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MATERIAL CONCERNING AUTOMOTIVE PRODUCTS TRADE
ACT OF 1965

PRESIDENT’S MESSAGE QN H.R. 6960
(H. Doo. 132)

891H CoNanrss } HOUSE OF REPRESENTATIVES {

Doocuamnr
1at Session No. 132

AGREEMENT CONCERNING AUTOMOTIVE PRODUCTS
BETWEEN THE UNITED STATES AND CANADA

COMMUNICATION

ROM

THE PRESIDENT OF THE UNITED STATES

TRANBMITTING

A DRAFT OF PROPOSED LEGISLATION TO PROVIDE FOR THE IM-
PLEMENTATION OF THE AGREEMENT CONCERNING AUTOMO-
TIVE PRODUCTS BETWEEN THE GOYERNMENT OF TBE UNITED
STATES OF AMERICA AND THE GOVERNMENT OF CANADA, AND
FOR OTHER PURPOSES

Mauch 31, 1085.—Referred to the Committee on Ways and Means and ordered
to ba printed

Tue Write House,
Washington, March 81, 1965.
gon. Jox}N‘h:ViIMcC?RI}ucx.
gmkefo ouse of Representatives,
ashington, D.C. i

Dear Mg, SpeakERr: On January 16, Prime Minister Pearson of
Canada and I signed an importani agreement looking toward freer
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2 DATA~-AUTOMOTIVE PRODUCTS TRADE ACT OF 1065

trade in automotive products between our two North American
countries. This sgreement resolves the serious difference which
existed between Canada and the United States over our automotive
trade. More significantly, it marks a long step forward in U.S.
commercial relations with her greatest trading partner. It testifies
to the good will and confidence between us.

The automotive producers of the United States and Canada make
up a single great North American industry. The same kind of cars,
using the same parts, are produced on both sides of the border, in
many cases in factories only a few miles epart. Over 80 percent of
" the automobiles sold in Canada are assembled by firms owned in

art or in whole by U.S. companies. The men and women who work
in the plants on both sides of the border-are members of the same
international union. .

Tariffs and other restrictions involving Canadian-United States
trade in automotive products have been the cause of significant in-
efficiency in this great industry. Canadian plants produce a great
variety of cars, essentially identical with those made in far larger
numbers in the United States. Because the Canadian market is
relatively small, production runs have been short, and costs and

rices have been high. High costs and prices, in turn—supported
y the tariff and other restrictions—bave contributed to keeping the
market small. -

Historically, Canada’s share in North American automotive pro-
duction has lagged far behind her share in automotive purchases.
In 1963, in an attempt to increase its share of the North American
market, the Canadian Government put into effect a plan, involving
the remission of tariffs, which was designed to stimulate automotive
exports. A number of U.S. manufacturers, believing they would be
injured by the plan, called upon this Government to impose counter-
vailing duties. In all probnbilitg', such action would have invited
retaliation. We were faced by the prospect of a wasteful contest of
stroke and counterstroke, harmful to both Canada and the United
States, and helpful to neither., Our broader good ralations with our
Canadian friends would have suffered strain.

To avoid such a dismal outcome, our two Governments bent
every effort to find a rational solution to the problems of a divided
industry. The Automotive Products Agreement that the Prime
Minister aud I signed in January is the result of our joint labors.

The agreement will benefit both countries. We will have avoided
a serious commercial conflict. Canada will have achieved her objec-
tive of increasing her automotive production. U.§. manufacturers
will be able to plan their production to make most efficient use of their
plants, whether in Canada or the United States. They will save the
Frice of the tariff and, over the lonéer run, we will benefit from the

asbe.%l growth in the Canadian market which lower prices will make
possible, :

The agreement has already brought results. The Canadian Govern-
ment revoked its cot’raversial plan and, on January 18, reduced all
relevant duties to za 0. I am informed that the Canadian Par-
liament will be asked to give its :ﬁ)pmval in the near future. .

We recognize, of course, that full integration of the North American
sutomobile industry cannot be brought about all at once. To allow
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time for adjustment, the Canadian sector of the industry—less than
one-twentieth the size of ours—will oremte initially under special
arrangements. The agreement itself will be subject to comprehensive
review no later than January 1,1968. Wae should then be in a position
to judge what further steps are necessary.

n signing the agreement, I pledged myself to ask the Congress to
authorize the President to remove all U.S. duties on Canadian auto-
mobiles and parts for original equipment. I am today sending to the
Congress draft legislation which would give the President that
suthority. The proposed legislation would also authorize the
President to make similar automotive agreements with other countries,
and to make agreements leading to mutually beneficial reduction of
duties on reqlacement parts.

I repeat: In my judgment, the agresment will benefit both Canada
and the United States, and the automotive industry and automotive
workers in both countries. However, we recognize that adjustments
in an industry of such size could result in temporary dislocation for

rticular firms and their workers. To provide appropriate relief, the

ill I propose will make applicable the adjustment assistance of title
ITI of the Trade Expansion Act of 1962,

The tariff change contemplated in the automotive agreement, is,
however, a special caze. Tariffs will be cut to zero, all at one time.
Furthermore, dislocation, if it should occur, may well be due as much
to the decrease in exports of certain products as to an increase in
imports, Therefore, this bill calls for special procedures for obtaining
adjustment assistance. These special procedures will be limited in
application to this agreement and to & transition period of 3 years.
If a similar agreement is made with another country, or if we should
make agreemnents affecting replacemnent garta, appropriate adjustment
assistance legistation will be recommended to the Congress.

00

The agreement and this bill are designed to lead tp a more efficient
organization of the North American automotive industry. It is based
on mutual trust gnd will result in mutual benefit—benefit to producers,
to labor, and to consumers on both sides of the border.

Canada hes acted. Itisour turn. In order that we may act, I ask
the Congress to approve promptly this legislation.

Sincerely,
LynooN B. Jounsox,



TEXT OF UNITED STATES-CANADIAN AGREEMENT

AGREEMENT CONCERNING AUTOMOTIVE PropUCTS BETWEEN THE
GOVERNMENT OF THE UNITED STATES OF AMERICA AND THE Gov-
ERNMENT OF CANADA

The Government of the United States of America and the Govern-
ment of Canada,

Determined to strengthen the economic relations between their
two countries;

Recognizing that this can best be achieved through the stimulation
of economic growth and through the expansion of markets available
to producers in both countries within the framework of the established
policy of both countries of promoting multilateral trade;

Recognizing that an expansion of trade can best be achieved through
the reduction or elimination of tariff and all other barriers to trade
‘operating to impede or distort the full and efficient development of
each country's trade and industrial potential;

Recognizing the important place that the automotive industry
occupies in the industrial economy of the two countries and the
interests of industry, labor and consumers in sustaining high levels
of efficient production and continued growth in the automotive
industry;

Agree as follows:

ARTICLE 1

The Governments of the United States and Canada, pursuant to the
above principles, shall seek the early achievement of the following
objectives:

(a) The creation of a broader market for automotive products
within which the full benefits of specialization and large-scale
production can be achieved;

(b) The liberalization of United States and Canadian auto-
motive trade in respect of tariff barriers and other factors tending
to impede it, with a view to enabling the industries of both
countries to participate on a fair and equitable basis in the
expanding total market of the two countries;

(c) The development of conditions in which market forces may
operate effectively to attain the most economic pattern of invest-
ment, production and trade.

It shall be the policy of each Government to avoid actions which
would frustrate the achievement of these objectives.

ARTICLE 11

(8) The Governiment of Canada, not later than the entry into force
of the legislation contemplated in paragraph (b) of this Article, shall
accord duty-free treatment to imports of the products of the United
States described in Annex A.

53-383 0—85——2



6 DATA—AUTOMOTIVE PRODUCTS TRADE ACT OF 1965

(b) The Government of the United States, during the session of
the United States Congress commencing on January 4, 1965, shall
seok enactment of legislation authorizing duty-free treatment of
imports of the products of Canada described in Annex B, In seekinE
such legislation, the Government of the United States shall also see
authority permitting the implementation of such duty-free treatment
retroactively to the earliest date administratively possible following
the date upon which the Government of Canada has accorded duty-
free treatment. Promptly after the entry into force of such legisla-
tion, the Government of the United States shall accord duty-free
treatment to the products of Canada described in Annex B.

ARTICLE III

The commitments made by the two Governments in this Agree- -
ment shall not preclude action bf either Government consistent
with its obligations under Part II of the General Agreement on
Tariffs and Trade.

ARTICLE IV

(a) At any time, at the request of either Government, the two
Governments shall consult with respect to any matter relating to
this Agreement.

(b) Without limiting the foregoing, the two Governments shall,
at the request of either Government, consult with respect to any
g;oblems which may arise concerning automotive producers in the

nited States which do not at present have facilities in Canade for
the manufacture c¢f motor vehicles, and with respect to the implica-
tions for the operation of this Agreement of new automotive producers
becoming established in Canada.

(¢) No later than January 1, 1988, the two Governments shall
jointly underteke a comprehensive review of the Ipm%res@ made
towards achieving the objectives set forth in Article I. During this
review the Governments shall consider such further steps as may be
necessary or desirable for the full achievement of these objectives.

ARTICLE V

Access to the United States and Canadian markets provided for
under this Agreement may by agreement be accorded on similar terms
to other countries. .

ARTICLE VI

This Agreement shall enter into force provisionally on the date of
signature and definitively on the date upon which notes are exchanged
between the two Governments giving notice that appropriate action
in their respective legislatures has been completed.

ARTICLE VII

This Agreement shall be of unlimited duration, Each Government
shall however have the riﬁpt to terminate this Agreement twelve
months from the date on which that Government gives written notice
to the other Government of its intention to terminate the Agreement,
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In wiTnEss wHEREOF the representatives of the two Governments
have signed this Agreement. . .
Done in duplicate at Johnson City, Toxas, this 16th dsy of January
1965, in English and French, the two texts i)emg equally authentic.
For the Government of the United States of America:

(S) Lynpon B. JorNsoN
(S) Dean Rusk

For the Government of Canada:
(S) LesTer B. Pearson
(S) PauL MarTIN
ANNEX A
L. (1) Automobiles, when imported by a manufacturer of automo-

es.
(2) All parts, and accessories and parts thereof, except tires and

tubes, when imported for use as original equipmant in automabiles

to be produced in Canada by a manu: .. ‘er of sulomobiles.

£3; Busges, when imported by a ma: . sturer of buses.

4) All parts, and accessories and parts thereof, except tires and
tubes, when imported for use as original equipment in buses to be
produced in Canade by a manufacturer of buses.

(5) Specified commercial vehicles, when imported by a manufac-
turer of specified commercial vehicles. 4

(8) All parts, and accessories and parts thercof, except tires, tubes
and any machines or other articles required under Canadian tariff
itein 438a to be valued separat?l“! under the tariff items regularly
applicable thereto, when imported for use as original equipment in
specified commercial vehicles to be produced in Canada by a manu-
facturer of specified commercial vehicles.

2, (1) “Automobile” means a four-wheeled passenger automobile
having & seatinjy capacity for not more than ten persons;

(2) “Base year” means the period of twelve months commencing
on the 1st day of August, 1963 and ending on the 31st day of July,

64;

{3) “Bus” meéans a passenger motor vehicle having & seating
capacity for more than 10 persons, or a chassis therefor, but does not
include any following vebicle or chassis therefor, namely an electric
trackless trolley bus, amphibious vehicle, tracked or half-tracked
vehicle or motor vehicle designed primarily for off-highway use;

(4) “Canadian value added” lLias the meaning assigned by regula-
tions made under section 273 of the Canadian Customs Act;

(6) “Manufacturer” of vehicles of any following class, namely
automobiles, buses or specified commercial vehicles, means, in rela-
tion to any importation of goods in respect of which the description
is relevant, a manufacturer that .

(i) produced vehicles of that class in Canada in each of the
four consecutive three months’ periods in the base year, and

(ii) produced vehicles of that class in Canada in the period
of twelve months ending on the 31st day of July in which the
importation is made,

u » .
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(A) the ratio of the net sales value of which to the net
sales value of all vehicles of that class sold for consumption
in Canada by the manufacturer in that period is equal to or
higher than the ratio of the net sales value of all vehicles
of that class produced in Canada by the manufacturer in
the base year to the net sales value'of all vehicles of that
class sold for consumption in Canada b?v the manufacturer
in the base year, and is not in any case lower than seventy-
five to one hundred; and

(B) the Canadian value added of which is equal to or
greater than the Canadian value added of all vehicles of that
class produced in Canada by the manufacturer in the base

ear;
6) “N):at sales value” has the meaning assigned by regulations
made under section 273 of the Canadian Customs Act; and
(7) ‘‘Specified commercial vehicle” means a motor truck, motor
truck chassis, ambulance or chassis therefor, or hearse or chassis
therefor, but does not include:

(a) any following vehicle or a chassis designed primarily
therefor, namely a bus, electric trackless trolley bus, amphibious
vehicle, tracked or half-tracked vehicle, golf or invalid cart,
straddle carrier, motor vehicle designed primarily for off-highway
use, or motor vehicle specially constructed and equipped to per-
form special services or functions, such as, but not limited to, a
fire engine, mobile crane, wrecker, concrete mixer or mobile clinie;
or

b) any machine or other article required under Canadian
tariff item 438a to be valued separately under the tariff item
regularly applicable thereto.

3. The Government of Canada may designate a manufacturer not
fallinhg within the categories set out above as being entitled to the
t of duty-free treatment in respect of the goods described in this
Anpex.
ANNEX B

(1) Motor vehicles for the transport of persons or articles as
rovided for in items 692.05 and 692.10 of the Tariff Schedules of the
nited States and chassis therefor, but not including electric trolley
buses, taree-wheeled vehicles, or truilers accompanying truck tractors,
or chassis therefor.

(2) Fabricated components, not includin§1 trailers, tires, or tubes for
tires, for use as original equipment in the manufacture of motor
vehicles of the kinds described in paragraph (1) above. -

83) Articles of the kinds described in paragraphs (1) and (2) above
include such articles whether finished or unfinished but do not include
any article produced with the use of materials imported into Canada
which are products of any forei%n country (except materials produced
within the customs territory of the United States), if the a%gregate
value of such imported materials.when landed at the Canadian port
of entry, exclusive of any landing ¢ost and Canadian duty, was—

(n) with regard to articles of the kinds described in paragraph
(1), oot including chassis, moré than 60 percent until January 1,
1968, and thereafter more thm? 50 percent of the appraised cus-
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toms value of the article imported into the customs territory of
the United States; and

(b) with regard to chassis of the kinds described in paragraph
(1), and articles of the kinds described in paragraph (2), more
than 50 percent of the appraised customs value of the article im-
ported into the customs territory of the United States.



. TEXT OF SUPPLEMENTARY EXCHANGE OF NOTES

UNITED STATES NOTE
MaRgcH 9, 1965.

His Excellency the Right Honorable CHaRLES S. A, RiTcHIE,
Ambassador of Canada.
EXCELLENCY: )

I hava the honor to refer to the Agreement concerning Automo-
tive Products between the Government of the United States of
America and the Government of Canada signed on January 16, 1965.

It is the understanding of m[\l' Government that automobile truck
tractors are included within the articles to be accorded duty-free
entry IX our two Governments pursuant to Article IT and the Annexes
of the Agreement.

I have further the honor to request you to confirm the foregoing
understanding on behslf of the Government of Canada.

i Accept, Excellency, the renewed assurance of my highest considera-
ion.

For the Secretary of State:

(S) G. GRIFFITH JOHNSON

CANADIAN NOTE
WasninaToN, D.C., Mareh 9, 1965,

No. 98

The Honorable DEaN Rusk,
The Secretary of State,
Washington, D.C.

IR,

I have the honor to acknowledge receipt of your Note of March
9, 1965, which reads as follows:

“I have the honor to refer to the Agreement concerning Automotive
Products between the Government of the United States of America
and the Government of Canada signed on January 186, 1965.

“It is the understanding of my Government that automobile truck
tractors are included within the articles to be accorded duty-free
entry IX our two Governments pursuant to Article II and the Annexes
of the Agreement,

“I have further the honor to request you to confirm the foregoing
understanding on behalf of the Government of Canada.

““Accept, Excellency, the renewed assurance of my highest con-
sideration,”

I have further the honor to confirm the foregoing understanding on
behalf of the Government of Canada.

. Please accept, Sir, the renewed assurances of my highest considera-

tion.
(S) C.S. A Rircme

11



ARTICLE-BY-ARTICLE ANALYSIS OF AGREEMENT

PREAMBLE

The preamble of the Agreement sets out the principles underlying
the Agreement. The Governments state their determination to
strengthen the economic relations between the two countries. They
rceognize that this can best be achieved through the stimulation of
economnic growth and the expansion of markets available to producers
in both countries within the framework of their established policy of
promoting multilateral trade. They further recognize that expansion
of trade can best be achieved through the reduction or elimination of
tariffs and other barriers to trade operating to impede or distort the
full and efficient development of each country's trade and industrial
potential. Finally, they recognize the important place of the auto-
motive industry in both countries and the interests of industry, labor
and consumers in sustaining high levels of efficient production and
continued growth in this industry.

