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Canada-U.S. Relations

Summary

Relations between the United States and Canada have undergone changes in
tenor over the past three decades. During the 1980s, the two countries generally
enjoyed very good relations. The early 1990s brought new governments to Ottawa
and Washington, and although Canada’ sLiberal Party emphasized its determination
to act independently of the United States when necessary, relations continued to be
generaly cordial. Inearly 2006, aminority Conservative government assumed power
in Ottawa. It is regarded as more philosophicaly in tune with the Bush
AdministrationthantheLiberalswere; someobserversbelievethat thiscompatibility
has helped facilitate bilateral cooperation.

Thetwo North American countriescontinueto cooperatewidely ininternational
security and political issues, both bilaterally and through numerous international
organizations. Canada’s foreign and defense policies are usually in harmony with
those of the United States. Areas of contention are relatively few, but sometimes
sharp, as has been the case in 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 over the past two decades 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 several 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. Inrecent years, energy hasincreasingly emerged as akey component of
the trade relationship. In addition, the United States and Canada work together
closely on environmental matters, including monitoring air quality and solid waste
transfers, and protecting and maintaining the quality of border waterways.

Many Members of Congress follow 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 providesashort overview of Canada’ s political scene, itseconomic
conditions, and its recent security and foreign policy, focusing particularly on issues
that may be relevant 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 severa
changes in tenor over the past three decades. The 1980s and early 1990s were
marked by an increasingly close partnership, whose milestones included 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 distances itself from the United States’ in certain ways.? In an interview
that year for anationally syndicated American magazine, the newly elected Liberal
Prime Minister Jean Chrétien summed up hisview of the bilateral relationship: “We
like each other. | just don’t want Canadato be perceived as being the 51st state of
America.... With me, amore mature relation will exist between us and the United
States.”® Some believe, however, that thisinitial show of mild reserve wasintended
for domestic consumption, particularly during election campaigns, and that Canada
and the United States in fact continued to enjoy excellent relations. Chrétien and
Clinton aresaid to have had congenia meetings; they focused on areaswherethetwo
countrieswere ableto reach agreement, including environmental i ssues, cooperation
on border measures and technology 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 often taken a back seat to joint efforts to
improve security, both at home and abroad. Canadabecameinvolvedinthecrisisat
the outset, and has cooperated closely with the United States in efforts to combat
international terrorism. Intheimmediate aftermath of the 9/11 attacks, U.S. airspace
was temporarily 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, missiledefense, border security, and global “ hot spots” were ontheagenda.*

February 2006, after a come-from-behind election victory, the Conservative
Party assumed power as a minority government, and Stephen Harper became
Canada’ s 22™ Prime Minister, thefirst Conservativeto 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 theso-called Northwest Passage, thefrozen arctic regionthat global
warming may turn into a waterway 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
retire from politics when the Liberals held their next leadership vote. Paul Martin,

* 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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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 Liberal party. The Auditor General,
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 theright 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 127 out of 308 seatsin the House of Commons,
and are governing as aminority (the Liberals have 96 seats, the Bloc Québécois 48,
and the NDP 30. Four members are seated as independents, and there are three
vacancies.)’

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 has relied 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. For current standings, see the Canadian Parliament’s website.
[http://www.parl.gc.calinf ormati on/about/process/house/partystandings/standings-E.htm]
Updated April 7, 2008.

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

® See “Conservatives To Govern From Political Center.” Oxford Analytica. January 24,
(continued...)
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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 two-plus years as prime minister,
Harper has dealt with several other issues, including the environment, crime, Senate
reform, and health care. For the most part, he has not forcefully advocated
controversial social issues.

However, Harper has been willing to challenge public opinion over Canada’'s
participationintheinternational stabilization effortin Afghanistan, wheretheLiberal
government deployed troops in 2002. In March 2006, he made a surprise visit to
Canadiantroopsin Kandahar. Two monthslater, hewonanarrow votein parliament
to keep Canadian troops in Afghanistan for two additional years. Harper initially
characterized the mission as humanitarian in nature and also asserted that it wasin
Canada's national interest to demonstrate its ability to play a leadership role
internationally. Over the past two years, however, Canadian operations have shifted
from peacekeeping to counter-insurgency, and public support for Canada s presence
in Afghanistan has diminished. The government has been banking on a new
approach that emphasizestraining Afghan troopsto replace departing Canadians. In
the fall of 2007, Harper appointed an advisory panel, headed by former Liberal
Foreign Affairs Minister John Manley, to review options on the mission. In
December 2007, the commission found that the troop presence was justifiable and
that the mission should be maintained until 2011, but recommended that Canadian
forces be withdrawn unless NATO allies stepped up their contributions. The
recommendation became the basis of a February 2008 compromise between the
Liberalsand Conservatives. At the April 2008 NATO summit in Bucharest, France
announced it would commit 800 additional troops to Afghanistan, and the United
Statesis expected to add to that number before the year is out.™

In October 2007, through the Governor General’s Throne Speech, Harper
indicated that his government would focus on five new policy “themes’: national
sovereignty, the economy, federal-provincial relations, the environment, and, once
again, law enforcement. Thesovereignty issueistied both to Ottawa sclaim that the
Arctic waters in the northern archipelago are Canadian territory, and to Canada's
mission in Afghanistan. Theenvironment will likely be addressed through effortsto

% (...continued)
2006. “Harper's Five Easy Pieces.” Economist. April 8, 2006.

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. “Manley
Urges Renewed Commitment.” Oxford Analytica. January 25, 2008. “North America:
Canada.” HemisphereHighlights. Center for Strategic and International Studies. Val. VI,
No. 4. April 20008.
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develop new emission reduction targets. The conservatives will likely tap the large
annual budget surpluses for tax cuts aimed at strengthening the economy. The
federalismissuewill revolve around funding transfers from Ottawato the provinces.
Criminal law reform has been carried over from the Conservative's first year in
office. Observerssuggest that these issues were chosen both to set the stage for the
next elections, as well as to provide unifying principles of governance for the
Conservatives.*

Canada is scheduled to hold its next elections by October 2009. In recent
months, the Conservatives have been challenging the opposition to defeat major
legidlation and thereby trigger a snap vote, but the Liberals have declined. Some
observers puzzle over Harper's strategy, noting that the Conservatives are not
particularly high in the polls, and are perceived to be vulnerable because of a
weakening economy. In addition, a high-profile legal battle over allegedly illegal
payments by an arms lobbyist to former Conservative Premier Brian Mulroney may
be adrag on Tory support.

However, the main opposition party is not particularly well-positioned, either.
In December 2006, after amonths-long campaign, the Liberal sel ected StéphaneDion
astheir new leader. A former academic, Dion had spearheaded Chrétien’ sfederalist
policies toward Québec and a so served as Paul Martin’s environment minister. A
native of Québec, Dion came from behind to defeat the two front-runners for the
party leadership post, Michael Ignatieff and Bob Rae. Pollsindicate that Dion has
had some difficulty gaining traction with voters. He has pressed hard on the
environment — an issue that has emerged as one of key importance to Canadian
voters, and not astrong issuefor the Harper government. Many analystsbelieve that
the next elections, whether early or on schedule, will most likely result in another
Conservative minority government, likely prompting a Liberal |eadership change.™

Budget Policy. Thefedera deficit, which stood at arecord high C$42 (as of
May 12, 2008, one Canadian dollar equals US$1.01) 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
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 eleven years, Canadian politicians have been in a post-deficit
environment in which they have had to sel ect 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, discourages job creation,

12“Harper’ s Five Priorities Have Morphed Into Five Themes.” Montreal Gazette. October
17,2007. “Harper's Master Stroke.” National Post. October 18, 2007. “Canada: Harper
Goads Opposition To Force Election.” Oxford Analytica. October 19, 2007.

3 Country Report: Canada. Economist Intelligence Unit. April, 2008. “Canada Politics:
Liberals Back Down.” Economist Intelligence Unit. March 13, 2008.
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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 enables the government to
maintain ahost of social programsthat make Canadathe envy of many countries; in
addition, they note that, high taxes notwithstanding, thousands of talented people
emigrate to Canada every year.™*

The Conservatives tabled 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 unpopular Goods and Services Tax (GST, a form of
national sales tax); income and corporate taxes were also cut. In addition, funding
wasearmarked for child careallowancesand infrastructureimprovements. The2007
budget emphasized several programs long favored by the Liberas, including
increased spending for health care, post-secondary education, andinfrastructure. The
spending blueprint also contained a “green levy” consisting of higher taxes for
vehicles with poor gas mileage, and a rebate for the purchase of fuel-efficient cars
and trucks. Perhaps most notably, the budget continued to transfer large sumsto the
provinces — Quebec being the big winner, with 40% of the increase. In October
2007, the Conservatives tabled a mini-budget with afive-year, C$60 billion tax cut,
and in early March 2008, parliament approved anew, “prudent” budget that featured
a tax-free savings account, as well as measures intended to stimulate the sluggish
economy. Both of the most recent 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 believethat 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 provincial Liberals had governed Québec
for several years, the province once more el ected the separati st Parti Québécois (PQ).
The victorious PQ held a referendum on sovereignty on October 30, 1995.
Québeckers essentially voted 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 vote went 50.6% to 49.4% in favor of keeping the country whole. The
waf er-thin margin shocked federalistsand separatistsalike. Morethan adecadelater,
the country is till affected by the impact of what has been called a “ near-death
experience.”

14 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.

154 A Budget So Liberal, the Grits Should Sue.” John Ibbitson. Globeand Mail. March 20,
2007. “Canada Unveils ‘Prudent’ Budget.” Agence France Presse. February 26, 2008.
Harper Government Easily SurvivesFinal Budget VVote. Canadian Press. “March 4, 2008.
Budget 2008: Overview.” website of the Department of Finance Canada.
http://www.budget.gc.ca/2008/pamphl et-depliant/pamphl et-depliant1-eng.asp
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Québec held provincia elections once again in October 1998, and the PQ
retained a comfortable majority in the provincial 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. In the early part of hisfirst term, Charest lost popularity 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 aso 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
ameasurerecognizing Québec asa* nation” withinaunited Canada. Some observers
believe that Charest’s standing received a boost by Harper’s 2007 budget, which
provided generous transfers from Ottawa to the province.

Québec held elections in March 2007, and the Liberals won a plurality (33%)
of thevote. Charest remains premier, but heleads thefirst minority government the
province has had in more than a century. The PQ captured only 28%, and was
knocked downto third place. Some believed that thereal 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. It is believed to reflect the
views of small towns and rural areas whose residents are proud Quebeckers, but do
not wish to hold another referendum. In recent months, however, Dumont’s ADQ
hasfallen sharply inthe polls, which also show that, if electionswere held inthe near
future, Charest and the Liberals would be close to reclaiming amajority.’

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 questionisan 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.

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

17« AuRevoir Separatism, Bonjour ‘ Autonomy.’” TheEconomist. March 31, 2007. “Mario
Dumont’ sDecline Started On Election Night.” Montreal Gazette. May 5, 2008. “ Charest’s
Stunning Turnaround.” Toronto Star. May 4, 2008.
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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, Rwandaand Somalia. Asof February 2008, over 2,900 Canadian Forces
personnel were participating ininternational operationsin 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) spent alower percentage. Canada s meager military
budget irked some within the aliance, 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's armed forces tumbled from 87,000 in 1989 to 52,000 in 2004, the 56
largest in the world. The Canadian forces have aso been strapped for resources to
replace aging equipment. This trend disturbed many, and there were numerous
warnings published. In March 2002, a Canadian Senate committee called for
increased defense spending to counter the threat of international terrorism; it also
recommended that personnel level sbeincreased and that moreresources be provided
to the Canadian Security Intelligence Service. A November 2002 Senate report
recommended boosting troop levelsto 75,000 and restructuring the armed forces. A
braceof studiesinthefall of 2003 likewise called for changesinforcerestructureand
procurement practices and for increases in manpower and budgets. A news report
characterized one of the studies as concluding that “ Canadian Forces areteetering on
theedgeof irrelevance.” In September 2005 the Senate published yet another report,
which called for adoubling of spending on defense.®

18 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 Expeditionary Force Command website. Updated February
29, 2008. [http://www.cefcom.forces.gc.ca/site/ops/index_e.asp]

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

20 ¢ Canada s Security At Risk.” By Jim Bronskill. Ottawa Citizen. March 2, 2002. “Pulll
Troops From Overseas, Senators Say.” Globe and Mail. November 12, 2002. “Armed
Forces Hobbled, Report Says.” By Daniel LeBlanc. Globe and Mail. December 3, 2003.
“Senators Sounding Alarm On Defence.” The Gazette. October 3, 2005.
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Recent Canadian government appear to have heeded these messages. As of
August 2007, there were approximately 62,000 regular force members and 25,000
reserves. In addition, Canada’s defense spending has been trending upward. The
budget tabled in February 2005 contained the largest military spending increase in
two decades. C$12.8 billion — roughly equal to the entire 2005 military budget —
spread over five years. The Harper government’ s first 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, and the 2008 budget seeks to ensure continuity
through the Canada First Defence Strategy, which will provide for yearly increases
of 2% beginning in 2011-12.*

In April 2005, the Martin government rel eased thelong-anti ci pated I 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
onmilitary mattersand isstill in operation. In 1949, thetwo countrieswerefounding
membersof 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.

