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Agri-food Trade Update

U.S. BILATERAL TRADE ISSUES

1. BILATERAL RECORD OF UNDERSTANDING

On December 3, 1998, Canada and the U.S. agreed to a 17-point action plan to improve
agricultural trade relations, ratified by way of a Record of Understanding between International
Trade Minister Marchi, Agriculture and Agri-Food Minister Vanclief, Minister Goodale (responsible
for the Canadian Wheat Board), U.S. Trade Representative Charlene Barshefsky and U.S.
Secretary of Agriculture Dan Glickman.

The agreement establishes a framework for managing bilateral agricultural trade relations,
including provisions for:

- an annual Agriculture Minister/Secretary meeting,

- a meeting of federal officials twice per year to discuss outstanding agricultural issues affecting
bilateral trade,

- quarterly consultations on bilateral grain trade issues, and

- encouragement for increased cross-border dialogue between provincial and state governments
and between farm industry associations.

The agreement further addresses issues of access to the respective markets through equivalency
recognition of food safety and disease prevention practices for hogs, cattle, horses and grains.
The elimination of quarantine restriction on U.S. swine imports, phytosanitary restrictions on U.S.
cattle imports, and an agreement to ship U.S. wheat directly to Canadian grain elevators, are
measures meant to further facilitate U.S. access to the Canadian market for agri-food products.

The Record of Understanding does account for ongoing trade disputes, such as the current U.S.
anti-dumping and countervail duty investigation of Canadian cattle imports (see article below).
Under the commitments to expand access to the North Western Cattle Project, the agreement
provides that "[i]f a country imposes new duties on cattle trade, the other country may rebalance
commitments made under this section for the duration of the duty increase."

Bilateral consultations are ongoing at the federal level, with a meeting between Minister Vanclief
and Secretary Glickman anticipated in February.

Copies of the Record of Understanding and the action plan can be accessed at the AAFC
website: http://www.agr.ca/cb/trade/.

[ Top of Page ]

2. CANADIAN CATTLE IMPORTS UNDER U.S. SCRUTINY

In a 4 to 2 decision released on January 19th, the U.S. International Trade Commission (ITC)
ruled that Canadian cattle imports were potentially injurious to American cattle producers, giving
the U.S. Department of Commerce (DOC) the authority to proceed with separate countervailing
and dumping investigations on imports of Canadian beef cattle. While a final injury ruling is not
expected before late 1999 or early next year, the DOC will proceed with preliminary injury
investigations. Preliminary rulings are based on a low threshold that is certain to allow for a full
investigation.
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The ITC decision came after a DOC ruling on December 22nd that the Montana-based Ranchers-
Cattlemen Action Legal Foundation (R-CALF) represented a large enough share of the domestic
industry to meet the legal threshold for filing an antidumping and countervail petition (originally
filed on October 1st, then withdrawn on November 10th and refiled November 12th, 1998).

The original R-CALF petition was not wholly endorsed, however. The ITC struck the petitioner’s
dumping allegations against Mexican cattle imports, finding that no injury had resulted. The DOC
further rejected the petitioner’s request to investigate the Beef Industry Development Fund,
Transition Programs for Red Meats, the British Columbia Farm Product Industry Act and the
British Columbia Grazing Enhancement Special Account Act, for lack of supportive evidence.

The countervailing duty (CVD) case will examine allegations of unfair subsidies to Canadian cattle
producers purportedly resulting from the practices of the Canadian Wheat Board that allow
depressed feed grain prices, as well as of the NISA program, and various smaller provincial
programs (totaling some 30 programs). Extensive questionnaires have already been issued to the
federal government and the provincial governments of Alberta, Saskatchewan, Manitoba and
Ontario, with responses due March 15th. The DOC'’s preliminary ruling on the CVD case is
expected on May 3rd, 1999.

The anti-dumping investigation will investigate the allegation that export sales to the U.S. between
October 1, 1997 and September 30, 1998, netted a return below the cost of production. Any sales
during the period under investigation that had a negative margin greater than 2% would be
considered dumping under U.S. law. It is anticipated that comprehensive questionnaires will be
issued to some 6-8 Canadian exporters/producers, with a preliminary ruling unlikely before June
30th.

Affirmative findings in either of these preliminary investigations would result in the immediate
imposition of provisional duties, subject then to final rulings at the conclusion of the investigations.

Further information can be obtained from the website at www.agcanada.com/news.htm, and at
the U.S. International Trade Commission website at www.usitc.gov.

[ Top of Page ]

3. SUNSET REVIEW OF U.S. SWINE DUTY

In late December 1998, the Canadian Pork Council initiated a sunset review of a U.S.
countervailing duty (CVD) on live swine, which has been in place since 1985. Under the Uruguay
Round trade agreement, such duties are reviewed every five years unless it is demonstrated that
injury to the domestic producers will recommence if the duties are withdrawn.

The preliminary submissions from all parties were filed on January 6, 1999. A series of
submissions, questionnaires, and hearings will occur over the next several months, with an
outcome unlikely until well into the year 2000.

In a related development, in a letter to Secretary Glickman last December, the National Pork
Producers Council urged the U.S. Administration to initiate a dumping investigation of Canadian
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live hog imports. Keith Collins, chief economist to the U.S. Secretary of Agriculture, responded
that there are no plans to close down the border or seek new duties or import quotas. Instead,
Collins says that the U.S. will aim to increase domestic demand through programs such as the
US$50 million food assistance pork purchase, and a 50,000 tonne shipment to Russia.

[ Top of Page |

4. BUTTEROIL/SUGAR BLENDS REVIEW - ROUND II

A Canadian International Trade Tribunal (CITT) hearing took place from January 26-29th, 1999,
to review the existing tariff classification for butteroil/sugar blends.

The review follows the release on July 3, 1998 of the CITT’s report listing options for dealing with
the importation of blends outside the coverage of Canada’s tariff rate quota system. This recent
hearing was more technical, as opinions were registered with respect to the application of the
correct tariff line for three specific types of butteroil blends.

The blends of concern to dairy farmers are those imported under tariff line 2106.90.95, involving:
butteroil and sugar, butteroil and glucose, and blends of butteroil and processing solids. These
blends are used in ice cream manufacture as well as the production of processed cheese.

Import quotas in support of supply management were converted into tariff-rate quotas in 1995
when Canada implemented its WTO commitments. Butteroil blends, however, were not covered
by the former import quotas and are not presently subject to tariff-rate quotas.

CITT reports can be obtained at www.citt.gc.ca/refer/index_e.htm.

[ Top of Page |

5. CITT FAVOURS REDUCING BABY FOOD DUTY

The CITT released a report on November 30, 1998, recommending to the Minister of Finance that
the anti-dumping duties previously imposed on U.S. baby food imports, be reduced by two-thirds.

This follows a CITT ruling in April 1998 that Gerber imports of baby food to Canada caused
material economic harm to Heinz. Accordingly, a duty was imposed, effectively applying a 148%
levy on Gerber products entering Canada. Gerber reacted by pulling out of the Canadian market,
leaving Heinz, with already 80% of the market share, in a monopoly position. In response to
public pressure, the CITT undertook a public interest investigation in July 1998 to address the
appropriateness of the level of duty imposed.

It is now left to the Minister of Finance to determine how best to implement the CITT’s
recommendation, and arrive at a duty that both maintains the economic viability of Heinz’
Leamington plant and allows for market prices that would attract a competitor to the Canadian
market. Heinz has since suggested that implementation of the full recommended level of
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reduction would jeopardize the viability of its operations. A decision by Finance Minister Paul
Martin is likely forthcoming by the end of the February.

In a related development, the NAFTA trade remedy process took another step forward, with a
panel finally named to hear the baby food case (requested on June 4th). The U.S. panelists are:
Prof. Barry E. Carter, Georgetown University Law Center; Prof. Kevin C. Kennedy, Detroit College
of Law, Michigan State University; and Brian E. McGill, practicing attorney. The Canadian
panelists are Serge Anissimoff and Edward C. Chaisson, Q.C. Also, Gerber has requested that it
be reinstated as a defendant in the case, joining the Canadian Competition Bureau to defend
against the investigation initiated by Heinz. The NAFTA Secretariat is expected to rule on
Gerber’s request for re-instatement, as well as a counter-motion by Heinz to dismiss the case, by
March.

For more information, visit the CITT website at http://www.citt.gc.ca/

[ Top of Page ]

6. BEER DISPUTE REVISITED?

In an effort to stave off U.S. demands in the long-standing split-run magazines dispute, Canada is
"actively considering” reviving the issue of discriminatory practices against Canadian beer, found
to violate the General Agreement on Tariffs and Trade (GATT) more than six years ago.

A 1992 GATT Panel ruled that the U.S. violated its national treatment obligations by imposing an
excise tax on small brewers and allowing states to maintain differential excise tax rates and
discriminatory distribution and marketing policies. Though no effort has since been made towards
compliance, Canada chose not to formally complain about the U.S. failure to implement the so-
called Beer Il findings. However, Canada recently notified the U.S. that it would press the issue if
the U.S. got "aggressive" on the split-runs magazine issue.