ARTICLE I

This article sets out the three objectives of the Agreement. The
first objective is the creation of a broader market for automotive prod-
ucts to permit achievement of the full benefits of specialization and
large-scale production. The second objective is the liberalization of
United States and Canadian automotive trade in respect to tariff
barriers and other factors tending to impede this trade, with a view
to euabling the industries of both countries to participate in the ex-

anding total market of the two countries on a fair and equitable

asis. The third objective is the development of conditions in which
market forces may operate effectively to attain the most economie
patten of investment, production and trade.

In :his article, the Governments agree to avoid actions which would
frustrate the achievement of these nbjectives.

ARTICLE 11

Paragraph (a) requires the Canadian Government to accord duty-
free ireatment to imports of the products of the United States de-
scribed in Annex A. This treatment is required to be given no later
than the entry into force of the United States legislation according the
same treatment to imports of the products of Canada described in
Annex B. In fact, the Canadian Government began giving duty-free
treatment to imports of the United States products on January 18,
1965.

Paragraph (b) requires the U.S. Government to seek, in this session
of the Congress, enactiment of legislation which would authorize the
President to proclaitn the duty-free treatment of imports of the
products of Canada described in Annex B, The authority sought is

13
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14  DATA—AUTOMOTIVE PRODUCTS TRADE ACT OF 1065 -

to include provisions permitting the implementation of such duty-free
treatment retroactively to the earliest date administratively possible
followinﬁ the date upon which the Canadian Government has ac~
corded duty-free treatment. As mentioned above, the Canadian
Government accorded duty-free treatment on January 18, 1965.
The U.S. Government is obligated to accord duty-free treatment
promptly after the entry into force of such legislation, if enacted.

ARTICLE Il

- This article permits either Government to take action consistent
with its obligations under Part II (arts. IIT through XXIII) of the
General Agreement on Tariffs and Trade, Such actions include
antidumping duties, escape clause moasures, and national security
actions, '

ARTICLE IV

Paragraph (a) is & general consultation provision enabling either

Government to request consultations on any matter relating to the

eement.

aragraph (b), without limiting paragraph (a), recognizes that
special consultations may be needed with respect to problems of U.S.
automotive producers which do not at present have facilities in
Canada. Paragraph 3 of Annex A rgcp%mzes that Canada may desig-
nate such & manufacturer as being eligible for the benefits of the duty-
free treatment with regard to the products of the United States
described in Annex A, )

Paragraph (b) also recognizes that special consultations may be
needed with respect to the implications for the operation of the Agree-
ment of new automotive producers becoming established in Canada.
This provision is intended to provide a safeguard against firms be-
coming established in Canada without being required to undertake
significant production in Canada and thus becoming & conduit
enabling third-country products to secure duty-free entry into the
United States. The Canadian content requirement for duty-free
entry into the United States embodied in paragraph 3 of Annex B
also provides s safeguard a?ainst this occurrence.

Paragraph (o) provides for’'s comprehensive review no later than
January 1, 1968, of the progress toward achieving the three objectives
stated in Article I During this review, the Governments will con-
sider such further steps as may be necessary or desirable for the full
achievement of these objectives. This paragraph is intended to
provide for future possible arrangements and other matters which
may arise after the 3-year transitional period has expired.

ARTICLE ¥
This article Elrgvides that access to United States and Canadian
markets of the kind provided by the Agreement may by agreement be

accorded on similar terms to other countries, ’l‘gis permits either
ooungly or both countries to conclude similar agreements with third
countries.
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ARTICLE VI

This article provides for the provisional entry into force of the
Agreement on the date of signature and its definitive entry into force
when notes are exchanged between the two Governments giving
notice that the appropriate action in their respective legislatures has
been completed.  Appropriate action by the United States would be
enactment of the proposed Automotive Products Trade Act of 1965.
Appropriate action for the Canadian Government would be considera-
tion of the Agreement by the Canadian Parliament.

ARTICLE VII

This article establishes an unlimited duration for the Agreement.
However, each Government is given the right to terminate the Agree-
ment, effective after 12 months’ written notice to the other Govern-
ment of an intention to terminate.

ANNEX A

Paragraph 1 describes the products to be accorded duty-free
treatment by the Canadian Government. A supplementary exchange
of notes dated March 9, 1965, confirmed that automobile truck
tractors are included among these products.

Paragraph 2 defines certain terms used in the description of the
products to be accorded duty-fres treatment and in other definitions.

Paragraph 3 relates to the designation of manufacturers not coming
within the definition of ‘‘manufacturer” (as that term is defined in
par. 2) as being eligible for the benefits of duty-free treatment.

ANNEX B

Paragraph (1) describes the motor vehicles and chassis to be
accorded duty-free treatment by the Government of the United
States.” A supplementm;{ exchange of notes dated March 9, 1965,
con(f’irmed that automobile truck tractors are included among these
products. . ,

Paragraph (2) describes the other articles to be accorded duty-free
treatment under the Agreement.

Parafraph (3) makes clear that the articles described in paragraphs
(1) and (2) include articles whether unfinished or in finished state
but do not include articles which have less than 50 percent Canadian
value added (40 percent for vehicles and chassis deseribed in par. (1)
until January 1, 1968).



TEXT OF CANADIAN ORDERS IN COUNCIL CONCERNING
AUTOMOTIVE PRODUCTS

OrpER IN CounciL EstaBrLisHiNG REBATE Pran P.C. 1963-1/1544
At the Government House at Ottawa
Tuesday, the 22nd day of October 1963

PRESENT!

His Excellency, the Governor GENERAL IN CounciL:

His Excellency the Governor General in Council, pursuant to
Section 22 of the Financial Administration Act, is pleased hereby to
order as follows, in accordance with the following minute of the Treas-

ury Board:
T.B. 617086
FINANCE
INpUsTRY

The Board recommends that Your Excellency in Council be pleased
to order as follows:

- ORDER

1. (1) In this Order,

(a) "designnted period” means an{ following period, namely:

(i) November 1, 1963 to October 31, 1964, (ii) November
1, 1964 to October 31, 1965, or (iii) November 1, 1965 to
October 31, 1966;

{b) “motor vehicle” means vehicles that, if imported into
Canada, would be classified under any of Tariff items 410a(iii),
424 and 438a;

(c) “motor vehicle parts’” means parts that, if imported into
Canada, would be classified under any of Tariff items 410a(iii),
424 and 438a to 438u inclusive, and includes the following motor
vehicle parts and accessories, namely, ball and roller bearings
radios, heaters, dio castings of zine, electric storage batteries, and
parts of which the component material of chief value is wood or
rubber, but does not include tires or tubes.

(2) Areference in this Order to the value for Customs duty purposes
of any goods shall be construed as a reference to the value for Customs
duty purposes of such of those goods as were subject to Customs duties
specified in Schedule A to the Customs Tariff.

2. All Customs duties specified in Schedule A to the Customs Tariff
payable in respect of the following goods, namely:

(a) motor vehicles imported or taken out of warehouse by a
motor vehicle manufacturer in Canada during any designated
period, and

(b) motor vehicle parts for use as orginal equipment for motor
vehicles, imported or taken out of warehouse by or on behal{ of
such manufacturer during that designated )l)eriod,

are remitted to the extent of the duties so payable on such part of the
value for Customs duty purposes of those goods as does not exceed the
amount (hereinafter referred to as the "excess value') by which

17



18  DATA——AUTOMOTIVE PRODUCTS TRADE ACT OF 1065

(o) the Canadian content value, as established to the satisfa&-
tion of the Minister of National lievenue, of motor vehicles and
motor vehicle parts exported by such manufacturer during that

designated period, o

_(d) the Canadisn content value, as estublished to the satisfac-
tion of the Minister of National Revenue, of motor vehicles and
motor vehicle parts rted by such manufacturer during the

November 1, 1961 to October 31, 1962,
and where the excess value exceeds the value for Customs duty
- purposes of the goods so imported or taken out of warehouse during
that designated period, the amount of such excess may be added to
the Canadian content value, as established to the satisfaction of the
. Minister of National Revenue, of motor vehicles and motor vehicle
" parts exported by such manufacturer during the immediately pre-
ceding period of twelve months in determining the amount of Customs
duties specified in Schedule A to the Customs Tariff that may be
remitted under this Order or under Order in Council P.C, 1962-1/1636
in resg_ecb of goods imported or taken out of warehouse during that
p g period

3. For the purposes of this Order, .

(a) a manufacturer is 8 motor vehicle manufacturer in Canada
during any relevant period only if such manufacturer produces
in Canads during that period motor vehicles the total number of
which so produced is not less than forty percent of the total
mber' gd motor vehicles sold by such manufacturer during

period; ,
(b) motor vehicle parts that are (froduced in Canada by a -
g:ga manufacturer and exported and that can be identified, as
ag for use in the manufacture, repair or maintenance of motor
vehicles produced by an affiliste outside Canada of a motor
vehicle manufacturer in Canada may be considered to have been
rted by such motor vehicle manufacturer; and
() motor vehicle parts exported for incorporation into motor
vehicles to be ehipped to Canada shall be deemed not to have
been exported if the value of such parts may be taken into
account for Customs duty remission purposes under any Order
o%ggl than this Order upon the subsequent importation of such
vehicles, . ‘

Onpoxe 1N Councit AMENDING Repate Prax P.C, 1064-1506
' ‘  Atthe Government House at Ottawa
Thursday, the 24th day of September 1964
PRESENT: ]
His ExcerieNoy THE GoveRNoR GENERAL 1N CouNcit:

His Excellency the Governor Gederal in Council, on the recom-
mndation of the Minister of Industry, is pleased hereby to order as

ows:
1. Section 3 of Order in Council P.C. 1963-1/1544 of 22d October
1963, is amended by deleting the word “and” after paragraph (b)
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thereof, by adding the word ““and” after paragraph (c) thereof and by
* adding thereto the following paragraph:

“(d) motor vehicles and motor vehicle parts exported under
any United States Militarg prime or subcontracts entered into
after August 31,1964, shall be deemed not to have been exported.”

OrpER IN Councit RErEALING ReBaTE PLan P.C. 1065-1/98

At the Government House at Ottawa
Saturday, the 16th day of January 1965

PRESENT!
His Excellency the GoverNor GENERAL IN CouNcivL:

His Excellency the Governor General in Council, pursuant to
Section 22 of the Financial Administration Act, is pleased hereby to
order as follows, in accordance with the following minute of the

Treasury Board:
T.B. 635460

FINANCE

The Treasury Board recommends that your Excellency in Council
pursuant to Section 22 of the Financial Administration Act, be pleas
to amend Order in Council P.C. 1963-1/1644, as amended, in ac-
cordance with the Schedule hereto.

SCHEDULE

1. Paragraph (a) of subsection (1) of section 1 of Order in Council
P.C. 1963-1/1544 is revoked and the following substituted therefor:
“(a) ‘designated period’ means any following period, namely:

(i) November 1, 1963 to October 3, 1964, or

(ii) November 1, 1964 to January 17, 1965;"

2. (1) Paragraph (a) of section 2 of the said Order is revoked and
the following substituted therefor:

‘'(a) motor vehicles imported or taken out of warehouse by a
motor vehicle manufacturer in Canada during the designated
period November 1, 1063 to October 31, 1964, and”

(22 Section 2 of the said Order is further amended by adding thereto
the ollowini aubsection:

“(2) All Customs duties specified in Schedule A to the Customs
Tariff gayable ‘n respect of the following goods, namely:

(a) motor ve.icles imported or taken out of warehouse
by & motor vehicle manufacturer in Canada during the
de%ignated period November 1, 1964 to January 17, 1865,
an

“(b) motor vehicle parts for use as original equipment for
motor vehicles, imported or taken out of warehouse by or on
behalf of such manufacturer during that designated period.

are remitted to the extent of the Jduties so payable on such part

of the value for Customs duty purposes of those goods as does not

g;;cee{lii tillxe amount (hereinafter referred to as the ‘excess value’)
y whic
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“(¢) the Canadian content value, as established to the
satisfaction of the Minister of National Revenue, of motor
vehicles and motor vehicle parts exported by such manu-
facturer during that designated period,

-exceeds :

“(d) 78/365 of the Canadian content value, as established to
the satisfaction of the Minister of National Revenue, of motor
vehicles and motor vehicle parts exported by such manufacturer
during the period November 1, 1961 to October 31, 1962,

and where the excess value exceeds the value for Customs duty

purposes of the goods so imported or taken out of warehouse during

that designated period, the amount of such excess may be added to
the Canadian content value, as established to the satisfaction of the

Minister of National Revenue, of motor vehicles and motor vehicle

parts exported by such manufacturer during the immediately pre-

ceding period of twelve months in determining the amount of Customs
duties specified in Schedule A to the Customs Tariff that may be

remitted under this Order or under Order in Council P.C. 1962-1/1536

in respect of goods imported or taken out of warehouse during that

preceding period.”

OrpeER IN CouxciL EstaBuisuing Dury-Free Trearmest P.C.
1965-99

At the Government House at Ottawa
Saturday, the 16th day of January 1965

PRESENT:

His Excellency the GoverNor GENERAL 1IN CouNciw;
WhEREAS the Acting Minister of Finance and the Minister of
Industry, have reported as follows:

1. That an agreement has been entered into with the United
States with respect to the reduction of duties by Canada and
the United States on importations of certain automobiles and
other vehicles and ﬂarts for use as original equipment in certain
automobiles and other vehicles; and

2. That it is deemed reasonable by way of compensation
for concessions granted by the United States and in order to
give effect to the agreement in Canada, to reduce the Customs
duties on certain automobiles and other vehicles and parts for
use as original equipment in certain automobiles and other
vehicles. .

TxereFoRE, His Excellency the Governor General in Council, on
the recommendation of the Acting Minister of Finance and the
’.’;‘{in.iéter of Industry, is pleased hereby, pursuant to the Customs

ariff,

(a) to deem reasonable by way of compensation for concessions

anted l:iy the United States the reduction of duties provided
or in, an

(b) to make, effective the 18th day of January 1965,

the annexed Motor Vehicles Tariff Order, 1965, the provisions of
which may be cited as ‘“Tariff Item 950",
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MOTOR VEHICLES TARIFF ORDER 1965

1. The rates of Customs duties on the following goods imported
into Canada on or after January 18, 1965, from any country entitled
to the benefit fo the British Preferential Tariff or Most-Favoured-
Nation Tariff, for which a special entry in such form and manner as
is prescribed by the Minister has been made, are reduced to the rate

set out as follows opposite the description of those goods:

Deacriplion of goods Rate
-51) Automobiles, when imported by .o manufacturer of automobiles. . Free.
2) All parts, and accessories and purts thereof, except tires and tubes, Free.
when imported for use as original equipment in automobiles to
be produced in Canada by a manufacturer of automobiles.

(3) Buses, when imported by a manufacturer of buses. .......... o-. Freo.
(4) Allparts, and accessories and parts thereof, except tires and tubes, Free.

when imported for use as original equipment in buses to be
produced in Canada by a manufacturer of buses,

(5) Specificd commercial vehieles, when imported by a manufacturer Free.

of specitied commercial vehicles,

(8) All parts, and accessories and parts thereof, except tires, tubes

and machines or other articles required under Tariff Item 438a
to be valued separately under the tariff items regularly appli-
cable thereto, when imported for use as original equipment
in specified commercial vehicles to be produced in Canade by a
manufacturer of specified commereial vehicles.