2 Canadian Department of National Defence (DND) website, updated August 16, 2007:
[http://www.forces.gc.ca/site/about/index_e.asp]. Defenceand Budget 2005— Highlights.
DND website. [http://www.forces.gc.ca/site/reports/budget05/summ05_e.asp] Defenceand
Budget 2007 — Highlights. [http://www.forces.gc.ca/site/Reports/budget 2007/
index_e.asp]. Budget 2008. website of the Department of Finance Canada.

2 “‘Canada First’ Defence Procurement.” DND website. Updated August 15, 2007.
[http://www.forces.ge.calsite/Focus/first/index_e.asp] “Canada’s Forces In the 21
Century.” CBC News. April 21, 2008. [http://www.cbc.ca/news/background/cdnmilitary/]

2 United States Department of State. Bureau of Western Hemisphere Affairs. Background
Note: Canada. January 2008. “Remarks to the Center for Strategic and International
Studies.” February 28, 2005.
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Thepact, which had been subject to five-year renewal s, was made permanent (subj ect
toreview) inMay 2006. Inthewake of the September 11 terrorist attacks, therewere
discussions of deepening military cooperation along the NORAD model, in the
context of the newly created U.S. Northern Command, to includeland and seaforces.
But some Canadianswere concerned that such amovemight impingeupon 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 responsesto terrorist attacks and other crises.
The BPG issued its final report in March 2006; the panel put forward numerous
recommendations, including that the two 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 permit it to shareinformation onincoming ballistic missiles. Ottawaand
Washington al so agreed to expand the scope of the agreement to encompass nautical
surveillance. In mid-April 2008, Canadian Defense Minister Peter MacK ay visited
NORAD headquarters in Colorado.?

On February 14, 2008, the commanding generals of U.S. Northern Command
and of its Canadian counterpart, Canada Command, signed a binational Civil
Assistance Plan. Under the plan, the armed forces of each country, after appropriate
consultation with civilian authorities on both sides of the border, may come to the
support of the other country’s military in the event of civil emergencies such as
floods, earthquakes, or the effects of aterrorist attack.

Ottawa aso 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 a new arms race, while others reportedly preferred to keep
Canada soptionsopen. Parliament held hearings on theissue, but no official policy
was enunciated. Finaly, 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, al
while paying little or nothing. And it continues to insist that space not be
weaponized.”

24“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-LikeLand-
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.

% U.S. Northern Command website: [http://www.northcom.mil/news/2008/021408.html]
% “ Shoot Down Defence Dreamers.” By Paul Koring. Globe and Mail. June 25, 2003.
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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 alow 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
review themissile defenseissueif asked to do so by Washington. Any final decision
on participation, he added, would be subject to a parliamentary vote. In April 2008,
U.S. General Gene Renuart, head of NORAD, was quoted as having said that all
incoming intelligence concerning missile threats was shared with Canada.

In February 2002, Canadaagreed to participatein thefurther 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 development of the aircraft. Canada
has reportedly agreed to consider the purchase 80 of the new fightersto replace its
own fleet of CF-18 planes when they areretired in 2017, and has earmarked nearly
C$4 billion for the new planes. In June 2007, the Department of National Defense
announced plans to form a new office to evaluate Canada’s future air defense
requirements. Canada appears to be reaping rewards from its participation; as of
June 2007, Canadian firms had won 150 JSF contracts worth about $160 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

21 “Canada and the U.S. Missile Defense System.” Dwight M. Mason. CS SHemisphere
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 Sar. February 24, 2006. “Canada Kept In
Loop At NORAD About All Missile Threats.” Ottawa Citizen. April 10, 2008.

% “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. “New Office To Assess Canada s Fighter Needs.”
Defense News. June 18, 2007. Forces Tag $3.8B To Buy Advanced Jets. Ottawa Citizen.
June 27, 2007.
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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 the
1999 and 2004 rounds of enlargement and has announced that it will participate in
the NATO Response Force, which the alliance agreed to at its November 2002
Prague summit. AttheApril 2008 Bucharest summit, Canadaendorsed the addition
of Croatia, Albania, and Macedonia; in addition it supported the proposal to offer
Membership Action Plansto Georgiaand Ukraine. Finally, as noted above, Ottawa
has maintai ned troopsin Afghanistan since 2002, and itsmilitary |leadershave served
in acommand capacity. In April 2003, then Foreign Minister Graham, along with
the Dutch and German governments, requested that NATO take over command of
ISAF.*

Canada has al so made military contributionsto the global war on terror. It was
one of the first countriesto 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' 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
involvedindelivering 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 surveillanceaircraft. Along
with British, Dutch and U.S. troops, Canadian forces are currently serving on the
front line in the combat operations to counter attacks by a Qaeda and Taliban
fighters. A total of 84 Canadians, including onediplomat, have died in Afghanistan.

In August 2005, Canada launched a Provincial Reconstruction Team mission
in Kandahar. Canada has been maintaining approximately 2,500 troops in the
country. Ottawa also has provided humanitarian and reconstruction assistance to
Afghanistan. Canadais among the top five donors to the country, and has pledged
C1.2 billion through 2011 in reconstruction and devel opment assistance.®

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

2 Current Operations. Canadian Expeditionary Force Command website. Updated
February, 2008. [http://www.cefcom.forces.gc.calsite/ops/index_e.asp)

0“NATO UmbrellaSought.” By Allan Thompson. Toronto Star. April 4, 2003. “NATO
SeesKey Role For Canadaln Afghan Security.” Reuters. May 6, 2003. CRSinterview of
Canadian government official, May 7, 2008.

3 “Backgrounder: Canadian Forces Operationsin Afghanistan.” August 14, 2007. DND
website: [http://www.forces.gc.ca/site/newsroom/view_news e.asp?id=1703]. “Canadian
Development Assistance In Afghanistan: Current Projects.” Government of Canadawebsite.
Updated Januaray 31, 2008.

[ http://www.canada-af ghani stan.gc.cal/cip-pi ¢/afghanistan/library/afgh_security-en.asp]
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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
more emphasison pragmatism.® In July 2004, Martin reshuffled hiscabinet, moving
Graham to Defense and replacing him with Pierre Pettigrew, a Québecker. In
February 2006, Harper named Nova Scotian Peter MacKay Foreign Minister; in
August 2008, MacKay assumed the Defense portfolio, and Quebecker Maxime
Bernier became the new 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 A sia-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. InJune 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. mission in 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 peacekeepersto
the U.N.-authorized Multinational Interim Force sent to the troubled island; Canada
dispatched 6 helicoptersand nearly 500 troops. In February 2008, Canadian Foreign
Minister Maxime Bernier traveled to the isand nation, where he announced that

% “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.

%4 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.

3 “QOut of Africa: The PerilsFor A PM.” By Anthony Wilson-Smith. Maclean’s. March
25, 2002.
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Ottawa stotal aid package would beraised to $555 million. Inthewake of therecent
turmoil over food shortages, he called for international donors to harmonize their
assistance during a donor conference scheduled for April 24-25, 2008.%

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
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 aong,” 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

% “ Canada Pledges $555 Million In Aid To Haiti.” Reuters. February 24, 2008. Canada
Participates In Harmonization Efforts In Haiti. News Release. Foreign Affars and
International Trade Canada. April 23, 2008.

% “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.

3 “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 Star. March 18,
2003.

% “powell Says Canadaand US‘ Inseparable’ Friends Despitelraq Tiff.” By Robert Russo.
Canadian Press. April 15, 2003.
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Development Agency has pledged C$300 million (2003-2010) in assistanceto Irag.
In January 2004, Canada announced that it would cancel Irag’ s $564 million debt.*

Cuba has been another issue where the two countries have not seen eye-to-eye.
For decades, Canadaand Cubahave had relatively extensive businesslinks. Because
of this ongoing commercial relationship, Canadian government officials have
publicly criticizedaU.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 filelawsuits 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 idand nation. Canadians, who are sensitive to being perceived as America' s
“Junior partner,” object that the law amountsto the United Statesforcing itsforeign
and commercial policiesupon other countries. In 2003, after the Castro government
handed down Draconian prison terms to several political dissidents, Ottawa
expressed official disapproval.”® In recent months, the Canadian press has featured
vigorous debate over what policy Ottawa should adopt toward Cuba after the Castro
brothers depart.**

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.
decision. InaU.N. speech four months|ater, 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, theissue of 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 later discovered that

¥ “|rag: Canada’s Commitment.” Canadian International Devel opment Agency web page:
[http://www.acdi-cida.gc.calirag#l] Updated May 24, 2007.

0« Chrétien AdmitsHaving ‘A Problem’ With Cuba, But Will Maintain Pressure.” Agence
France-Presse. April 10, 2003.

“ See, for example: “ Castro’ sResignation Unlikely To Change Canadian-Cuban Relations,
Experts Say.” The Canadian Press. February 19, 2008. “Don’t Support Castro’s Island
Prison.” National Post. February 19, 2008. “With Fidel Castro Gone, U.S. Hawks Will
Look North.” Toronto Star. February 20, 2008. “The Autumn Of the Patriarch.” Ottawa
Citizen. February 23, 2008.

42 “ 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.
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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
serioudly 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
require travelers passing between the two countries to present a passport, or an
equivaent document, at the border by June 1, 2009. Travel-dependent businesses,
particularly in Canada, are concerned that the cost of acquiring either apassport (only
about 25% of Americansand 40% of Canadians hold passports) or similar 1D would
inhibit travel; other critics are worried that the requirement could indirectly
discourage Asian and European investment in both countries. The Department of
Homeland Security (DHS) will require that Canadian citizens present a passport or
frequent traveler card to enter the United States on June 1, 2009; however, DHSis
currently working with the Canadian government to devel op an alternative document
that is secure, inexpensive, and would be carried anyway — for example, adriver's

% “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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license containing enhanced biometric information; U.S. state and Canadian
provincial governments have been actively working to develop such documents.*

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 federa 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 Mounted 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 akey target; he alegedly 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.

U.S. Secretary of State Condeel ezzaRice praised the policeoperation 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

4« A Tightening Border Has Canadians Worried.” By lan Austen. New York Times. April
15, 2006.
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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 (SPP) of North America. Theinitiativeisintendedto 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 August 2007, the leaders of the three
countriesmet in Montebello, Quebec, wherethey reviewed progressand planned the
next phase of cooperation, *

Economic and Trade Issues

After several years of steady growth, Canada’s economy has been slowing in
recent quarters. Canada s GDP rose by 2.9% in 2005, 2.8% in 2006, and 2.7% in
2007. However, the Economist Intelligence Unit expects the economy to grow by
just 1.3%in 2008. Forecastersattribute the slowdown in part to the strengthening of
the Canadian dollar and the weakening of the U.S. economy; because the United
Statesis by far the chief customer for export-dependent Canada, both factors have
had afairly strong impact. Annual consumer priceinflation in 2007 stood at 2.1%.
The March 2008 unemployment rate was 6.0% — a dight gain from the previous
month, but still low by historical standards.”® In 2007, Canada enjoyed a current
account surplus of $13.2 billion.

In February 2003, Chinese officials announced the outbreak of the severe acute
respiratory syndrome (SARS) and in March, it was discovered that a traveler had
carried the disease to Toronto. Eventually, 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

46 “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.

4" See SPP website: [http://www.spp.gov/].

“8 Economic data are from Economist Intelligence Unit, wire service reports, and “The
Economy InBrief, April 2007.” Website of Department of Finance Canada. Updated A pril
2008. [http://www.fin.gc.cad ECONBR/ecbr07-04e.html]
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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, both bilaterally and in the context of the Security
and Prosperity Partnership.

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 oil
includetraditional and offshorewellsand, increasingly, Alberta star sands. In 2006,
U.S. energy imports from Canada were $75 billion. Canada provides 17% of U.S.
oil imports and supplies 16% of U.S. natural gas demand. Canada is particularly
valued because it is a reliable source of energy, a key factor contributing to U.S.
economic security — itisnot amember of OPEC. Thetwo countriesare cooperating
on the devel opment of pipeline construction projects. China has shown interest in
Canada’'s oil sector, a development that is believed to have “caused some
consternationinWashington.” Canadaalso anet exporter of electricity to the United
States, and the North American electricity grid is closely interconnected. Following
the August 2003 blackout, thetwo sides have worked to devel op improved standards
for electricity transmission reliability.*

Bilateral Trade Issues. The United States and Canada enjoy the largest
bilateral commercial relationship in the world; the U.S. State Department estimates
total two-way trade at $1.5 billion per day. Many analysts believe that the sharp
differencesof thepast, 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.™

49 “A Model of Epidemic Control.” David Brown. Washington Post. May 3, 2003.
“SARS: Fear and Loathing in Toronto.” Jonathon Gatehouse. Maclean's. May 5, 2003.
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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 decisionsresultinginan ITC “no
threat” determination. Canadiansasserted that the United Statesshould 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 a tentative
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 majority of the
duties it 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 several 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

241.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.
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approaches to animal health and food safety regulations. In March 2008, a twelfth
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 escalate into afull-blown tradewar. The
Canadiansin particular have a strong incentive to resolve feuds and maintain close
trade tieswith the United States. The Canadian economy isheavily export-oriented,
and its largest trading partner by far is the United States, which takes about three-
quarters of Canada s exports and is the source of nearly two-thirds of its imports.
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 maintaining border waterways,
especialy the Great Lakes. In 1978, the two signed the Great Lakes Water Quality
Aqgreement.

