the industry and the U.S. government take to
promote the reestablishment of U.S. product in Asian beef markets?
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Waste Issues®

Issue Definition. Since 1991, the Canadian province of Ontario has shipped
substantial amounts of solid waste to the United States for disposal. The issue has
received additional attention sincelate 2002, when Toronto announced it would close
its last landfill and begin shipping all of its waste to Michigan. In recent months,
Toronto has agreed to purchase a landfill in Ontario and to direct all of its
municipally managed waste there by 2010, but privately collected waste, which
makes up most of Canada’ s shipmentsto the United States, would not necessarily be
affected.

Some of the communities on the receiving end of such waste have pressured
Congress for legidation to allow them to restrict out-of-state and out-of-country
wastefrom disposal. Whether Congress should allow such waste flowsto belimited
or should continue to follow a policy of free trade in waste management servicesis
the issue.

On April 24, 2007, the House passed H.R. 518, which would authorize states
to restrict importation of solid waste from Canadaand other foreign countries. There
has been no action in the Senate. Canada viewsthislegislation asinconsistent with
U.S. obligations under NAFTA and the World Trade Organization (WTO).

Background and Analysis. Canada and the United States have open
borders for waste shipments, and in general, waste has flowed across the border in
both directions without incident. The United States does not report data regarding
such shipments on a regular basis, but information is available from Environment
Canadaand from some U.S. states. Availabledatadistinguish hazardouswastefrom
other solid waste. The United States appears to be a net exporter to Canada of
hazardous waste, but is a net importer of non-hazardous solid waste.

Hazardous Waste. Since 1986, Canada and the United States have had a
bilateral agreement governing hazardous waste exports. This agreement requires
both countriesto notify each other and provideinformation concerning the typesand
guantities of waste to be exported. Consequently, data are available on trans-
boundary shipments of hazardous waste. According to Environment Canada, the
Canadian environmental agency, Canadaimported 476,416 metric tonsof hazardous
waste and hazardous recyclable materials in 2005, aimost entirely from the United
States. Exportsof hazardouswaste and hazardous recyclable materialsfrom Canada
(mostly to the United States) were 327,746 metric tons. Canada's imports of
hazardous waste have exceeded its exportsin each of the last eight years for which
datawereavailable. Michigan, New Y ork, and Ohio wereamong theleading sources
of U.S. hazardous waste exports.

Non-Hazardous Solid Waste. Therearenofederal notification or reporting
requirementsfor shipmentsof non-hazardouswaste, including municipal solid waste
(MSW), construction and demolition (C&D) waste, medical waste, and non-

€ Prepared by Jim McCarthy, Specialist in Environmental Policy; Resources, Science, and
Industry Division.



CRS-48

hazardous industrial waste, nor is there any administrative authority to restrict
imports. (Thebilateral hazardous waste agreement was amended in 1992 to require
notification prior to shipments of municipal solid waste, but, for lack of legidative
authority, the amendment was never implemented.) It isthe shipments of municipal
solid waste that have proven controversial.

Although there are no federal notification or reporting requirements for these
wastes, many state governmentsdo requirethe operators of solid waste management
facilitiesto report the origin of wastereceived for disposal. According to these data,
the Canadian province of Ontario has shipped major quantities of such waste
(principally MSW and C&D waste) to the United States (particularly Michigan) in
recent years. InFY 2006 (October 2005-September 2006), Michigan reported that it
received 12.1 million cubicyards (about 4 million tons) of non-hazardouswastefrom
Canada. Imports from Canadato Michigan have increased 80% since fiscal 2002.
Asnoted, in January 2003, the City of Toronto closed its last remaining landfill and
began shipping al of its solid waste to Michigan.

Although Canadian waste imports continue to grow, the City of Toronto has
implemented a number of recycling/diversion programs that have reduced its
shipments to Michigan and has committed to the elimination of such shipments by
2010. Thecity saysthat it has already made substantial progressin reaching its goal
and now sends fewer than 100 trucks of waste per day, down from a peak of 142 in
2003. According to the city, Canada's shipments to Michigan are still growing,
however, because private haulers have increased their shipments from industrial,
commercial, and institutional sources. Private haulers account for 75% of the
shipments to Michigan, according to the city.