2.(1) In this Order,

(a) “antomobile” means a four-wheeled passenger automobile
having a seating capacity for not more than ten persons;

. (b) “base year” means the period of twelve months commenc-
ln% on the 1st day of August 1963 and ending on the 31st day of
July 1964;

{(c) “‘bus’’ means a passenger motor vehicle having a seating
capacity for more than 10 persons or a chassis therefor, but
does not include any following vehicle or chassis therefor, namely
an electric trackless trolley bus, amphibigus vehicle, tracked or
half-tracked vehicle or motor vehicle designed primarily for
off-highway use;

(d) “Cenadian value added” has the meaning assigned by
regulations made under section 273 of the Customs Act;

(e) “manufacturer” of vehicles of any following class, namely
‘automobiles, buses or specified commercial vehicles, means, in
relation to any importation of goods in respect of which the de-
-seription is relevant, a manufacturer that

(1) produced vehicles of that class in Canada in each of the
four consecutive three months’ periods in the base year, and

(i) produced vehicles of that class in Canada in the
period of twelve months ending on the 31st day of July in
which the importation is made,

(A) the ratio of the net sales value of which to the
net sales value of all vehicles of that class sold for con-
sumption in Canada by the manufacturer in that period
is equal to or higher than the ratio of the net sales value
of all vehicles of that class produced in Canada by the
manufacturer in the base year to the net sales value of
all vehicles of that class sold for consumption in Canada

53-383 0—65——4
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by the manufacturer in the base year, and is not in any
case lower than seventy-five to one hundred, and
(B) the Canadian value added of which is equal to or
greater than the Canadian value added of all vehicles of
that class produced in Canada by the manufacturer in
the base year; h . :
() “net sales value” has the meaning assigned by regulations
made under section 273 of the Customs Act; and
(g) “gpecified commercial vehicle’” means a motor truck,
ambulance or hearse, or a chassis therefor, but does not include
any following vehicle or chassis therefor, namely a bus, electric
trackless tro e{lbus, fire truck, amphibious vehicle, tracked or
half-tracked vehicle, golf or invalid cart, straddle carrier or motor
vehicle designed primarily for off-highway use, or any machine
or other article required under Tariff Item 438a to be valued
separately under the tariff item regularly applicable thereto.

(2) For the purposes of paraFraph (e) of subsection sl) of this
section, in computing the net sales value of all vehicles of any class
described in that subsection that were sold for consumption in Canada
by a manufacturer

(a) in the period of twelve months ending on the 31st day of
July, 1965, there shall be deducted an amount equal to one and
one-half times the net sales value of all vehicles of that class so
sold by the manufacturer in that period that were imported into
Canada or taken out of warehouse for consumption on or after
January 18, 1965, and for which no special entry as described in
section 1 of this Order was made; and - .

(b) in any subsequent period of twelve months ending on the
31st day of July, there shall be deducted an amount equal to the
net sales value of all vehicles of that class so sold by the manu-
facturer in that subsequent period that were imported into
Canada or taken out of warehouse for consumption on or after
January 18, 1965, and for which no special entry as described in
section’ 1 of this Order was made. )

(3) Where a manufacturer of vehicles of any followmi class,
namely sutomobiles, buses or specified commercial vehicles has, by
notice to the Minister in writing accompanied by the consent in writing
of any other person, designated such other person as & person asso-
cisted with the manufacturer in the production of vehicles of that
class in Canada in the base year and in any subsequent period of
twelve months ending on the 31st de{.( of July specified in the notice,
which notice has been communicated to the Minister on or before a
day not later than the thirtieth day after the commencement of the
period so specified or, in the case of the period ending on the 31st dair
of July, 1965, after .fanunry 18, 1065, the person so designated shal
with respect to vehicles of that class, be deemed for all purposes of
this Order in the base lyeean' and in the period so specified, not to be a
separate person but to be one and the same person as the manufacturer.
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Orber 1IN CounciL ProvipiNe Reaurations ConcerNing Dury-
Free TreatTment P.C. 1965-100

At the Government House at Ottawa
Saturday, the 16th day of January 1965

PRESENT!

His ExceuLLENcY THE GOVERNOR GENERAL IN CoUNcCIL:

His Excellency the Governor General in Council, on the recom-
mendation of the Minister of National Revenue, pursuant to para-
graph (t) of section 273 of the Customs Act, is pleased hereby to make
the annexed Regulations Respecting the Entry of Motor Vehicles
under the Motor Vehicles Tariff Order, 1965, effective 18th January,
1965,

REGULATIONS RESPECTING THE ENTRY OF MOTOR VEHICLES UNDER THE
. MOTOR VEHICLES TARIFF ORDER, 1965
Short title

1. These Regulations may be cited as the Tariff Item 950
Regulations.

Interpretation

2. In these Re%llations all words and expressions have the meanings
assigned to them f\£the Motor Vehicles Tariff Order, 1965, and for the
purposes of these Regulations,

(a) “‘Canadian value added” means, in respect of vehicles of
any following class, namely automobiles, buses or specified com-
mercial vehicles, _timt are produced in Canada in any twelve
month period ending the 31st day of July, the nggregate of the
following costs to the manufacturer of producing all vehicles of
that class that are produced in Canada by the manufacturer in
that period and the following depreciation and capital allowances
for that period:

(i) the cost of parts produced in Canada, and the cost of
materials to the extent that they are of Canadian origin, that
are incorporated in the vehicles in the factory of the manufac-
turer in Canada, but not including parts produced in Canada,
or materials to the extent that they are of Canadian origin,
that have been exported from Canada and subsequently
imported into Canada as parts or materials,

ii) transportation costs, including insurance charges, in-
curred in transporting parts and materials from & Canadian
supplier or frontier port of entry to the factory of the manu-
facturer in Canada for incorporation in the vehicles, to the
extent that such costs are not included under subparagraph (i),

(iii) notwithstanding subparagraph (i), the cost of the
iron, steel and aluminum content of parts }Jroduced outside
Canada for incorporation into the vehicles, if the iron, steel or
aluminum was poured in Canada, to the extent that such cost
does not exceed the amount the manufacturer was allowed in
respect of such materials for vehicles of that class for the base
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year under the Tariff Item 438C Regulations or Tariff Item.
438(d) and 488(e) Regulations,
“{iv) such part of the followin% costs as are reasonably
attributable to the production of the vehicles:
“(A) wages paid for direct production labour in
Canads, - *

(B) wages paid for indirect production and nonpro-
duction labour in Canada,

(C) materials used in the production operation but
not incorporated in the final product,

(D) light, heat, power and water,

(E) workmen's compensation, unemployment insur-
ance and group insurance preniums, pension contribu-
tions and similar expenses incurred in respect of labour
referred to in clauses (A? and (B},

(F) taxes on land and buildings in Canada,

(G) fire and other insurance premiums relative to
production inventories and the production plant and its
tquipment, paid to a_company wuthorized by the laws
ol Canada or any province to carry on businessin Canada
or such province,

(H) rent for factory premises paid to a beneficial
owner in Canada,

(I) maintenance and repairs to buildings, machinery
and equipment uscd for production purposes that is
oxecuted mm Canada,

J) ools, dies, jigs, fixtures and other similar plant
equipment items of n nonpermanent character that have
been manufactured in Canada,

(K) engineering services, experimental work and prod-
uct development work executed in Canada, and

(L) miscellaneous factory expenses,

(v) administrative and general expenses incurred in Can-
ads that are reasonably attributable to the production of the
vehicles

(vi) depreciation in respect of production machinery and
permanent plant equipment and the installation costs of such
machinery and equipment as authorized by section 4, to the
extent that such depreciation is reasonably attributable to
the production of the vehicles, and :

(vil) a ca{.)ital allowance not exceeding & percent of the
total capital outlay incurred by the manufacturer for land
and buildings in Canada owned by the manufacturer and
used by the manufacturer in the production of vehicles or
parts (not including any capital outlay incurred Ly n person
deemed by subsection (3) of section 2 of the Order in the
period not to be a separate person but to be one and the
same person as the manufacturer) to the extent that such
allowance is reasonably attributable to the production of
the vehicles;

(b) “Canadian value added” means, in respect of parts, the
aggregate of those costs of producing the parts and those de-
preciation and capital allowances that would be included in the
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calculation of Canadian value added if the parts were vchicles;
(c) “net sales value'” means, in respect of any vehicle, the
selling price received by the manufacturer for the vehicle, includ-
ing costs of t«rans?orting the vehicle in Canada but not including
any other costs of transportation or delivery charges, minus
(i) federal sales and excise taxes paid in respect of the
vehicle and any parts thereof, and
(ii) rebates, comnissions, discounts and other allowances
granted by the manufacturer subsequent to the sale in
respect of the vehicle;
(d) “Order” means the Motor Vehicles Tariff Order, 1966; and
(e) “parts’ includes accessories for vehicles and parts of such
accessories, but does not include parts or accessories or parts
thereof for repair or replacement purposes.

3. (1) For the purposes of subparagraph (i) of paragraph (a) of
section 2,

(a) the cost of parts and materials sequired by a manufacturer
from its parent corporation, or from any subsidiary wholly-
owned corporation or subsidiary .controlled corporation of the
manufacturer or of its parent corporation shall be deemed to
be the Canadian value added of the parts and the cost to such
corporation of the materinls to the extent that they are of
Canadian origin;

(b) the cost of parts and materials acquired by a manufacturer
from a supplier other than a corporation deseribed in paragraph
() shall be deamed to be the selling price of the parts and mate-
rials to the manufacturer less the duty paid value of imported
Eoods used in the production thereof and foreign charges applica-

le thereto;

(c) subject to paragraph (d), iron, steel and aluminum that.
has been poured in Canada shall be de:med to be wholly of
Canadian origin; and

(d) parts acquired by a manufacturer shall be deemed to be
sroduced outside Canada and materials aequired by a manu-
acturer shall be deemed to be of non-Canadian origin, except
any such parts and materials acquired from a supplier in Canada
in vespect of which the manufacturer has obtained from the
supplier a certificate in form prescribed by the Minister stating

(i) in the case of parts and materials acquired by the
manufacturer from a corporation described in paragraph (a),
the Canadian value added of the parts and the cost to that
corporation of the materials to the extent that they are of
Canadian origin, and

(i) in the case of parts and materials acquired by the
manufacturer from o supplier other than a corporation
described in paragraph (a), the cost thereof as calculated in
accordance with paragraph (b).

(2) In subsection (1),

(a) “manuacturer” does not include a person deemed |by
subsection (3) of section 2 of the Order not to be a separate person
but to be one and the same person as the manufacturer; and
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(b) *subsidiary wholly-owned corporation” and “gubsidiary
.controlled .corporation” have the ‘meanings assigned to those
expressions by the Incc.ne Tax Act. - )

4. For the purpose of subparagraph (viy of paragraph (a) of section
2, the amount of depreciation in respect of production machinery and
permanent plant equipment for any twelve nronth period ending on
the 31st day of July is, ‘ ) .

(s) in the case of machinery and equipwent acquired before
August 1, 1964 and within the one hundred and twenty months
ending on the last day of the period, ten per cent of either

() the aggregate of -

(A) the capital cost to the manufacturer of any such
machinery and equipment that was manufactured in
Canada, and

(B) the part of the capital cost to the manufacturer
of any such machinery and equipment that was manu-
factured outside Canada that is reasonably attributable
to the cost of installing that machinery and equipment,

ws
(C) the part of the cost referred to in clauses (A) and
(B) that was incurred in respect of machinery an
e?uipmeng.' that has been disposed of before the beginning
.0 the period, or
(ii) one-half of
(A) the capital cost to the manufacturer of all such
machinery and equipment whether manufactured in
Canada or elsewhere, .

us
(B) the part of the cost referred to in clause (A) that
was incurred in respect of machinery and equipment
tha_t.mllms t:ieen' disposed of before the beginning of the
period; an
(b) in the case of machine and equipment acquired after July
31, 1064 and within the one undred and twenty months ending
on the last day of the period, ten percent of
(i) the capital cost to the manufacturer of any such
machinery and equipment that was manufactured in Canada.

snd

(ii) the part of the capital cost to the manufacturer of any
such machinery and equipment -that was manufactur
outside Canada that is attributable to the cost of installing
that machinery and equipment,

minus
o &m) the part of the costs referred to in subparagraphs (i)
an

(ii) that was incurred in respect of machinery and ung—
mex}tdthat has been disposed of before the beginning of the
period. '

Declaration ) '

5. Every manufacturer that intends to enter vehicles under Tariff

Item 950 during any_ twelve month period ending on the 31st dey of

July shall, before making its first entry during the period, send to the
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Minister a declaration in the form set out in the Schedule in respect
of each class of vehicle it intends so to enter.
Reports

6. Every manufacturer that imports vehicles pursuant to the Order

shall submit to the Minister and the Minister of Industry every three:

months commencing April 1, 1965, such reports as maﬁ ber
those Ministers respecting the pro(iucuon and sale by the ma
of vehicles and parts thereof.

equired by
nufacturer

BOHEDULE —DECLARATION OF MANUFACTURER UNDER TARIFF ITEM 950

Declaration
) I Of e iccrceantaraniecececeeanann
place . province
Canads, do hereby declare that I am the ..o .ooceonaononan
Pres. Gea. Mgr. Controller
of oo ecaeian 4] SN
name of company piscs provinoe

Canada, a manufacturer of vehicles of the class referred to in paragraph
---- of Tariff Item 950 and that it is the intention of our company
to qualify for entry of vehicles referred to in that paragraph under
+ that Tanff Item.
I further declare that 4

(a) our comfpany Produoed vehicles of that class in Canada
during each of the four consecutive periods in the base year;

(b) our company intends to produce in Canads in the perio
August 1, 196, to July 31, 196~, vehicles of that class;

(c) the ratio of the net sales value of the vehicles of that
class that are to be produced in Canada by our company to the
total net sales value of all vehicles of that class to be sold for
consumption in Canada by our company in the period August

- 1, 198-, to July 31, 196-, will be equal to or higher than the ratio
achieved by our company in the base year; and
. (d) the vehicles of that class that are to be produced in Canada
in the period August 1, 196~ to July 31, 106-, will have & Cana-
dian value added that is equal to or greater than the Canadian
value added of all vehicles of that class that were produced by
our company in Canada during the base year.

Dated ab - oneenemonnens this oo d&Y Of cooemoeeoonnen 10—
Witness: (signed) ..o.cincemimannnna

e e i T e e e



BACKGROUND INFORMATION ON AGREEMENT

The United States and Canada have arrived at an agreement which
provides for the elimination of customs duties by both countries on
motor vehicles (Pussenger cars, trucks and buses) and original parts
for production of new vehicles. This paper presents background on
the structure of the ‘automotive industry in the two countries, and &
description of the benefits to the two countries which are foreseen
from the agreement. I

The Canadian market for automobiles is a natural exteunsion of the
U.S. market, the two parts forming what is in most respects a single
North American market. Canadian consumers overwhelming;ﬂ
-choose antomobiles of American design and make (91 percent of
cars purchased in Canada in 1963 were American models.) They
prefer and they get a range of body types and models almost as wide
as is available to American consumers.

Production in Canada is almost wholly in the hands of subsidiaries
of the United States motor vehicle manufacturers: General Motors,
Ford, Chrysler, American Motors, Studebaker, International Har-
vester, Kaiser, Jeep, and others. The value of Canadian automotive
out%ut in 1963 was $1.4 billion, the bulk of which was accounted for
by United States subsidiaries.

Canada is now the world’s sixth largest consumer of automobiles
and other motor vehicles. Sales in 1963 amounted to about 600,000
units. In 1984, total sales probably exceeded 700,000 units. The
Canadian market is growing rapidly, more rapidly than in the United
States, and is likely to continue to do so since the number of auto-
mobiles in Canada per capita is relatively smaller than in the United
States, and since Canadian incomes are growing at a faster rate than
American incoimes.

Canada is our major export market for automotive products, In
1963 the United States sold to Canada cars, trucks, and, most im-
portant, automobile parts valued at $560 million. In the first eight
months of 1964 our exports were about $455 million, an increase of
.almost $90 million over the same period of 1963. .

We are importing from Canada a smaller but growing volume of
:automiotive equipment. Imports in 1963 were $33 million. In the
first eight months of 1964, imports were $46 million, as compared
with $16 million in 1963. 1

Although Canada produces and comsumes the same automobiles
under much the same conditions as does the Uniled States, costs and
prices are significantly higher than in the United States. This is so
even in the face of lower Canadian wages and certain other Canadian
<cost advantages.

A principal reason is the lower volume of Canadian output. In an
industry in which economies of scale are very important—that is, high
costs of capital plant and equipment need to be spread over large
numbers of units of output—Canadian manufacturers typically oper-
ate at levels too low to permit them to get the full advantage of such
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economies. For example, the Ford Motor Co now makes some 60
different models of five distinct passenger cat lines at its assembly plant
in Canada. Just across the river on the U.S, side, Ford’s great iver
Rouge assembly plant produces only three models of the Mustang line.
Similar disparities exist for the other producers; in only & few auto
Part,s and in none of the vebicles is the volume of Canadian output
au%e enough to bring costs down to American levels,
his relatively high cost industry—and the word ‘“relatively”
should be emphasized because Canadian plants are for the most part
modern and well-equipped—is protected by customs tariffs and by
the so-called Commonwealth content requirement. Tariffs on
finished vehicles are 174 percent and range from duty-free up to 26
gercent, on component parts. The content re(“urement calls for ug to
0 percent of Canadian parts and labor and other costs in the finished
automobile, These restrictive devices have helped to screen pro-
ducers located in Canada from U.S. competition. They have served
to maintain & Canadian automotive industry in being but they also
have worked to perpetuate uneconomic pre.duction runs, higher costs
in Canada, higher priced cars for Canadian consumers, and & smaller
total North American market.