In 2002, Canada ratified the Kyoto Agreement; in 2006, however, the
government announced that emission targets had been exceeded. The Harper
government hasestablished agoal of cutting greenhouse gas emissions 20% by 2020.
To do so, thegovernment proposes numerous measures, including increased reliance
on hydro- and nuclear power, and revised regulations for the oil sands industry.

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. After apause, talksresumed in 1997, and the two sidesfinally reached an
accord in 1999; both countries are monitoring implementation of the agreement.>

One area of contention concerns the diversion of the naturaly 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 recreationa fishing in Lake Winnipeg, into which the Red River
empties. The Canadian government has requested that the case be referred to the
International Joint Commission. In April 2006, after meetings between senior

%3 For further information, see CRS Report RS21709, Mad Cow Disease and U.S. Beef
Trade. January 29, 2008.

> CRS Report RL30234, The Pacific Salmon Treaty: The 1999 Agreement In Historical
Per spective, by Eugene H. Buck.
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environmental officials of the two governments, the United States agreed to install
apermanent filtration system at the Devils Lake outlet. In February 2008, the North
Dakota Supreme Court found that the state had acted improperly in changing certain
environmental standards for the water released from the Lake' s outlet.>

Other environmental problemsthetwo countries have dealt withinrecent years
include secondary wastewater treatment, control of predator fish and other invasive
species introduced into the Lakes by ocean-going vessels, and sustainability of the
St. Lawrence Seaway. In addition, the United States and Canada concluded a
hazardous waste 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, and have been the subject of legidation in the U.S.
Congress. The two countries have continued the long-standing debate over the
ecological impact of possible development in Alaska's Arctic National Wildlife
Refuge. Finally, thetwo sides continue to monitor the progress of the 1991 Canada-
United States Air Quality Agreement. On January 7, 2003, Canadian and U.S.
officials announced a new Joint Border Air Quality Strategy; under the initiative,
pilot programsto reduceair pollution will be devel oped involving stakehol dersat the
state, provincial and local levels.

Canada’s Arctic Sovereignty Claim®°

Issue Definition. Scientists have forecast that, by 2030 or earlier, globa
warmingwill reducethe Arcticicepack in Canada snorthern archipel ago sufficiently
to create a“ northwest passage” that will permit commercial ship traffic through the
summer months. If created, a northwest passage would significantly reduce transit
distancesfor commercial shipsoperating between certain ports. It could also be used
by commercial fishing or cruise ships, ships supporting Arctic scientific research or
resource exploration, or military ships. The presence of ships in the passage could
require the establishment and enforcement of shipping lanes and other rules for
ensuring safe ship operations while in the passage, add to existing demands for
maritime search and rescue capabilities, and create arisk of environmental damage
totheArctic dueto engineexhaust, fuel spills, dumping of waste, or rel ease of ballast
water containing contaminants or non-native marine organisms. The use of the
passage by foreign military shipsmight be viewed as creating potential security risks
to Canada (and the United States). Successive Canadian governments have
maintained that such a passage would be an inland waterway, and would therefore
besovereign Canadianterritory, subject to Ottawa ssurveillanceandregulation. The
United States, the European Union, Japan, and others assert that the passage would
constitute an international strait between two high seas.

*“Devil Down South.” The Economist. July 16, 2005. “Little-K nown White House Office
Negotiates Devils Lake Dispute.” AP. September 5, 2005. “U.S. Promises Devils Lake
Filter, But Water May Flow Before Installation.” Canadian Press. April 25, 2006.
Manitoba ScoresPartial victory In Water Dispute With North Dakota. The Canadian Press.
February 22, 2008.

% Prepared by Carl Ek, Specialist in International Relations; Foreign Affairs, Defense, and
Trade Division.
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Background and Analysis. Arctic sovereignty hasbeenanissuefor Canada
for decades. In the 1980s, the Mulroney government proposed the purchase of a
large icebreaker to patrol the region, but the proposal was scrapped due to budget
constraints. In 1985, a U.S. icebreaker, the Polar Sea, caused an uproar in Canada
when it traversed the waters of the northern archipelago without first seeking
permission. Afterward, Washington and Ottawa cameto an agreement under which
the United States pledged to notify Canada when its ships would transit the region,
and Canada agreed to grant its consent. In recent years, however, the question over
who, if anyone, would have control over the regional waters has intensified as
scientific consensus has grown that the melting of the polar icecap will open up a
Northwest Passage during the summer months.

The debate over the Northwest Passage has commercial, environmental, and
security considerations. The opening of a channel of water during the summer
monthsthrough Canada’ s36,000-island arctic archipel agowoul d cut shipping routes
between Europe and Asia by 3,000-4,000 miles, saving time and fuel costs. Also,
it is believed that larger vessels which cannot use the Panama Canal would be able
to sail the passage. However, many Canadians are concerned that unfettered
maritime traffic through the region could result in serious environmental hazzards
ranging from the catastrophe of an oil spill, to more cumulative pollution caused by
ocean dumping of ballast and garbage by transiting vessels. Interms of security, the
Canadians are concerned that recognition of the passage as international waters
would result infree accessto naval warshipsand submarines, including, for example,
those of Russia and China.

Canada seeks recognition of its sovereignty over the entire area, among other
reasons, because of astrong national identification withitsnorthernregions. Ottawa
arguesthat it has a historical claim based on centuries of Inuit inhabitation — of the
islands and of the ice extending from them. From a practical standpoint, Canada
wishesto havethe ability to enforce protection of the fragile arctic ecosystem and to
ensure sustainable commercial fishing practices. In addition, the Canadians want
there to be no doubt that they have rightsto the region’ s abundant natural resources,
including oil, natural gas, minerals, and precious metals.

TheHarper government has been seeking to bol ster Canada’ ssovereignty claim
by establishing a stronger military presence. In July 2007, Harper announced plans
for the construction of 6-8 armed, medium-sized icebreakersto patrol thenorth. The
following month, he traveled to Resolute Bay, Nunavut and announced plans to
construct a winter warfare training center and deep-water port in the region. He
declaredthat “ Canada’ snew government understandsthat thefirst principleof Arctic
sovereignty is: Useit or loseit.” Some Canadians, however, have criticized Harper
for seeking to militarize the debate.

The prospective passagerai sesjurisdictional questions. Canadiansmaintain that
it would be an internal waterway and would likely require all vesselsto register with
their coast guard’s vessel traffic reporting system. They contend that this would
facilitate possible search-and-rescue missions, and would dissuade ships bearing
contraband from sailing through the region. There is general agreement that the
natural resourcesin the region are Canadian; the debate concerns free transit rights.
Analysts note that the UN Convention on the Law of the Seas calls for the right of
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transit passage “ between one part of the high seas.... and another part of the high seas
...." Inaddition, some analysts believethat the recognition of the Northwest Passage
as a Canadian inland waterway would set an international precedent that might be
viewed as applicable elsewhere in the world. Other governments could echo
Canada' s sovereignty claim and prohibit the passage of U.S. naval ships, aswell as
of oil tankers bound for the United States; the Straits of Malacca and Hormuz have
been cited as examples. Others, however, such as former U.S. Ambassador to
CanadaPaul Cdlucci, arguethat it would beintheinterestsof U.S. national security
if Canada were to manage and police shipping through the straits.

Severa possible solutions have been put forward. Some argue that Canada
could achieve its objectives through regulations approved by the UN International
Maritime Organization. Also, it has suggested that NORAD and the Arctic Council
might be able to coordinate cooperative patrolling of the passage. Others— though
not the United States— have proposed that the countries bordering the Arctic adopt
an agreement prohibiting military, residential, or commercia use of the region, as
was done for Antarcticain 1959.

Status of the Issue. The Bush Administration has not made a major issue
of thefuture northwest passage. At thetrilateral leaders summit of the Security and
Prosperity Partnership, held in August 2007 in Montebello, Quebec, President Bush
reiterated the Administration’s policy that any future Northwest Passage would be
considered straits for international navigation. For the time being, the Ottawa and
Washington have" agreedto disagree.” However, Canadian analystshaveargued that
the debate over who should manage the straits will intensify if ships carrying
hazardous materials or illegal immigrants are discovered in the region. Because it
has been highlighted as a priority area for the Harper government, this issue will
likely continue to be the subject of bilateral discussions between U.S. and Canadian
policymakers.

Questions. 1. Several governmentshavetaken issuewith Canada sassertion
of sovereignty over the Arctic waters. Do any foreign countries support Canada on
thisquestion? Hasthe Canadian government offered alegal precedent for itsclaim?

2. If Canadawereto win recognition of its sovereignty over the passage, how might
it regulate shipping traffic through the straits?

3. What might be the security, economic and environmenta consequences for the

United Statesif Canadawereto win its sovereignty clam? If the passage wereto be
declared international waters?

Border Security Issues®’

Issue Definition. Border security has emerged as an area of public concern,
particul arly after the September 11, 2001 terrorist attacks. Sincetheterrorist attacks,

" Prepared by Blas Nuiiez-Neto, Analyst in Domestic Security, Domestic Social Policy
Division.
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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 | egidlation 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. These issuesinclude (1) the
new requirement that U.S. Citizens, Canadian nationals, and other foreign nationals
from countriesin the Western Hemisphere, will soon need atravel document to enter
the United States; and (2) improvementsto infrastructure at the border and ports of
entry.

Background and Analysis. Boththe United States and Canada have taken
various measuresto better securethe 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 analysis units, and improved
processing of refugee and asylum claims, among other things. Previousy, 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 |egitimate
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 along 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 be tamper resistant and
contain abiometric identifier that is unique to the card holder.

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
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Hemisphere Travel Initiative (WHT]), this provision in the Intelligence Reform and
Terrorism Prevention Act of 2004 (P.L. 108-458) requires American and Canadian
nationals (and other foreign nationals) to present some form of approved travel
document to enter the United States by January 1, 2008. On November 24, 2006,
DHS published a Fina Rule concerning the acceptable WHTI travel documents for
entry into the United States through airports. The DHSfinal rule required all U.S.
citizens and nonimmigrant aliens from Canada, Bermuda, and Mexico to present a
valid passport in order to be allowed entry into the United States at airports starting
on January 23, 2007. The Consolidated Appropriations Act of fiscal year (FY) 2008
(P.L. 110-161) included language modifying the WHTI deadlines that were enacted
by P.L. 108-458 and subsequently extended by P.L. 109-295. The new deadlinefor
implementation of WHTI is the later of the following two dates: June 1, 2009, or,
three months after the Secretaries of Homeland Security and State certify that a
number of implementation requirements have been met.

Despite thislegidation, as of January 31, 2008, DHS has ended the practice of
accepting oral declarationsof citizenship at theland border and is currently requiring
U.S. citizens to present a passport, some other accepted biometric document, or the
combination of a driver's license and a birth certificate, in order to reenter the
country. OnMarch 27, DHS and the Department of State (DOS) announced thefinal
rule for WHTI. The WHTI fina rule will require that U.S. citizens present an
approved secure document that denotes identity and citizenship at the land border
starting June 1, 2009. This would end the current practice of accepting driver's
licenses and birth certificates as proof of identity and citizenship at the border.
Approved documents will include passport books, passport cards (currently being
developed by DOS), and frequent traveler cards (such as SENTRI, NEXUS, and
FAST). Additionally, somestateshave entered into agreementswith DHSto devel op
enhanced driver’slicenses (EDL) that will include citizenship information and will
be valid for WHTI purposes. DOS has begun accepting passport card applications
and is currently forecasting that production of the new card will begin in June of
2008. DHS has also stated that they are working with the Canadian government and
several Canadian provinces to develop EDLs or other similar documents for
Canadian citizens that would be valid for WHTI purposes.

The WHTI has fostered much debate in Canada as well as the United States.
According to published reports, only about 23% of Americansand 40% of Canadians
own passports. These statistics have |led some observers to voice concerns that the
increased documentation that will be required at the border may suppress travel
between the two nations.

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
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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.

Questions. 1. When fully implemented, the WHTI will make significant
changes to the current documentary requirements needed to enter the United States.
What stepswill the Canadian government be taking to ensure that Canadian citizens
are aware of these changes? Will the Canadian government consider imposing
similar requirements on American citizens entering Canada? Will Canada develop
itsown version of the passport card for Canadian citizens? Will Canadian provinces
develop their own EDLs for WHTI?

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
a demand at its border crossings? Are there collaborative efforts that could be
undertaken to alleviate some of the pressure on busy POE?

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 already 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?

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 as apossible 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. This brief 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. Thisintegration has been
aided by several 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 scale and specialization. Such specialization led to increased bilateral

%8 Prepared by lan F. Fergusson, Specialist in International Trade and Finance, Foreign
Affairs, Defense, and Trade Division.
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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 2007. Canada purchases
21.3% of U.S. exports, ashare larger than Japan and the entire European Union and
supplies 16% of all U.S. imports. The United States supplied 64.9% of Canada's
imports of goods in 2007 and purchased 76.3% of Canada s merchandise exports,
two-way trade with the United States represents nearly 40% of Canadian GDP. The
Ambassador Bridge that links Detroit, Michigan and Windsor, Ontario isthe largest
trade link in the world with more than 7,000 daily truck crossingstotaling morethan
$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 was launched by the leaders of the
United States, Canada, and Mexicoin 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
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, which providesfor 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-
authorizeddriversand carriers. A complementary program (NEXUS) to expeditethe
secure movement of people has al so been established for frequent travelerswho 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
harmonize cargo informationtechnology. Preclearanceand prescreeningisapossible
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first step in the creation of aNorth American security perimeter, aconcept 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 CSI ports of Halifax, Montreal, and Vancouver, as well as
Newark and Seattle-Tacoma, although thevisiting 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. Approachestothecrossings, 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
binational partnership to construct additional 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. IsCanadadoing enough to securethe border against thetransit
of terrorists or weapons of mass destruction? Do Canadians think that the United
States has placed too much emphasis on securing the northern border against
terrorists to 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 legislative action necessary to permit this
cooperation?