Status of the Issue. In the present Congress, severa bills have been
introduced concerning interstate and international shipments of waste. The most
prominent of these, H.R. 518 (Dingell), was passed by the House, April 24, 2007.
The bill would implement the bilateral Agreement Concerning the Transboundary
Movement of Hazardous Waste between the United States and Canada, as amended
in 1992 to deal with municipal solid waste shipments between the two countries. It
would also authorize states to restrict imports of foreign MSW if they do so prior to
the bilateral agreement’simplementation. Under the latter provision, states would
have awindow of up to 24 months after the bill were enacted to impose restrictions
of their choosing on the receipt of foreign MSW, and those regul ations could remain
in effect aslong asthe state desires. Michigan has already passed legislation to ban
delivery and acceptance for disposal of MSW generated outside the United States,
once Congress authorizes such prohibitions.

Whether suchlegislationisconsistent with U.S. tradeobligationsunder NAFTA
and the WTO is an issue raised by the Canadian government and some in the waste
management business. If H.R. 518 were enacted, opponentsof thebill areconsidered
likely to challenge its provisions in court.

In the last Congress, the Senate version of H.R. 2360, the Department of
Homeland Security FY 2007 appropriations bill, would al so have affected Canadian
waste imports. An amendment submitted by Senator Stabenow provided for
inspections of international shipments of MSW, and required the Secretary of



CRS-49

Homeland Security to levy a fee (estimated at $420 per truckload) to cover the
approximate cost of such inspections. A separate amendment, introduced by Senator
Levin, would have required that the Secretary of Homeland Security deny entry into
the United States to trucks carrying MSW unless he certifies to Congress that the
methodologies and technologies used by the Bureau of Customs and Border
Protection to detect the presence of chemical, nuclear, biological, and radiological
weapons in municipal solid waste are as effective as those used to screen for such
materialsin other itemsof commerce entering the United Statesin commercial motor
vehicles. These provisions were approved by the Senate, but not included in the
enacted bill. Senators Levin and Stabenow agreed, in an exchange of letterswith the
Ontario Minister of the Environment, not to pursue the amendmentsor similar future
provisionsin return for Ontario eliminating shipments of municipally managed solid
waste to Michigan by the end of 2010. However, because waste handled by private
waste management companies was not covered by the agreement, Canadian waste
shipments to the United States may continue to be substantial.

Questions.

1. WhiletheUnited States has remained open to solid waste shipmentsfrom Canada,
there appears likely to be a continuing imbalance in such shipments, even after
implementation of the Levin-Stabenow Ontario commitments. What steps can
Canada take to address this imbalance or mitigate its impacts? How likely isit that
such steps will lead to significant reductions in Canadian waste shipments to the
United States?

2. Many landfill operators have reached what are caled “host community
agreements’ with local governments, under which the local government receives
financial benefitsor agreed servicesinreturnfor accepting out-of -areawaste. Should
waste imports be limited to communitiesin which the landfill owner or operator has
negotiated a host community agreement with thelocal government? If so, shouldthe
agreement meet some minimum standards (e.g., specificaly authorizing waste
imports, setting minimum requirements for host community fees, etc.)?
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Electric Reliability®

Issue Definition. Reliability of electricity supply isasignificant concernin
both Canada and the United States. As was shown during the 2003 blackout, both
countriesareinterconnected, and operational control issuesin one country can affect
the electric system in both countries. The Energy Policy Act of 2005 (P.L. 109-58)
requirestheformation of an Electric Reliability Organization (ERO) with enforceable
standards and mandatory membership. The Federal Energy Regulatory Commission
(FERC) has selected the North American Electric Reliability Corporation (NERC)
as the ERO and has approved 83 of the ERO’s 107 proposed reliability standards.
NERC is an industry organization whose membership had been voluntary prior to
enactment of the Energy Policy Act of 2005. Itsmission isto ensure that the bulk
power system isreliable, adequate, and secure. Theten regional reliability councils
of NERC account for virtually al the electricity supplied and used in the United
States, Canada, and a small portion of Mexico. At issueiswhether the provincia
and federal governments of Canadawill enforce approved reliability standards.

Background and Analysis. There are three components to electric power
delivery: generation, transmission, and distribution. Electric generatorsneedto move
their power to their ultimate customers through the transmission system, crossing
stateand international borders. Thecurrent system allowsfor power transferswithin,
but not between, three major regions of the United States, Canada, and parts of
Mexico: the area west of the Rockies (Western Interconnection), Texas, and the
Eastern Interconnection. Becauseof theseinternational interconnections, operational
control issues in one country may affect the reliability of the power supply in the
neighboring country.