So long as there are tariff and other barriers to the automotive trade
between Canada and the United States, there is no possibility of
achieving the full potential of a North American automotive industry
and automotive market. Our tariff duties are considerably lower than
Canadian duties, at 8} percent on vehicles and 8% percent on most

arts, but they of course also have been a burden on the flow of trade
n the automotive sector. Together with the higher Canadian
tariffs they have helped to shape a pattern of trade and production
that falls far short of the efficient pattern that could otherwise be
dev@oged. .
With tariffs and other restrictive devices eliminated, an American
motor company having a Canadian subsidiary will be able gradually to
concentrate in Canada on a limited number of models—and on those
component parts which could be most eﬂicientlg' produced in Canada—
while supplying the Canadian customer with a full range of other
models froni American plants. . Canadian management naturally will
work toward getting high volume production of specific compenents
and models in Canada. The result, over time, will be to create a
rationalized and integrated North American industry. With lower
costs and prices, the Canadian market for automobiles will grow faster
than before, The total of North American production and the total
of United States-Canada trade similarly can be expected to expand. -

v

Canadian and American officials have worked together over several
months to see whether the absiract concept of a North American
market and industry, nnim;{leded by tariffs and other barriers, could
be given substance and reality. Their talks took place against the
background of serious differences between the two countries over a
Canadian program, initiated in November 1962 and extended & year
later, under which the automobile companies operating in Canada
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were allowed to have the benefit of tarifi-free treatment on certain
automobile Sart,s, through the technique of tariff rebates, in return
for-increased exports of automobiles or parts. This Canadian pro-
Eram was challenged by interested parties in the United States as

eing contrary to a section of our basic Tariff Act concerned with
foreign “bounties or grants’ on exporls to the United States. If the
Canadian plan were judged to fit the statutory definition of a bounty
or grant, then the Secretary of the Treasury would be required to
assess countervailing import duties on Canadian automotive equip-
ment entering the United States so as to compensate for the export
incentive being offered by Canada,

The applica%)ilitv of countervailing duties was, of course, a legal
question. Nevertheless, this issue and the Canadinn program from
which it derived has overhung the future of United States-Canadian
automobile trade. If the differences between the United States and
Canada were to have ended in trade retaliation and counter-retaliation
the consequences for North American commerce and commercial
relations could have been harmful for both conntries and, in particular,
for the North American automobile industry.

This situation gave urgency, therefore, to the exploration of possi-
bilities for the constructive alternative of a mutual attack on Canadian
and United States barriers to trade in the autorrotive sector. The
technical and economic problemis involved were given extensive and
searching examination by the two Governments. Various alternatives
were considered and these were discussed with representatives of
industry and labor. v

‘The negotiators on both sides found that the mutual advantage of
both countries lay in taking a long step townrd freeing United States-
Canadian trade in rotor vehicles and original parts for the production
of new vehicles, 'Terms for achieving this end were agreed on and the
overall agreement to this end has now been concluded. -

The two Governments agree to seek the early achievement of a
broader market for automotive products within which the full benefits
of specialization aud large-scale production can be achieved. They
agree also to the early liberalization of automotive trade in respect
of tariff barriers and other factors tending to impede it, so that the
industries of both countries may participate on a fair and equal basis
in the expanding total market in North America. And they agree to
develop conditions in which market forces may operate effectively
to attain the most economic volume of investment, production, and
trade. Each government will avoid actions which would frustrate
the achisvement of these objectives.

Canada, on its part agrees to award duty-free treatment to automo-
biles and parts for original construction imported by Canadian
vehicle manufacturers, %‘anada is bringing its measures into effect
immediately by an order in council.,

The U.S. (!overnment will ask the Congress during its current
session to enact legislation authorizing duty-free import into the
Unitéed States of Canadian automobiles and parts for original construe-
tion—to be retroactive to the earlicst date administratively possible
following the dnte when Canada removes its duties,
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At the request of either Government, the parties will consult con-
cerning the application of the agreement to new automotive producers
in Canada and for other purposes. A comprehensive review will be
made of progress.toward the objectives of the agreement no later than
January 1, 1968,

The parties may agree to give other countries similar access to
their markets. The agreement will continue indefinitely but may be
ended by either party on 12 months written notice. The agreement
will come into provisional effect on the date of signature and into
definitive effect after action is completed in the legislatures of both
countries. Vi

The new agreement not only provides a solution for u difficult exist-
ing problem. It is also a positive development for the North Ameri-
can automobile industry and for United States-Canadian automobile
trade. It has been warmly welcomed by the automobile companies
on both sides of the border.

Under the agreement, tariffs will be removed. The effects of the
old Canadian content ref‘n]xirement will disappear as the industry
grows. As a result, North American production will become sub-
stantially more efficient. Both the United States and Canada will
benefit from increased consumption of autoniobiles und from expanded
trade, as efficiency increases. Employment in both countries can be
expected to increase and the earnings of the Canadian and American
automobile companies can be expected to grow.

The Canadian sector of the industry at present is relatively much
weaker than the American and special arrangements have been made to
cover the transitional period of interindustry rationalization. Under
Cunadian tariff procedures duty-free treatment will be accorded to
manufacturers maintaining their assembly operations at existing rates,
subject to market developments. Customs duties on replacement, or
services, parts will not be reduced under the agreement.

It is anticipated that the removal of duties and other barriers will
result in a substantially increased market above the increase which
would otherwise have developed. In the light of this widening
onortunity, Canadian companies have made plans for an expansion
of their production and have assured the Canadian Govermment that
Canadian production will fill & substantial part of the increased
demand. ' VI

ﬁmrb from the specific benefits expected to accrue to nutomobile
roduction and trade, the U.S. Government considers this step toward
reer frade to be in a highly desirable direction so far as the broad
United States-Canadian conmmercial relationship is concerned. The
United States and Canada are one another's largest markets, by a
wide margin over all others. The economic ties between the two
countries are very close. Both countries have an interest in practical
measures to make these ties as mutually beneficial as possible, The
present agreement will contribute to this end and to the good relations
that have historically marked the association between two great and
friendly nations.




LETTERS OF UNDERTAKING

GenerAL Morors oF CANADA, Lap,,
‘ Oshawa, Ontario, January 13, 1965.
Hon. C. M. DRunry,
Minister of Indu-try,
Parliament Buildings,
Ottawa, Ontario.

Dear Mg, MixisTer: This letter is in response to your request for
a statement with respect to the proposed agreement between the
Governments of Canada and the United States concerning trade and
production in automotive products, as you have deseribed it to us.
The following comments assume that the proposed agreement for
duty-free treatment has the full support of the respective Govern-
ments, and that (ho program may be expected to continue for a
considerable period of time. :

It is our understanding that the important objectives of the inter-
governmental agreement are as follows: (a) the creation of a broader
market for automotive products within which the full benefits of
specialization and large-scale production can be achieved; (b) the
liberalization of United States and Canadian automotive trade in
respect of tariff barriers and other factors tending to impede it, with
a view to enabling the industries of both countries to oarticipate on a
fair and equitable basis in the expanding total market of the two
countries; (zc) the development of conditions in which market forces
may operate effectively to attain the most economic pattern of in-
vestment, production, and trade. We subscribe to these objectives
and agree with the suggested approach of removing tariff barriers and
moving in the direction of free trade even in this limited area. Such
an approach is fully compatible with General Motors’ expressed
position with respect to the desirability of free trade in automotive
vehicles and components, not only in Canada, but in all other countries
in the free world. .

Tt is noted that under the proposed agreement the right to import
vehicles and certain sutomotive parts, free of duty, into Canada will
be available to Canadian vehicﬁa manufacturers who (1) maintain
Canadian value added in the production of motor vehicles in ensuing
model years at not less than the Canadian value added in motor
vehicle production in the 1964 model year; (2) produce motor vehicles
in Canada having a net factory sales value in a ratio to total net factory
sales valuo of their motor vehicle sales in Canada and those of their
affiliated companies in Canada of not less than the ratio prevailing
during the 1964 model year; (3) increase in each ensuing model year
over the base model year, Canadian valua added in the production of
vehicles and original equipnent parts by an amount equal to 60 per-
cent of the growth in their market for automobiles sold for consump-
tion in Canada and by an amount equal to 50 percent of the growth

v s iy ne et o g

o e+ AT AN AHEY I Sl



34 DATA—AUTOMOTIVE PRODUCTS TRADE ACT OF 1965

in their market for commercial vehicles sold for consumption in Can-
ada (for this purpose, growth in their market means the difference
between the cost of vehicles sold in Canada during the ensuing model
year and the cost of vehicles sold in Canada during the base model
year net of Federal sales tax in both cases); and (4) undertake, in addi-
tion to meeting the above three conditions, to achieve a stipulated
increase in the annual Canadian value added by the end of the model
year 1968,

With respect to General Motors, in connection with the conditions
outlined in the previous paragraph, it is our understanding, in the
case of (1) that Canadian value added would be decreased in circum-
stances where the value of General Motors sales declined below that
achieved in the base year, and in the case of (3) that in the event of a
decline in General Motors net value of vehicle sales for consumption
in Canada, a decrease in Canadian value added of 60 and 50 percent
in cars and trucks, respectively, is acceptable. In addition, it is
our understanding, with respect to (4), that for General Motors the
stipulated annual increase in the Canadian value added by the end
of the model year 1968 is $121 million. :

We understand that certain changes are proposed in the regulations
pertaining to the determination of Canadian value added. We believe
that several of these changes require further review and consideration
as in our opinion they tend to impede rather than aid in the attainment
of the objectives of the agreement.

In particular, these are (a) the elimination of the profit on com-
ponents purchased from affiliated Canadian companies; (b) the
elimination of profit on sales of vehicles and parts by General Motors
of Canada or by Canadian affiliated companies to affilinted companies
outside of Canada; and (¢) the elimination of depreciation on non-
Canadian facilities used in the manufacturing process both in our
plants and in those of our Canadian suppliers.

(a) We believe that the elimination of the profit element on pur-
chases of components purchased by General Motors of Canada from
affiliated Canadian companies is discriminatory. McKinnon Indus-
tries, & major supplier of components, has been an affiliate of ours
since 1929. McKinnon prices to us are competitive with those for
similar components manufactured by other manufacturers. It is a
golicy of General Motors that pricing between affiliated operations

6 competitive and the purchasing unit has the obligation of negotiat-
ing the best possible price with the supplying unit. McKinnon and
otier affiliated Canadian parts manufacturers stipply parts to other
Canadian vehicle manufacturers and the profit on these transactions
is not required to be eliminated by those manufacturers. We feel
that at most any elimination of profit from value.added should be
confined to the elimination of profit above the percentago level in the
base period. :

(b) It is our opinion that the elimination of the profit on sales of
vehicles and parts produced in Canada by General Motors of Canada
and affiliated Canadian companiés to affiliated General Motors
companies in the United States and other countries is also discrimina-
tory and should be given added consideration. It is recognized in
the tariff regulations of most countries that the value of imported
goods includes a “reasonable’” rate of profit. Further, on sales by
nonaffiliated Canadian ‘suppliers to General Motors Corp. in the
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United States and its overses subsidiaries the profit in such sales
would be considered as Canadian value added.

(¢) On the matter of exclusion of depreciation on non-Canadian
machinery and equipment used in the production of automotive
products in Canada, it seems that this only hinders the attainment
of the objectives of the plan. In order to increase production in
Canada, additional capacity is a necessity either in our plants or those
of our suppliers. As much of this required equipinent is either
unavailable or more costly in Canada, it appears that not allowing
depreciation on such equipment as Canadian value added discourages
rather than encourages the enthusiasm required to effect the desired
increase in Canadian value added. It should be noted, however, that
it is~our intention to maintain our present policy of obtaining any
additional machinery and equipment in Canada whenever eco-
nomically feasible.

You have requested that we should increase Canadian value added
in our products by $121 million between 1964 and the end of the model
year 1968, as outlined under condition (4). Also you have requested
that the amount should be further increased to the extent required
under condition (3) stated above. We think that this objéctive in
that time is extramely ambitious, particulaily in view of the fact that
one-half of the first inodel year has already passed.

We have carefully reviewed our situation in the light of your
groposals and requests and have asked that our affiliates do the same.

Ve can see areas where we can and will achieve a signiflicant portion
of your suggested objective of $121 iillion increase in Canadian value
added by 1868. This is possible because General Motors of Canada
and our affiliated Canadian companies have recently engaged in the
Canadian manufacture of certain automotive components heretofore
imported. These include the fabrication and assembly of automatic
transmissions at McKinnon Industries Windsor [;lant not only for
Canadian requirements but for export to assembly plants in other
countries as well. In addition, in the 1964 model year the oversea
market for North American-type passenger cars and commercial
vehicles has been increasingly ser\'es by our plants in Canada. Of
course, any slowing down in the rate of growth in the industry or any
adverse developments in the economies of Canada, the United States,
or other principal markets, or failure to achieve duty-free entry into
the United States would make this achievement more difficult.

To attain your stated objective ratably over the 4 years of the plan
amounts to an increase in Canadian value added of $30 million a year
plus growth. Our plans, which have been underway for more than a
year, should accomplish about $60 million of the total or, putting it
another way, we can see our way clear to accomplish that portion
applicable to the first 2 years of the plan.

Studies are underway of various steps we might take to accom-
plish that portion applicable to the last 2 years. However, we are
and have been operating our facilities in Canada at full capacity, and
so, I believe, have most of our suppliers. Therefore, the Canadian
value added applicable to the last 2 years will probably require added
facilities on our part, or on the part of our suppliers, or both., A
further reappraisal of our present facilities and our capacity and those
of our suppliers must be made, The extent and nature of any addi-
tional facilities can be determined only in the light of the plan as
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finally published. You can appreciate, I am sure, that all of this takes
time. '

Subject to the im onderables mentioned above, it is our intention
and that of our affiliates to make every feasible effort to meet the
objectives of the agreement to be made between the Governments of
Canada and the United States, and to achieve the indicated goal as
rapidly as possible.

Referring again to the items which appear to impede the program,
we hope you will review your position further in the light of the infor-
mation included earlier In this letter.

In conclusion, therefore, I am prepared to say at this time that,
first, General Motors of Canada has plans underway to increase
Canadian value added by about $30 million in each of the first 2
years of the Elam; and, second, we are continuing our studies of ways
to accomplish the remainder of the program and will undertake to
meet the full objective of $121 million by the end of the madel year
1968.

It is anticipated that these studies will take betwegn 3 and 4 1honths
to finish, and I will be prepared to discuss the results with you when
they are completed. From time to time, as requested; we will be
glad to discuss our current o erations and our plans for future develop-
ment with the Minister of ndustry, and to receive and consider his
suggestions.

Sincerely,
E. H. WALKER.

Forp Motor Co. oF Canapa, Ltp,,
Oakville, Ontario, January 14, 1966.

DEar Mr. MinisTer: Enclosed are executed copies of our two
letters to you of this date relative to the pro osed agreement between
the Governments of Canada and the United States concerning trade
and production in_automotive products under which it is proposed
that the customs duty in each country on the importation ?rom the
other of automotive vehicles and original equipment parts therefor
be eliminated.

Wae consider it essential that any substantial administrative inter-
pretation or treatment that may be extended by you to any other
motor vehicle manufacturer, the lack of which would place Ford
Motor Co. in a noncompetitive position, also be extended to Ford.

You have provided us with & draft of the proposed order in council
expected to be adopted in order to implement that agreement and
with & draft of the regulations proposed to be adopted under that
order in council.

Our undertakings are, of course, conditional upon the execution of
that agreement, upon the adoption ‘of an order in council, and regula-
tions substantially in the form of the drafts that you have already
delivered to us, and upon an acceptable response in respect of the
exclosed supplementary letter.

Yours sincerely

Forp Motor Co. oF Canapa, Lo,
By Kagru E. Scorr, President.
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Forp Motor Co. or Canana, Litp.,
Oakville, Ontario, Janvary 14, 1965.

Dear Mg, Minister: We are writing with respect to the agreement
between the Governments of Canada and the United States concerning
production and trade in automotive products.

Ford Motor Co. of Canada, Ltd., welcomes the agreement and
supports its objectives. In this reﬁard, our company notes that the
Governments of Canada and the United States have agreed “* * *
thut any expansion of trade can best be achieved through the reduction
or elimination of tariff and all other barriers to trade operating to
impede or distort the full and efficient development of each country’s
trade and industrial potential * * *” In addition, we note that the
Governments of Canada and the United States shall seek the early
achievement of the following objectives:

(@) The creation of a broader market for automotive products
within which the full benefits of specialization and large-scale produc-
tion can be achieved; :

(b) The liberalization of United States and Canadian automotive
trade in respect of tariff barriers and other factors tending to impede it,
with a view to enabling the industries of both countries to participate

on a fair and equitable basis in the expanding total market of the

two countries; and

(¢) The development of conditions in which market forces may
operate effectively to attain the most economic pattern of investment,
production, and trade.