The Canadian beer industry has long complained that there has been little movement on
measures already ruled inconsistent, and that some states have since put in place additional
discriminatory measures. Canada first raised the implementation issue of the Beer Il panel ruling
during the recent U.S.-Canada bilateral agricultural trade consultations.

Because the dispute was arbitrated by a panel under GATT rules, Canada does not have
recourse to the WTO dispute settlement rules, which allow for a review with respect to
implementation. In order to get a binding decision on the beer dispute, Canada must refile the
case with the WTO.

[ Top of Page ]

MULTILATERAL TRADE ISSUES
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7. WTO PANEL CONTINUES TO DELIBERATE ON DAIRY CASE

The WTO panel established to rule on the compatibility of Canada’s pricing system for milk, and
on Canada’s tariff rate quota administration for fluid milk, continues its deliberations. Over the
past several weeks, the parties to the dispute — Canada (the defendant), the US and New
Zealand (complainants), and Australia and Japan (third parties) -- have been responding to panel
guestions and providing rebuttal arguments.

The procedural timelines have been delayed slightly at the request of the panel. A confidential
descriptive document of what the panel members heard in the hearing and submission process,
originally expected in December, was released to the disputing parties in early January. The
panel’s report will be publicly available upon its release to WTO members, likely to take place on
April 9, 1999.

It is anticipated that the losing party will appeal the Panel’'s decision, adding several more months
to the process.

Copies of Canada’s oral and written submissions to the panel are posted on the Dairy Farmers of
Canada (DFC) website at www.dairyfarmers.org/engl/policy/submission/index.html.

[ Top of Page |

8. VICTORY FAILS TO END WTO SALMON DISPUTE

Canada was in Geneva again in early February to seek a WTO arbitration ruling on the amount of
time Australia should be allowed to implement the findings of the Dispute Settlement Body with
respect to the salmon case.

This, despite the November 6th, 1998, Appellate Body ruling which affirmed the previous Panel
finding that Australia’s prohibition on fresh, chilled or frozen imports of salmon from Canada was
inconsistent with the Sanitary and Phytosanitary Agreement. The issue since has been the
amount of time that would be reasonable for Australia to implement the WTO Dispute Settlement
Body (DSB) recommendations.

Australia has proposed that it be allowed at least 15 months to conduct a risk assessment on
various fish imports, including, but not limited to salmon. Canada’s position is that the conduct of
risk assessments does not constitute implementation of the DBS ruling, and therefore it should
not be included in calculating a reasonable time within which Australia might do so. Further,
Canada’s contends that rather than removing the offending measure as required, Australia is
planning to use the time to develop data that would support expanding the application of the
restrictive measure to other fish imports.

The arbitrator’s ruling will likely be submitted to the DSB for adoption on February 23, 1999, which
is when the report becomes public.

[ Top of Page ]
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9. NATIONAL CONFERENCE IN PREPARATION FOR WTO TALKS

Invitations to attend a national conference in Ottawa on April 18-20, were sent out to industry
stakeholders at the end of January. The conference, entitled, Toward an Agriculture Trade
position: Dialogue with Canadian Industry, is part of an ongoing process towards developing
Canada’s initial negotiating position prior to the commencement of WTO agricultural trade talks.
The launch is scheduled to take place in Seattle, Washington, on November 30 to December 3,
1999.

Both federal and provincial agriculture officials are working together on this initiative as one in a
series of opportunities for the agriculture and food industry to dialogue with government on issues
likely to arise out of the new round of WTO agricultural negotiations.

As one component of the various provincial activities ongoing in this process, OMAFRA has
recently released a background paper, The Upcoming Round of WTO Agricultural Negotiations:
What's on the Table?. The paper, prepared for Ontario’s agriculture and food industry
stakeholders as an overview of the issues likely to form the basis of negotiations, is available by
accessing the OMAFRA website at www.gov.on.ca/OMAFRA/english/policy/index.html.

[ Top of Page ]

GENERAL TRADE ISSUES
10. CANADIAN PORK EXPORTS REMAIN UNCHALLENGED DOWN UNDER

On January 22nd, the Australian government announced a $24 million assistance package to
help restructure its domestic pork industry, at the same time rejecting producers’ requests to
reintroduce tariffs on Canadian pork imports. The announcement sends a clear signal that
Australia will push ahead with its tariff reduction policies.

The Australian Productivity Commission had investigated the allegations earlier, and found that a
10% tariff on imports, phased down to zero over two years, was warranted to help the industry
adjust to free trade. However, its report also questioned the long-term effect on competitiveness
using a trade protection mechanism.

Under the new package, the Australian government will allocate some $6 million to a new pork
producer exit program, to assist producers seeking to leave the industry. The program offers a
grant of up to $45,000 to eligible farmers leaving the industry, with separate grants of up to
$3,000 available for professional advice about future planning.

Another $9 million would go to the National Pork Industry program to improve competitiveness
and export development. In 1997, Canadian pork imports totaled around 11,000 tons, constituting
5.2% of the Australian market, from zero in 1990.
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11. CANADA - EU SIGN VETERINARY AGREEMENT

On December 17, 1998, Canada and the EU signed a bilateral Veterinary Agreement that will
facilitate trade in live animals, animal products, fish and fish products through a process for
recognizing equivalent sanitary measures. It is anticipated that the agreement will improve
Canada's understanding of the EU's inspection and certification requirements, which should result
in fewer audits and fewer trade delays, without compromising Canada's human and animal health
standards.

The Agreement will also improve communications between Canadian and EU officials on
significant animal and human health issues, and will provide a process that will help to resolve
trade irritants.

The Agreement covers all animal products for human consumption (including meat, poultry, eggs
and egg products, honey, milk and dairy products, fish and seafood), live animals, embryos and
animal semen, animal feeds of animal origin, and pet food, as well as all rendered products (fat,
etc.), and other animal by-products (hides, manure, etc.). Trade between Canada and the EU in
these sectors was valued at approximately C$800 million in 1997. Canada's exports of fish and
fish products accounted for the largest share of exports.

For more information on the Canada/EU Veterinary Agreement, access the Canadian Food
Inspection Agency website at www.cfia-acia.agr.ca/english/whatsnewe.shtml

[ Top of Page ]

12. CFIA RESPONDS TO SUGARBUSH THREAT

Effective January 4, 1999, the Canadian Food Inspection Agency is requiring heat or chemical
treatment of all solid wood cargo crating from China. According to the CFIA, the urgent measures
are necessary to reduce the risk of Asian long-horned beetles entering Canada. Recent findings
of the beetle in Canadian port cities and inland warehouses have plant health officials concerned.
A pest risk assessment has indicated that because of favourable climatic conditions and suitable
host species, the risk of establishment in Canada is high. Once established, the beetle has the
potential to cause severe damage to such Canadian deciduous trees as maples, poplars,
sycamore, elm, willow, and cherry.

Canadian hardwood forests produce approximately $11 billion in wood products annually. Maple
trees, which are a preferred host of the Asian long-horned beetle, produce $100 million worth of
maple syrup annually.

[ Top of Page ]
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13. CANADIAN TRADE REMEDY LAW DUE FOR OVERHAUL IN SPRING

On December 7, 1998, the House of Commons passed a proposal to change its trade remedy
law, clearing the path for enactment of the bill in Spring of 1999.

Bill C-35 proposes amendments to the Special Import Measures Act (SIMA) and the Canadian
International Trade Tribunal Act (CITTA). The bill was approved by the House Committee on
Foreign Affairs and International Trade without changes; it also went through third and final
reading without changes. The bill must now go before the Senate.

The proposed changes would allow the CITT to recommend lesser duties than those calculated
by Revenue Canada, as well as require the CITT to cumulate the effect of dumped and
subsidized imports on Canadian industry in both the injury determination phase and the review
phase of an investigation. This will increase the likelihood of an injury finding.

Several procedural changes are also proposed in the amendments, including the ability to initiate
a public interest investigation after a final injury determination, and revisions to the handling of
sunset reviews.

The text of Bill C-35 can be accessed at the Parliament of Canada website at
www.parl.gc.ca/36/1/parlbus/chambus/house/bills/government/C-35/C-35 3/C-35TOCE.html

[ Top of Page ]

14. UPCOMING EVENTS

FEB. 12 OMAFRA Trade Policy Seminar: WTO Dispute Settlement: Is the New Rules-Based
Approach Working (Guelph).

FEB. 22 Canada to meet with EU to discuss bilateral wine trade.
FEB. 23 WTO arbitration on Salmon Dispute to release findings.
APR. 9 WTO Dairy Panel report to be released.

APR. 18-20 Federal/Provincial Trade Conference, Toward an Agriculture Trade Position:
Dialogue with Canadian Industry, Ottawa.