The United States is a net importer of electricity from Canada. 1n 2005, net
imports of electricity from Canada were 23.6 terawatt-hours [ 1 terawatt-hour=10"
watt-hours], which decreased to 17.4 terawatt-hoursin 2006. During 2005 (thelatest
published data), total salesto ultimate consumers of electricity in the United States
were 3,661 terawatt-hours.

On September 15, 2006, the National Energy Board of Canada entered into a
Memorandum of Understanding recognizing NERC as the ERO for jurisdictional
transmission lines. This allows the National Energy Board to promote ERO
standards for international transmission lines but not for lines located within
Canada’ s borders.

Transmission Constraints. Power transfersbetween the United Statesand
Canada are limited by the physical infrastructure of the transmission system and its
operation. One method to improve reliability is to increase transmission capacity.
In May 2003, the National Energy Board of Canada conditionally approved New
Brunswick Power’s application for anew 345-kilovolt international power line that
will cross at the Maine border. Bangor Hydro (Maine) and New Brunswick Power
are currently in the construction phase and the line is expected to be in-service by

¢ Prepared by Amy Abel, Specialist in Energy Policy, Resources, Science, and Industry
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December 2007. SeaBreeze Power Corporation hasappliedfor aPresidential Permit
for the construction of a550-megawaitt high voltagetransmissionline. The proposed
line would extend from Vancouver Island to the Olympic Peninsulain Washington
state. Sea Breeze Power Corporation obtained the necessary permits from the
National Energy Board of Canada on September 7, 2006.

Three types of constraints limit the transfer capability within the existing
transmission system: thermal constraints, voltage constraints, and system operating
constraints. Thermal constraints limit the capability of a transmission line or
transformer to carry power because the resistance created by the movement of
electrons causes heat to be produced. Overheating can lead to two possible
problems: The transmission line loses strength, which can reduce the expected life
of the line, and the transmission line expands and sags between the supporting
towers. This presents safety issues as the lines approach the ground as well as
reliability concerns. Voltage can be likened to the pressure inside the transmission
system. Constraints on the maximum voltage levels are set by the design of the
transmission line. If voltage levels exceed the maximum, short-circuits, radio
interference, and noise may occur. Low voltages are also a problem and can cause
customers' equipment to malfunction and can damage motors. System operating
constraints refer to reliability and security. Maintaining synchronization among
generators on the system as well as preventing the collapse of voltages are major
aspects of therole for transmission operators. ERO standards require utilities to be
able to handle any single outage through redundancy in the system. Reducing the
constraints on the system through technology improvements is one way to increase
the transfer capability over existing lines.

Status of the Issue. TheEnergy Policy Act of 2005 providesfor an Electric
Reliability Organization (ERO) to develop and enforce mandatory reliability
standards. FERC issued afinal rule on the certification of the ERO on February 2,
2006. The rulemaking included provisions for the approval and enforcement of
mandatory electricreliability standards. OnApril 4, 2006, NERC fileditsapplication
to become the ERO in both the United States and Canada. FERC approved NERC
as the ERO on July 20, 2006.

Questions.

1. NERC has applied to be the ERO to the provinces of British Columbia, Alberta,
Saskatchewan, Manitoba, Ontario, Quebec, New Brunswick, and NovaScotiaaswell
as to the National Energy Board. Will Canadian regulators approve and enforce
identical standards? Without identical standards and enforcement, the reliability of
the electric power system could be reduced.

2. Encouraging investment to improve reliability has not been a goal of electric
regulatory restructuring. In a more competitive electric market, utilities minimize
unnecessary expenses. For example, FirstEnergy implemented cost saving measures
by reducing the frequency of tree trimming activities, contributing to the blackout of
2003. Compliance with reliability standards may involve new capital investment
and/or expenses. Will regulatorsin both the U.S. and Canada approve recovery of
these costs?



CRS-52

Natural Gas Pipeline from Alaska®

Issue Definition. In October 2004, Congress approved the Alaska Natural
GasPipelineAct (ANGPA), whichauthorizes, in principle, apipelineto carry natural
gas from Alaska's North Slope, establishes rules governing its construction, and
authorizesfederal guarantees on pipeline project loans. 1n 2006, the then-Governor
Murkowski of Alaskaand thethree North Slopeoil producersand the state of Alaska
agreed on a contract to build the pipeline. But the contract never received the
necessary approval of the state legislature, and a new governor, Sarah Palin, took
office in December 2006. She has called for a new contract with a firm or
consortium of firms, to build the pipeline, in accordancewith new legislation that has
been introduced in the legidlature.