Our company also notes that the right to import motor vehicles
and original equipment parts into Canada under the agreement is
available to vehicle manufacturers in Canada who meet the condi-
tions stipulated in the Motor Vehicles Tariff Order 1965, These con-
ditions are, in brief, that vehicle manufacturers shall maintain in each
model year their production of motor vehicles in Canada in the same
ratio to sales of motor vehicles for consumption in Canada aund the
same dollar value of Canadian value added in the production of motor
vehicles in Canada, as in the period August 1, 1963, to July 31, 1964.

We understand that—

(i) in ascertaining whether Ford qualifies as a motor vehicle
manufacturer and whether the requirements of paragraphs 1 and
2, below, are satisfied, production of automotive vehici’es in Canada
by Ford Motor Co. of Canada, Litd., and by any person designated
as associated with Ford Motor Co. of Canada, Litd. (“an associated
person’) will be taken into account, whether sold in Canada or
exported;

(ii) in determining whether the requirements of paragraphs 1
and 2, below, are satisfied, export sales of original equipment
parts by Ford Motor Co. of Canada, Ltd., and by any associnted

erson in Canada (as well as production of automotive vehicles
in Canada by Ford Motor Co. of Canada, Litd.,, and by any
associated person, whether sold in Canada or exported), and
purchases of original equipment parts by any afliliated Ford com-
pany outside of Canada from Canadian vendy:nrs. will be taken into
account. An “affiliated Ford company” is one that controls,
or is controlled by, or is under common control with, Ford Motor
Co. of Canada, Ltd.
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(iti) for the purpose of computing the ratios referred to in
pavagraph 2(1)(e) (i) (A) of the order in council of the definition
of manufacturer, the numerators of the fractions will consist of
the net sales value of all passenger automobiles (or specified
commercial vehicles or buses) produced by the motor vehicle
manufacturer in Canada, including those* sold in Canada and
those sold in export, and the denominators of the fractions will
consist of the net sales value of all passenger automobiles (or of
specified commercial vehicles or buses) sold by the motor vehicle
manufacturer for consumption in Canada, mcludingb imported
passenger ears (or specified commercial vehicles or buses) but
excluding passenger cars (or specified commereinl vehicles or
buses) that are produced by the motor vehicle manufacturer in
Canada and sold in export. i

The undertakings in this letter ave based on the definition of
“Canadian value added” in your present regulations.

Wo understand that in the computation of Canudian value added
for vehicle nssembly in Canada, section 2(a)(i) of the regulations
. would prevent us from including the cost of parts produced in Canada
that are exported from Canada and subsequently imported into
Canada as components of original equipment parts; tiis provision
reduces the incentive to source in Canada parts that would be incor-
porated in U.S. engines and other original equipment parts. Accord-
ingly, we request that you give caveful consideration to the revision
of this clause.

In addition to meeting these stipulated conditions and in order to
contribute to meeting the objectives of the agreement, Ford Motor
Co. of Canada, Ltd., undertakes:

1. To increase in each model year over the preceding model
year Canadian value added in the production of vehicles and
original equipment parts by an amount equal to G0 percent of the
growth in the market for automobiles soﬁd by our company for
consumption in Canada and by an amount equal to 50 percent of
the growth in the market for the commercial vehicles specified in
tariff item 950 sold by our company for consumption in C'anada,
it being understood that in the event of a decline in the market
a decrease in Canadian. value added based on the above percent-
ages is acceptable. For this purpose, growth or decline in the
market shall be measured as the difference between the cost to
our company of vehicles sold in Canada during the « urrent model
year and the cost to our cumpany of vebicles sol.' in Canada

during the preceding model year net of Federal sales taxes in both
cases,

We understand that in the event that the total passenger car
and/or total truck sales of our company in any model year fall
below ths total passenger car and/or total truck sales of our
company during the base period, Canadian value added require-
ments would be reduced below the base period amounts for the
Kmrpuse of this section, and for the conditions stipulated in the
Motor Vehicles Tariff Order 1965.

We belicve that the definition of growth is unfair becnuse it
includes as growth the difference between the cost of velicles
produced in Canada and the cost to us of identical imported
vehicles,  In the ovent that we rationalize our vehicle production
in Canada so as to concentrate our production in Canada on high
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volume models for the North American market with other models
being imported, the difference in cost as defined above would
result in a substantial growth even though there was no change
in the number and models of vehicles sold in Canada. We
request your careful consideration of a change in the definition
that would eliminate this inequity. This inequity is compounded
by the fact that Ford Motor Co. of Canada, Ld,, is compelled
by the Canadian antidumping law to import vehicles at dealer
price, and we request that your Government also give careful
consideration to a change in the ant.idumpir}g law in respect of
vehicles imported under the Motor Vehicles Tariff Order 1965.

2. To increase Canadian value added over and above the
amount that we achieved in the period August 1, 1963, to July 31,
1964, and that which we undertake to achieve in (1) above, by
an amount of $74.2 million during the period August t, 1967, to
July 31, 1968.

The undertskings given in this letter are to be adjusted to the
oxtent necessary for conditions not under the control of the Ford
Motor Co. of Canada, Ltd., or of any affiliated Ford company, such
as acts of God, fire, earthquake, strikes at any plant owned by Ford
or by any of our suppliers, and war.

The Ford Motor d‘o. of Canada, Ltd., also agrees to report to the
Minister of Industry, every 3 months beginning April 1, 1965, such
information as the Minister of Industry requires pertaining to progress
achieved by our company, as well as plans to fulfill our obligations
under this letter. In addition, Ford Motor Co. of Canada, Ltd.,
understands that the Govermment will conduct an audit each year
-with respect to the matters described in this letter.

We understand that before the end of model year 1968 we will
" need to discuss together the prospects for the Canadian automotive
industry and our company’s program.

‘ours sincerely,
Forp Motor Co. oF Canapa, Lro,,
By K. E. Scotr, President.

Forp Motor Co., or CaNADA, LT,
Oakville, Ontario, January 14, 1965.

Dear Mg, Minister: I wish to bring to your attention a matter
of major importance to the Ford Motor Co., which will affect the
ability of the company to participate under the Motor Vehiclo Tariff
Order 1965.

You will recall that our company and its parent, Ford Motor Co.,
bave made commitments to spend in excess of $50 million to increase
production of a limited range of automotive engines in Canada for
use in our Canadian plants and for export to the United States.
This (i)lan provides for greatly oxpanded production of engines in
Canada, thus making possible substantial cost savings. 'l%xo pro-
duction of certain engines now produced in short high-cost runs will
be discontinued in Canada but will be imported as required.

As a result of this plan, the contribution of engines to our Canadian
value added in the production of motor vehicles in Canada in the 1966
model year and subsequent years, will be substantially reduced below
the amount contributed by engiues in the 1964 model year. The
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total Canadian value added of our engine oBemtiqns for domestie use
and for export will, however, be increased substantially over our actual

value added of engine production in the 1064 mode! year. For the
purpose of the definition of a motor vehicle manufacturer, however,
our value added in Canada in the production of motor vehicles in
_ Canada in the base year may experience a short fall of approximately
22 million. Regardless of this possibility, our total Canadian value
added will be maintained at the level of our basic undertaking set
forth in paragraph 2 of our letter of January 14, 1965.

Should the total Canadian value added in Ford’s vehicle assembly
in Canada in any model year full below the level prevailing in model
year 1964, Ford undertakes to purchase an additional amount over
the amount purchased in the base year of automotive components from
Canadian vendors who are not a iliated with a vehicle manufacturer,
which is equal to the short fall in Canadian value added below the
level achieved in model year 1964. ’

This undertaking is conditional upon the Ford Motor Co. of Canada,
I.td., being accorded the same tariff treatment it would receive as if it
qualified under the Motor Vehicle Tariff Order 1865.

Yours sincerely, : :
Forp Motor (Jo. oF CANADA, L1p.,
By Karu E. ScorT, President.

—

CurysLER CANADA, L1D,
January 18, 1965.
Hon. C. M. Drury,
Minister of Industry,
Ottawa, Canada.

Dear MR. MinisTeR: I am writing with respect to the agreement
between the Governments of Canada and the United States concerning
production and trade in automotive products.

Chrysler Canada, Ltd., welcomes the agreement and supports its
objectives. In thisr ard, our company notes that the Governments
of Canada and the United States have agreed “* * * that any
expansion of trade can best be achieved through the reduction or
elimination of tariff and all other barriers to trade operating to impede
or distort the full and efficient development of each country’s trade
and industrial potential * * *.” 1In addition, we note that the
Governments of Canada and the United States shall seek the early
achievement of the following objectives: ‘

(@) The creation of & broader market for automotive produects
within which the full benefits of specialization and large-seale
production can be achieved;

(b) The liberalization of United States and Canadian auto-
motive trade in respect of tariff barriers and other factors tending
to impede it, with a view to enabling the industries of both
countries to participate on a fair and equitable basis in the
expanding total market of the two countries; and

{¢) The development of conditions in which market forces may
operate effectively to attain the most economic pattern of
investment, production, and trade.

Our company also notes that the right to import motor vehicles and
original equipment parts into Canada under the agreement is available
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, to vehicle manufacturers in Canada who meet the conditions stipulated
in the Motor Vehicles Tariff Order 1965.

These conditions are, in brief, that vehicle manufacturers shall
maintain in each model year their domestic production of motor
vehicles in the same ratio to their domestic sales of motor vehicles
and the same dollar value of Canadian value added in the production
of motor vehicles in Canada, as in the period August 1, 1963, to July
31, 1964.

[n addition to meeting these stipulated conditions and in order to
contribute to meeting the objectives of the agreement, Chrysler
Cananda, Ltd., undertakes—

1. To increase in each model year over the preceding model
vear, the dollar value of Canadian value added in the production
of vehicles and original equipment parts by an amount equal to
60 percent of the growth in the market for automobiles sold by
our company for consumption in Canada and by an amount
equal to 50 percent of the growth in the market for the commer-
cial vehicles specified in tariff item 950 sold by our company for
consumption in Canada, it being understood that in the event
of a decline in the market a decrease in such dollar value of
Canadian value added in the above percentages is acceptable,
For this purpose, growth or decline in the market shall be mieas-
ured as the difference between the cost to our company of vehicles
sold in Canada during the current model year and the cost to
our company of vehicles sold in Canada during the preceding
model year net of Federal sales taxes in both cases, and

2. to increase the dollar value of Canadiun value added in the
production of vehicles and original equipment parts over and
above the amount that we achieved in the period August 1, 1963,
to July 31, 1964, and that which we undertake to achieve in
(1) above, by an amount of $33 million during the period August
1, 1967, to July 31, 1968.

Chrysler Canada, Ltd,, also agrees to report to the Minister of In-
dustry, every 3 months beginning April 1, 1965, such information as
the Minister of Industry requires pertuining to progress achieved by
our company, as well as plans to fullill our obligations under this
tetter. In addition, Chrysler Canada, Ltd., understands that the
Government will conduet an audit each year with respect to the
matters described in this letter.

T understand that before the end of model year 1968 we will need
to diseuss together the prospects for the Canadizn automotive indus-
try and our company’s program.

Yours sincerely,
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PRO FORMA LETTER RESPECTING COMPANY COMMITMENTS

. JANUARY 14, 1965.
Hon. C. M. DRuRy,

Minister of Industry,
Parliament Building,
Ottawa, Canada.

DEear Mgr. MinisTER: [ am writing with respect to the agreement
between the Governments of Canada and the United States concerning
production and trade in automotive products.

The American Motors (Canada), Ltd., welcomes the agreement and
supports its objectives. In this regard, our ‘company notes that the
Governments of Canda and the United States have agreed “* * * that
any expansion of trade can best be achieved through the reduction or
elimination of tariff and all other barriers to trade operating to impede
or distort the full and efficient development of each country’s trade
and industrial daotential + %+ [n addition, we note that the Gov-
ornments of Canada and the United States shall seek the early
achievement of the following objectives: :

(@) The creation of & broader market for automotive products
within which the full benefits of specialization and large-scale
production can be achieved;

(%) The liberalization of United States and Canadian automo-
tive trade in respect to tariff barriers and other factors tending
to impede it, with a view to enabling the industries of both
countries to {)articipate on a fair and equitable basis in the ex-
pandin% total market of the two countries; and

(¢) The development of conditions in which market forces may
operate effectively to attain the most economic pattern of
investment, production, and trade.

Our company also notes that the right to import motor vehicles and
original equipment parts into Canada under the agreement is available
to vehicle manufacturers in Canada who meet the conditions stipulated
in the Motor Vehicles Tariff Order 1965. These conditions are, in
brief, that vehicle manufacturers shall maintain in each model year
their domestic production of motor vehicles in the same ratio to sales
of motor vehicles and the same dollar value of Canadian value added
in the production of raotor vehicles in Canada, as in the period
August 1, 1063, to July 31, 1964. ’

In addition to meeting these stipulated conditions and in order to
contribute to meeting the objectives of the agreement, the American
Motors (Canada), Ltd, undertakes: .

1. To increase in each model year over the preceding model
year, Canadian value added in the production of vehicles and
original equipment parts by an amount equal to 60 percent of
the growth in the market for automobiles specified in tariff item
050 sold by our company for consumption in Canada, it being
understood that in the event of a decline in the market a decrease
in Canadian value added in the above percentages is acceptable.
For this purpose, growth of decline in the market shall be meas-
ured as the difference between the cost to our company of ve-
hicles sold in Canada during the current model year and the cost
to our company of vehicles sold in Canada during the (Preceding
model year net of Federal sales taxes in both cases; an
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2. Toincrease Canadian value added over and above the amount
that we achieved in the period August 1, 1963, to July 31, 1964,
and that which we undertake to achieve in (1) above, by an
amount of $11,200,000 during the period August 1, 1967, to
July 31, 1968.

The American Motors (Canada), Ltd., also agrees to report to the
Minister of Industry, every 3 months beginning April 1, 1965, such
information as the Minister of Industry requires pertaining to progress
achieved by our company, as well as to ulfill our obligations under
this letter. In addition, the American Motors (Canada), Ltd.,
understands that the Government will conduct an audit each year
with respect to the matters described in this letter.

T understand that before the end of model year 1968 we will need
to discuss together the prospects for the Canadian automotive in-
dustry and our company’: program.

Yours sincerely,

EanL K. BROWNRIDGE,
President, American Motors (Canada), Ltd.
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PRINCIPAL QUESTIONS
CONCERNING THE UNITED STATES-CANADIAN
AUTOMOTIVE PRODUCTS AGREEMENT
AND PROPOSED LEGISLATION
WITH ANSWERS

(Prepared by Department of State, Department of Commerce, and
Department of Labor, May 1965)

- Un17ED STATES-CANADIAN AUTOMOTIVE PRODUCTS AGREEMENT AND
LecisLation INDEX OF QUESTIONS AND ANSWERS

General Effects of Agreement

1. How does the Agreement benefit the United States, its industry
and workers?

2. Why has the Agreement been called “free trade”? Does it
really l»Provide free trade in automobiles?

3. How does the Agreement benefit Canada, its industry and
workers?

4. Does the Agreement, as sometimes alleged, give Canada what it
sousht to get ung‘t;r the remission.plan?

5. How does the Agreement differ from the Canadian remission
glan? ?Why is the Agreement any more beneficial to the United

tates

6. Does the Agreement violate the antitrust laws? Has the Justice
Department been consulted?

Why it was Made This Way

7. Why did the United States hasten to make this Agreement?
Why didn’t we impose countervailing duties and then negotiate
from strength and make n better Agreement?

8. Why did the Executive Brauch sign the Agreement without

etting legislative authority first, as is usual for trade agreements?
fs there any precedent for such action?
Relation to GATT and Third Countries

9. Doesn’t the Agreement violate our GA'I'T obligations and our
longstanding most-favored-nation policy? How can we justify this?

10. Doesn’t the Agreement run counter to our standard position
on preferences?

11. What will the United States (and Canada) do under Article
V which provides that access to the United States and Canadian
markets provided for under the Agreement may be accorded on similar
terms to other countries? Have other governments been informed
that they may be eligible to participate on the same reciprocal terms?
Have the United States and Canada agreed on similar arrangements
with other countries? :

12. What provision is made for agreements with other countries
for free trade in automotive products?

47
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Protection for Canada in the Agreement
13. What are the }imilations in the Agreement to protect the
Canadian automobile industry?

Effects of the Agreement and Companies’ letters on U.S. Industry

14. Doesn't the Agreement just help the big companies? Will
there be any new market for U.S. independent parts manufacturers?
Isn’t it true that the small companies that make replacement parts
will be no better off? .

15. What is the answer to the allegation that “‘the Agreement will
cost U.S. parts manufacturers $200 million in the next few years”?