[ Top of Page |

Agri-food Trade Update is written by Laurinda Lang and Sid Friesen of the Policy and Program
Coordination Branch. Please direct any inquiries or comments to Laurinda Lang, by telephone at
(519) 826-3242, by mail at 1 Stone Road West, Guelph, Ontario N1G 4Y2 or by e-mail to
llang@omafra.gov.on.ca
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1. NATIONAL CONFERENCE HELD TO PREPARE FOR WTO TALKS

Industry discussions took place in Ottawa over April 18-20, bringing Canada closer to an opening
negotiating position for the upcoming World Trade Organization (WTOQO) talks on agriculture.

The two-day conference was hosted by Agriculture and Agri-Food Canada Minister Lyle Vanclief
and his provincial counterparts (Ontario Minister Noble Villeneuve, Saskatchewan Minister Eric
Upshall, B.C. Minister Corky Evans, Quebec Minister Rémy Trudel, PEI Minister Eric Hammill,
and Nfld. Minister Kevin Aylward attended). The event provided an opportunity for both levels of
government to listen to the views and priorities of some 400 agriculture and agri-food industry
stakeholders.
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Participants were assigned to 24 break-out groups, each discussing issues with respect to export
subsidies, market access, domestic support, state trading enterprises, biotechnology and sanitary
and phytosanitary barriers to trade.

Speakers during the course of the conference included International Trade Minister Sergio
Marchi, and Ralph Goodale, Minister of Natural Resources and Minister responsible for the
Canadian Wheat Board. An opening panel discussion involved John Weekes, Canadian
Ambassador to the WTO, Brian Gardner with the Brussels consulting firm European Policy
Analysis Associates, Dan Sumner, professor at the University of California, and Brian Oleson,
professor at the University of Manitoba.

In his keynote dinner address, U.S. Secretary of Agriculture Dan Glickman touched on the U.S.
priorities going into the next round of agriculture negotiations under the WTO.

The conference marks the wrap up of the initial phase of federal consultations. A follow-up report
is being prepared for release to the participants of the conference by late May. The findings of the
report will be further discussed at the July Agriculture Ministers' Meeting in Prince Albert,
Saskatchewan. The federal government then plans to use the input of industry to help finalize
Canada's opening negotiating position prior to seeking Cabinet approval. Discussions with
industry will continue throughout the WTO talks.

For more information, see the AAFC news release at aceis.agr.ca/cb/trade/canus/n90420be.hmtl.
Also, a copy of U.S. Secretary Glickman's speech can be accessed from the USDA website at
www.usda.gov/news/releases/1999/04/0173.

BILATERAL TRADE ISSUES
2. BILATERAL CONSULTATIVE COMMITTEE ANNOUNCED

On April 20, 1999, Agriculture and Agri-Food Minister Lyle Vanclief met with U.S. Secretary of
Agriculture Dan Glickman in Ottawa to review the progress on the Canada-U.S. Record Of
Understanding signed in December 1998.

The two agriculture ministers also took the opportunity to announce a new mechanism for
identifying and dealing with farm trade irritants: a bilateral Consultative Committee on Agriculture
(CCA). The Canada/U.S. CCA will meet at least once a year to address market access,
sanitary/phytosanitary and other issues of mutual concern.

A provincial-state advisory group representing U.S. states and Canadian provinces will be
established to advise the CCA. Furthermore, to encourage private sector participation in the cross-
border dialogue, the CCA will promote the formation of bilateral industry consultative groups.

For further information, see the news releases posted on the following websites:
AAFC - aceis.agr.ca/cb/trade/canus/n90420e.html

USDA - www.usda.gov/news/releases/1999/04/0172

http://www.gov.on.ca/OMAFRA/english/policy/atu0599.html (2 of 9) [4/11/2002 2:01:04 PM]



Agri-food Trade Update

3. R-CALF REBUKED IN PRELIMINARY CVD RULING

In a vindication of Canadian national and provincial programs affecting the cattle industry, the
U.S. Department of Commerce (DOC) issued a preliminary ruling on May 4th, 1999, absolving
Canada of providing unfair subsidies above the deminimus (1%) level.

The countervailing duty (CVD) investigation examined allegations of unfair subsidies to Canadian
cattle producers purportedly resulting from the practices of the Canadian Wheat Board (CWB),
Net Income Stabilization Account (NISA) Program, and various smaller provincial programs
(totaling some 30 altogether). Extensive questionnaires and supplementals were issued to the
federal government and the provincial governments of Alberta, Saskatchewan, Manitoba and
Ontario, as part of the preliminary investigation.

DOC determined that the countervailable subsidy conferred on the Canadian cattle industry is
0.38 percent, meaning that there are no grounds for applying countervailing duties. Significantly,
while some minor programs were found to be countervailable, the CWB and NISA were not.

The next stage of the CVD component of the investigation will involve DOC verification of
Canada's submissions. A final ruling is expected in late 1999.

The anti-dumping component of the case continues to investigate the allegation that export sales
to the U.S. between October 1, 1997 and September 30, 1998, netted a return below the cost of
production. Any sales during the period under investigation that had a negative margin greater
than 2% would be considered dumping under U.S. law. Comprehensive questionnaires were
issued to six Canadian exporters/producers, with the results of the preliminary investigation
expected to be announced on July 1st.

On March 19th, Canada formally requested World Trade Organization (WTQO) consultations over
the initiation of this U.S. countervail investigation, to send a strong signal regarding Canada's
concern that the U.S. did not strictly observe its international obligations in initiating the
investigation. A meeting was held in Washington on April 22nd, to allow American officials to
respond to Canada's concerns. Canada retains the right to request that a WTO panel investigate
any outstanding issues.

Further information can be obtained from the AAFC website at
aceis.agr.ca/cb/canus/n90504e.html and aceis.agr.ca/cb/news/n90319be.html.

4. CITT CONFIRMS CLASSIFICATIONS OF BUTTEROIL BLENDS

A Canadian International Trade Tribunal (CITT) ruled on March 26, 1999, that the existing tariff
classification for butteroil/sugar blends and butteroil/glucose blends should stand. It could not
reach a definitive view on the appropriate classification of blends of butteroil and processing
solids "in light of the indeterminate and variable nature of the ingredients which may go to make
up the processing solids portion of such blends".

The blends of concern to dairy farmers are those imported under tariff line 2106.90.95, involving:
butteroil and sugar, butteroil and glucose, and blends of butteroil and processing solids. These
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blends are used in ice cream manufacture as well as the production of processed cheese.

In a two-to-one decision, the CITT decided against the Dairy Farmers of Canada (DFC) position
that the blends ought to be more properly classified as butter substitutes. The DFC has 90 days
from the issue of the ruling (meaning to June 26th) to file a formal request for appeal with the
Federal Court of Canada.

The CITT report can be obtained at www.citt.gc.ca/refer/Reports/index_e.htm.

5. NORTH DAKOTA PUSHES TRADE RESTRICTIVE LEGISLATION

North Dakota Governor Ed Schafer vetoed House Bill 1355 on April 12, 1999. When the proposed
law failed to attract two-thirds legislature support to overturn the veto, it meant the demise of a
controversial piece of legislation.

Under the proposed law, Canadian wheat and livestock imports would have had to bear
disclaimers certifying that they were free of pesticides and fertilizers that are banned in the U.S.
The lack of harmonization is a source of contention for U.S. farmers who are forced to use more
expensive U.S.-approved substitutes. As the American Farm Bureau Federation revealed, the law
was pointed not so much at Canada as at the U.S. Environmental Protection Agency and the
Washington Administration more generally.

Canada had argued that the proposed certification process was illegal under NAFTA because it
did not apply to other out-of-state shipments, and that it was ultra vires the American Constitution.

However, by way of last minute amendment, and so without advance notice or discussion, the
North Dakota legislature did pass a separate piece of legislation which may have similar
restrictive implications for Canadian animal imports. Subsection 15.3 of Bill 1276 states:

The board may require certification indicating that animals entering this state from a foreign
country and intended for human consumption have not been treated with drugs that are
disallowed under federal law for use in animals intended for human consumption.

Officials are analyzing the implications of this amendment for Canadian imports.

Bill 1276 can be accessed on the North Dakota Legislature website at
ranch.state.nd.us/LR/text/BILL_INDEX/BI1276.html

6. BILATERAL PESTICIDE CONFERENCE

On May 6, 1999, Agriculture and Agri-Food Canada (AAFC) and the U.S. Department of
Agriculture (USDA) co-hosted a meeting in Washington D.C. on the "North American Market for
Pesticides". This meeting fulfilled a specific commitment made under the Canada-U.S. Record of
Understanding (the ROU can be accessed at the AAFC website at www.agr.ca/cb/trade).