The destination of the gasis expected to be markets in the lower 48 states. A
proviso of ANGPA effectively preventsthe pipelinefrom passing through or near the
Mackenzie Deltagasfieldsin northwest Canada. This prohibition appearslikely to
limit the potential gasthroughput inasmuch as Canadais movingto construct itsown
pipeline from the Mackenzie Deltafields. It isthe sense of Congress, as stated in
ANGPA, that there is sufficient demand for gas from both projects. Also, if the
Mackenzie pipelineis built, it appears at this time that all the gas from that project
would be used to operate the 0il sands projectsin northern Alberta.

Background and Analysis. Alaskan natural gasisamajor potentia U.S.
energy resource that has been hardly tapped. The Alaska Department of Natural
Resources estimates recoverable gas reserves in the North Slope oil fields at about
30trillion cubic feet (tcf), which isthe energy equivalent of about 5.3 billion barrels
of oil. Natural gas is believed to be under the Arctic National Wildlife Refuge
(ANWR) aswell, although seemingly not as much as already discovered in the rest
of the North Slope. The aready discovered natural gas resource has not been
developed because of alack of a cost-effective means of transportation to major
markets; estimated costs of construction have precluded serious consideration of
transporting the gas by pipeline. Most of the gas produced so far on Alaska s North
Slope — 80% of the 8-9 hillion cubic feet produced annually — has been reinjected
into theground. The small amounts produced are used for operationsin conjunction
with oil production and transportation, such as powering oil through pipelines.

Construction of a pipeline to transport natural gasto North American markets
and/or a warm-water port for shipping liquefied natural gas (LNG) could enhance
North Slope oil and gas economics and the commercial promise of ANWR. Recent
steep increasesin gas prices and projectionsof continued high prices have suggested
improvement in the relationship between market prices and the combined cost of
known North Slope gas resources and of pipeline transportation. Potential
profitability of the authorized pipeline is enhanced by the $18 billion in loan
guarantees approved by Congressfor the project, estimated in 2004 to cost as much
as $20 hillion. Since then, however, the rising costs of steel, other material and
construction labor have driven estimated costs of the pipeline to arange of $25-30

62 Prepared by Stephen Cooney, Industry Specialist, Resources, Science, and Industry
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billion. The LNG aternative, apossibility considered by the state of Alaska, has so
far not found favor with the North Slope producers.

Congresshad previously created astatutory framework for an Alaskanatural gas
pipelineinthemid-1970s. Legidlative authority for designation of the route, and for
the U.S. role in the approval, construction and operation of such a pipeline, were
established in the Alaska Natural Gas Transportation Act of 1976 (15 USC 719 et
seg.). Under that authority, still in force, a gas pipeline would parallel the existing
Alaska oil pipeline from the North Slope to Fairbanks, then head southeastward
along the Alaska Highway and into Canada via the Yukon Territory, British
Columbia, and Alberta. This, the Alaska Natural Gas Transportation System
(ANGTS), was approved by the U.S. and Canadian governments. Phase | of the
ANGTS pipeline was completed in the early 1980s and isin operation. Itstwo legs,
stretching from acollecting point in Albertain the directions of the U.S. West Coast
and the Midwest, respectively, deliver one-third of Canada’ stotal annual gasexports
to the United States. The construction of thethird leg, connecting North Slopeto the
“prebuilt” network, has never been started.

Alaska has enacted separate | egidlation that bans construction of agas pipeline
in northern state waters, while supporting a pipeline to the south. Under the shorter,
lesscostly, northern route, wellhead prices (determined by subtracting transportation
cost from market price) would be higher, and royalties to the state would be higher
(the gas resources are state-owned). But state officials see greater gain through the
income multiplier effect of construction within the state and Alaskan communities
greater access to the gas supplies. There are some questions concerning who will
construct and operate the Canadian portion of the pipeline originating in Alaska, but
the Canadian government has promised that theseissueswill not impede compl etion
of the project. The U.S.-authorized pipeline likely would not enter service for ten
years after an initial construction contract is approved.

Canada supports anatural gas pipeline that would travel from the North Slope
through Canada and has opposed any unilateral selection of routes by the United
States. The Canadian government believes that the private sector is best suited to
decidetheroute, subject to regulatory and environmental review procedures. Canada
has an interest in selling more oil and natural gas to meet U.S. energy needs. Both
the Canadian government and the Bush Administration opposed supporting
development of a pipeline by setting agovernment-guaranteed price floor under gas
delivered from Alaska, and such a provison was not included in the ANGPA
legislation.