16. What are the ‘‘letters of undertaking” which the Canadian
meanufacturers have given to the Canadians? Were these letters
approved by or known to U.S. officials?

_17. In the company lotters, what do the Canadian companies
undertake to do by way of increasing producting in Canada? How
is the increase in production to be computed?

18. Have the automobile companies committed themselves to
éource?more parts in Canada which will be shipped to the United

tates

How do we know there is no secret-agreement relating to production
of parts in Canada? Or as to particular kinds of parts?

19. Do the automobile companies’ letters require the companies
to purchase parts in Canada to the extent of $260 million—or in
any other amount

50. Is the charge true that the Canadian Government is requiring
{hat there be a $250 million increase in the export of parts to the
United States?

21. What will be the effect on the U.S. parts industry? Replace-
ment parts industry?

29, What is the answer to the argument that “the major automobile
manufacturers have given the (%anadinn Government assurances
that the Canadian subsidiaries would gain a larger share of the North
American automobile market”?

Effects on Balance of Trade

23. What effect do we expect the Agreement and the Companies’

letters to have on the United States-Canadian balance of trade in

automotive products in the next three years? In the longer run?
24. What plans do the automotive companies have to expan

production in the United States? .

Effects on Employment in Canada and the United States .
25. What about the ?lress statements that Canada plans to take
60,000 U.S. jobs under t is Agreement?

Adjustment Assistance
26. Why should the Adjustment  Assistance provision in this
legislation be any different from the Trade Expausion Act?
97. Why is the determination of eligibilit for adjustment assistance
to be made by the President rather than by the Tariff Commission?
08. What is the meaning of the provision (sec. 303) that the
Tresident will make recommendations about adjustment nssistance .
arrangements in the case of future agreements under the legislation?
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Replacement Parts

29. What is the situation regarding the removal of duties from
replacement parts? If there is to be duty-free trade in automotive
products, shouldn’t duties on replacement parts be removed?

30. What provision will be made to insure against Canadian parts
brought in as original equipment being diverted for use as replacement:
parts in competition with the U.S. replacement parts industry?

1. Question :
How does the Agreement benefit the United States, its industry
and workers?

Answer

Fundamentally: The Agreemoent is a groat forward step in U.S,
relations with Canada in o major area of production and trade. Tt
represents a determination by the Canadian Government not to
pursue policies leading to the artificinl establishment of uneconomie

roduction in Canada, which could only have hurt the United States,
its industry and workers. Tnstead, Canadn has chosen to join with
the United States in a relationship that will allow the development
of a single North American automotive industry on the basis of
eflicient and rational production.

A. Immediately.—(1) 'The Agreement made possible the revocation
of the remission plan—and the Canadians did in fact revoke it
immediately.

(2) This revocation got rid of the discriminatory provision regarding
replacement parts which was particularly objectionable to the U.S.
replacement parts industry. (Under the remission plan, credit was
given for the erport of replacement parts, but no remission of duties
was allowed on the import of replacement parts.)

(3) The Agreement got rid of the 60 percent content provision—the
requirement that if & manufacturer in Canadn produced a product
with 60 percent or more Canadian content, he could import duty free
certain parts not produced in Canadn. ‘I'his incentive led to un-
econoriic duplication of production facilities in Canada, high produe-
tion costs and higher priced products. There remains only an absolute
content requirement at the figure for the base year. Tis effect will
therefore diminish ench year as production increases.

(4) The Agreement has already led to the elimination of Canadian
duties on U.S. automobiles and parts for original equipment.

This duty-free treatment is conditional upon the maintenance
of certain minimum levels of production in Canada, but is already
better than the previous situntion.

Moreover, the Agreement is subject to review no later than
January 1, 1968, and it can be hoped that these limiting conditions
nay be further reduced in such review.

(5) The U.S. parts industry, already more eflicient than the Cana-
dian industry, will benefit by the opportunity to sell duty free into
Canada.

(6) The Agreement has ended the danger of a costly trade war with
Canada and relieved the U.S. vehicle and parts manufacturers of the
uncertainty which overhung them.

B. In the long run.—(1) The Agreement offers the U.S. vehicle and

arts manufacturers the valuable opportunity of integrating their

nited States and Canadian operations. They will no longer need to

o A e g e g
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build duplicate production tacilities in Canada which are uneconomic
or to maintain uneconomic_production duplicating production in the
United States. They will be able to realize the full benefits of the
economies of scale through longer production runs of fewer models in
their Canadian plants.

(2) These economies, when reflected in lower prices, should stimulate
further expansion of the Canadian market in which U.S. firms will

participate—as well as their Canadian subsidiaries.

2. Question
Why has the Agreement been called “free trade”? Does it really
provide free trade In automobiles?

Answer

A major objective of the Agreement is free trade in automotive
products. This is explicitly recognized in the preamblo to the
Agreement. The Agreement makes substantial strides toward freer
trade, but does not establlsh full free trade yet.

The Agreement provides now for one of the principal aspects of free
trade, the elimination of dufies on vehicles and parts for original
manufacture. Yet this elimination of duties is limited initially on
the Canadian side to manufacturers who undertake to produce &
defined part of their total output in Canada. An ordinary Canadian
citizen cannot yet buy & United States made car duty free. Because
of the obvious disparities between the size and relative costs of the
automotive industries in Canada and the United States, it was not
feasible to provide in the Agreement for immediate removal o
restrictions on full integration of the automotive products industry
in the United States and Canada.

As the industry adapts itself to the new situation and as Canadian
costs in certain areas approach more closely low-cost U.S. production,
we snticipate we will be able to take steps to remove remaining
restrictions on full integration of the industry.

The Agreement itself contains built-in momentum toward remov-
ing the remaining restrictions. Article IV provides for a comprehen-
sive review of the operation of the Agreement no later than January 1,

1968. The Canadian limitations, which are necessary in the short
run, will be carefully reexamined at that time.

3. Question -
How does the Agreement benefit Canada, its industry and workers?

Answer .

1. With the barriers between the United States and Canada re-
moved, Canada will be able, through specialization, to achieve the
longer production runs necessar to reduce most costs.

2> This will eventually result in lower prices to the Canadian
consumer.

3. Canada will have the opportunity to compete in the far larger
U.S. market, duty free.

4. All this will lead to an increase in production in Canada and
increased jobs for Canadian workers—not only in the automobile
industry but also in many related industries—without reducing pro-
duction and employment in the United States. .

5. In the longer run, lower costs for transportation of people and
goods will provide & further stimulant to the Canadian economy.

F
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4. Question
Does the Agreement, as sometimes alleged, give Canada what it
sought to get under the remission plan?

Answer

1, The Agreement gives Canada much of what it hoped to get
under the remission plan but it does not disadvantage the U.S.
industry as the remission plan did. On the é)ositive side, it contains
real benefits for the United States, the US. auto companies, U.8.
parts producers, and U.S. labor which would not have been derived
under the remission plan.

2. Under the plan Canada maintained substantial limitations on
duty free importations into Canada, while at the same time providing
an artificial incentive to exports from Canada. The Agreement
removes these limitations and these artificial incentives for exports.

3. While the remission plan may have been intended to provide
ultimate rationalization of the industry, the disabilities in the plan
raised a serious question whether the likely outcome of the plan was
not the opposite. More importantly, the plan could have put some
U.S. parts producers at a serious disadvantage.

4. The January 16 Agreement, unlike the remission plan, does not
disadvantage U.S. producers. The Agreement gives them full scoge
to compete for business on & fair and equitable basis. Unlike the
remission plan, the Agreement will permit the integration of the
United States and Canadian automotive industries on & rational basis.

5. Question

How does the Agreement differ from the Canadian remission plan?
Why is the Agreement any more beneficial to the United Statcs?

Answer

The Agreement differs in several important respects from the
remission plan:

1. Remission plan.—The purpose of the plan was to increase
Canadian exports of automotive products, essentially to the United
States. The remission of Cunadian import duties was given only in
return for increased exports. The remission plan therefore provided
a powerful incentive for Canadian subsidiaries of U.S. firms to produce
garts in Canada for export to their parent companies in the United -

tates.

Agreement.—Canada has revoked the remission plan with its
built-in export incentives. Duty-free treatment under the Agreement
is not contingent upon a company’s level of exports. Canada’s aim
under the Agreement is to increase production in Canada and it can
achi«;ve this without reducing the present U.S. automotive trade
surplus.

2. Remission plan.—The remission plan’s export incentives applied
to replacement parls as well as original equipment but the duty-free
treatment accorded to Canadian imports of original parts was not
accorded to imports of replacement parts. Thus, the plan worked
to the disadvantage of U.S. replacement parts producers by giving
remission credit for Canadian ezports of replacement parts to the
United States, but not permitting remission of duties on Canadian
imports of replacement parts from the United States.
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Agreement~—With the revocation of the remission plan, US.
roducers of replacement parts no longer face this discrimination.
ixisting United Siates and Canadian duties on replacement parts

still remain in effect, but U.8. producers in the replacoment sector
are now on equal competitive fooiing with Canadian producers.

3. Hemission plan.—Canada’s “Commonwealth content” provisions,
still in effect under the remission plan, permitted vehicle manu-
facturers duty-free importation of parts, provided:

(a) the parts were of a elass or kind not made in Canada, and

(b) the manufacturers nchieved a stuted percentage (60 percent
for tho large car mukers) from Canada or other British Common-
wenlth sources of the factory cost of production of such vehicles.

Agreement.—

(n) Duty free freatment is accorded to imports of all original
equipment parts, not just those of a class or kind not made in
Canada.  Thus US. parts manufacturers have s much greater
opportunity to sell in Canada than they did under or before the
remission plan. .

In addition, duty free treatment is accorded to vehicles. Thus,
manufacturers do not have to assemble in Canada the whole
range of makes nnd models they sell in Canada, as they had to in
the past, but can concentrate on achieving long, economical
production runs in a few lines in Canada, and importing other
ines fromn the United States.

(b) The “Commonwealth content” requirement is dropped.
The Agreement instead sets forth two requirements which establish
& lloor for Canadian production:

(i) To maintain at least the same ratio of production of
curs in Canada to sales of cars in Canada as prevailed during
mode! year 1964.

(i) To maintuin in the production of vehicles a “Canadian
value added” at least equal to that attained in model year
1964. Since the base year figure is absolute, us the market
in Canada grows, this requirement will become a smaller
and smaller percentage of the cost of production and therefore
will be tess onerous than the fixed percentuge requirements
of the Clommomvealth content scheme.

During the transitional period, between now and 1968, the per-
centage requirements wiil, in practice, remain in effect because
of the additionnl commitments undertnken by the vehicle manu-
facturers to increase production in their ‘“letters of undertaking.”
After that time, however, the Canadian value added requirement
can be expected to decrense as a percentage of the cost of
production,

6. Luestion
Dues the Agreement violute the antitrust Iaws?  Has the Justice
, Y
Depariment been consunited?

dnswer
The Exeeutive Braneh does not believe there is anything in the
Agreement or in the manner by which the automotive produets
arrangement i< 1o be implemented which conflicts with the antitrust
Iaws. Of course, it ix not possible (o know in advance whether or
not the actusl conduet of private poariies under the urrangement will
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involve any violations of the antitrust laws, but we fully expect that
those private parties involved are aware of the legal requirements of
U.S. law and will conport themselves accordingly.

The Justice Departinent was consulted during the negotintion of
the Agreement and subsequently, and has been kept informed of all
materinl developments,

The Antitrust Division conenrs with this view of the matter.

7. Question

Why did the United States hasten to make this Agreement? Why
didn’t wo impose countervailing duties and then negotiate from
strength and make a better Agreement?

Answer

L. Imposition of countervailing duties would not have provided a
satisfactory solution to the complex situation fuced by the United
States mul) Cunadian automotive industries.

2. For one thing, there was a legal question whether the counter-
vailing duty statute was applicable.  While a strong legal case had
been made in support of its applicability, a very respectable argu-
ment had been made on the other side. ‘T'he issue would most cer-
tainly have had to bave been tested in the courts over an extended
period of time, during which the industry would have been faced with
uncertainty.

3. It is hard to see how the interests of the industry, or of the
United States generally, could have been served by the imposition of
countervailing duties, whatever the outcome of the legal issue. If
countervailing duties were found not to be applicable, there would
have been no protection for U.S, producers who might bhave been
injuried by the remission plan. I countervailing duties were found
to be applicable and were applied it was likely that the Canadian
Government would have adopted an alternative and perhaps even
less desirable measure 1o achieve its objectives.  In this connection,
it should be noted that the Cunadian content provision was at the
60-percent level whereas in many other countries in the world it is
above 90 percent (Argentina, Australin, Brazil). The United States
might then have been led to take further counter measures. It is
not hard to imagine that the end result could easily have been a
trade war with our mest important trading partner.

4. In our examination of the United States and Canadian auto-
motive industry, it became rendily apparent that the real problem
was the artificin]l separation into two parts of what, by all reason,
should have been a single industry, 'Il‘he remission plan attempted
to deal with this basie problem, but did so in an inadequate and un-
fortunute way. The imposition of countervailing duties would not
really have helped anyone since they would have failed to treat the
fundamental problem—the artificial division of the industry.

5. Rather than help us negotiate a better agreement, the counter-
vailing duties might well have precluded any agreement.

8. Question

Why did the Executive Branch sign the Agreement without getting
legislative authority first, as is usual for trade agreements? Is there
any precedent for such action?
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Answer

The reason the Executive Branch did not get legislative authority
first was the clear need to sign the Agreement as expeditiously as
possible. Many U.S, firms believed the remission plan would hurt
them. It was the subject of petitions made tq the ’[Preasury Depart-
ment that countervailing duties be imposed, and such a development
could have triggered a serious trade war with the Canadians. At the
same time, the Canadians would not agree to revoke the plan until
the duty free agreement was signed. This being the case, we believed
we_had no choice but to enter into the agreement prior to secking
legislation.

In view of the lack of existinf legislative authority, the principle
pledge of the United States is only to ask for such suthority. Under
article VI, the Agreement does not enter into force definitively until
after both governments have completed appropriate legislative action.

In the trade agreement field, there are few recent precedents for
entering into agreements prior to securing legislative authority because
we have had such authority since 1934 in one form or another. How-
ever, thore have been other cases where prompt action was important,
We did enter into the Short~Term Arrangement on International
Cotton Textile Trade and thereafter sought amendment of section 204
of the Agricultural Act so that we would be able to impose the terms
of the arrangement against nonparticipating countries.

In this case, the benefits of this procedure for prompt action have
already appeared: Canada has revoked its remission plan and has
removed its duties which were about three times as high as U.S. duties.

9. Question
Doesn’t the Agreement violate our GATT obligations and our
long-standing most-favored-nation policy. How can we justify this?

Answer

Under the Agreement we have committed ourselves to seek legisla-
tion which would permit the duty-free entry of certain automotive
products from Canada. In our legislation to implement the Agree-
ment we propose to limit the duty-free entry to products of Cunada
while retaining the existing duties on similar products from other
countries. The elimination of duties on motor vehicles and original
equipment between the United States and Canada will not have any
substantial impact upon the trade of third countries. Nevertholess,
we recognize that implementation of our commitment to Cannda
will be inconsistent with our obligations under article I of the General
Agreement on Tariffs and Trade (GA'P'T), which contaius the principle
of unconditional most-favored-nation treatment. However, the
GATT makes provision for waivers of the obligations of contracting
parties in ‘‘exceptional circumstances”. We intend to seek such n
waiver at an appropriate time and expect to arrive at n satisfactory
resolution of the GATT problem.

10. Question
Doesn’t the Agreement run counter to our standard position on
preferences?
Answer

The United States has long recognized that trade preferences may
serve a constructive purpose in certain special circumstances. We
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thus consented to trade preferences in the coal and steel sector of the
European Coal and Steel Community. We consented to trade
preferences among the countries of the Iguropean Free Trade Associa-
tion. We accepted trade preferences among the countries of the
European Economic Community.

The United States actually proposed last year that less developed
countries be given the right to enter into regional arrangements among
themselves involving particular industries which required economies
of scale and larger markets in order to be efficient.

We have not changed our position aguinst generalized preferences
since we think indiscriminate preferential trading arrangements will
not accomplish a constructive economic purpose and could lead to
undesirable political consequences between preference givers and
receivers. Most preferentinl arrangements harm third parties; we
have entered into an arrangement which we believe will not damage
third country suppliers of automobiles and automotive equipment.

The arrangement is, moreover, open to third countries on similar
terms.

11. Question

What will the United States (and Canada) do under article V which
provides that access to the United States and Canadian markets pro-
vided for under the Agreement may be accorded on similar terms to
other countries? Have other governments been inforined that they
may be eligible to participate on the same reciprocal terms? Have the
United States and Canada agreed on similar arrangements with other
countries?