The meeting was attended by nearly ninety representatives of the two federal governments,
various state and provincial governments, grower groups and chemical companies. The meeting

http://www.gov.on.ca/OMAFRA/english/policy/atu0599.html (4 of 9) [4/11/2002 2:01:04 PM]



Agri-food Trade Update

was co-chaired by the Deputy Minister of Agriculture and Agri-Food Canada, Frank Claydon, and
the U.S. Deputy Secretary of Agriculture, Richard Rominger. The forum allowed officials from the
Pest Management Review Agency (PMRA) and the Environmental Protection Agency (EPA) to
demonstrate the benefits of increased harmonization and cooperation to industry.

The issue of pesticide product availability was brought to the forefront over recent months by
western U.S. growers of crops such as canola. These growers cited their limited availability of
pesticide products as an unfair trade advantage for their Canadian counterparts.

On the other hand, growers of horticultural crops in Canada have experienced the same types of
issues with respect to product availability. The scheduled implementation of the U.S. Food Quality
Protection Act (FQPA) raises related concerns over the need to prevent unharmonized pesticide
regulation from acting as a trade barrier. Joint registration of new pesticide products is viewed as
one way of ensuring that Canada-U.S. bilateral trade in agri-food products is not impeded as a
result of differences in pesticide regulation.

The Record of Understanding commits the two countries to conduct a joint study of comparative
pesticide input prices. This study is being undertaken by Kenneth McEwan of the University of
Guelph (Ridgetown) and Gerald Carlson of North Carolina State University, and is expected to be
completed by August 1999.

7. CANADIAN FRIES ON USTR MENU

In late March, the U.S. Trade Representative's Office announced that Canada's reluctance to
allow bulk shipments of American potatoes into the country was officially on the U.S. trade irritant
list. The U.S. potato industry has also been complaining that imports of Canadian potatoes,
mostly in the form of frozen french fries, are flooding the U.S. market. Both issues are being
addressed under the bilateral Record of Understanding (see article #6 above for an electronic
reference for the ROU), in an early attempt to resolve this latest trade squabble.

A copy of the U.S. 1999 Trade Policy Agenda, which sets out a list of trade irritants, can be
accessed on the USTR website at www.ustr.gov/reports/tpa/1999/index.hmtl.

MULTILATERAL TRADE ISSUES

8. CANADA SET TO APPEAL WTO DAIRY DECISION

The WTO panel report on Canada's pricing system for milk, and on Canada's tariff rate quota
administration for fluid milk, is expected to be circulated to members of the WTO on May 17,
1999. The report was released to the parties to the dispute - Canada (the defendant), the US and
New Zealand (complainants), and Australia and Japan (third parties) - in March but is not yet
officially a public document.

Nonetheless, media reports suggest that the findings of the panel favour the complainants
outright. Canada has since announced that it plans to appeal the ruling. Counsel with the
Department of Foreign Affairs and International Trade are working closely with the provinces and
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industry to analyze the original Panel report and develop a strategy for appeal.

If the May 17th circulation date holds up, Canada would be in a position to formally request an
appeal in early June, with a decision from the Appellate Body likely forthcoming around October
1999.

For further information, see the AAFC news release at
aceis.agr.ca/cb/trade/canus/u90325be.html. Also, copies of Canada's oral and written
submissions to the panel are posted on the Dairy Farmers of Canada (DFC) website at
www.dairyfarmers.org/engl/plc/submission.

9. RETALIATION LISTS RELEASED IN EU BEEF HORMONES CASE

Both the United States and Canada released their respective proposals to increase tariffs on
certain European Union products in retaliation for the EU's anticipated continuation of its ban on
imports of beef produced with certain growth-promoting hormones.

In May 1998, a World Trade Organization arbitrator gave the EU until May 13, 1999 to comply
with earlier rulings prohibiting the continuation of the ban. The EU indicated earlier this year that
the May 13 deadline could not be met, and initiated discussions with the U.S. and Canada on the
possibility of applying compensation.

If an agreement cannot be reached on this front, the two complainants will be in a position to ask
the WTO to allow for retaliatory duties. The U.S. has targeted up to US$900 million in EU exports
for potential retaliation, ranging from pork and beef to chocolate and small engine motorcycles.
While it is acknowledged that the list will be condensed, U.S. farm groups are pressing for the
final value total to reach at least US$500 million.

According to the rules of the WTO Dispute Settlement Understanding (DSU), Canada will have 30
days following May 13, 1999, to exercise its right to retaliate through the suspension of tariff
concessions. Should the WTO authorize Canada to retaliate, the government will select products
from a list published in the Canada Gazette on April 17, 1999. Tariffs of 100% would be imposed
on those products listed.

The EU banned hormone-treated beef in 1989. Both Canada and the United States took their
grievance before WTO dispute settlement panels in 1996. The dispute has continued for 10 years
at a high cost to the North American beef industry.

The EU recently commissioned 17 new studies on the effects of the hormones, which will take
months before completion. The EU is hoping that the studies will satisfy the requirement for a risk
assessment to support the European contention that hormone-treated beef is unsafe.

Further information can be accessed from the DFAIT news release at www.dfait-
maeci.gc.ca/english/news/press_releases/99 press/99_082-e.htm and the USTR website at
www.usda-gov/english/new/ releases/1999/03/wh6

10. COMPLIANCE ISSUE DRAGS OUT AUSTRALIAN SALMON DISPUTE
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A WTO Arbitrator decided on February 23, 1999, that the reasonable period of time for Australian
implementation of WTO rulings favouring Canada is eight months. Effectively, this gives Australia
until July 6, 1999, to remove its ban on fresh, chilled or frozen imports of salmon from Canada.

Canada was in Geneva in early February to seek a WTO determination on the amount of time
Australia should be allowed to implement the findings of the Dispute Settlement Body with respect
to the salmon case. This followed the November 6th, 1998, Appellate Body ruling which affirmed
that Australia's prohibition was inconsistent with the Sanitary and Phytosanitary Agreement.

The arbitrator's ruling marks the shortest amount of time deemed reasonable for a party found to
be in violation of WTO provisions, to enact measures bringing it into conformity with those
provisions. Article 21.3(c) of the Understanding on Rules and Procedures Governing the
Settlement of Disputes (DSU) offers 15 months as a guideline target for implementation. Previous
rulings had generally followed this guideline until the Australian Salmon decision.

Australia has taken the position that it is unwilling to permit Canadian salmon imports prior to the
completion of new risk assessments, which Australian officials have indicated will take them
beyond the July 6th deadline.

In late April, however, the Australian Quarantine and Inspection Service issued a public notice
announcing its decision to proceed with an expedited risk assessment to be completed by the
implementation date. In anticipation of a potential domestic legal challenge to this expedited
approach, the notice emphasizes the importance of the Canadian export market to the Australian
sugar, wine and beef industries (in the context of potential Canadian retaliation for non-
compliance), as well as Australia's global position as an advocate of further trade liberalization in
agriculture.

The arbitrator's report can be accessed on the WTO website at www.wto.org/wto/dispute/18-
19.doc.

GENERAL TRADE ISSUES

11. STANDING COMMITTEE CONSULTATIONS

During the week of April 26 - 30, the House of Commons Standing Committee on Foreign Affairs
and International Trade held public hearings across Ontario and the four western provinces. The
hearings were held as part of the Committee's effort to gauge Canadian priorities for the

upcoming round of trade negotiations in the World Trade Organization (WTO), as well as in the on-
going negotiations within the Free Trade of the Americas (FTAA) process. These hearings
followed an earlier series of public consultations by the Committee that were held in Québec and
the Atlantic provinces during the week of March 22.

In Ontario, hearings were held in Toronto, London and Windsor. Some of the agri-food groups
that made presentations to the Committee during those hearings included the supply-managed
sectors (SM-5), Canadian Sugar Institute, Canadian Restaurant and Foodservices Association,
Ontario Soybean Growers' Marketing Board, Ontario Wheat Producers' Marketing Board, Ontario
Corn Producers' Association and Food and Consumer Product Manufacturers of Canada.
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The Committee's work will culminate in a report to the Minister for International Trade, Sergio
Marchi, expected in June. The work by this Committee follows on the "Take Note" hearings that
were held by the House of Commons Standing Committee on Agriculture and Agri-Food in the fall
of 1998, looking into Canada's objectives for the upcoming agricultural negotiations in the WTO.

A summary report on these hearings was released in March, and is available on the House of
Commons website at www.parl.gc.ca/InfoComDoc/36/1/AGRI/Studies/References/agrifo05-
e.html.

For more on the consultation schedule, see the House of Commons website at
www.parl.gc.ca/InfoComDoc/36/1/SINT/Studies/References/ZLEAENG.htm, as well as the
Foreign Affairs press release at www.dfait-
maeci.gc.ca/english/news/press_releases/99 press/99 022-e.htm and the gazetted request for
comment posted at www.dfait-maeci.gc.cal/trade/gazfin16-e.htm.

12. UPCOMING EVENTS
MAY 17 WTO DAIRY PANEL REPORT OFFICIALLY PUBLICIZED.

JUN. 30 DOC PRELIMINARY RULING ON ANTIDUMPING PORTION OF CATTLE
INVESTIGATION

JUL. 5/6 LIKELY DATE FOR APPEAL HEARING OF WTO DAIRY CASE, GENEVA .