Negotiations are continuing in Canada on the plan to build the Mackenzie
Valley gas pipeline, which is intended to carry natura gas from inside the Arctic
Circle to northern Alberta, where it would flow into the existing natural gas
transportation system. A joint review panel has been established under the auspices
of the Canadian National Energy Board, for the purpose of determiningthefeasibility
of the Mackenzie project. Among the subjectsit isconsidering are the participation
and compensation of aboriginal peoplesin Canada along the route of the pipeline.
A final report isdueto the National Energy Board by mid-2007. The Board will then
make a final recommendation to the Canadian government.
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Status of the Issue. Both the United States and Canada are moving toward
the construction of natural gaspipelinesbuilt fromtheir respective Arctic regionsthat
will partly compete with each other for markets in the Lower 48 states and in
southern Canada. At thistime, the Canadian government would appear to be more
advanced than the U.S. government and the state of Alaskain terms of reaching a
final decision. Asthe Mackenzie route is technically less difficult than that from
Alaska, it also seemsthat the Canadian project could be completed more quickly and
sooner than the Alaska natural gas pipeline, if Canada decides to go ahead with the
project.

Questions.

1. How closeis Canadato actually making a decision to go ahead on the Mackenzie
pipeline?

2. Will the Canadian project begin construction long enough beforethe U.S. project
begins so as to minimize competition between the projects for inputs such as labor
and steel?

3. Towhat extent might the partly competing natural gas pipelines, once completed,
diminish the economic viahility of each other?
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Northern Energy Development®

Issue Definition. Should the United States proceed to develop energy
resources thought to be in the coastal plain of the Arctic National Wildlife Refuge
(ANWR)? And if it chooses to do so, how would Canadian interests, especially
those of the Gwich’in people who live on both sides of the Alaska/Y ukon boundary,
be affected? Canada opposes ANWR development, arguing a need to protect the
calving grounds of a caribou herd heavily used by Gwich’in in both countries.

Background and Analysis. A mgor element of the energy debate in the
109" Congress was whether to approve energy development in the Arctic National
Wildlife Refuge (ANWR) in northeastern Alaska, and if so, under what restrictions,
or whether to continue to prohibit development to protect the area’s biological
resources. ANWR isan arearich in fauna, flora, and oil potential. Development
proponents argue that ANWR oil would reduce U.S. energy markets' exposure to
recurring crisesin the Middle East, create many jobsin Alaskaand el sewhere, boost
North Slope oil production, and extend the economic life of the Trans Alaska
Pipeline System. They maintain that ANWR oil could be developed with minimal
environmental harm, with afootprint limited to 2,000 acres of the 19 million acre
Refuge. Opponentsarguethat intrusion on this ecosystem cannot bejustified on any
terms; that it should be designated as wilderness; that oil found (if any) would
providelittle energy security and could bereplaced by cost-effective aternatives; and
that job claimsare exaggerated. With the changein control of the House and Senate,
chance of action on ANWR devel opment appears much reduced. At the sametime,
prospects of legislation to protect the area as statutory wilderness are also dim, due
to the likelihood of a Senate filibuster and presidential veto.

Global warming has added a new factor to the debate in recent years. If the
Arctic Ocean becomes navigable in the summer, northern oil and gas may be more
readily transported to lucrative markets in the North Atlantic. This reduced cost
would make marginal findsin either country more profitable and lead to increased
industry interest.

Canada opposes energy development in ANWR primarily because it might
disturb calving of the Porcupine Caribou Herd (PCH). The PCH iscovered under the
Agreement Between the United States of Americaand Canada on the Conservation
of the Porcupine Caribou Herd, which entered into force on July 17, 1987. The
objective of the agreement isto conserve the herd for customary, traditional uses by
peoples on both sides of the international boundary, with disputes to be settled by
consultation between the parties. Since it was an executive agreement, no
implementing legislation was required. The U.S. agency primarily responsible for
implementing the agreement is the Fish and Wildlife Service.

The range of the PCH is centered on the Porcupine River in the United States
and Canada; the herd winters south of the Brooks Range in both nations. The herd
of about 130,000 animals providesthe staple diet of Gwich’in huntersin Alaska, the
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Y ukon, and the Northwest Territories. It isalso the source of cultural tradition and
afocus of religious ceremonies. Fearing that oil development in the herd’s most
frequent calving ground in ANWR’s coastal plain area might jeopardize their
livelihood and even their culture, the Gwich’in on both sides of the border have
vigorously opposed development. Indeed, the concern over the PCH hasinvigorated
cross-border contacts between Gwich’in for more than a decade.