Answer
The purpose of article V is to leave the Agreement open-ended to
ermit all countries which wish to join Canada and the United States
in duty-free automotive trade to do so.

While the special circumstances present in the United States and
Canadian industry (structure and ownership) are not likely to be
found as regards other countries, we wished to leave the door open to
the possibility of similar arrangements with third countries on a
mutual advantageous basis. In doing so, we were not unmindful of
the possible precedental aspects of this Agreement. We have had
no formal indication of interest by other governments in joining the
arrangement.,

Naturally, in extending duty-frec treatment to other countries,
we would require that this be done on a mutually beneficial basis, as
the proposed bill says. T'his would of course include the elimination
of their automotive duties and, where they exist, relief from some of
the nontariff barriers such us road taxes which seem to be designed to
discriminate against U.S. automobiles.

Other countries have been informed of the Agreement and con-
sultations have already been undertaken in the GATT.

12. Question
What_ provision is made for agreements with other countries for
free trade in automotive products?
Answer

1. Section 202(a) of the proposed legislation would authorize the
President to proclaim necessary modifications to the Tariff Schedules
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if he enters into trade agreements, like the Canadian agreement, with
other countries after determining that such additional agreements will
afford mutual trade benefits. It is highly desirable to include it in
the legislation.

2. Tt holds open to other countries the willingness of the United
States to enter into arrangements equally favorable with our Agree-
ment with Canada.

3. It would establish the precedent that when a sectoral arrange-
ment is entered into between two countries, it should be open-en ed
to permit accession by third countries,

4. The elimination of tariff and other barriers to trade in auto-
motive products between the United States and Europe and Japan
would be very much in our interest. Our duties on automotive prod-
ucts are already very low and we maintain no nontariff barriers on
such trade. Other countries, however, maintain high duties. More-
over, EEC countries and Japan, in particular, maintain various non-
tariff barriers which are even more important then the high duties.
The United States has nothing to fear and much to gain from a
mutual elimination of trade barriers in nutomotive produets.

5. Section 202(a) requires «mutual benefit.” The President must
determine that an agreement to eliminate duties on vehicles® or
original parts in section 202(a) or replacement parts in section 202(b)
would be in the interests of the United States. It is not possible
now to specify all of the factors which this requirement might cover
in o particular situation, but the President would need, for example,
to consider the removal of barriers other than tariffs maintained by
the other country and operating to impede trade.

6. Should there arise an opportunity to negotiate an elimination of
trade barriers on auto products, the Executive will consult fully with
all interested parties.

7. The authority sought in section 202(a) is in line with established
precedents. Such authority has been granted to the President in
the various trade agreements acts and in the Tyade Expansion Act.
The Trade Expansion Act, in particular, gives the President authority
to eliminate duties which are presently 5 percent or less.

13. Question
What are the limitations in the Agreement to protect the Canadian
automobile industry?

Answer ,

Under the Agreement, in order to keep the Canndian market from
being flooded by lower priced U.S. cars ut the expense of sales of
Canadian-produced “cars, duty-free cntry into Canuda is limited to
imports by or for duty-freo automobile manufacturers. Such a
manufacturer must meet two criterin:

1. It must continue to produce in Canada in each 12-month
period vehicles of each class having a ratio of net sales ralie 1o
the net sales value of all vohicles of that elass sold for consumplion
in Canada by that manufacturer in that year which ratio is ut
Jeast as high us the vatio of such production to such sales in the
base year (model year 1964), but not less than 75 to 100.

2. Tt must inelude in its production in Canada no less than the
absolute dollar value of “Cu nadian value-added” nsin the base year.
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Why these limitations are necessary.—Canada has believed these
protections are necessary because of the weakness of the Canadian
automotive industry compared to the United States.

Production of automobiles and trucks in Canada in 1964 amounted
to 669,446 units versus 9,299,190 units in the United States. How-
ever, some 35 to 45 percent of the value of the Canadian production
was from parts made in the United States. The total dollar value of
Canadian automobile production in 1964 was approximately one
twenty-fourth of the production in the United States.

Subsidiaries of U.S. companies nceount for 90 percent of the auto-
motive production in Canada. For u number of reasons these sub-
sidiavies produce less efficiently than the plants of the companies in
the United States. Therefore, in an immediate, complete free trade
situation straight economies would dictate consolidution of the great
majority of both vehicle and parts production in the United States,
Widl Canada producing only those parts and components on which
Canada enjoys a cost. advantage. '

Canada’s vehicle assembly plants employ many workers. The
Canadian parts industry came into being following encouragement by
Government. Protected over the years by tariffs and a Canadian
content requirement imposed upon vehicle nanufacturers, it femains
generally ineflicient beeause 0} lack of specialization and of short
productton runs. Consolidation of assembly operations in the United
States without some transitional protection could cause heavy un-
employment in Canada.

Purchase of the mujority of required parts from the United States
would injure the independent Canadinn producers who had entered
the, field with assurance of protection from their Government.

Effect on U.S. producers and trade.—Neither of these limitations is
onerous for the U.S. companies.

All now have u ratio o} production of over 75 percent. All expect
in any case to increase the Canadian part of the production. :

The change in the requirement for Canadian value-added from the
present requirement of 60 percent to the absolute figure of the value
added in 1964 is an easier requirement which will continually diminish
in effect as production increases.

It should be constantly borne in mind that the terins of the Agree-
ment call for its review no later than January 1, 1968. It will be
possible at that time to consider these limitations on a “bona fide
manufacturer” again.

14. Question

Doesn’t the Agreement just help the big companies?  Will there be
any new market for U.S. independent parts manufacturers?  Isn't it
true that the small companies that make replacement parts will be
no better off?

Answer

The Agreement will help the entire U.S. automotive products
industry beeause it will lm]l) make possible an increased market in
Canada in which the U.S, \'(‘!li(‘l(‘ and parts manufacturers can partici-
pate.  The U.S. independent parts manufacturers will benefit because
under the Agreement .S, parts to be used in original equipment in 2
motor vehicle produced in Canada by a bona fide manufacturer will
now enter Canada duty free.
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Companies making replacement parts will be better off because the
Agreement has led to the revocation by Canada of the remission plan
which discriminated against U.S, rep acement parts manufacturers.
The duty-free privilege has not yet been applied to re lacement parts.
However, the proposed legislation would provide authority to reduce
duties on such parts.

15. Question
What is the answer to the allegation that “the Agreement will cost
U.S. parts manufacturers $200 million in the next few years'?

Answer

" If this statement is intended to mean that the Agreement will cause .
" U.S. producers to lose $200 million of sales they now have—it will not.
There is no reason to believe that there will be any loss of sales by US.
- producers as & whole. In fact, we anticipate that the U.S. parts sales
over the years will increase materially.
Hitis intended to mean that under the Agreement U.S. producers
will not gain all of the anticipated overall increase in sales in Canada
which the Agreement can be expected 10 produce—certainly that is the

case.

We do anticipate that the Agreement will contribute to a greater
and more rapid growth of production and sales in Canada than woul
have occurred without the Agreement, Tt is also clear than Canadian
industry and workers will participate in the gain—its benefits will not
be limited to U.S. companies.

Under the Agreement, U.S. parts manufacturers have full scope to
compete on a fair and equitable basis with Canadian parts firms,  Our
consultations with representatives of various U.S. parts firms who
understand the new arrangements lead us to believe that the U.S.

grts industry generally can face the new duty-free situation with con-
ence.

1t should be realized that if the Agreement had not been made, the
U.S. parts manufacturers obviously would not have gained the benefits
of growth in the Canadian industry which we hope it will help make

ossible. Instead, U.S. parts manufacturers undoubtedly would

ave suffered disadvantages from whatever unilateral course Canada
would have taken such as & rapid and continuing increase in the Cana-
dian content requirement.

16. Question

What are the “letters of undertaking” which the Canadian manu-
facturers have given to the Canadians? Were these letters approved
by or known to US. officials? :

Answer

During the course of the negotiations for the automotive agreement
the Canadian Government discussed with Canadian firms the outlook
for the Canadian part of the industry under & situation of zero tariffs.

Canada, with a smaller and relatively higher cost industry under-
standably wanted some assuranco that the elimination of tariifs wo
not submerge the Canadian industry. Moreover, the Canadians
wished to have some indication that, as we moved toward an integrate
continental automotive industry with duty entry on both gides, the -
advantages of production or procurement in Canada would not be
overlooked. :
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The discussions with the Canadian Government were on & company-
b{-company basis, In each case the Canadian firm gave a statement
of its expectations about the probable expansion of production in
Canada over the next three years, subject to necessary qualifications
about market conditions and other factors beyond the control of
individual companies.

The U.S. Government was not a party to the discussions, nor did
it know the specific content of the individual company statements.
The U.S. Government was inforined in detail, however, by the Cana-
dian Government as to the essential provisions of the fetiers. From
the aggregate effect of the letters, Canada expects an increase by 1968
of about $241 million in “Canadian value added” in automotive
production, in addition to the increase in “Canadian value added”
which would result from normal growth of production in Canada.
This is not an unreasonable increase, in view of the growth prospects
for the industry.

17. Question

In the company letters, what do the Canadian companies undertake
to do by way of increasing production in Canada? How is the
increase in production to be computed?

Answer

Canadian vehicle manufacturers have furnished the Canadian
Government with letters in which they undertake to do the following
four things: .

They will comply with the two requirements set forth in the Agree-
ment which establish a floor for Canadian production:

1. To maintain at least the same ratio of production of cars
in Canada to sales of cars in Canada as prevailed during model
year 1064.

2. To maintain in the production of vehicles & Canadian value
added at least equal to that attained in model year 1964.

In addition, they undertake to increase production in the following
manner:

3. To increase in each model year over the preceding model
year, the dollar value of Canadian value added in the production
of vehicles and original equipment parts by an amount equal to
60 percent of the growth in the market for automobiles (50
percent, for trucks; 40 percent for smaller firms; a weighted
-average for all companies of 58 percent) sold by each company for
consumption in Canada. i

4. To increase (in addition to 3) the dollar value of Canadian
value added in the production of vehicles and original equipment

arts by $241 million 3260 million Canadian dollars). 'This
increase is to be achieved by the end of model year 1968. The
amounts for the major companies are:

[fa millions)
U.8, Canadfan
dollars dollars
Qeneral MOBOMS..ovuniemeiiirnmranaemribarasacestannnensssneannannas 1.9 121.0
by S
) . X X
Amgrkan Motors... 10.4 1.2
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18. Question
Have the automobile companies committed themselves to source
more parts in Canada which will be shipped to the United States?
How do we know there is no secret-agreement relating to production
of parts in Canada? Or as to particular kinds of parts?

Answer

No. Neither the Agreement nor the companies’ letters contain
any such commitment. We are informed by the four major auto-
mobile companies and the Canadian Government that there are no
such commitments. On the contrary, we believe more parts will be
sourced in the United States to help meet the rise in Canadian pro-
duction to meet the rise in Canadian sales.

Officials in the Canadian Department of Industry have given
assurances that there are no seeref commitments regarding production
of parts in general or particular kinds of parts. This has been con-
firmed by our consultations with vehicle manufacturers.

19. Question

Do the automobile companies’ letters require the companies to
purchase parts in Canada to the extent of $260 million—or in any
other amount?

Answer

No. Thereis no requirement and no commitment to purchase parts
in Canada to the extent of $260 million—or any other amount.

First, the letters contain only undertakings ‘“to increase the dollar
value of Canadian value added in the production of vehicles and origi-
nal equipment arts’ by a stated amount above the amount achieved in
the 1964 model year plus normal growth of Canadian value added.
They do not contain any commitment or undertaking regarding
increased purchases in Canada of any specific value of parts, or any
increased production of parts in Canada to the expense of imports of
parts from the United States, or any increase of purchases or production
of parts in Canada for export to the United States. The automobile
companies can increase their Canadian value added, if they wish, by
increasing production either from their present assembly plants
through adding a second shift or by enlarging their assembly opera-
tions to keep up with the growing Canadian market.

Second, in view of the growing Canadian market there is no reason
to believe that these undertakings of increased production of Canadian
value added will cause loss of sales for U.S, parts manufacturers either
in the United States or to Canada. .

Third, in fact, it is quite possible that the new set of arrangements—
the Agreement and related letters—will result in substantial new
opportunities for U.S. parts manufacturers even during the three-year
period of the letters. They will certainly do so increasingly after
the period of the letters has run out.

This will be true because: .

(a) In past years, to meet the Commonwealth content requirement
and thereby to insure duty-free impottation of parts of a class or
kind not manufactured in Canada, vehicle manufacturers bought
inefficiently from Canadian parts producers. The Drury plan (ve- -
mission plan) gave additional incentive to purchase Canadian parts—
sometimes inefficiently, In mid-1964 a typical Canadian vehicle
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manufacturer purchased from 10 to 15 percent of his parts at prices
10 to 100 percent greater than he could buy the same part in the
United States. Moreover, with the content requirement subject to
change at any time and the Drury plan (remission plan) intended to
be effective for only three years, the vehicle manufacturers lacked the
foundation upon wKich they could make long-range plans for expansion
of .their manufacturing operations,

(b) Now, under the Agreement, the old incentives to purchase parts
uneconomically in Canada are removed. In fact, there is now an
incentive for the Canadian companies to purchase parts from the
United States because all kinds of parts wiﬁ now enter Canada free
of the duties which formerly ranged up to 25 percent.

(c¢) Moreover, because the Agreement is of unlimited duration and
because of the growth in the Canadian market for automotive vehicles,
the vehicle manufacturers will be able to plan for expansion of existing

roduction facilities in Canada and for building new plants to meet
orecast demands. 'The resulting increased production will further
assist the vehicle manufacturers to meet their ‘‘Canadian value added”
requirement from their own assembly activities and to revert to the
United States for purchase of efficiently produced parts which were
sourced from Canada to meet the GO-percent content 1equirement or
to earn the benefits provided by the Drury plan.

(d) In those cases where increased production or purchase of parts
in Canada makes good business sense to the Canadian companies,
such production or purchases ean be made without reducing imports
of U.S.-made parts because the rapidly increasing Canadian market
for automobiles calls for an increasingly large value of parts for
Canadian production of cars and trucks,

(e) Finﬁlly, the undertakings in the company letters to increase
production 1 Canada by an amount above the normal growth of
production in Canada are to be accomplished by the end of model
year 1968. ‘Thereafter, the U.S. share of the expanding Canadian
market can be expecte(f to grow at an increasing rate.

20. Question

Is the charge true that the Canadian Government is requiring
that there be a $250 million increase in the export of parts to the
United States?

Answer

‘There is no such requirement, explicit or implicit.

The Agreement contains no such requirement.

The “letters of intent”’ do not contain any such requirement.

With or without a reduction in prices of cars and trucks in Canada,
we believe that actual Canadian consumption will continue to increase
at a rate so that the additional $241 million production undertaken
in the company letters can be absorbed by the actual growth in the
Canadian market for automotive products. Moreover, it would be
unreasonable to assume that the substantial economies made possible
by the Agreement would not permit the kind of price reductions which
would stimulate even further the rapidly growing Canadian market.

The charge that the Agreement or the letters of intent will require
a "“$250 million increase in the export of parts to the United States”
has several further substantial errors.



62 DATA—AUTOMOTIVE PRODUCTS TRADE ACT OF 1965

1. The increased production of the companies in Canada is not
limited to parts. It can and will include vehicles as well.

2. If it is necessary to sell parts or vehicles outside the Canadian
market in order to meet any portion of the requirement for increased
production (Canadian value added) in Canads, such sales can and
will be made to the rest of the world as well as to the United States.
The value of such sales to third countries in 1964 was over $60 million.
This amount will certainly have at least a normal future increase.

Tt is entirely possible that some or all of the companies may increase
this production in Canada l:iy concentrating on such components
as body stampings or increase assemblies, thereby making it possible
to increase their purchase of parts from the United States.

In fact, we understand that the alternatives suggested above as
possible will actually be followed by some or all of the companies:
they do intend to increase their assembly operations in Canada, they
do intend to sell a substantial part of their increased production to
meet their market requirements elsewhere in the world, and they do
intend to increase their parts purchases in the United States.

21. Question

What will be the effect on the U.S. parts industry? Replacement

parts industry?
Answer

1. U.S. manufacturers of parts for original equipment with lower
costs, more efficient plants s ould be able to benefit from increas
sales into Canada as & result of the remoyal of duties ranging up to
25 percent, They should have greater sales to the vehicle manufac-
turers in Canada as o result of the increasing production and sales
in Canada, coupled with the fact that there is in Canada only relatively
limited capacity for procuction of parts.