3. Are Canadian business and government officials concerned that another terrorist-
related border shutdown could cause the relocation of businessto the United States
or dampen the attractiveness of Canada as a recipient of foreign investment?
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4. Who should pay for the replacement or improvement of aging border
infrastructure? Should business pick up part of the tab?

Immigration and Refugee Policies™

Issue Definition. Should the United States be concerned that Canada's
immigration and refugee laws and policies pose a threat to its national security?

Background and Analysis. Although Canada does not have country or
worldwide immigration quotas, the government does establish annual targets. In
2005 and 2006, Canadaaccepted approximately 260,000 and 250,000 new permanent
residents, respectively. An additional 100,000 persons were accepted annually as
temporary residents. Many of these temporary residents 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 thelist of countriesfrom which
Canada simmigrants come, but no one nation dominates. Iran isthe 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 allowsiit to select immigrants intending to settle in that
province, Quebec’'s system adds a second screening process for its applicants.
Quebec also has addressed security concerns by adjusting its programsfor recruiting
immigrants. The federal government and Quebec use point systems for assessing
independent applicantsthat were changed ten yearsago to attract more highly skilled
and educated immigrants, regardless of whether they had arranged employment or
not. Under this system, Canada accepts a much higher percentage of independent
immigrants and a much lower percentage of family class immigrants than does the
United States. Immigrant groups and the opposition partiesthat support increasesin
the family reunification program fear that a recent government proposal to give
priority to the processing of certain applicants who have arranged employment will
drive the skilled worker category even higher.

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 2006 arrests of a group of Muslims who had been raised in
Canadaand had planned attacksin southern Ontario fueled this concern. However,
this problem is not unique to Canada and opposition to immigration has not been
voiced nearly as loudly 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

% Prepared by Stephen F. Clarke, Senior Foreign Law Specialist, Western Law Division,
Law Library of Congress, May 2008.
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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
2006, the number of refugees was approximately 32,500 and about 47% of the
applications were accepted. Thisnumber is higher than the corresponding figurein
the United States. Of particular concern to Canadian officials prior to 2005 wasthe
fact that approximately 40% of the overall tota 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 i dentification and because the federal 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
arrivein Canada without any documents and are alowed free entry into the country,
even though it is clear that many disposed of the documents they had before coming
to Canada. While Canadian officials do not often 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 asextremely liberal have received considerableattentionin Canada. Most of
these segments have mentioned four high-profile cases of terroristsfromthe 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
captured in 1999 while crossing the border with explosives that he planned to set off
at Los Angeles International Airport. Also highlighted have been the cases of
suspected terroristswho have remained in the country for many yearswhile fighting
their way through a very lengthy appeal process. In 2002, the Supreme Court of
Canadaruled 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 fairly quickly, 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. Whileanumber of Canadian commentatorsagreethat the United
States has good reason to fear that Canada’ srefugee policies can be easily employed
by terroriststo enter North America, others contend that terrorists are 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 therefugee system essentially hasbeen used for “ queuejumping”
by enterprising persons who might not qualify under Canada’ s immigration laws.
Proponents of thisview question how great the security risk to the United States can
be if asignificant 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 officials in 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. 1n 2007, ajudge
of the Federal Court of Canada held that the law implementing the agreement was
unconstitutional, because the United States does not fully comply with international
conventions on refugees. This action followed two other court decisions in which
part of the definition of terrorism in the Anti-Terrorism Act and the procedure for
detaining suspected terrorists under the immigration laws were both struck down.
The government has appealed the decision respecting the Safe Third Country
Agreement to the Federa Court of Appeal, and the agreement remains in force
pending resolution of the case by that body or the Supreme Court of Canada.

Althoughthe 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. Onemajor limitation isthat it only covers the presentation of claims at
land border crossings. Airport and marine facilities are not covered because, asthe
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 claims were filed for the entire year. 1n 2006, the number of refugees
admitted for permanent residence was down about 3,000 from 2005. Although the
datawould suggest that the Safe Third County Agreement had adramatic immediate
impact, it aso 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 appears to have gone into effect during a period in which the number of
refugee claims already was declining. Since then, increased enforcement in the
United States has hel ped offset some of theimmediate benefitsto Canadaof the Safe
Third Country Agreement by encouraging more persons to seek refuge in Canada.

One longstanding problem in Canadaisthat deportation is avery complicated
and lengthy process. The number of persons deported has been growing, but
Canada' s Auditor-General recently found that the government does not know the
whereabouts of approximately two-thirds of the over 60,000 personswho are subject
to deportation or removal orders. Included inthisgroup are personswho werefound
to be inadmissible on the grounds of criminality. While the Auditor-General was
critical of the situation, she did not find that the missing persons constituted a clear
national security risk.

Questions. 1. Could the Safe Third Country Agreement have had a broader
application and will it eventually withstand judicial scrutiny on legal, including
constitutional, grounds in Canada and the United States?
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2. Arethe well-reported cases of terrorists and potential terrorists entering North
Americathrough legal means asign of a potentially much greater threat?

3. Why do Canada and the United States officials maintain different detention
policiesin the case of undocumented refugee claimants?

4. What steps does the Canadian government intend to take to keep track of persons
subject to deportation or removal orders?

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 hal f-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 Ministerial Declaration set forth objectives in
several negotiating areas such as agriculture, industria 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 since the signing
of the GATT, Canada has developed an export driven economy. In 1947, Canada
exported approximately 2% of its GDP; that figure was 29% of GDP in 2007.
Imports of goods represent 27% of GDP. It has been estimated that one-third of
Canadian employment isdirectly dependent oninternational trade. TheUnited States
is Canada's largest trading partner, buying 76% of its merchandise exports and
supplying 65% of Canada’ s goodsimportsin 2007. It must be noted, however, that
much of thistraderelationshipisduemoreto 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
guestioned 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 as formulas for 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.

€ Prepared by lan F. Fergusson, Speciaist in International Trade and Finance; Foreign
Affairs, Defense, and Trade Division of CRS.
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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
attemptsto include state trading enterprises (such as the Canadian Wheat Board) in
parallel negotiations on other trade-distorting export practices. Disciplineson these
entities are a priority for the United States.

Non-Agricultural Market Access (NAMA). TheUnited Statesand Canada
have similar goas for the NAMA taks. Canadas 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 onchemicals,
forestry products, non-ferrous metals, fisheries, fertilizers and energy equipment.

Services. Negotiations on amending the General Agreement on Trade in
Services (GATYS) 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) in the areas of
architecture, engineering and integrated engineering, computer and rel ated services,
construction and related engineering, energy, environment, finance, law, maritime
transport and telecommunications. Canada also isinterested in providing additional
labor mobility for its service professionals overseas. Conversely, Canada is
committed not to negotiate liberalization of health care, education, or social services
provision. 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
considersdisguised attemptsat protecti onism and has sought to impose 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, 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.
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Questions. 1. What isthelegislative processin Canadafor approving trade
agreements? Arethere expedited | egidl ative proceduresanal ogousto trade promotion
authority (TPA) in place between 2002-2007. Do you believe that progress in the
Dohatalks has been hampered by the expiration of TPA?

2. Have U.S. antidumping and countervailing duty cases against Canadian softwood
lumber and wheat stiffened Canada’ s resolve to press for additional disciplines on
trade remediesin the WTO negotiations? Given the general opposition of Members
of Congressto changesin U.S. trade remedy laws, what types of disciplines can be
agreed upon?

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 such issuesas 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 unusua 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.

Thevenuefor discussion of further economic and security cooperationin North
America has become the Security and Prosperity Partnership (SPP). In 2005, the
leaders of the United States, Canada, and Mexico pledged to develop a series of
security and economic cooperation measures among the three countries of the North
American Free Trade Agreement (NAFTA). Ministeria working groups were
established to develop concrete proposals, the first set of which were announced in
June 2005. Additional measures were announced at the trilateral Cancun summitin
March 2006, Montebello, Quebec in August 2007, and New Orleans, Louisianain
April 2008. The impetus for the establishment of the SPP has been the effect on
trade from theincreasein security along the border following the 2001 terror attacks
as well as the growing perception among some that 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. (For further
information, see “ Security and Prosperity Partnership of North America’)

Many of these initiatives reportedly were chosen because they could be
undertaken through the regulatory process and would not require legislation. Some
initiatives are being developed by the North American Competitiveness Council,
formed after the 2006 summit. Business groups in the United States and Canada

®1 Prepared by lan F. Fergusson, Specialist in International Trade and Finance, Foreign
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have generaly supported this effort, and some have called for its expansion.
However, other groups have decried what they consider the undemocratic nature of
implementing regulatory changeswithout | egidl ative approval and what they consider
the business-driven agenda of the initiatives. Some Canadians also fear that
regulatory harmonization, given the wide disparity in population and economic
power of the two nations, would inevitably lead Canadato adopt U.S. standards and,
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 al 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 harmoni zation or mutual
standardsrecognition. For example, would the United States adopt themetric 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 parity in November 2007, and has hovered
around that point since then. 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



CRS-37

force Canadato make the necessary structural adjustments that would make it more
competitivewith the United States. In addition, businesswould 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 sovereignty. According to them, monetary policy would be
dependent on (or tied to) actions of the U.S. Federa Reserve, with which Canada
would have little influence.

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

Questions. 1. How doesthe Canadian public feel about closer economicties
with the United States? Is there a perceptible difference on this issue among
Canadian political parties?

2. Hasthelooni€' s appreciation since 2002 hurt the Canadian manufacturing sector
that previously relied, in part, 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?

Security and Prosperity Partnership of North
America®

Issue Definition. How can the United States cooperate with its North
American neighbors on issues related to trade, transportation, and security? What
has been the impact of the Security and Prosperity Partnership of North Americain
improving security and competitiveness in North America?

Background and Analysis. The Security and Prosperity Partnership of
North America (SPP) is a trilateral initiative, launched in March 2005, that is
intended to increase cooperation and information sharing in an effort to increase and
enhance prosperity in the United States, Canada, and Mexico. The SPP is a
government initiative that was endorsed by the leaders of the three countries, but it
is not a signed agreement or treaty and, therefore, contains no legally binding
commitments or obligations. It can, at best, be characterized as an endeavor by the
three countriesto facilitate communication and cooperation acrossseveral key policy
areas of mutual interest. Although the SPP builds upon the existing trade and
economic relationship of thethree countries, it isnot atrade agreement and isdistinct
from the existing North American Free Trade Agreement (NAFTA). Some key
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issues for Congress regarding the SPP concern possible implications related to
national sovereignty, transportation corridors, cargo security, and border security.
These issues are discussed in various sections of the report.

Since 2005, the SPPworking groups have made annual recommendationsto the
North American leaders on how to accomplish the goals of the SPP. In 2008, the
working groups agreed to continue to advance the agenda of the SPP by identifying
and focusing on a set of high priority initiatives. They decided to: 1) increase the
competitiveness of North American businesses and economies through more
compatible regulations; 2) make borders smarter and more secure by coordinating
long-term infrastructure plans, enhancing services, and reducing bottlenecks and
congestion at major border crossings; 3) strengthen energy security and protect the
environment by developing a framework for harmonization of energy efficiency
standards and sharing technical information; 4) improve access to safe food, and
health and consumer products by increasing cooperation and information sharing on
the safety of food and products, and 5) improve North American response to
emergenciesby updating bilateral agreementsto enable government authoritiesfrom
thethree countrieshel p each other more qui ckly and efficiently during timesof crisis.

Goals of the SPP in the area of prosperity are to increase cooperation and
sharing of informationin order toimprove productivity, reducethe costsof trade, and
enhance the quality of life. Leaders from the three countries have highlighted the
need to enhance North American competitivenessthrough compatibl e regul ationsand
standards that would help the three countries protect health, safety and the
environment, aswell asto facilitate trade in goods and services acrosstheir borders.
In the 2008 joint statement, the leaders highlighted the need for the three countries
toimplement compatiblefuel efficiency regimesand high safety standardsto protect
human health and the environment, and to reduce the costs of producing cars and
trucksfor the North American market. They al so emphasized their effortsto advance
intellectua property rights protection in North America through the Intellectual
Property Action Strategy.

The SPPisnot atrade agreement, nor aform of economic integration, and goes
only asfar asleading to some measure of regulatory harmonization among the United
States, Canada, and Mexico. The SPPworking groups are not contemplating further
market integration in North America. Such a move would require a government
approval process within each of the three countries. In the United States, such an
agreement would require the approval of the U.S. Congress.

The goa of the security components of the SPP is to coordinate the security
efforts undertaken by each of the three participating nationsto better protect citizens
from terrorist threats and transnational crime while promoting the safe and efficient
movement of |egitimate people and goods. Working groups were established to
address the security aspects of the SPP and are grouped by three broad themes: 1)
external threatsto North America; 2) streamlined and secured shared borders; and 3)
prevention and response within North America.