Under current law, Alaskan Gwich’in would receive relatively little economic
benefit from development, successful or otherwise. (Canadian Gwich'in would
receive no direct economic benefit; there are no known reports of indirect benefits.)
In contrast, Inuit Natives (primarily from Barrow and Kaktovik) along Alaska's
North Slopewould receivetax revenues, aswell asbonus, royalty, and rent payments
if successful development took place on Native-owned subsurface lands within
ANWR. Asaresult of their experience with Prudhoe Bay development, and of its
effects on the smaller Central Arctic Herd (CAH), many Inuit feel that ANWR
development can proceed without significant risk to the PCH. Other Alaskan Inuit
are more cautious, with villagers such as some in Nuigsut, west of ANWR, arguing
that anearby existing devel opment has not generated expected | evel s of employment
or dividends, while exacerbating social problems or driving a local caribou herd
farther away.

The Canadian portion of the PCH calving ground is protected in lvvavik
National Park. While some energy exploration has taken place in the Canadian
portion of the calving area, Canadians argue that that activity occurred only before
the government was aware of the importance of the areato the PCH. Indeed, some
Canadianindustry officialshave complained of government hostility to devel opment
in the northern areas of the country, based on what they perceive as overzealous
environmental concerns. Critics note that the Canadian part of the calving areawas
protected not only after the area’ s importance to caribou was known, but also after
it was known to lack commercial energy resources. Canada is proceeding with
development plans farther east, in the Mackenzie River Delta.

Status of the Issue. Canadian Prime Ministers have raised the issue of
development in the PCH calving range on severa occasionsover theyears, and their
government has sent numerous position papers to various U.S. agencies and
departments. In first session of the 109" Congress, several attempts were made to
pass ANWR development legislation, but none succeeded. To date, no ANWR
development legislation has been introduced in the 110" Congress; abill (H.R. 39)
has been introduced to designate the area aswilderness. The Alaska delegation and
the Bush Administration remain strong proponents of ANWR development.

Questions.

1. How can one reconcile the opposition of the Canadian government to energy
development in ANWR (where the PCH calves in most years) to its support of an
“over-the-top” natural gas pipeline? Would the pipeline be sited to avoid the areas
that the PCH tendsto use for calving in the years when it does not reach ANWR in
time for calving?
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2. What energy activities are going on currently in the northern Y ukon and the
Northwest Territories? What activities have occurred in thelast two years? How do
these activities affect calving grounds, migration routes, and wintering areas in
Canada? Arethere any known effects on the PCH?

3. If Congress were to decide to open ANWR to development, are there specific
mitigation practices that Canada is seeking for the protection of caribou? For the
protection of other marine or terrestrial species?

4. 1s Canada planning for increased industry activity in the Arctic in the coming
decades? Havenatural resource companies(i.e., energy, mining, and others) become
moreactivein recent years? Isany other industry already showing signsof increased
interest, and if so, how and where? How have development practices changed in
light of melting permafrost and other climate-related impacts?
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Great Lakes Restoration®

Issue Definition. The Great Lakesarerecognized by many asaninternational
natural resource that has been significantly altered over the last two centuries. In
response, thefederal governments of the United States and Canada, and the state and
provincial governments in the Great Lakes basin have implemented severa
restoration activities. After several yearsof restoration activities, some contend that
effortsarenot progressing and areloosely organized. Somespecific concernsinclude
the dlow rate of cleaning up toxic sediments in this ecosystem, and the potential
negative consequences of new proposals to withdraw large volumes of water from
the Great Lakes for consumption.

Background and Analysis. TheGreat Lakeswatershedisthelargest system
of fresh surface water in the world. The watershed covers approximately 300,000
square miles and is shared by eight U.S. states (lllinois, Indiana, Michigan,
Minnesota, New York, Ohio, Pennsylvania, and Wisconsin) and one Canadian
province (Ontario). The Great Lakes contain nearly 90% of the surface freshwater
of the United States and 20% of the surface freshwater of the world. An estimated
40 million peoplerely on the Great Lakes basin to providejobs, drinking water, and
recreation, among other things. In the last several decades, agricultural activity
throughout the basin, and urban and industrial development concentrated along the
shoreline, have degraded water quality in the Great Lakes, posing potential threats
towildlife populations, human health, and the Gresat L akesecosystem. Devel opment
has also led to changes in terrestrial and aquatic habitats, the introduction of non-
native species, the contamination of sediments, and the listing of more than 50
threatened or endangered speciesin the basin.