JUL. 5-7 FED./PROV. AGRICULTURE MINISTERS' ANNUAL MEETING, PRINCE ALBERT,
SASKATCHEWAN.

JUL. 6 AUSTRALIA REQUIRED TO LIFT BAN ON CANADIAN SALMON IMPORTS.

JUL. 15-17 ACCORD '99, SALT LAKE CITY, UTAH.

[ Top of Page ]
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1. OTTAWA ANNOUNCES INITIAL WTO NEGOTIATING POSITION

On Thursday, August 19th, 1999, the Canadian Minister of Agriculture and Agri-Food, Lyle
Vanclief, unveiled Canada’s initial negotiating position for the upcoming round of agricultural trade
negotiations in the World Trade Organization (WTO). Over the past two years, Canadian federal
and provincial governments have been consulting closely with the agri-food industry to ensure
that the initial negotiating position adopted for the upcoming WTO talks best represents the
interests of the entire Canadian agri-food sector. Several key themes emerged from these
consultations to form the basis of the initial negotiating position. They are the need to level the
playing field; the need to maintain Canada’s ability to continue orderly marketing systems; the
need to capture a greater share of multilateral trade in value-added products; and the need to
develop and implement clear and enforceable trade rules that apply equally to all countries.

To that end, Canada’s initial negotiating position calls for the elimination of all export subsidies in
agriculture as quickly as possible, and the implementation of rules to ensure that other
government-funded programs, such as export credits, do not become a substitute for export
subsidies. In terms of domestic support, Canada will seek the maximum possible reduction or
elimination of production and trade-distorting support, an overall limit on the total amount of
domestic support, a review of the criteria of the green support category, and the elimination of
certain elements of Article XXIII (the "peace clause™) which restrict Canada’s rights to pursue
dispute settlement.

To substantially improve market access for the agri-food industry, Canada will seek support for
the "zero-for-zero" approach on a sector or sub-sector basis, the maximum negotiable reduction
in ordinary tariffs, and binding rules regarding Tariff Rate Quota (TRQ) administration. Canada will
also seek to have WTO members provide a minimum access of five per cent of domestic
consumption for all products subject to TRQs. Canada will propose that within-quota tariffs be
eliminated while over-quota tariffs should be "maintained at levels which limit access to the size of
the within-quota volume."

In other areas, Canada will propose that the Agreement on Sanitary and Phytosanitary Measures
be left unchanged, and that a WTO working party be established to look at how the WTO deals
with biotechnology issues. Finally, there is a call for a ban on the inclusion of food and feedstuffs
in any national security trade embargoes.

Minister Vanclief notes that as the negotiations proceed, it may be necessary to fine-tune
Canada’s approach to deal with issues raised by other participants and to pursue Canada’s
interests. The federal government has promised to consult closely with the industry and the
provinces in making those adjustments.

The upcoming round of the WTO negotiations are scheduled to begin November 30th, 1999, in
Seattle.

Further information, including a press release and backgrounders are available at the AAFC
website: http://aceis.agr.ca/cb/news/n90819ae.html

2. APPOINTMENT OF WTO DIRECTOR-GENERAL
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On July 22, 1999 envoys of the WTO agreed to an unprecedented compromise deal with respect
to the succession of the director-generalship. The succession plan establishes the Right
Honourable Mike Moore of New Zealand as Director-General (D-G) for a term of three years,
beginning on September 1, 1999. Mr. Moore would then be succeeded by His Excellency Dr.
Supachai Panitchpakdi of Thailand, who will serve a three-year term beginning September 1,
2002.

The preceding D-G, Mr. Ruggierio stepped down at the expiry of his term, on April 31, 1999. For
the past year, heated campaigns by proponents of the two lead candidates, Moore and Supachai,
managed to scuttle any consensus within the WTO over succession, and deadlocked the process
for months.

The compromise plan stresses that the term-sharing arrangement does not constitute a precedent
for future appointments of the D-G, and Member States have agreed to work towards establishing
a comprehensive set of rules and procedures for future appointments by the end of September
2000.

The compromise deal means that Moore will be involved with much of the preparatory work for
the Millennium round talks. Supachai will step in to oversee the final negotiating stages, assuming
the Round is concluded on schedule at the end of 2002. While the negotiations per se are largely
member-driven, the D-G will step in on occasion to develop consensus reports where negotiations
have stalled.

CANADA - U.S. BILATERAL TRADE ISSUES
3. ANTI-DUMPING DUTY ON CANADIAN CATTLE

On July 1st, 1999, the U.S. Department of Commerce (DOC) announced the imposition of a
preliminary duty of 4.73% on Canadian cattle entering the United States. The duty takes the form
of a refundable deposit, pending the final dumping determination, which is expected in November
of this year. As of July 23rd, however, the U.S. DOC increased the duty rate on live Canadian
cattle to 5.57%, based on the information filed by the six Canadian producers participating in the
investigation.

As for the cattle countervail suit filed by R-CALF, the DOC is currently verifying the Canadian
submissions. The preliminary finding was that while the Canadian industry was subsidized to a
certain extent, it is well below the de minimus level. A final ruling is expected late this year.

The countervail and the anti-dumping actions have since been rolled together, and a final
determination is expected on October 4th, 1999. The DOC must arrive at the final injury
determination within 45 days of that date.

On a related matter, on August 2nd, the Mexican Commerce Ministry imposed preliminary anti-
dumping duties against U.S. beef imports.

Further information is available on the DOC website: http://www.ita.doc.gov
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4. SUNSET REVIEW OF SWINE COUNTERVAIL DUTY

The U.S. International Trade Commission released its preliminary determination in its review of
the countervailing duty on live swine from Canada on June 21st, 1999.

Despite the fact that most of the assistance programs examined in the original determination
(1985) are no longer in effect, the Department of Commerce (DOC) found the time lapse since
their closure was not enough to dispel the presumption of reactivation, and therefore ruled that
"the termination of the countervailing duty order would be likely to lead to continuation or
recurrence of a countervailable subsidy."

The DOC did adjust the net countervailable subsidy from its original investigation, in light of the
changes in available assistance programs. It determined that the net subsidy rate likely to prevail
would be C$0.018 per pound. The de minimus level is C$0.003/Ib.

The final results of this sunset review will be issued by October 28th, 1999. The earliest permitted
revocation date is January 1st, 2000.

Further information is available on the DOC website: http://www.ita.doc.gov

5. ACCORD MEMBERS IN UTAH

This year, the Mexico-United States-Canada States-Proivnces Accord meeting took place in Salt
Lake City, Utah, from July 15 — 17. The United States was represented by more than 30 state-
level agriculture officials; Mexico sent several delegates; officials from Nova Scotia, Quebec,
Ontario and British Columbia participated; and Manitoba, Saskatchewan, and Alberta were
represented by their Ministers of Agriculture.

The Accord meeting provided an opportunity to follow up on the Record of Understanding signed
last December, between Canada and the United States. Officials began developing a process to
avoid disagreements escalating to full-blown disputes. A new structure of bilateral working groups
was agreed to, to study problems as they arise, and to alert federal officials early to ensure that
adequate attention is provided.

Officials from the three countries agreed to support a common approach among states and
provinces in North America to the upcoming World Trade Organization negotiations. Leaders sent
the same letter to top federal trade officials, urging them to avoid any negotiating strategy that
does not give top priority to providing fair trade rules and protecting the profitability of North
American agriculture. Among the key points leaders made: the continued excessive use of export
subsidies by the European Union must be addressed; international plant and animal health and
safety rules should be based on sound science; food safety is a primary concern; and, the
harmonization of pesticides and animal drug usage standards must be a priority.

The Agricultural Accord between the states and the provinces came into being in 1984, as a
mechanism for sharing information, ideas and suggestions on the many diverse aspects of their
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respective agri-food industries. The longer-term goal was to improve trade relations. In 1991,
Mexican states joined the Accord. Accord members take turns hosting the annual meetings; last
year, for instance, members met in Mexico.

6. CANADA OBJECTS TO PROPOSED RECLASSIFICATION OF SUGAR-SYRUP BLENDS
TARIFFS

Canada has warned the United States not to change a U.S. Customs Service classification of a
sugar-syrup blend. The U.S. is claiming that "stuffed molasses" — a sugar-syrup product — has
been manufactured for the sole purpose of circumventing U.S. trade restraints on sugar. The
proposed reclassification would shut off Canadian exports of this product.

Canada disputes the claim, stating that sugar syrups are often used in the manufacture of animals
feeds, and, in turn, charged that the U.S. cannot consider the end-use of the product when
making a classification. Canadian Embassy official Colleen Swords said in a letter to U.S.
Customs that the current classification is the correct one, and falls outside the U.S. sugar trade
restraints established in the Uruguay Round.