One of the stated goals of the SPP is to improve the safety, security, and
efficiency of the flow goods between the three countries. The majority of trade
between the United States, Canadaand Mexico istransported by land modes (truck,



CRS-39

rail, and pipeline). Oneof thecentral tensionsin border management policy concerns
how to design policies that facilitate the efficient entry of legitimate cargo while
simultaneously ensuring that a sufficient level of security and scrutiny is applied to
deny theentry of illegitimate cargo. Since9/11, theU.S. government has undertaken
a number of initiatives aimed at improving cargo security and the facilitation of
legitimate or low-risk cargo. Two SPP security working groups are devoted to cargo
security and border facilitation.

Somecritics of the SPP believethat it may be morethan aninitiativetoincrease
cooperation and that it could lead to the creation of a common market or economic
union in North America. Others contend that it may ultimately lead to a so-called
“NAFTA Superhighway” that would link the United States, Canada, and Mexico
with a‘super-corridor’. However, if the United States were to potentially consider
the formation of a customs union or common market with its North American
neighbors, it would require approval by the U.S. Congress. Thefederal government
has stated that there are no plans to build a “NAFTA Superhighway,” and that no
super-corridor initiative of any sort isa part of the SPP. Further, no legal authority
existsand no funds have been appropriated to construct such asuperhighway, nor are
there current plans to seek such authority or funding.

Status of the Issue. The United States, Canada, and Mexico have made
progress in recent years in addressing issues related to North American
competitiveness and security through the SPP. The SPP serves as a mechanism to
increase communications among North American trading partners on issues of
mutual concern, but because it is not a binding agreement, its role in improving
prosperity and security may be limited.

Questions. 1. How effective hasthe SPP beeninimproving North American
competitiveness through its focus on intellectua property rights protection and
regul ation harmonization? What other steps can be taken within the SPPto improve
competitiveness and is this the appropriate mechanism to do so?

2. How effective has the SPP been in improving safety, security, and the flow of
goods and services among the North American partners? What other steps could be
taken in these areas?

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. In May 2002, after the
U.S. lumber industry filed antidumping and countervailing petitions to restrict
imports, agency determinations of Canadian subsidies, dumping, and injury to the
U.S. industry led to aduty of 29% on most Canadian softwood lumber imported into
the United States. Canada challenged these findings under NAFTA and before the
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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 current lumber
agreement is termed Lumber |V, because it is the result of the fourth dispute since
1981, with various findings of subsidy levels and agreements in the previous
disputes.

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 undeveloped, 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 provincia governments, which have
allocated and priced timber to encourage development of the extensive timber
reserves and settlement of unpopulated areas. In the 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 is typically sold in a competitive market.

U.S. lumber producers assert that subsidies have given Canadian producers an
unfair advantage in the U.S. market. Canadian provincial stumpage fees (for the
right to harvest trees) are asserted to be subsidized, leading to lumber pricesthat are
lessthantheir fair market value. Theprovincesgenerally useleasesand administered
feesto allocate and price timber. Administered fees are unlikely to match market
values, but determining whether the fees are below market values has been
controversial, because of differences in tree species, sizes, and grades; in
measurement systems; in requirements on harvesters; in environmental protection;
and in other factors.

Log export restrictions in British Columbia are also aleged 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 33% 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. In 2001, after the 1996 U.S.-Canada softwood lumber
agreement expired, the U.S. Coalition for Fair Lumber Imports filed countervailing
duty and antidumping petitions, asking the DOC to investigate Canadian imports
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again. The Department of Commerce issued final determinations of subsidies on
March 22, 2002. On May 3, 2002, the ITC determined that the U.S. lumber industry
wasthreatened with material injury by Canadianimports. A duty averaging 27% was
imposed on May 22, 2002.

Canada challenged each of the agency determinationsunder 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 duties on 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, a tentative 7-year agreement, with an optional two-year
renewal, to resolve 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. Lumber from logs harvested in the Atlantic Provinces, Y ukon,
Northwest Territories, or Nunavut is exempt from the export charges. Disputes are
to be resolved through bilateral consultations, non-binding mediation, or binding
arbitration in the London Court of International Arbitration.

U.S. interest groupshave questioned whether Canadaisfaithfully implementing
the agreement. In August 2007, U.S. officials requested a ruling from the London
Court on export quotavolumesand export tax levels. InMarch 2008, the Court ruled
that Canada had violated the export quota volumes for its eastern provinces for the
first six months of 2007, but was not required to collect taxesrel ated to export surges
from Albertaand British Columbiaduring that period; adecision on the remedy for
the violation is pending. In January 2008, U.S. officials filed another arbitration
case, alleging that Ontario and Quebec lumber industry subsidies violate the
agreement; adecisionisdueby September. Separately in January, U.S. officials sent
aletter to Canadian officials expressing concern about possible subsidies from the
proposed $1 billion Community Development Trust.

Questions. 1. The dispute over U.S. imports of Canadian lumber has
persisted for more than 25 years. Do Canadian producers have a significant cost
advantage because of Canadian timber practices and/or subsidies? Should Canadian
practices be modified to enhance competition for timber? Do the systems and
situationsvary sufficiently towarrant different responsesto each Canadian province?
What might be the environmental consequences of various possible changes?

2. The 2006 agreement terminated the duties, returned most of the money collected,
and established price-dependent export charges on Canadian lumber. What changes
are needed by 2013 to assure that the recent duties, challenges, and litigation is not



CRS-42

repeated when the agreement expires? What happensif some of the provinces make
appropriate changes and others do not?

3. Arethe current oversight mechanisms sufficient to assure implementation of the
agreement that is acceptable to all parties? Arethere ways to provide adequate and
timely data to identify possible violations (deliberate or unintentional) and thus the
delay and cost of arbitration and subsequent remedies? What approachesarefeasible
to compensate communities and workers for injury from weak lumber markets
without providing subsidies to the lumber industry? What unilateral U.S.
enforcement measures might be acceptable to Canada under the agreement?

U.S. Agricultural Support Dispute®

Issue Definition. In January 2007, Canada requested consultations with the
United States, under the auspices of the World Trade Organization's (WTO'’S)
dispute settlement process, to discuss three specific charges against U.S. farm
programs. (1) U.S. farm support resulted in serious prejudice against Canadian corn
producers, (2) U.S. domestic support exceeded its WTO commitments; and (3) U.S.
export credit guarantee programs contained implicit WTO-illegal subsidies. The
request for consultations represented the first step in instituting a WTO dispute
settlement case against the United States — the assigning of an official dispute
settlement case number (DS357) — thus setting in motion the explicit rules and
timetables of the WTO dispute settlement process.

Canada' sfirst allegation inits WTO case built upon previous trade complaints
against the United Statesinitiated by Canadian corn producersstartingin 2005, while
thelatter two allegationswere based on apreviousWTO ruling inacase (WTO case
DS267) brought by Brazil against the U.S. cotton program. The first charge of
serious prejudice against Canadian corn producers was dropped, but the second and
third charges retained, when Canada requested the formation of a WTO panel to
review its case against the United States in June 2007. However, the importance of
the case has not been diminished to the U.S. agricultural community. U.S.
agriculturedepends heavily oninternational marketsto sell itssurpluses. InFY 2007,
U.S. agricultural exports were arecord $81.9 billion and represented 24% of gross
farm income.

Background and Analysis. Canadaand the United States have ahistory of
commodity trade disputes, traditionally focused on various wheat support programs
and trade practices. 1n 2005, after several yearsof wrangling over wheat tradeissues,
Canada extended its disagreement with U.S. farm programsto the corn sector when
Canadian corn producers sought legal action for alleged unfair subsidization and
dumping of U.S. corn in Canadian markets. Canada’s International Trade Tribunal
ultimately ruled on the 2005 anti-dumping and countervailing duty case in favor of
the United States. However, Canadian corn producers continued to press their
concernsupon the Canadian government about perceived unfair subsidization of U.S.

% Prepared by Randy Schnepf, Specialist in Agricultural Policy, Resources, Science and
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corn. Inresponse, in early 2007 the Canadian government requested consultations
with the United States to discuss severa alegations against U.S. commodity
subsidiesunder the auspicesof theWTO’ sdispute settlement process. Three specific
charges against U.S. farm programs were identified in Canada's request for
consultationsincluding achargethat U.S. farm subsidiesresulted in seriousprejudice
against Canadian corn producers. However, the serious prejudice charge was
eventually dropped by Canada from its WTO case, in large part because of
substantial increasesin U.S. and international corn prices since mid-2007.

The remaining two chargesin Canada sSWTO case allege that, first, the United
States has exceeded its annual WTO commitment levels for total Aggregate
Measurement of Support (AMS) for agriculture in each of the years 1999, 2000,
2001, 2002, 2004, and 2005, and second, that the U.S. export credit guarantee
program for agricultural commodities operates as a WTO-illegal export subsidy.
These charges stem, in large part, from a previous negative ruling against U.S. farm
programs in a previous case (DS267) brought by Brazil against the U.S. cotton
program. Inthat case, aWTO panel ruled (and subsequently was upheld by aWTO
Appellate Body) that first, direct payments made under U.S. farm programs do not
qualify for green box exemption status because of a restriction prohibiting the
planting of fruits, vegetables, or wild rice on payment acres; and second, the U.S.
export credit guarantee program operates as a prohibited export subsidy program
because the financial benefits returned by these programs failed to cover their long-
run operating costs. As a result, export credit guarantees should be subject to
previously scheduled export subsidy commitments.

Canadaclaimsthat, sincethey fail to qualify for inclusioninthegreen box, U.S.
direct paymentsshould be added toits AM Swhen cal cul ating total domestic support.
In addition, they also charge that the United States has improperly notified several
of its farm support programs as exempt from the AMS limit, while several other
programswereimproperly excluded from U.S. notifications. Canadaal so claimsthat
when all of the outlaysfrom these allegedly mis-notified programsareincluded, then
the U.S. AMStotal exceedsits WTO commitment level.

In response to Canada's charges, then-U.S. Secretary of Agriculture Mike
Johanns declared in early 2007 that the United States would vigorously defend U.S.
farm programs against any possible WTO challenge by Canada. A spokesman for
the U.S. Trade Representative (USTR) said that this dispute was an unnecessary
diversion of resources and timefrom the Doha Round negotiations. The official aso
stated that U.S. farm programs were designed to be in compliance with its WTO
obligations and believed that the panel would agree.

Status of the Issues. In late 2007, Brazil initiated its own similar case
against U.S. farm support. Canada and Brazil appear to have coordinated their
efforts as both countries submitted official requests on November 8, 2007, for the
Dispute Settlement Body (DSB) to add the establishment of a panel to its next
meeting agenda. In accordance with WTO rules, the United States blocked thisfirst
panel request at the November 27, 2007, DSB meeting. However, at itsnext meeting
on December 17, the DSB announced the establishment of a single panel to jointly
hear both cases brought by Canada (DS357) and Brazil (DS365) against U.S. farm
programs. In their requests, Brazil and Canada asked for a single panel to be
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established to consider both cases jointly. The United States did not object to this
proposal. All three countriesinvolved — the United States, Canada, and Brazil —
have agreed that the meeting of the panel would be open to the public.

In accordance with the Understanding on Rules and Procedures Governing the
Settlement of Disputes, once the establishment of a panel has been announced the
DSB has up to 45 days for a panel to be appointed, plus 6 months for the panel to
conclude itswork. Asaresult, it is not likely that the panel, once appointed, will
finish itswork and issue afinal ruling before late 2008. Subsequent appeal s of any
negative ruling and disagreement over appropriateretaliatory levels, etc., could push
resolution of the dispute well into the future. Should any eventual changesin U.S.
farm policy be needed to comply with a WTO ruling against the United States, it
would likely involve action by Congress to produce new legisation. For more
information see CRS Report RL34351, Brazl’s and Canada’s WTO Case Against
U.S Agricultural Support.

Questions. 1. Towhat extent would completion of the ongoing Doha Round
help to resolve Canada' s and Brazil’s dispute settlement case against U.S. farm
programs?

2. What effect, if any, will theformulation of anew U.S. farm bill have on Canada’s
WTO case?

Country of Origin Labeling®

Issue Definition. Section 10816 of the Farm Security and Rural Investment
Act of 2002 (P.L. 107-171), as amended, requires many retailers to provide
country-of-origin labeling (COOL) for fresh produce, red meats, seafood, and
peanuts. Although seafood COOL began September 30, 2004, Congress delayed the
implementation date for the other covered commodities until September 30, 2008.
In early May 2008, aHouse-Senate conference committee was attempting to finalize
anew omnibusfarm bill (H.R. 2419), and it is anticipated that the final measure will
contain some changes in COOL requirements, if not the implementation deadline.
In light of this uncertainty, a currently pressing issue is whether COOL will in fact
be implemented by September 30, or even whether USDA could complete the
necessary rulemaking by then.

Background and Analysis. Under theTariff Act of 1930, asamended, most
unprocessed agricultural commodities havel ong been exempt from requirementsthat
every import be clearly marked to indicate country of origin for the “ultimate
purchaser.” The 2002 farm bill required those retailers covered by the Perishable
Agricultural CommoditiesAct, i.e., thosewhich deal in at least $230,000 per year in
produce (fresh and fresh-frozen fruits and vegetables), to begin providing such
information. Specifically covered commoditiesare: ground and muscle cuts of beef,

& Prepared by Geoffrey S. Becker, Specialistin Agricultural Policy, Resources, Scienceand
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lamb and pork; seafood; peanuts; and produce. These commodities are exempt if
they are ingredients in processed foods, or if they are sold in dining out settings.