The Great Lakes Strategy. 1n 2004 afederal Great Lakes Interagency Task
Force was created to provide strategic direction for Great Lakes policies on
restoration andto formaregional collaboration of stakeholdersinterestedinrestoring
the Great Lakes ecosystem. The latter purpose was accomplished with the creation
of the Great Lakes Regional Collaboration. The Collaboration, which consists of
over 1,500 stakeholders, released the Great Lakes Regional Collaboration Strategy,
aplan based on implementing aseries of recommendationsfor actionsand activities
to start the restoration of the Great Lakes ecosystem over the next five years. The
Strategy encompasses eight issue areas. aquatic invasive species, fish and wildlife
habitat (habitat/species), coastal health, contaminated sediments, nonpoint source
pollution, toxic pollutants, indicatorsand information, and sustai nabl e devel opment.
Thetotal cost of implementing the Strategy is estimated to be $20 billion over five
years. The implementation of the Strategy relies on existing authorities, programs,
and funding at federal, state, and local levels of government, as well as some new
actions that may require enacting new federal legislation. The Strategy aims to
improve coordination among stakeholders and relies on the shared resources of all
collaborators.

% Prepared by Pervaze Sheikh, Analyst in Environment and Natural Resources Policy,
Resources, Science, and Industry Division.
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Restoring Areas of Concern the Great Lakes. The Great LakesLegacy
Act of 2002 (Legacy Act; P.L. 107-303) was enacted to address sediment
contaminationin Areasof Concern (AOCs) withinthe Great L akesecosystem. Areas
of concern are geographical areas within the Great Lakes that represent the most
degraded portions of the ecosystem. AOC's contain contaminated sediment,
wastewater, and other non-point source pollution. In 1987, the United States and
Canadaidentified 43 Areas of Concern (AOC) inthe Great Lakesbasin. Twenty-six
AOCsarein U.S. waters, 12 in Canadian waters, and 5 shared by both countries. The
act authorizes $50 million annually in appropriations for FY2004-FY 2008 for
contaminated sediment remediation projects in AOCs in the United States. From
FY 2004-FY 2007, there has been approximately $91 million appropriated to all
programs authorized under the Legacy Act, less than half the authorized amount.
The act also authorizes funding for research and development of remediation
technol ogies, and public outreach and education about remediation. The Great Lakes
Nationa Program Office (GLNPO) in the Environmental Protection Agency (EPA)
administers the selection and funding of projects authorized under the Legacy Act.
According to the EPA, six projects are currently being evaluated, two projects are
underway, and three proj ects have been completed under the Legacy Act. No AOCs
have been delisted in the United States and two have been delisted in Canada.

Water Withdrawals From the Great Lakes. Severa laws, policies, and
governing bodiesregulatethe use, withdrawal, and diversion of water from the Great
Lakesbasin; however, the concern over domestic and international demand for Great
Lakeswater has prompted officialsfrom the United States and Canadato reevaluate
these laws and policies. The Council of Great Lakes Governors (CGLG) — a
partnership of the governors of the eight Great Lakes states and the Canadian
provincial premiers of Ontario and Quebec — was tasked with creating a new
common conservation standard to manage water diversions, withdrawals, and
consumptive use proposals. In 2005, the CGLG released (1) the Great Lakes-St.
LawrenceRiver Basin Sustai nable Water Resources Agreement (Agreement) and (2)
the Great Lakes-St. Lawrence River Basin Water Resources Compact (Compact).
These water management proposals ban new and increased diversions of water
outside the Great Lakes Basin with only limited, highly regulated exceptions, and
establish aframework for each state and province to enact laws protecting the Basin.
The Compact needs to be approved by each state legislature, as well as the U.S.
Congress, to achievefull force and effect as an interstate compact. Each of the Great
Lake states are considering the Compact; Minnesotais the only state to approve the
Compact. The Canadianfederal government and the provinces of Ontario or Quebec
are not partiesto the Compact; however, the provinces are signatories to the related
international state-provincial Agreement.