2. In view of the intended permanence of the Agreement and the
forecast growth and demand for motor vehicles in Canada, vehicle
manufacturers there will now be able to plan safely to increase their
major, manufecturing processes. The value of these processes repre-
sents important portions of the total manufacturing costs of the vehi-

cle. The companies are free to meet their Canadian added value
undertakings increasingly in this way. Should they choose to do so,
they will then be able to purchase in the United States in grealer quan-
tities those parts and components Jormerly nefficiently purchased in

Canada to mneet the former content requ rement, Independent manu-
facturars of original equipment parts could, therefore, find & growing
export market 1n Canadsa under the Agreement. .

3. As for replacement rts, the great majority of US. indegendent
automotive parts manufacturers roduce for both the origina equip-
ment and replacement markets. Asa result of the Agreement, Canada
revoked the provisions of the Drury (remission plan which artificially
stimulated exports of replacement parts into the US. market by giv-
ing credit for export of replacement parts but not remitting the d\g{
on imports of replacement parts.. Now that the barrier is removed,
U.S. manufacturers will be able to maintain and increase their sales
of replacement parts in the domestic market with the knowledge that
they are protected from unfiar competition from Canadian replace- .
ment parts. The increasinF production and galo of motor vehicles in
Canads, coupled with only imited capacity for the production of parts
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in Canada will provide the U.S. parts manufacturer with a growing
market for replacement parts.

22. Question

What is the answer to the argument that ‘the major automobile
manufacturers have fnvqn the Canadian Government assurances that
the Canadian subsidiaries would gain a larger share of the North
American automobile market?”

Answer

This allegation presumably refers to the letters of undertaking the
Canadian subsidiaries have given the Canadian Government. These
letters set out the intention of the Canadian companies to increase .
their production or purchases in Canada over a period of years. The

urpose of the letters is to assure that an increased part of the market
or automotive dproducts in Canada will be met out of groduction n
Canada. Stated in simple terms, Canada wants by model year 1968
to increase production in Canada (meaning “Canadian value added")
over the level of Canadian value added in the base year (model year
1964) by ($260 million (or US$241 million) in addition to normal
growth of Canadian value added.

This extra increase would be less than 1 percent of the total North
American market which by the end of the 1968 model year should be
approximately $30 billion. It would be less than 10 percent just of
the_ir&crease of about $3 to $4 billion in U.S. production in the same
period.

In model year 1964 the Candian market was about 7 percent of the
total North American market. The total Canadian production (in
terms of Canadian value added) was about 4 percent of the total North
American production. Under the Agreement and with the effect of
the companies’ letters, Canadian production (in terms of Canadian
value added) would rise to about 5.1 percent of the total North
American production by the end of model year 1968.

23. Question

What effect do we expect the Agreement and the companies’ letters
to have on_ the Unite(f States-Canadian balance of trade in auto-
motive products in the next three years? In the longer run?

Answer

1. The Executive Branch agencies that have studied the problem
carefully believe the net surplus of U.S. trade in automobile groducts
with Canada through model year 1968 will remain firm at about the
level of model years 1963-64, about $495 to $580 million. It is
estimated that there will be no significant gain or loss in the present
substantial U.S. surplus.

2. After model year 1968 we expect that with freer play of market
forces the U.S. net surplus of trade with Canada in automotive
produets will again increase but more gradually than in recent years.

3. The average rate of growth in sales of vehicles in Canada over
the past five years has been upprozimately 8 percent per year, Over
the last three years the rate ofp growth of sales of vehicles in Canada
has increased ‘approximately 12 percent per year. (The Canadian
Government uses the figure of S percent in making projections.)
The figure of 8 percent per year increase in sales of vehicles does not
take into account the stimulation of sales which will come from any
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reduction of grices which will be made possible as a result of the
Agreement. Sales from Canada to third countries may also be taken
as likely to increase over the 1964-68 period.

4. The considerable increase in total sales in Canada and to third
countries during this period will be large enough to absorb the increase
in Canadian value added undertaken in the companies' letters, so
there will be no significant ckange in the U.S. net surplus in relation
to model years 1963-64.

5. The Canadian Government also has reached the conclusion that
the Agreement and the companies’ letters will not adversely affect
the present very favorable U.S. net balance of trade in automotive
products with Canada. Ministor of Industry Drury explained the
Canadian expectations from the Agreement and the companies’
letters to the Canadian House of Commons, in detail, May 10, 1965.
He began by quoting the statement of Secretary of Commerce Connor
before the Ways and Means Committee:

However, I do not expect that our own exports to Canada will drop as a result.
On the contrary, I am satisfied that it is reasonable to project a continuing growth
in the Canadian automotive market sufficient to absorb the projected increase
in'tgaélgstil%r; production without reducing our net favourable balance of trade
Wi .

Minister Drury then went on to say:

The figure mentioned, in the American way, as the net favourable balance of
trade with Cannda, is $500 million. It is unfortunate that over the past two years,
there has been a tendency for the U.8. net favourable balance of trade in automo-
tive products with Canada to increase by something like the rate of $100 million
a year. This has meant that as the Canadian market for cars grew, the—from
our point of view—unfavourable balance of trade grew correspondingly, to some
degree even faster.  {{ is our expectalion that this program will arrest the continuing
growth of the unfavourable balance of {rade and ensure that it ts mainlained at about
the present level; that ts, in absolute dollars, something in the order of 8500 million
or $660 million,

Mr. Connor is saying that the present level will not be exceeded. Talking in
U.S. terms, he says that the present level will not be reduced; but this comes to
the same thing. From our point of view we are avoiding what would have been
a substantial and intractable increase in the unfavourable balance. As I pointed
out earlier, the main purpose of this program is not to deal with the balance-of-
pa{mcms situation. The main objective of the program is to increase substan-
tially the production of autownobiles and automobile parts in Canada for the next
three years, leading as a consequence to n number of favourable results; one
being a substantial increase in the number of jobs, another a holding action in
relation to the unfavourable balance of payments in this sector, another a redue-
tion in the cost of the production of cars and the consequent price advantage to
the consumers of Canada; and finally the ability, as a consequence, to produce
cars to compete eﬂectively in the external market (Cofhmons Debates, May 10,
1965, p. 1131), [Emphasis supplied.]

24. Question
What plans do the automotive companies have to expand production
in the United States?

Answer

Based on announcements, during 1965 the car manufacturers
alone plan a total investment of $2.7 billion in new plant and equip-
ment, Seventy percent of this total, or $1.59 billion, will go to
investiments of new facilities in the United States; 6 percent in Canada;
and 24 percent in the rest of the world. Much of this will of course
be possible from foreign earnings or borrowings. For 1966, total
investment plans amount to $2,128 billion. Here again, approxi-
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mately 70 percent of this total will go for new plant and equipment
in the United States.

25. Question

What about the press statements that Canada plans to take 60,000

U.S. jobs under this Agreement?
Answer

These statements have no foundation in fact. Increased production
in Canada will undoubtedly lead to increased employment in the anto-
motive industry in Canada. But this will not mean a reduction of
empk?'ment in the United States. )

1. Bffect in Canada.—Press speculation on the number of new
Canadian jobs that may be created as a result of the Agreement have
ranged from 6,000 workers to 60,000 workers. It is difficult-—
probably impossible—to make an exact extimate of the number of
new jobs in Canada which will be made possible by this Agreement.
But it seems probable that over the periO(F until the Agreement comes
up for review the facts will turn out to be closer to the lower estimate
than to the higher one.

In 1963 there were an estimated 58,000 workers in the automotive
groducts industry in Canada. The suggestion that 60,000 jobs will

e added in Canada would mean a doubling of the employment in
Canada, with at least a doubling of the output in three years. This
seems impossible on its face.

Productivity in Canada in the automotive industry has been at a
25- to 35-percent lower level than in the United States and has been
increasing rapidly. With the rationalization in the industry in
Canada which the Agreement will make possible, a more rapid increase
in productivity can be expected. The number of new jobs which
would accompany what ever increase in production develops in Canada
would be proportiouately less than the jobs accompanymg the 1963
level of production.

2. Kffect in United States—Most important, however, is the fact
that an increase in Canadian employment does not mean a decrease
in US. employment. All industry experts expect that U.S. auto-
motive production will also be increasing over the coming several
vears. Both Canada and the United States expect an increase in
sales and production. The increase in U.S, production in 3 years
may approximate 3 to 4 percent per year. Based on a 1964 model
year value of production of about $25 billion, this increase in output
could be worth $3 to $4 billion—five to six times the total anticipated
increase of production in Canada.

In view of many factors, particularly the growth of productivity, it
is impossible to know exactly what effect the increase in prodnetion
will have on employment. The important point, however, is that
the Agreement will help bring about more economical production and
a larger market in which the industry, both the United States and
Canada, will participate.

3. Effect on U.S. jobs without the Agreement.—It is important also
to realize that in the absence of the Agreement there would have been
a threat to jobs in both the United States and Canada. A trade
conflict in the automobile sector, which accounted last year for almost
$800 million worth of United States-Canadian trale, woull have had
serious effects on employment, particularly in the United States,
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whose exports comprise the largest part of this total. . We have
avoided such a conflict, and in u way that should bring over the
next several years more jubs in both countries.

28. Question
Why should tha Adjustment Assistance provigion in this legislation
be uny different fr. m the Trade Expatsion Act?

Answer

Special procedures for adjustinent assisiance undar this legislation
are warranted because the removal of duties on automobiles and
original equipment parts will have a more direct and immediate
effect than the reduction of duties vnder the Trade Expansion Act
(TEA). Undor the TEA, all tariff reductions, except in a few special
cascs, are limited to 50 percent and must be staged over a five-year

erind, allowing U.8. firms and workers time for orderly adjustment.
his dzreement provides for an immediate elimination of the entire
du’%y and the action has already been taken by the Canadians.
he TEA provides for adjustment assistance only where injury
or dislocation is caused by an increase in U.S. imports. In the
present case mjurﬁ or dislocation may also result from loss of an
export market. The nature of the United States-Canadian industry
as an integral North American automobile producer that obtains raw
materials and parts from the most economically advantageous source
is such that displacements may result from loss of exports across the
border as easily as from import competition. The gradual shifts
from one source of supply to another are <onstantly occurring in the
dynamic U.S. domestic market. The removal of tariff duties to
create a singlo North American automobile industry may be expected
to affect the costs of some parts and result in some changes in supplfr
arrangements where dislocation is expressed in loss of exports as well
as from import. competition. .

The obligation to provide adjustment assistance to those workers
or establishments whose jobs and existence have depended on tariff
batriors has been recognized by the Trade Expansion Act of 1962,
The interests of the nation as a whole in lower consumer costs and
e;&xanded markets and producticn outweiﬁh the cost of temporary
aid in adjusting to a larger and freer market economy. In view of
anticipated expanded consumption and production, no net loss of
jobs is anticipated, but dislocations mag be expected as parts and
components suppliers are shifted to benefit from lower costs provided
by the removal of tariffs. :

27. Question
Why is the determination of eligibility for adjustment assistance
to be made by the President rather than by the Tariff Commission?

Answer

H.R. 6080 deals with a unique situation—a single industry manu-
facturing and selling the same product on both sides of the border.
It is aimed at eliminaling darriers to the more efficient operation of an
industry which 13 continental by its nature and scope. The proposed
legislation provides for the complete and immediate elimination of
duties on certain automotive products. It recognizes that in this
case dislocation can be caused by a loss of exports and by shifts in
product mix as well as by increased imports. Thus the problem goes
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well beyond the possible adverse impact of increased imports,
trad tionally assigned to the Tariff Commission.

The workers in the automotive industry, those most likely to be
affected as a result of the more efficient operation of the industry, feel
very strongly that any cases of dislocation which may arise should be
examined from the broadest prospective.

Since the Agreement is @ unique venture in the trade field, the change
in lariff trealment unprecedented, and factors other than increased
imports must be considered, it is the judgment of the Executive Branch
that the interests of the Government would be best served by Vesting
in the President the authority to make findings with respect to
eligibility for assistance. This is not unprecedented. For example,
in dealing with such a special issue as the effect of imports upon
national security, the Congress, in the TEA, placed the responsibility
for the investigation and advice to the President with an arm of the
President’s office (the Office of Emergency Planning).

28. Question .

What is the meaning of the provision (sec. 303) that the President
will make recommendations about adjustment assistance arrangements
in the case of future agreements under the legislation?

Answer

This section provides that no less than three months prior to the
issuance of any proclamation pursuant to section 202, the President
shall recommend to the Congress such legislative provisions concerning
adjustment and assistance to firms and workers as he determines to be
appropriate in light of the anticipated economic impact of the reduc-
tion or elimination of duties provided by such proclamation. It is
intended that, after concluding any new agreement of the kind des-
cribed in section 202, the President will inake public his determination
concerning the type of adjustment assistance which he believes should
be avsilaﬁle to any firms or workers which may be affected by the
operations of the agreement. This provision recognizes that with
respect to the implementation of a new agreement under section 202,
the President might recommend to the Congress provisions of adjust-
ment assistance different from those provided in the TEA.

29. Question

What is the situation regarding the removal of duties from teglace—
ment parts? If there is to be duty-free trade in automotive products,
shouldn’t duties on replacement parts be removed?

Answer

The Canadian Government refused to agree to include replacement
parts in the duty-free Agreement—at least at this time. They
argued that a continuation of this protective tarifl is essential because
groduction of such parts in Canada is by small, generally inefficient

rms which often operate the only manufacturing plant in a town or
village. Removal of protection at this time would have been too
great an economic shock.

However, the Agreement does get rid of the inerit)xitable treatment
given the U.S. replacement parts industry by the Drury (remission)
plan.  Under the remission plan, imports of replacement parts were
not given duty free entry into Canada. However, the Canadian
Government gave firms in Canada “credit” for the value of exports
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of replacement parts and these firms could then use these “credits”
for remission of duties on au equal value of imports of vehicles or parts
for original manufacture. Under this arrangement, there was an
incentive for plants in Canada to manufacture replacement parts and
export them to—particularly to the United States.

The Agreement gets rid of this inequity. Itstill does not provide
for duty-free import of replacement parts, but it eliminates the grant
of credits for the export of replacement parts. Therefore, it removes
the incentive for production of replacement parts in Canada and their
export to the United States which the remission plan involved.

Removal of -this incentive will free the U.S. replacement parts
industry from this form of competition in the United States and will
enable 1t to maintain its markets in Canada. ‘The increase of sales of
automobiles in Canada will give an increasing market for replacement
parts.

As to the future—The U.S. replacement parts industry is highly
competitive in comparison with the Canadian and could benefit sub-
stantially from the mutual elimination of duties on replacement parts.

The Executive Branch intends to renew its efforts to include
replacement parts when the Agreement is reviewed, no later than
Januery 1, 1968. Meanwhile, the proposed legislation would provide
authority (sec. 202(b}) for the President to remove U.S. duties on
replacement parts—so he will be in a position to do so when an
agreement is worked oul,

The Government will consult with interested parties before any
negotiations are undertaken regarding replacement parts.

30. Question

What provision will be made to ensure against Canadian parts
brought in as original equipment being diverted for use ns replacement
parts in competition with the U.S. replacement parts industry?

Answer

The proposed legislation provides in section 404 that the original
motor-vehicle equipment (that is to enter duty-free) is equipment
obtained by a supplier in Canada under or pursuant to a written order,
contract, or letter of intent of a bona fide motor-vehicle manufacturer
in the United States, and which is a fabricated component intended
for use as original equipment in the manufacture in the United States
of a motor vehicle.

It is intended that the Department of Commerce will maintain a
list of bona fide manufacturers. The use of duty-free parts will be
restricted to original equipment in the manufacture of vehicles by
these manufacturers.

The Bureau of Customns has already instituted a procedure for
identification of imported articles entitled to duty-free importation
pursuant to the Agreement if legislation providing retroactive coverage
18 enacted. The Customs Regulations Code (19 C.F.R.) will be
amended to provide for proper certification on cach shipment after
enactment of the implementing legislation.

Any importer who might try to profit from duty-free entry of a part
by fraudulently representing it to he for original equipment and then
selling it as a replacement part would be subject to prosecution under
law and the forfeiture penalty provided in the implementing legislation.
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The Customs Burean would conduet the necessary checks to assure
against violations of the statute.

The Burean of Customs has extensive experience in administering
laws giving goods imported for one purpose duty treatment different
from that given the same goods when imported for other purposes.
For example, ethyl alcohol imported for nonbeverage purposes has a
a lower duty rute than that imported for beverage purposes. Also,
certain wools used in the manufacture of floor covering enter duty
free; the identical wools when used for other purposes are dutiable.
The Bureau of Customs satisfies itself such certifications of use are
complied with. The Bureau will do so in the present case.

The method to be employed by Customs is a routine one involving
reference of individual importations to the Customs Agency Service
for investigation of actunl use. In other words, Customs Agents will
call on importers on a selective basis at the discretion of the Collector
of Customs or the Appraiser of Merchandise at the port of entry, and
will ascertain from the books of account and production records to
their satisfaction the actual use made of the articles in question.

O