Passage of the law in 2002 did not end debate over the value and efficacy of
mandatory COOL, particularly with regard to meats. COOL opponents have
continued to argue that record-keeping and verification costs will far exceed any
perceived economic benefits to producers; that smaller-sized farms and firms will
have the most difficulty with compliance; that there is little evidence consumers
actually want labeling; and that COOL isa protectionist policy that underminesfree
trade. Supporters have countered that compliance would not be nearly as
burdensome as some large industry groups and USDA have attempted to portray it;
that studies show U.S. consumers, if offered aclear choice, will pay extrafor fresh
foodsof domestic origin, thereby strengthening demand and pricesfor them; and that
consumershavearight to know wheretheir foodswere produced. They have pointed
out that all but two of the North American cases of “mad cow” disease (bovine
spongiform encephalopathy, or BSE) occurred in Canadian-born cattle, yet the
United States is permitting the importation of large quantities of Canadian beef and
cattle. (COOL opponents argue that country of origin labeling is a matter of
marketing, not food safety, and that food saf ety concerns are best addressed through
science-based regulation.)

Canada is by far the leading source of U.S. food and agricultural imports,
accounting for about 20% of total import value, and reflecting the close and growing
economic integration of thetwo countries’ markets. Many of theseimportsarethose
covered by mandatory COOL, including live animals, red meats, seafood, and fresh
vegetables and fruits. The Canadian government’s views generally paralle those
held by other opponents of mandatory COOL. Canadian officials had earlier stated
that they would challenge the COOL law as trade distorting under the North
American Free Trade Agreement (NAFTA) and the World Trade Organization
(WTO) Agreements.

Status of the Issue. The2002 farmbill initially called for mandatory COOL
to beimplemented by September 30, 2004. However, Congress hastwice postponed
the requirement. The omnibus FY 2004 appropriations law (P.L. 108-199) delayed
this date for all covered commodities, except seafood, until September 30, 2006.
(The seafood regulations have been in place for severa years.) The FY 2006 USDA
appropriation (P.L. 109-97) postponed the date for two more years, until September
30, 2008.

Language (in H.Rept. 110-258) to accompany the FY 2008 USDA appropriation
(Division A of P.L.110-161) directsUSDA’sAgricultural Marketing Service (AMS)
to meet the following timeline in implementing COOL :

e January 17, 2008, publishre-proposed rulefor covered commodities
with a 60-day comment period,;

e July 19, 2008, publish final rule for all covered commodities,

e July 26, 2008, initiate congressiona review for final rule for al
covered commodities;

e September 30, 2008, effective date for final rule for all covered
commodities.
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Asof early May 2008, AM S had not met thisfirst deadline, for proposed rules;
officias have cited possible changesin the final COOL requirements that are in the
pending omnibus farm bill (H.R. 2419). Both versions of this bill, which was
nearing completion in a House-Senate conference committee in early May, would
maintain the September 30 implementation date, but modify (i.e., ease) some of the
labeling and record-keeping requirements, as well as exempt products from any
animals born prior to January 2008. The Senate-passed farm would also newly
extend coverage to poultry and macadamianuts; the House-passed bill to goat mest,
making it possible that these provisions could be in the final version as well.
Although the labeling and recordkeeping changes are intended to make it easier for
the livestock and meat industry in particular to comply with mandatory COOL, they
also have created uncertainty among regulators and the regulated industries about
what the final requirements will be.

Questions. 1. Canadahas commented in the past that it intendsto challenge
the COOL law astrade distorting under the WTO and NAFTA. Doesit still intend
to do so, even if the labeling and paperwork changes anticipated by the new U.S.
farm bill are adopted? If so, what, specifically, will be its arguments?

2. Reportsin meat trade publications have suggested that the current uncertainties
about final COOL requirements have strained marketing relationships between
Canadian and U.S. producersand processors. Hasthistension altered trade between
the United States and Canada, and, if so, in what way? What policy and economic
adjustmentsif any are being considered in light of the current situation?

3. Ingeneral, how will COOL likely affect the composition and economic viability
of both the cattle/beef and hog/pork sectors in North America?

4. Does Canada haveits own country of origin labeling programs, and how do they
compare to those for which implementation is pending in the United States?

Steel®

Issue Definition. Steel issues have not been at the forefront of U.S-Canada
traderelationsin recent years. In part, thisisbecausetheindependent Canadian steel
industry, aswith other Canadian metal sproducers, has beenlargely subsumed within
globally operating companies, which also havelargeinvestmentsin the U.S. market.
Increasingly, the U.S. and Canadian industries, though both highly profitable today,
have common concernswith theincreasing potential of competitionfrom China. The
continued strong performance of the Canadian economy, and the movement of the
Canadian dollar exchange rate to a position above parity with the U.S. dollar, have
reduced tensionsin trade with Canada on this side of the border. On the other hand,
there have been serious concerns raised in Canada about the viability of important
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steel-consuming industries, notably motor vehiclemanufacturing, if these conditions
continue over the long term.

Background and Analysis. Local Ownership Endsat Canadian Steel Mills.
Canadian-owned companies have disappeared from the list of the world’s largest
steelmaking enterprises. One of the two largest and the most profitable, Dofasco,
in January 2006 was bought by Arcelor, which then placed it in atrust operated by
a Netherlands-based foundation as a ploy to complicate its own hostile takeover by
Mittal Steel. The maneuver failed, and Dofasco is now part of ArcelorMittal, the
world’ s largest steelmaker, and a major operator of U.S. integrated steel mills.

Canada' s largest minimill operator was also acquired by a company based
outside North America. Ipsco had moved its headquartersto lllinois, but its origins
were in western Canada, and it maintained operations in both countries. On May 3,
2007, it announced agreement on afriendly acquisition by Svenskt Stal AB (SSAB)
of Sweden, aproducer of high-value and specialty steel products. Sincethen, SSAB
has sold Ipsco’ s tubular products division to the Russian steel company, Evraz. In
another friendly acquisition of aCanadian company, Essar of Indiaacquired Algoma
Steel, based in Sault Ste. Marie, Ontario, in a $1.7 billion deal. The Algoma
acquisition ispart of Essar’ s plan to operate integrated operationsin the Great Lakes
region.

Finally, on August 26, 2007, U.S. Steel announced an agreement to acquire
Stelco. Stelco was, in 2005, Canada’s largest steel producer and remained its last
locally owned major steel company. It reorganized in 2006 after two years in
bankruptcy protection, with an output of of 3.81 million metric tons, well below
earlier levels. The company, based in the Canadian steel making center of Hamilton,
Ontario, continued to struggle financially, losing more than C$300 million in 2006.
U.S. Steel announced an acquisition price of $1.1 billion (U.S.), plus assumption of
Stelco’ s debts and pension liabilities.

U.S Trade Remedy Caseson Imported Iron and Seel from Canada. Only two
U.S. antidumping orders remain in place on iron and steel products from Canada.
Oneisapplied to iron construction castings. The other isa 2002 order on imports of
carbon and alloy steel wirerod from Canadaand other countries. Thisisnow subject
toafive-year sunset review investigation. TheU.S. International Trade Commission
(ITC) held ahearing in April 2008, and will vote on continued injury, and whether
to revoke the order, in June.

Canadian and U.S. Policy Actions on Imported Pipe from China. In 2007, the
ITC, inanother sunset case, revoked duties that had been placed on steel products
imported from a number of countries and used in the oil and gasindustry (known
generically as“oil country tubular goods’ or OCTG). U.S. imports from China of
such products increased substantially and, unlike with other steel products, the
Chinese government did not take measures to slow exports down.

In August 2007, an antidumping case was initiated in Canada against certain
OCTG imports from China, alleging that government subsidies were allowing
Chinese producers to dump product at low prices. In 2008, the Canadian Border
Services Agency applied trade remedy duties of up to 91% on subject imports, and
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the Canadian International Trade Tribunal confirmed afinding of injury to Canadian
producers. The Chinese government and industry reacted strongly. They have
indicated that they will appea the Canadian actions and possibly file a complaint
with the World Trade Organization (WTO).

In the United States, a similar case was filed on April 3, 2008 before the ITC
against imports from Chinaof welded carbon steel line pipe, another product widely
used in the oil and gasindustry. The ITC will announce its preliminary decision on
May 16.

Intellectual Property Rights®

Issue Definition. The United States has expressed concern that Canada's
protection and enforcement of intellectual property rights(IPRs) are not adequate and
do not meet internationally agreed upon standards. Although Canada has signed the
World Intellectual Property Organization (WIPO) Internet treaties, the treaties have
not been implemented through Canada’ s domestic legislation. Canadais the only
member of the G-8 country grouping that has not implemented the treaties.

Background. IPR infringement is a growing problem internationally due to
increased level of trade in goods and services and the development of advanced
technologies. Protection and enforcement of IPRs is important to U.S.-Canada
relations because of the high levels of bilateral trade between the United States and
Canada. As members of the World Trade Organization (WTO), both countries are
signatories to the Agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS), which set minimum standards for IPR protection and enforcement.
IPR provisions also exist in the North American Free Trade Agreement (NAFTA).
Some estimate that IPR infringement costs Canadian businesses about $22 billion a
year. The Canadian Manufacturers& Exportersestimatethat the counterfeitindustry
in Canadais worth between $20 and $30 billion annually.

Special 301 Watch List. Since1995, theU.S. Trade Representative (USTR)
has placed Canadaon its Special 301 “Watch List,” the mildest category of criticism
for inadequate | PR protection and enforcement. Some U.S. industry associationshave
called on the USTR to elevate Canadato the “Priority Watch List.” The USTR has
considered elevating Canada s status, but Canada remained on the Watch List in the
2008 Specia 301 Report. Canada has raised concern about the Special 301 process,
claiming that it isindustry-driven and not objective. Some Canadian industry groups
maintain that USTR’ sidentification of Canadaon its Watch List isagenuine signa
of the inadequacies of Canada s IPR regime.

Copyright Legislation Reform. Canada and the United States are both
signatoriesto the 1996 World Intellectual Property Organization (WIPO) Copyright
Treaty and the Performance and Phonograms Treaty. Known asthe “WIPO Internet
treaties,” they address IPR protection and enforcement issues related to the Internet
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and other forms of digital media. However, Canada has not implemented either of
the WIPO Internet treaties. Thishasraised controversy in Canada. Somecriticsassert
that Canadadoesnot adequately prevent the circumvention of technol ogical measures
that protect copyrighted works. Concernsalso have been raised that Canada does not
sufficiently protect against online piracy. In addition, some criticize Canada for
focusing on only commercial piracy. Rather, they maintain that Canadashould also
prosecute retail piracy, which takes place on a smaller scale but can still contribute
to significant copyright losses. Others express the need to reform copyright law ina
way that balances the interests of both copyright holders and users.

In contrast, the United States implemented the WIPO Internet treatiesin 1998
through the Digital Millennium Copyright Act (DCMA). The United States has
pressured Canada extensively to implement an equivalent of the DCMA. In 2007,
Canadian government officials stated that copyright reform was a top national
priority, and someindustry groups had high hopes of significant copyright changein
Canada. Canadarecently passed |legislation criminalizingillegal recording of movies
in theaters. Bill C-10, which would bring Canada in compliance with the WIPO
Internet treaties, may be introduced into Parliament soon. Previous versions of the
bill were not successfully passed in earlier Parliament sessions.

Border Enforcement. Thereis significant trade in counterfeit and pirated
goods within Canada and through Canada. According to the 2008 U.S. National
Trade Estimate Report on Foreign Trade Barriers, most pirated goods entering
Canada are “high quality, factory produced” goods from Asia, including pirated
softwareand circumvention devices. Therea so hasbeen concern about grey market
goods, i.e., thediversion of prescription drugs from Canadainto the United Statesin
cases where the drugs may be sold legally in Canadabut are not approved for salein
the United States by the U.S. Food and Drug Administration (FDA).

A second issue is that the Canada Border Services Agency (CBSA) is not
authorized to seize productsat the border that are believed to be pirated or counterfeit
without a court order, which requires detailed information. Some contend that this
lack of authority limits the effectiveness of IPR enforcement in Canada.

Domestic IPR Enforcement. Enforcement within Canada is led by the
Royal Canadian Mounted Police (RCMP) and loca police, which do not have
sufficient IPR resources, expertise, and staff, according to the Canadian Anti-
Counterfeiting Network. In addition, PR enforcement competeswith many priorities
for the RCMP. [PR-infringement prosecutions are believed to be rare because of a
lack of legal professionals dedicated to IPR and alack of technical expertise. The
United States contends that the enforcement penalties imposed by Canada do not
serve as sufficient deterrents for future IPR infringement.

Recent International IPR Efforts. Canadaand the United States are part
of regional and multilateral efforts to protect and enforce IPRs. As part of the
Security and Prosperity Partnership (SPP) of North America, Canada, the United
States, and Mexico developed an Intellectual Property Action Strategy, an overall
plan to combat piracy and counterfeiting. Under the plan, the three countries agreed
to improve IPR protection and enforcement by combating trade in IPR-infringing
goods, increasing public awareness and outreach, and engaging in activitiesto better
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measure IPR infringement levels. In addition, Canada and the United States are
among the states working on a new international IPR trade agreement, the Anti-
Counterfeiting Trade Agreement (ACTA), which would focus on international
cooperation, best practicesfor IPR enforcement, and an IPR legal framework. ACTA
would set enforcement standards higher than that of the WTO TRIPS Agreement.