Status of the Issue. Severa bills have been introduced in the present
Congress that address restoration of the Great Lakes ecosystem. None of the bills
authorize the implementation of the Strategy, nor authorize funding for restoration
prescribed by the Strategy. The Great LakesCollaboration Implementation Act (H.R.
1350 and S. 791), introduced March 6, 2007, is the most prominent restoration bill.
This bill would authorize appropriations to conduct research, provide for detection
and prevention of aguatic non-native species around the country, address water
quality in the Great Lakes, and ocean monitoring. The bill would authorize $150
million annually from FY 2008-FY 2012 for cleaning up AOCs in the U.S. through
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the Great Lakes Legacy Act, and authorize duties and activities for the Great Lakes
Interagency Task Force and the Great Lakes Regional Collaboration. Other bills
address invasive species in the Great Lakes, migratory birds, and specific projects
that may restore portions of the Great Lakes ecosystem. Water withdrawals
guidelinesfor the Great L akes as prescribed in the Compact and Agreement have not
been addressed in the present Congress.

Questions.

1. Giventhat the boundariesof the Great L akes ecosystem extends acrossthe United
States and Canada, what major efforts are being donein Canadato restore the Great
Lakes? |s Canada considering a comprehensive restoration plan that may involve
binational participation?

2. What efforts are being done to clean-up AOCs in Canada, and have they been
successful? Istherescientific, technical, or programmatic collaboration between the
U.S. and Canadain cleaning up AOCs shared by both countries?

3. The Compact and resulting water withdrawals could potentially affect the
environment and the economies of, and rel ationshi p between, Canadaand the United
States. What is the Canadian position on the Compact and Agreement? |s Canada
considering similar measures to govern its use of Great Lakes water? Would a
paralel Compact in Canada be considered at some time?
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Status of Polar Bears®®

Issue Definition. The United States has proposed listing of polar bears as
“threatened” under the Endangered Species Act (ESA; 16 U.S.C. 881531 et seq.).
Under 1994 amendmentsto the Marine Mammal Protection Act (MMPA; 16 U.S.C.
881361 et seq.), U.S. citizensmay obtain permitstoimport sport-harvested polar bear
trophiesfrom Canada. In Canada, Native hunters are permitted to allocate alimited
portion of the subsistence harvest to sport hunters. However, an ESA listing as
“threatened” triggers an automatic listing as “ depleted” under the MMPA, alisting
that would prevent U.S. citizensfrom importing polar bear products. Such animport
ban, effectively stopping U.S. polar bear hunting in Canada, might compromise
successful Canadian community-based conservation programs.

Background and Analysis. Polar bears depend on Arctic seaice, which
most scientists acknowledge will be affected by climate warming causing, at
minimum, an earlier annual or seasonal thaw and a later freeze of coastal seaice.
Globally, less than one-third of the 19 known or recognized polar bear populations
aredeclining, morethan one-third areincreasing or stable. Theremainingthird have
insufficient data avail able to estimate population trends and their status has not been
assessed. Two polar bear populations occur within U.S. jurisdiction.

Polar bears are affected by climate change, contaminants, and subsistence and
sport hunting. Environmental organizations have voiced public concern that polar
bear populations are threatened by climate change. Scientists have confirmed that,
in recent decades, the extent of Arctic seaice has declined significantly asthe result
of climate warming: annual ice break-up in many areas is occurring earlier and
freeze-up later. Arctic seaice is experiencing a continuing decline that may not
easily be reversed, and some models project that Arctic sea ice could disappear
completely by the second half of this century. In addition, three groups of
contaminants are implicated as potentially threatening polar bears — petroleum
hydrocarbons, persistent organic pollutants, and heavy metals. The United States
allows limited subsistence harvest of polar bears by Alaska Natives. In Canada,
Native hunters are permitted to allocate a limited portion of the subsistence harvest
to sport hunters. Under 1994 amendments to the MMPA, U.S. citizens may obtain
permits to import sport-harvested polar bear trophies from Canada.

Status of the Issue. The Fish and Wildlife Service (FWS) has proposed
listing polar bears as athreatened species under ESA, acknowledging theincreasing
threatsto their existence. The FWS listing decision must be based solely on the best
available scientific and commercial information regarding five factors: habitat
destruction, overutilization, disease or predation, inadequacy of other regulatory
mechanisms, and other natural or manmade factors.

& Prepared by Eugene H. Buck, Specialistin Natural Resources Policy; Resources, Science,
and Industry Division.



CRS-62
Questions.

1. What are the current programs in joint cross-border management through the
Inuvialuit-1nupiat Polar Bear Management Agreement for the Southern Beaufort Sea
between Alaska and Canada?

2. What isthe status of Canada s Committee on the Status of Endangered Wildlife
in Canada (COSEWIC) review on the status of the polar bear in Canada?

3. How might halting U.S. participation in Canadian conservation hunting programs
affect Canadian community-based conservation programs?