The market for sugar in the U. S. is extremely lucrative, with prices roughly twice the Canadian, or
world, level. It is also protected by very restrictive sugar import tariff rate quotas (TRQs). The
request for the reclassification of stuffed molasses came from the U.S. Cane Sugar Refiners
Association and the U.S. Beet Sugar Association.

U.S. Customs has until September 9th to make a decision whether to revoke the ruling, and if it
chooses to revoke the classification, until November 9th to put the decision into effect.

Windsor-based Canadian Blending and Processing would be affected by any tariff reclassification
approved by U.S. Customs. Should the ruling go against Canadian Blending, the Windsor plant
would be forced to close, with the loss of 60 jobs, and jeopardizing an investment worth $7
million.

7. COUNTRY OF ORIGIN LABELING UNLIKELY

U.S. cattle producers have been lobbying Congress to pass country-of-origin labeling legislation,
as a means of curbing cattle imports from Canada. However, an unreleased draft report by the
U.S. Department of Agriculture has concluded that requiring country-of-origin labeling for meat
products would result in far greater costs than benefits, and could be challenged under WTO
rules.

The report suggests that labeling could add annual direct costs of $500,000 if only imported
muscle cuts sold at grocery stores are labeled. If all domestic and imported muscle cuts were
labeled, that cost could skyrocket to $8 million. USDA officials also pointed out that enforcing the
labeling requirement could cost as much as $60 million a year.

As an alternative to enforced labeling, the National Cattlemen’s Beef Association and the Food
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Marketing Institute, the trade group for U.S. supermarkets, are discussing a voluntary system for
identifying U.S.-grown beef in stores.

8. CANADA OBJECTS TO FDA'S "TEST AND HOLD" PROCEDURES FOR IMPORTED
PRODUCE

The U.S. Food and Drug Administration (FDA) is conducting a seven-month Imported Produce
Sampling Assignment, which is holding up Canadian fresh fruits and vegetables at the border.
The FDA initiated the test and hold procedures because the incidence of food-related iliness
connected to fresh fruit and vegetables has been on the rise in the U.S.

Shipments of green onions, cilantro, parsley, certain types of lettuce, strawberries, celery, broccoli
and cantaloupe are being tested for three types of bacteria: e-coli 157, shigella and salmonella,
and then are held at the border until the results are known. Canadian exporters say this often
takes five or six days, and greatly increases the risk of spoilage.

Minister of Agriculture and Agri-Food, Lyle Vanclief, wrote to Agriculture Secretary Dan Glickman,
stating that "this data-gathering program is causing serious financial damage to Canadian
growers and shippers and is significantly disrupting trade. More disturbing is the fact that the
disruptions and uncertainty caused by this program are undermining Canada’s reputation as a
reliable supplier of safe, high quality food."

The minister requested that Canadian exports be immediately exempted from further sampling, or
that the produce be sampled, but not held. Failing that, he said, Canada will consider taking its
case to the WTO or seeking recourse under the provisions of NAFTA.

If the Canadian government does proceed with a complaint to the WTO, it could make a case that
the U.S. policy violates provisions in the Agreement on the Application of Sanitary and
Phytosanitary Measures requiring that inspection procedures be based on sound scientific
principles. Canada could also make a case under the General Agreement on Tariffs and Trade,
on the grounds of national treatment, which obligates the U.S. to treat foreign suppliers no less
favourably than its own.

9. DFC APPEALS CITT TARIFF CLASSIFICATION OF DAIRY BLENDS

On June 24th, 1999, the Dairy Farmers of Canada (DFC) filed an appeal notice in the Federal
Court regarding the Canadian International Trade Tribunal's (CITT) finding that butteroil/sugar
blends can continue to be imported at zero, or low, tariffs.

The CITT estimated that the imports from United States, Mexico and New Zealand replaced
approximately $31 million worth of Canadian product. This is about 2% of dairy quota, and is
causing "significant damage to the Canadian dairy industry”, according to DFC.

Should the Federal Court of Appeal agree to hear the case, it is anticipated that due to the heavy
docket of the Court, an oral hearing is unlikely before late 2000.
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MULTILATERAL TRADE ISSUES

10. CANADA APPEALS WTO RULING ON DAIRY PRACTICES

On July 15th, 1999, Canada formally submitted a request for review of the original panel report
which found Canadian pricing measures for dairy products, as well as Canada’s administration of
its tariff rate quota for fluid milk, WTO inconsistent.

The WTO Appellate Body has since assigned a three-member panel to hear the appeal:

Presiding Member: Mitsuo Matsushita
Member: Florentino Feliciano
Member: Julio Lacarte-Muro

Canada submitted its grounds for appeal on July 19th, claiming that the original panel incorrectly
characterized the multiple pricing system, which offers industrial milk to processors/exporters at
prices below the domestic price, as conferring an export subsidy onto those processors. The
United States and New Zealand submitted separate responses on August 6th. The third parties to
the dispute, Australia and Japan, have opted not to take part in the appeal proceedings.

An oral hearing of the appeal arguments will take place in Geneva, Switzerland, beginning
September 6th, 1999. A final decision will likely be forthcoming around late October or early
November.

11. DUTIES IMPOSED ON EUROPEAN IMPORTS

On July 26th, Canada announced the list of European products that are now subject to a 100%
duty effective August 1st, 1999, in retaliation for the continued EU ban on Canadian beef imports
produced with growth hormones. A WTO arbitration panel had previously determined that the
level of trade impairment suffered by Canada as a result of the impugned ban is C$11.3 million
annually.

The products listed are most beef and pork products, along with European cucumbers and
gherkins. The retaliation against beef, though imported at modest levels in any event, will prevent
the EU from recapturing its 5,000 tonne limit for subsidized beef exports, curtailed currently
because of the BSE crisis.

For European pork products, Canada is creating a tariff rate quota (TRQ) of 2,970 metric tonnes
commencing August 1st, 1999. Products in excess of the TRQ will be subject to a 100% duty,
while those imported within the TRQ will continue to enter duty-free. Further information on the
administration of the TRQ is contained in a Notice to Importers available on the Foreign Affairs
website: www.dfait-maeci.gc.ca/~eicb/.

In accordance with the WTO rules, the retaliatory duties will remain in effect until the EU restores
market access for Canadian beef, or until the EU agrees to provide an appropriate level of
compensation to Canada. In 1998, the WTO Appellate Body confirmed that the ban had no
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scientific grounding and was therefore inconsistent with the EU’'s WTO obligations. An arbitration
panel later ruled that the EU had until May 13th, 1999 to withdraw the ban. The United States, in
a parallel dispute, are retaliating against US$116.8 million worth of European imports.

12. INFORMATION SOUGHT ON AUSTRALIA'S NEW IMPORT MEASURES FOR SALMON

On July 19th, 1999, Australia completed a series of risk assessments (conducted by the
Australian Quarantine and Inspection Service, or AQIS) and announced new measures for
dealing with all fish imports. Australia claims that these new measures comply with the recent
WTO ruling favouring Canada.

The new measures require that salmon products either come to Australia in a consumer ready
form (fillets or cutlets under 450 grams) or meet strict entry requirements. If over 450 grams, the
imported product must be head-off, gilled and gutted, and processed to consumer-ready form at
an AQIS approved premises. To make the application of the new measures less arbitrary, similar
provisions are being imposed for non-salmonid imports as well.

In response, Canada has requested that Australia provide more details on how these new
measures are to be implemented. Of concern is the fact that no new scientific evidence has been
offered to support the introduction of these new entry requirements. Also, Australia’s new trade
minister, in an attempt to quell domestic concerns regarding increased competition, recently
indicated that the administration of the new measures will be so restrictive as to make imports
unviable. Another concern is a report that Tasmania plans a constitutional challenge of the new
measures, which likely will be preceded by an injunction delaying implementation.

In this context, the Federal Government is seeking further clarification regarding the new
measures, while at the same time ensuring that Canada’s options for retaliation remain open. To
this effect, Canada has also requested retaliation authority. An Article 21.5 panel will be convened
first to evaluate whether Australia’s new salmon policies are WTO compliant. If that panel finds in
Canada’s favour, a subsequent panel will be convened to determine whether Canada has
suffered the C$45 million in lost trade alleged as a result of the continuation of the ban. The entire
adjudication process is not likely to be completed before the end of the year.

GENERAL TRADE ISSUES
13. OMAFRA TRADE SEMINAR SERIES

Trade policy seminars, sponsored by the Policy and Farm Finance Division of OMAFRA are
designed to ensure that members of Ontario’s agri-food sector are better informed about agri-food
trade policy matters. The series continues on September 10th, with a look at the bilateral trade
relationship in agri-food between Canada and the United States.

Between 8:30 a.m. and noon, four speakers answer to the question "Is the road getting smother
or will the potholes turn into craters?" Christopher Sands, of the Washington D.C. based Centre
for Strategic and International Studies will provide an overview of the Canada-U.S. economic
relationship, and the forces that will shape it in the future.
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William Miner, a private trade consultant and Senior Associate with the Centre for Trade Policy
and Law, will assess the issues that continue to dominate bilateral agri-food trade.