Questions. 1. What issueshave arisen in devel oping legislation to implement
the WIPO Internet treaties? What is Canada’ s vision of fair and balanced copyright
law?How would Canada’ simplementation of the WIPO Internet treaties differ from
the U.S. DCMA?

2. What measures is Canada currently taking to address trade and transshipment of
pirated and counterfeit goods? What steps can Canada undertake to improve IPR
border and domestic enforcement? What can the United States do to assist Canada
in improving IPR enforcement?

3. How does Canadaview the U.S. Specia 301 process? How does the Special 301
list affect U.S.-Canadian relations? Does identification on the list affect Canadian
IPR policy?

4. What steps has Canadataken to promoteinternational protection and enforcement
of IPR? What are the opportunities and challenges that Canada sees in the SPP and
ACTA?

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)
asthe ERO and has approved 102 of the ERO’ s 142 proposed reliability standards.
NERC is an industry organization whose membership had been voluntary prior to
enactment of the Energy Policy Act of 2005. Its mission is to 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 Canada will approve and enforce FERC-approved
reliability standards. In addition, the U.S. electric industry relies on Canadian
natural gasto generate approximately 16% of U.S. electricity generation. Atissueis
whether Canadawill be able to continue to increase its exports of natural gasto the
United States.
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Background and Analysis. There arethree components of 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 magjor regions of the United States, Canada, and parts of
Mexico: the area west of the Rockies (Western Interconnection), Texas, and the
Eastern Interconnection. Because of 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. In 2006, net
imports of electricity from Canada were 17.4 terawatt-hours [ 1 terawatt-hour=10"
watt-hours], whichincreased to 29.6 terawatt-hoursin 2007. During 2006 (the latest
published data), total salesto ultimate consumers of electricity in the United States
were 3,670 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 sborders. Ontario isthe only province that has approved NERC reliability
standards.

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 isto increase transmission capacity.
Bangor Hydro (Maine) and New Brunswick Power energized the newly constructed
Northeast Reliability Interconnect transmission linein December 2007. SeaBreeze
Power Corporation has applied for aU.S. Presidentia Permit for the construction of
a550-megawatt high voltagetransmission line. The U.S. Department of Energy has
not completed its consideration of the permit. The proposed linewould 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
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aspects of therole for transmission operators. ERO standards require utilitiesto 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. The Energy Policy Act of 2005 providesfor an Electric
Reliability Organization 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 filed itsapplication to become
the ERO in both the United States and Canada. FERC approved NERC asthe ERO
on July 20, 2006.

Natural Gas Supply. A significant part of U.S. gas consumption is used to
fuel power plants. Currently about 20% of electric generation in the United States
isproduced using natural gas. In 2006, generators consumed about 6.2 trillion cubic
feet (Tcf) of natural gas, equivalent to 29% of total consumption (21.7 Tcf). Under
the Energy Information Administration’s current Annual Energy Outlook reference
case, gas used for power generation is expected to remain near current levelsin the
midterm, before slowly declining to 5.0 Tcf by 2030. However, this projection is
based on current laws and regulations, and does not account for prospective actions,
such as climate change regulation, that could encourage the use of natural gas over
coa in new power plants. A recent EIA study of the Lieberman-Warner Climate
Security Act of 2007 investigated several implementation scenarios, including cases
in which natural gas-fired generation increases by up to 88% as early as 2020 and
accounts for over athird of all power production.

A secure and affordable supply of natural gasistherefore important to the U.S.
power sector today, and in some scenariosthat importance could grow substantially.
The United States does not, however, produce enough natural gas to meet its own
needs; the United Statesistheworld’ slargest natural gasimporter. In 2006 imports
totaled 4.2 Tcf compared to consumption of 21.7 Tcf. Over 80% of gross U.S.
imports are delivered via pipeline from Canada (3.6 Tcf in 2006). However,
Canadian imports are expected by EIA to decline steadily, to under 1 Tcf by 2025.
The Canadian National Energy Board (NEB) aso expects net exports to decline
under current trends, with Canada becoming a net importer of gas by 2030. The
declinein exportsisdueto increasesin Canadian consumption, demand for gas and
competition for investment capital from oil sands extraction projects, and reduced
productivity from gas production fieldsin western Canada. Thedeclinein Canadian
exports may cause the United States to rely increasingly on potentially less secure
sourcesof natural gasimports, brought into the country by tanker asliquefied natural
gas.

Questions. 1. Will Canadianregulatorsapproveand enforceidentical electric
reliability standards? Without identical standards and enforcement, thereliability 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
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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 regulators in both the United States and Canada approve
recovery of these costs?

3. What steps are the Canadian federal and provincial governmentslikely to taketo
maintain and increase gas production?

4. What are the prospectsfor using alternative fuelsin Canadian oil sands extraction
projects (amajor and potentially growing domestic consumer of natural gas)?

U.S. Energy Security and Canadian Oil Sands®

Issue Definition. Canadanow ranksasthe United States' number one source
of imported petroleum and thus plays an increasing role in U.S. energy security.
Canada soil sandsmake up anincreasing proportion of its petroleum production, and
Canada's ail sands producers continue to look to the United States as the major
market for their heavy oil exports. Of the nearly one million barrels per day (mbd)
of petroleum Canada exportsto the United States, 75% is delivered to the Midwest.
Thisregion’ scurrent capacity and planned expansion placesitinapositiontoreceive
some increased heavy oil exports from Canada.

Overall U.S. refinery capacity is forecast to increase from 16.9 mbd in 2004
to nearly 19.3 mbd in 2030 — a 2.4 mbd increase. Several announced refinery
expansions will come online by 2015. The expanded capacity may not be enough to
keep up with Canada's projected increase in oil sand production, even if the
expansion includes upgrades in heavy oil processing. Canada is also pursuing
additional refinery capacity for its heavier oil. Refinery expansions will have
environmental impacts, and Congress will continue to face controversy over the
bal ance between energy security and the environment.

Another matter of concern is Section 526 of the recently enacted Energy
Independence and Security Act of 2007 (P.L. 110-140) that prohibits federal
procurement of an alternative or synthetic fuel “ unlessthe contract specifiesthat the
lifecycle GHG emissionsarelessthan or equal to such emissionsfrom the equivalent
conventional fuel produced from conventional petroleum sources.” The provision
is intended to ensure that federal agencies are not spending taxpayer dollars to
promote new fuel sourcesthat will exacerbate global warming, and would apply to
fuels derived from “tar sands,” (a term synonymous with oil sands) which are
currently associated with producing higher greenhouse gas emissions than fuels
derived from conventional petroleum.

Background and Analysis. Whenit comesto futureoil supplies, Canada' s
oil sandswill likely make up alarger share of U.S. oil imports. Oil sands account for
about 42% of Canada’ stotal oil production, and oil sand productionisincreasing as

by Marc Humphries, Analyst in Energy Policy; and Anthony Andrews, Specialist In
Energy and Energy Infrastructure Policy; Resources, Science, and Industry Division.
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conventional oil production declines. Since 2004, when production from asubstantial
portion of Canada's oil sands were deemed economic, Canada has been ranked
second behind Saudi Arabia in oil reserves. Canada has 175 billion barrels of
reservesand atotal of over 300 billion barrelsof potentially recoverable oil sands(an
attractiveinvestment under current conditionsdemonstrated by the billionsof dollars
already committed to Canadian development). Canadian crude oil exports (from oil
sands and petroleum) were about 1.82 million barrels per day (mpd) in 2006, of
which 1.8 mbd or 99% went to the United States. Canadian crude oil accounts for
about 18% of U.S. net imports and about 12% of all U.S. crude oil supply. U.S.-
based oil companiesare mgor investorsin Canadian oil sands. Theinfrastructureto
produce, upgrade, refine, and transport oil from Canadian oil sand reserves to the
United Statesis already in place. Oil sands production is expected to rise from its
current level of 1.3 mbd to 2.8 mbd by 2015.

Greenhouse gas “emissions intensity” (CO,/barrel) from oil sands are
significantly higher than that from conventional oil production. Canada’s federal
government classifiesthe oil sandsindustry asalargeindustrial air pollution emitter
and expects it to produce half of Canada's growth in greenhouse gas (GHG)
emissions by 2010. Reducing air emissions is one of the most serious challenges
facing the oil sandsindustry. Between 1995-2004, the oil sandsindustry reduced its
emission intensity by 29% while oil production rose. Overall, CO, emissions have
declined from 0.14 tong/barrel (bbl) to about 0.08 tons/bbl since 1990. However,
Alberta’'s GHG goals of 238 megatons of CO, in 2010 and 218 megatons CO, in
2020 are not expected to be met.

Status of the Issue. New refinery capacity that would accommodate heavier
crude from Canadian oil sands is being challenged in Indiana, Michigan, South
Dakota, and el sewhere. Some of these expansions or new refineries are several years
away. A BP refinery upgrade and expansion in Whiting, Indiana, expected to be
completein 2011, isin the permitting stage asitsair permit isundergoing regulatory
review and public comment. A new $10 billion refinery in Union County, South
Dakota, being planned to process heavy crude from oil sands, would bethe first new
refinery in the United States in over 25 years. Environmental groups continue to
promote standards for low-carbon emission fuel and oppose the permitting of these
refinery projects on the basis that processing heavy crude from Canadian oil sands
would generate much higher greenhouse gas emissions than from conventional
petroleum sources.

The National Defense Authorization bill for Fiscal Y ear 2009, as marked up by
the Senate Armed Services Committee, would authorize ten-year contracts for the
purchase of aternative and synthetic fuels while incorporating greenhouse gas
requirements identical to those in Section 526 of the Energy Independence and
Security Act. Bills such as the American Energy Production Act (S. 2958) would
repeal Section 526.

Questions. 1. What changes are necessary to significantly reduce the
environmental footprint of heavy oil from Canadian oil sands?

2. How much capital investment in pipeline and refinery infrastructure is needed to
support increased crude oil imports from Canada?
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3. What would be the impact on U.S. federal and defense fuel procurements if
Section 526 restrictions remain in place on fuel produced from Canadian oil sands?

4. How much Canadian crude ail is expected to be impacted by Section 5267

Natural Gas Pipeline from Alaska™

Issue Definition. In October 2004, Congress approved the Alaska Natural
GasPipelineAct (ANGPA), whichauthorizes, inprinciple, apipelineto carry natural
gas from Alaska s North Slope, establishes rules governing its construction, and
authorizesfederal guarantees on pipeline project loans. In 2006, the then-Governor
Murkowski of Alaskaand thethree North Slope oil 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 accordance with new legidlation that has
been introduced in the legidature. In 2007, TransCanada Corporation, the Alberta,
Canada based pipeline operator, submitted the only proposal that met state
guidelines. Governor Palin has not sent the proposal to the legislature for
consideration. In 2008, BP and ConocoPhillips proposed a pipeline project that
required no state money for construction.

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 oil 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
30 trillion 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 already discovered natural gas resource has not been
developed because of a lack 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 re-injected
into theground. The small amounts produced are used for operationsin conjunction
with oil production and transportation, such as powering oil through pipelines.

" Prepared by Robert Pirog, Specialist in Energy Economics, Resources, Science, and
Industry Division.
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Construction of a pipeline to transport natural gas to 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 billion. Since then, however, the rising costs of steel, other material and
construction labor have driven estimated costs of the pipeline to approximately $30
billion. The LNG aternative, a possibility considered by the state of Alaska, has so
far not found favor with the North Slope producers.

Congresshad previoudy created astatutory framework for an Alaskanatural gas
pipelineinthemid-1970s. Legidative authority for designation of theroute, 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 pipelinewas 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 | egis ation 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 a natural 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 provision was not included in the ANGPA
legisation.
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Negotiations are continuing in Canada on the plan to build the Mackenzie
Valley gas pipeline, which is intended to carry natural 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 peoples in Canada along the route of the pipeline.
A final report isdueto the National Energy Board by mid-2007. The Board will then
make afinal recommendation to the Canadian government, possibly in 2008.

Status of the Issue. Both the United States and Canada are moving toward
the construction of natural gas pipelinesbuilt fromtheir respective Arcticregionsthat
will partly compete with each other for markets in the Lower 48 states and in
southern Canada. At this time, neither the Canadian or the U.S. and the state of
Alaskahave authorized projectsin place. Asthe Mackenzierouteistechnically less
difficult than that from Alaska, it might seem that 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 adecision to go ahead
on the Mackenzie pipeline?

2. Will the Canadian project begin construction long enough before the 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 viability of each other?

4. What proportion of the gas delivered by the Mackenzie pipeline is likely to be
used by the Canadian oil sands development?

5. Isit likely that further delays in either, or both, pipeline projects will cause the
North American gas market to be lost to LNGimports?

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.

" Prepared by M. Lynne Corn, Specialist in Natural Resources Policy; Resources, Science,
and Industry Division.
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Background and Analysis. During the 110" Congress, ANWR has not
been amajor element of the energy debate until the run-up in energy prices. Some
bills in the second session of Congress have been introduced to address energy
supply and these bills include titles to open the Refuge. The debateis (a) the extent
to which any ANWR discoveries might lower energy prices, and (b) 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 area
richinfauna, flora, and oil potential. Development proponentsarguethat ANWR ail
would reduce U.S. energy markets' exposure to recurring crisesin the Middle East,
create many jobs in Alaska and elsewhere, 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 environmenta harm, with a footprint
limited to 2,000 acres of the 19 million acre Refuge. Opponents argue that intrusion
on this ecosystem cannot be justified on any terms; that it should be designated as
wilderness; that oil found (if any) would provide little energy security and could be
replaced by cost-effective alternatives; and that job claimsare exaggerated. Withthe
changein control of the House and Senate, chance of action on ANWR devel opment
appears much reduced, especially since any ANWR oil would come on-linein 7 to
12 years, and therefore have little immediate effect on gasoline prices. At the same
time, prospects of legidlation to protect the area as statutory wildernessare 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 America and 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 staplediet of Gwich’in huntersin Alaska, the
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 devel opment. Indeed, the concern over the PCH hasinvigorated
cross-border contacts between Gwich’in for more than a decade.
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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 socia problems or driving a local caribou herd
farther away.

The Canadian portion of the PCH calving ground is protected in Ivvavik
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 development
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 several occasionsover theyears, and their
government has sent numerous position papers to various U.S. agencies and
departments. Three ANWR development bills have been introduced in the 110"
Congress; two bills have been introduced to designate the area as wilderness. The
Alaskadelegation and the Bush Administration remain strong proponentsof ANWR
development.

Questions. 1. What data are available to the federal or provincial
governmentsregarding the effects of global climate change on northern speciessuch
asthe PCH?

2. Is 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?

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. What energy activities are going on currently in the northern Yukon and the
Northwest Territories? What activities have occurred in thelast two years? How do
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these activities affect calving grounds, migration routes, and wintering areas in
Canada? Arethere any known effects on the PCH?

5. 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?

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 governmentsof the United States and Canada, and the state and
provincial governments in the Great Lakes basin have implemented severa
restoration activities. After several years of restoration activities, some contend that
effortsarenot progressing and areloosely organized. Some specific concernsinclude
the slow 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. TheGresat 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 provide jobs, 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
to the ecosystem. Development has also led to changes in terrestrial and aquatic
habitats, theintroduction of non-native species, the contamination of sediments, and
the listing of more than 50 threatened or endangered species in the basin.

The Great Lakes Strategy. 1n2004 afederal Great Lakes Interagency Task
Force was created to provide strategic direction for Great Lakes policies on
restoration andtoform aregional collaboration of stakeholdersinterested in restoring
the Great Lakesecosystem. The Great LakesRegional Collaboration, which consists
of over 1,500 stakehol ders, 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.

2 Prepared by Pervaze Sheikh, Analyst Natural Resources Policy, Resources, Science, and
Industry Division.
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The total cost of implementing the Strategy is estimated to be $20 billion over five
years. Theimplementation 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 legisation.

Restoring Areas of Concern the Great Lakes. The Great LakesLegacy
Act of 2002 was enacted to address sediment contamination in Areas of Concern
(AOCs) within the Great Lakes ecosystem. AOCs are geographical areaswithin the
Great Lakes that represent the most degraded portions of the ecosystem. AOCs
contain contaminated sediment, wastewater, and other non-point source pollution.
In 1987, the United States and Canadaidentified 43 AOCsin the Great Lakes basin.
Twenty-six AOCs arein U.S. waters, 12 in Canadian waters, and 5 shared by both
countries. The act authorizes $50 million annually in appropriations for FY 2004-
FY 2008 for contaminated sediment remediation projects in AOCs in the United
States. From FY2004-FY 2008, there has been approximately $126 million
appropriatedtoal programsauthorized under the Legacy Act, approximately half the
authorized amount. The act also authorizes funding for research and devel opment
of remediation technologies, and public outreach and education about remediation.
The Environmental Protection Agency (EPA) administersthe selection and funding
of projects authorized under the Legacy Act. Six projects are currently being
evaluated, oneprojectsisunderway, and four projectshave 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 officials from 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.
Lawrence River 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 provinceto 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 asan interstate compact. Each of the Great
Lake states are considering the Compact. Currently, one state (Michigan) has
introduced a related bill; three states (Ohio, Pennsylvania, and Wisconsin) have
passed billsin one chamber; and four states (Illinois, Indiana, Minnesota, and New
York) have enacted legislation approving the Compact. The Canadian federal
government and the provinces of Ontario or Quebec are not parties to the Compact;
however, the provinces are signatories to the related international state-provincial
Aqgreement.

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
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authorize the implementation of the Strategy, nor authorize funding for restoration
prescribed by the Strategy. The Great Lakes Collaboration 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 aquatic non-native species around the country, address water
quality in the Great Lakes, and ocean monitoring. The bill would also authorize
dutiesand activitiesfor the Great Lakes Interagency Task Force and the Great Lakes
Regional Collaboration. A separate bill introduced May 9, 2008 would reauthorize
the Great Lakes Legacy Act and authorize $150 million annually from FY 2008-
FY 2012 for cleaning up AOCsinthe U.S. Other billsin the 110" Congress address
invasive speciesin the Great Lakes, migratory birds, and specific projects that may
restore portions of the Great Lakes ecosystem. Water withdrawal s guidelinesfor the
Great Lakes as prescribed in the Compact and Agreement have not been addressed
in the present Congress.

Questions. 1. Given that the boundaries of the Great Lakes ecosystem
extends across the United States and Canada, what major efforts are being done in
Canada to 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? Isthere scientific, 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 economiesof, and rel ationship between, Canadaand the United
States. What is the Canadian position on the Compact and Agreement? |Is Canada
considering similar measures to govern its use of Great Lakes water? Would a
paralel Compact in Canada be considered at some time?

4. Water quality is a concern for many in the U.S. and Canada, and is currently
addressed by the Great Lakes Water Quality Agreement. The Agreement is being
considered for revision by the Governments of Canada and the United States. What
isthe status of the review of the Agreement? |s Canada considering revisionsto the
Agreement?

Great Lakes Water Levels™

Issue Definition. Great Lakes water levels have been decreasing steadily
since 1997, with Lake Superior setting a record low for September in 2007, and
LakesMichigan and Huron near their record lowsfor December in 2007. Low water
levels disrupt shipping, alter coastal and aquatic ecosystems, reduce recreational
boating and fishing, and adversely affect water quality. Water levels are directly
related to preci pitation, runoff, evapotranspiration, and outflows(e.g., throughthe St.
Lawrence River and diversions). Climate change and new precipitation patternsare

3 Prepared by Pervaze A. Sheikh, Analyst in Natural Resources Policy, Resources, Science,
and Industry Division.
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cited as a possible causes for low water levels. Some also contend that dredging in
Lake St. Clair in the 1960s might have led to widening the channel in the St. Clair
River andincreasing outflowsfromtheLakes. Understanding the causesof declining
water levels in the Great Lakes is a concern for many because of their potential
economic and environmental costs.

Background. TheGreat Lakeswatershedisthelargest system of fresh surface
water in the world. The Great Lakes contain nearly 95% of the surface freshwater
in North Americaand 20% of the surface freshwater of theworld. An estimated 40
million people rely on the Great Lakes basin to provide jobs, drinking water, and
recreation, among other things. The water levels of the Great Lakes are affected by
anumber of factors, including preci pitation, evaporation, groundwater, surfacewater
runoff, diversions into and out of the system and regulation. Some of these factors
are controlled by the seasons, which can bring varying amounts of precipitation and
runoff to the lakes. For example, water levels are high in the spring and summer,
when runoff amounts are high, but low in the winter, when little or no runoff occurs.
Asasystem, the Great Lakes annually lose approximately 1% of their water through
natural outflows (i.e., viathe St. Lawrence River).

Decline in Water Levels. Water levels in the Great Lakes have been
declining since 1997, according to the Nationa Oceanic and Atmospheric
Administration (NOAA). This decline is most prominent in Lake Superior, which
recorded a historic low for September and October 2007. Some contend that recent
declinesin Great Lakeswater |levelsarefollowing apattern of fluctuating Lakelevels
that have been recorded since the 1800s. For example, Lakes Huron and Michigan
experienced record highs in 1886 and 1986; and experienced record lows in the
1930s, corresponding to drought conditions during the Dust Bowl. Others suggest
that low water levels are a combination of several natural and man-made factors.
NOAA collects data on historic water levelsin the Great Lakes, and the U.S. Army
Corps of Engineers (Corps) maintains models that predict changes in Great Lakes
water levels. Corps models, for example, predict below average water levels for
Lake Michigan, Lake Huron, and Lake Superior for the remainder of 2008.

Potential Threats to Water Levels. Potential changesin water levelsmay
come from existing and new diversions; climatic variations,; geologic processes,
variationsin precipitation, evaporation, and runoff; population growth; and changes
inland use (i.e., farm to urban). Many contend the greatest threat to water levelsin
the Great Lakes is excessive consumptive withdrawals.

Most experts believe that thereis still much to be learned regarding the effects
of water withdrawals, climate change, and consumptive uses on the Great Lakes.
Moreover, trying to determine the individua impact of a single factor may be
difficult to quantify because more than one factor might contributing to declining
water levels. Accordingly, many have become concerned withthecumulative effects
of thesefactorsonthe Great Lakes. Thelnternational Joint Commission (1JC) began
aninvestigation in the causes of water level declinein Lake Superior in March 2007.
Effects of climate change, dredging and channel wideninginthe St. Clair River, and
changes in precipitation are some of the factors being considered. With respect to
climate change, some hypothesize that warmer wintersin the Great Lakes basin will
lead to less ice formation on the Lakes, and consequently greater evaporation of
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water into the atmosphere. |If precipitation does not correspondingly increase, then
lower water levels could result. Uncertainty in predicting future water levels, in
conjunction with the cumulative impact that many of the above factors may have on
lake levels, has stimulated many to consider a*“ precautionary approach” addressing
water withdrawals and diversions out of the Great Lakes Watershed.

Potential Impacts of Low Water Levels. Variationsin water levels can
have potentially significant socio-economic and environmental consequences. Lower
water levels can reduce hydroelectric power generation and increase costs to
commercia shipping. The Great Lakes-St. Lawrence shipping corridor, which is
more than 2,300 miles in length, would need more dredging to maintain current
levels of navigation if water levels decrease. Dredging may also be necessary for
recreational boating. Lower water levels could also affect water quality by limiting
the ability of thelakesto flush out toxic substances and excessive levels of nutrients,
such as phosphorous and nitrogen. Coastal wetlands can dry up if water levels
significantly recede along the shoreline and wetland habitat may be replaced by
forested lands or dunes. Receding shorelines could al so create problemsin accessing
marinas and necessitate change in other infrastructure (e.g., extending water intake
pipes) to maintain recreational and other activities. Some contend that changes in
scenic areas and the environment would decrease tourism and recreation. Lower
water levels may have some positive impacts, such as decreasing the potential for
flooding and increasing the area of beaches in some regions of the Basin.

Status of Issue. Congressis addressing declining water levelsin the Great
Lakesthrough proposed | egislation that would authorize the Secretary of Commerce
to study and continue monitoring fluctuating water levels in the Great Lakes (S.
2355, introduced November 14, 2007, and H.R. 250, introduced January 5, 2007).
Great Lakes water levels are indirectly addressed through proposed legisation that
would authorize a national strategy to ensure the recovery, resiliency, and health of
coastal and Great L akesecosystemsfrom climate changeeffects(S. 2211, introduced
October 19, 2007). Lastly, the 1JC is conducting a five-year, $15 million study to
examinedecliningwater levelsinthe Great Lakes. (Theduration of the study isfrom
2007-2012.)

Questions. 1) Understanding the contribution of potential causes for
declining water levelsin the Great Lakes is a concern. |s Canada sponsoring any
studies to address this issue, have any results been rel eased?

2) The socio-economic consegquences of declining water levels in the Great Lakes
might be significant for both Canada and the United States. Does Canada have any
existing programs that are implementing mitigation strategies for declining water
levels ?

3). Climate change might be asignificant factor in declining water levels. 1sCanada
addressing the effects of climate change on natural resources such aswater supplies
in the Great Lakes, and if so, has Canada developed any strategies for adapting to
climate change that involve the Great Lakes?
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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
trophies from Canada. In Canada, Inuit hunters are permitted to allocate a limited
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. citizens from importing polar bear products. Some suggest
that an import ban, effectively stopping U.S. citizens from hunting polar bear in
Canada, could 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. Theremaining third have
insufficient dataavailable to estimate popul ation 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 during summer 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 the increasing
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. Under alate April 2008 court
ruling, alisting decision on the polar bear must be published by FWS no later than
May 15, 2008.

" Prepared by Eugene H. Buck, Specialist in Natural Resources Policy; Resources, Science,
and Industry Division.
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In late April 2008, the Committee on the Status of Endangered Wildlife in
Canada (COSEWIC) announced a status assessment of the polar bear in Canada as
a species of “special concern,” with a more detailed official report scheduled for
release in August 2008. After the August COSEWIC report is received, Canada's
Environment Minister, John Baird, is scheduled to issue a statement outlining how
the Government of Canadawill proceed toward adecision on polar bear listing under
Canada's Species at Risk Act.

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

2. How might halting the hunting of polar bears by U.S. citizens in Canada affect
Canadian community-based conservation programs for this species?

3. What are the options availableto Canada under their Speciesat Risk Act, relative
to polar bears? crsphpgw
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