The Executive Director of the Wheat Export Trade Education Committee, Barbara Spangler, will
present an American agri-food perspective on trading with Canada.

Claude Carriere, of the Department of Foreign Affairs and International Trade will offer the
Canadian government’s view of the bilateral trading relationship between Canada and the United
States.

In mid-November, as the seminar series continues, speakers from the United Kingdom will outline
their experiences with genetically modified organisms, as well as the lessons they have learned.

Still in November, a seminar will be held to discuss recent changes to the Canadian trade remedy
provisions. This will feature speakers from the Canadian International Trade Tribunal, trade law
practitioners and industry representatives.

For more information see the OMAFRA website or call Sid Friesen at (519) 826-3234.

14. UPCOMING EVENTS

Sept. 6 WTO Panel Hearing of Dairy Appeal — Geneva

Sept. 10  Agriculture Trade Seminar:
Canada - U.S. Bilateral Trade — Conference Centre, 1 Stone Road West

Nov. 1-5  Free Trade Area of the Americas Meeting — Toronto

mid Nov.  Agriculture Trade Seminar: Genetically Modified Organisms: The European
Experience — Conference Centre, 1 Stone Road West

Nov. 19 Agriculture Trade Seminar: Canadian Trade Remedy Law — Conference Centre,
1 Stone Road West

Nov. 30 WTO Ministerial Meeting — Opening of Millennium

Dec. 3 Round Negotiations — Seattle

Agri-food Trade Update is written by the Trade and Intergovernmental Policy Unit of OMAFRA.
Please direct any inquiries or comments to Elizabeth McClung by phone at

(519) 826-3970, by mail to 1 Stone Road West, Guelph, Ontario N1G 4Y2, or by e-mail to
emcclung@omatfra.gov.on.ca.
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1. WTO GEARS UP TO HOLD THIRD MINISTERIAL IN SEATTLE

The WTO will be holding its Third Ministerial Conference in Seattle from November 30 to
December 3, 1999. As time is ticking away, the urgency for WTO members to be able to agree on
a common Ministerial Declaration is increasing. From the October 19, 1999 draft Ministerial
Declaration it is clear that agriculture and services will be on the negotiating agenda for the new
round, but there remains little consensus on what else might be on the agenda, or the principles
and structure that will underpin the new negotiations. In his report to WTO Heads of Delegation
on October 30, 1999, WTO Director-General Mike Moore noted that the situation overall is
"serious but not desperate." The October 19 draft does indicate that WTO members should plan
to submit negotiating positions for the new round by July 31, 2000. Even in terms of sheer
logistics, Seattle is expected to be a challenge for the organizers who are anticipating more
involvement by non-governmental organizations than at any previous WTO ministerial.

The lead up to Seattle is naturally marked by heightened levels of discussion between various
countries and country groups on what the next round of negotiations should be expected to
achieve. As an example, the agriculture Ministers from the Cairns Group met in Buenos Aires,
Argentina from August 28 to 29, 1999 and came out with a statement demanding that agriculture
be given its proper prominence in the negotiations. Agriculture Ministers from the "Quint" (United
States, European Union, Canada, Japan and Australia) met in Montréal on October 1, 1999 to
discuss issues in preparation for Seattle and Cairns agriculture Ministers are scheduled to meet
again just before the Ministerial begins.

[ Top of Page ]

2. CANADA LOSES AND WINS IN WTO DAIRY DECISION

On October 13, 1999 the WTO Appellate Body (AB) released its decision in the case involving
Canadian dairy export practices and procedures related to the importation of fluid milk. The AB
ruled that Canada (through the operation of Special Milk Classes 5(d) and 5(e)) provides export
subsidies as listed in Article 9.1(c) of the WTO Agreement on Agriculture. These export subsidies
were found to be in excess of the quantity commitment levels specified in Canada’s schedule.

The AB ruling, however, reversed the Panel’s ruling with respect to whether Canada is meeting its
WTO commitments with respect to the importation of fluid milk. On May 17, 1999 the original
Panel had found that Canada’s practice of restricting fluid milk imports to consumer packaged
imports by Canadians for personal use, was inconsistent with Canada’s WTO obligations. In over-
turning this part of the Panel’s ruling, the AB noted that the "terms and conditions" under which
Canada intended to meet its WTO import commitments for fluid milk were well-understood by the
United States, as they were incorporated into Canada’s tariff schedule following lengthy
negotiations between the two countries. The AB did, however, agree with the Panel’s finding that
Canada did not have the right to limit cross-border consumer milk purchases to Can$20 or less.

This case was initially brought against Canada by the United States and New Zealand with the
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establishment of a WTO dispute settlement Panel on March 25, 1998. The AB report has since
been adopted by the WTO Dispute Settlement Body. Canada now has until the end of November
to notify the WTO with respect to implementation of the AB ruling. Government officials and
industry are working together to develop the appropriate response to the WTO findings.

[ Top of Page |

3. FTAA MINISTERIAL HELD IN TORONTO

On November 3 and 4, 1999, Canada hosted the Fifth Ministerial Meeting of the Free Trade Area
of the Americas (FTAA) in Toronto. The Ministerial marked the end of the Canada-lead initial 18-
month period of negotiation towards a hemispheric free trade agreement. It remains the goal of
FTAA trade Ministers to reach a hemisphere-wide free trade deal by 2005.

In Toronto, FTAA trade Ministers agreed to work together in the upcoming WTO negotiations in
agriculture to eliminate the use of export subsidies. The Toronto Ministerial also saw the adoption
of a comprehensive business facilitation program and represented the first time that FTAA trade
Ministers met with representatives from organizations representing a cross-section of civil society
from across the Americas. Chile will chair the next 18-month phase of the FTAA negotiations
while the Third Summit of the Americas is slated to be held in Québec City in 2001.

[See the website of the Department of Foreign Affairs and International Trade for a press release
and a copy of the Declaration of Ministers.]

http://198.103.104.118/minpub/Publication.asp?FileSpec=/Min Pub Docs/102808.htm

[ Top of Page ]

4. CANADIAN CATTLEMEN WIN IN U.S. COUNTERVAIL AND DUMPING INVESTIGATION

In a decision released on November 9, 1999, the U.S. International Trade Commission ruled (by a
vote of 5-1) that the U.S. cattle industry is not being injured by imports of cattle from Canada. This
means the cattle dumping case gets thrown out and any dumping duties collected on Canadian
cattle in the past few months will be refunded. The U.S. Department of Commerce (DOC) had
imposed provisional anti-dumping duties in July.

On October 13, 1999 the DOC also made a negative ruling with respect to its final countervalil
determination on Canadian cattle, while its final dumping rate was 5.63 percent, a slight increase
from the preliminary rate. Crucial to the negative countervail determination by the DOC was its
finding that NISA payments (as considered in this investigation) were not countervailable and its
finding that the operations of the Canadian Wheat Board did not provide benefits to Canadian
cattle producers in the form of lower domestic barley prices. As such, the Canadian cattle industry
has been able to defend itself successfully in both the countervail and the anti-dumping
investigations brought by the Ranchers — Cattlemen Action Legal Fund (R-CALF).
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This case had certainly attracted its share of political attention in Washington D.C. At a public
hearing on October 6, the ITC Commissioners heard from 14 members of Congress (including
Senators from South Dakota, North Dakota, Wyoming, Montana, and Idaho), along with cattle
groups from both sides of the border and certain U.S. meat packers. The decisions of the ITC and
DOC are both appealable by R-CALF to either the U.S. Court of International Trade or a
binational NAFTA panel, within 30 days.

[See the website of the Canadian Cattlemen’s Association for their reaction to the ITC ruling.]

http://www.cattle.ca/

[ Top of Page ]

5. SWINE CVD ORDER FINALLY REMOVED

On October 28, 1999 the United States Department of Commerce (DOC) released its final
determination for the "sunset review" of the countervailing duty order (CVD) of live swine from
Canada. The DOC ruled in favour of the removal of the CVD order on the basis that the net
countervailable subsidy rate was only Can$0.0032/Ib., below the de minimus rate of
Can$0.0033/Ib.

The CVD order has been in place since 1985. Since then, Canadian hog producers have paid out
millions of dollars in duties and suffered as a result of hog prices being lower than they would
have been without the duty. The CVD order has been the subject of extensive litigation in three
binational panel reviews under Chapter 19 of the Canada - United States Free Trade Agreement,
an Extraordinary Challenge Committee (ECC) review and twelve reviews by the DOC (in addition
to the sunset review).

The "sunset review" by the DOC was required by changes in U.S. trade law resulting from the
Uruguay Round of multilateral trade negotiations. At that time, Canada fought for and obtained
changes to international trade disciplines which would necessitate regular reviews of outstanding
countervailing duty (and antidumping) orders. The removal of the CVD order becomes effective
on January 1, 2000. The U.S. hog industry has a period of 30 days in which they may appeal the
decision to either the U.S. Court of International Trade or a NAFTA panel.

[See the reaction of the Canadian Pork Council (CPC) to the DOC ruling, on the CPC website.]

http://www.canpork.ca/99-11-1.pdf

[ Top of Page ]

6. U.S. COURT OF INTERNATIONAL TRADE RULES IN CANADA'S FAVOUR ON "STUFFED
MOLASSES"
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On October 14, 1999, the U.S. Court of International Trade (CIT) ruled that U.S. Customs was
wrong to re-classify the tariff under which certain sugar-syrup blends (also referred to as "stuffed
molasses") are imported into the U.S. from Canada. On September 9, 1999 U.S. Customs had
announced that it was revoking its original tariff classification for this product and instead slotting it
into a tariff category that would be subject to prohibitive over-quota duties. This tariff re-
classification was to be implemented on November 8, 1999, but was immediately challenged at
the CIT by Heartland By-Products Inc., the Michigan-based company importing the product.
Intensive lobbying by the U.S. sugar industry appears to have played a role in U.S. Customs’
decision to revoke its original tariff classification for this product. It is not known whether the
October 14 ruling by the CIT will be appealed by the U.S. sugar industry.

[ Top of Page ]

7. CANADIAN HEMP PRODUCTS SEIZED AT THE U.S. BORDER

On August 9, 1999 a shipment of Canadian hemp seed destined for the U.S., for use in
commercial bird seed mixtures, was seized at the U.S. border crossing in Detroit. In response,
Canadian federal officials have had numerous meetings with their U.S. counterparts in the last
few weeks to try to understand the reasons for the seizure. At this time, however, issues related
to the August 9 seizure and its long-term implications for the export of hemp products to the U.S.,
are not completely resolved. While many questions remain to be answered, it appears the seizure
may have been the result of some confusion on the part of the U.S. Drug Enforcement Agency.

Both the Canadian federal and Ontario provincial governments have enthusiastically supported
the development of the domestic hemp industry over the past few years. Hemp has found usage
in the manufacture of a diverse array of products such as horse bedding, granola bars, cosmetic
oils, bird seed, automotive upholstery and other products.

[ Top of Page ]

8. CANADA - U.S. POTATO REPORT RELEASED

On September 1, 1999 the Canada — U.S. Ad-Hoc Potato Committee (Ad-Hoc Committee)
released its report to Canadian Minister of Agriculture and Agri-Food, Lyle Vanclief and U.S.
Secretary of Agriculture, Dan Glickman. The report resulted from the December 1998 Canada —
U.S. Record of Understanding in which the two federal governments asked the Ad-Hoc
Committee to "review the issue of regulatory differences and restrictions affecting bilateral trade in
potatoes and provide a report to Ministers by September 1, 1999 on how these issues might be
addressed with a view to facilitating bilateral trade."

In its report, the Ad-Hoc Committee makes over 40 recommendations in the areas of ministerial
exemptions, marketing orders, inspections, pesticides, sanitary and phytosanitary issues,
international trade, biotechnology, support initiatives and check-off programs. On the issue of
ministerial exemptions, the report recommends that "the system remain in place provided
requests for Ministerial Exemptions are reviewed and granted in a timely fashion and are not used
as a barrier to trade." Similarly, with respect to U.S. Marketing Orders there is a recommendation
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that "the system remain in place provided Marketing Orders are not made more restrictive than
the current Marketing Orders and not used as a barrier to trade." The Ad-Hoc Committee consists
of representatives from the Potato Executive Committee of the Canadian Horticultural Council and
the (U.S.) National Potato Council. It is meeting in Calgary this month to follow-up on the
recommendations made in its report.

[ Top of Page ]

9. CANADA - U.S. PESTICIDE PRICING STUDY RELEASED

Another commitment made in the December 1998 Canada - U.S. Record of Understanding was
that the U.S. Department of Agriculture and Agriculture and Agri-Food Canada would jointly
conduct a study of pesticide price differentials within the United States and Canada. The study
was completed by Gerald Carlson of North Carolina State University and Ken McEwan of the
University of Guelph and presented to the two federal departments on October 4, 1999. The study
primarily looked at pesticide prices for wheat, barley, canola and potato crops grown in Manitoba
and Saskatchewan, in comparison to North Dakota and Minnesota.

The study found that farmers in North Dakota and Minnesota tend to pay higher prices for certain
types of common pesticides, but that farmers in Manitoba and Saskatchewan tend to purchase
more expensive pesticide products and spend more per acre than their American counterparts.
The study was initially requested by farmers in the northern plains states who alleged that
Canadian producers had an unfair advantage because of lower pesticide prices.

[ Top of Page ]

10. OMAFRA TAKES LEAD IN DEVELOPING BETTER RELATIONS WITH GREAT LAKES
STATES

The December 1998 Canada — U.S. Record of Understanding called for improved dialogue
between the United States and Canada as a way of avoiding actions that disrupt trade and
addressing issues before they become significant bilateral trade irritants. This improved dialogue
is intended to take place at the levels of industry, state-provincial governments and federal
governments. At the federal level, the two governments have created an officials-level
Consultative Committee on Agriculture (CCA) which will meet at least semi-annually to ensure
that progress is being made to resolve any problems in bilateral trade in agri-food products.

To further enhance this dialogue, a States-Provinces Advisory Group (PSAG) has been formed to
provide input into the CCA process. The current co-chairs of the PSAG are Saskatchewan
Minister of Agriculture and Food, Dwain Lingenfelter and Montana Director of Agriculture, Ralph
Peck. The PSAG is further divided into three sub-groups, one of which will be the Great Lakes
sub-group. At the initiation of the Ontario Ministry of Agriculture, Food and Rural Affairs, the Great
Lakes sub-group informally held its first meeting in Guelph on September 9, 1999. The Great
Lakes sub-group is expected to be comprised of Wisconsin, Indiana, Michigan, Ohio, New York,
Pennsylvania, lllinois, Québec and Ontario. It is intended to serve as a vehicle for informal
discussions of agri-food issues of common interest as a way of avoiding bitter, bilateral trade
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disputes. The meeting on September 9 was followed by an OMAFRA-sponsored seminar in
Guelph the next day on the bilateral trade relationship in agri-food, featuring a number of
speakers from both countries. For the next year, the Great Lakes sub-group will be co-chaired by
Wisconsin and Ontario.

[To access the presentations made at the September 10, 1999 seminar on the Canada-U.S.
Bilateral Trade Relationship in Agri-Food, see the Agri-Food Trade Policy section of the OMAFRA
website.]

http://www.gov.on.ca/OMAFRA/english/policy/index.html
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11. CANADA - EU WINE TALKS

European Union Agriculture Commissioner Franz Fischler and Canadian Agriculture and Agri-
Food Minister, Lyle Vanclief met in late September to address a number of bilateral agri-trade
issues, one being the status of the Canada — EU talks on wine. Both parties agreed to prioritize
these talks and work towards addressing the issues and objectives to allow formal negotiations to
proceed by early 2000. Canada is seeking to gain better access for its wine exports, including ice
wine, while the EU is seeking exclusive use of geographical indications and traditional
expressions.

In view of its renewal momentum, the Canadian federal government assigned David Plunkett,
Director of the EU Division at the Department of Foreign Affairs and International Trade, as
Canada’s chief negotiator. Mr. Plunkett will meet with his EU counterparts in Brussels, Belgium in
mid-November to assess whether there is sufficient commonality in purpose to proceed with the
talks.

[ Top of Page ]

12. OMAFRA SPONSORING TWO MORE TRADE POLICY SEMINARS THIS FALL

In efforts to provide opportunities for members of the Ontario agri-food industry to become better
informed in matters related to agri-food trade policy, the Policy and Farm Finance Division of the
Ministry is sponsoring the following two seminars this month:

. From 8:30 a.m. to noon on Wednesday, November 17, 1999 on the topic of the UK GMO
Experience in the Conference Centre at 1 Stone Road West in Guelph

« From 8:30 a.m. to noon on Friday, November 19, 1999 on Canadian Trade Remedy Law
in the Conference Centre at 1 Stone Road West in Guelph.

To receive a detailed agenda for either of these two seminars, please contact Ms. Robin
Fitzgerald at (519) 826-3494.
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Agri-Food Trade Update is written by Bobby Seeber and Sid Friesen of the Policy and Farm
Finance Division of the Ontario Ministry of Agriculture, Food and Rural Affairs. Please direct any
inquiries or comments to Sid Friesen, by telephone at (519) 826-3234, by mail at 1 Stone Road
West, Guelph, Ontario, N1G 4Y2 or by e-mail to sfriesen@omafra.gov.on.ca. To receive an
electronic version of this newsletter by e-mail please contact Ms. Robin Fitzgerald at (519) 826-
3494 or by e-mail at rfitzger@omafra.gov.on.ca.
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