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Introduction 

Canada and the United States are two interdependent economies 
in the sense that bilateral trade flows remove demand and supply 
unbalances in each country and in the sense that more than 80 
percent of that trade will be tariff-free after the implementation 
of the Tokyo Round agreements by 1987. However, there is more 
and more talk in Canada that the national industrial policy should 
move more aggressively towards free trade with the United 
States, either completely or along a sector-by-sector approach. If 
it were adopted, such a move would mark a basic departure From 
the original National Policy of 1879, which relied on tariff protec
tion to establish "infant" industries in Canada by stimulating 
interregional trade along transport lines in an East-West manner. 
As a consequence, there has been a form of regional specialization 
in Canada: the Centre (i.e., Ontario, and to a certain extent 
Quebec) has developed a fairly diversified manufacturing sector, 
white the West and the Maritimes have seen their development 
more concentrated in the agricultural and resource sectors. As 
explained by the Eastman and Stykolt [15] hypothesis, Canadian 
consumers in ail regions have subsidized this development by paying 
higher prices for products. There are two reasons for this: first, 
Canadian producers have taken full advantage of the tariff ta 
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mark up prices in order to cover their higher costs of production 
due to smaller scales of operation; and second, since Canada is a 
large country, transport costs are high and must be reflected in 
prices (or in taxes when these are subsidized). 

The principal question is therefore the following: in the event 
of North American trade liberalization, will this pattern of indus
trial development in Canada be substantially changed (especially 
in favour of resource industries and to the detriment of manufac
turing industries) under the assumption that Canada is relatively 
resource-abundant and relatively less capital and technology en
dowed7 If there were a widespread interregional reorganization 
of industries, this might result in structural ul1employment - the 
unemployment caused by changes in industrial composition. The 
welfare gains due to lower prices and higher efficiency cou Id then 
be counteracted by economic dislocations that could make the net 
result uncertain. 

Free Trade and Traditional Theory 

If we rely on simple and traditional Ricardian or Hecksher-Ohlin 
trade models, we would expect the Canadian indus trial structure 
to be pushed towards resource industries by the establishment of 
a North American trade zone, with a relative contraction of the 
manufacturing sector. Canada already has a comparative advan
tage in resource-related products, and free trade would accentu
ate this specialization. Canadian consumers would gain by such a 
move, and the Western provinces and the Maritimes would see 
their resource sectors and resource-related industries expand with 
more exports. Resource owners would gain and, these industries 
being capital intensive compared to other domestic industries, so 
would capital owners. The losers would be Quebec and On/aria, 
which would witness a contraction of their manufacturing sector 
against American imports, and the workers in generaL especially in 
labour intensive industries. Wages would fall to reflect the com
mon North American set of commodity prices, unless labour pro
ductivity were to increase. Indeed, according to the Stolper
Samuelson theorem, a relative decline in the price of a commodity 
will decrease the real return to the factor used intensively in that 
industry and will increase the real return of other factors. North 
American free trade within the traditional framework would be 
bad news for labour generally and especially for the .immobile 
workers in Quebec and in Ontario; it would be good news to 
resource owners in the West and in the Atlantic Provinces, and to 
owners of mobile capital everywhere. Since there would be less 

East-West trade and more North-South trade, transport costs 
would be lowered, thus doubly benefitting the consumers with 
the removal of the tariff barrier. 

According to the traditional theory of international trade [211, 
therefore, the removal of the tariff would produce the traditional 
results of lowering real wages, increasing real rents and real 
returns to mobile capital. In a few words, Canadians could become 
"hewers of wood and drawers of water". These results would 
then reflect W. A. Mackintosh's (1923) and H. A. Innis's (1930) 
"staple thesis" of Canadian export-led growth dictated by foreign 
demand and concentrated on high natural resource content pro
ducts. 

For these traditional results to hold, however, four crucial 
assumptions are required. First, factors of production must be 
mobile interregionally bu t not internationally; second, firms and 
industries must operate with constant returns to scale; third, 
firms must be competitive; and finally, the economy must operate 
at full employment. Of course, capital and entrepreneurship are 
very mobile in and out of Canada. Similarly, for many industries 
and firms in the manufacturing sectors, efficiency levels of output 
require large-scale production. Canadian firms are smaller than 
their American competitors, and they tend to produce a wider 
range of products. Economies of scale (decreasing costs) could 
therefore be reaped in many Canadian industries through speciaJ
ization and ex ports. Moreover, in many industries imperfect 
competition and differentiated products constitute the de facto 
market structure, not the competitive situation assumed by the 
factor proportions theory. 

Because of these features of the Canadian economy relative to 
the international economy, and especially relative to the US. 
economy, many trade models consider the US tariff as being more 
harmful to Canadian welfare than any benefit that the Canadian 
/r,rif! can provide. 

On the one hand, the factual studies by Eastman and Stykolt 
[15J and Baldwin and Gorecki [4;5;6;7] have documented that 
Canadian plants are smaller on average than US. plants, espe
cially in the high tariff - high concentration industries. On the 
other hand, industrial organization analyses by Wonnacott and 
Wonnacott [29] Williams [281, Pinchin [231, Cox and Harris [Hl, 
and Harris [17J have reached the conclusion that free trade with 
the United States or multilateral trade liberaJization wou Id not 
result in a contraction of the Canadian manufacturing sector, 
even though Quebec and Ontario wou Id be the provinces where 
the indus trial reorganization would have to take place. 
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On a regional and factor rewards level, what these analyses 
say is that the domestic and foreign tariff cos t, supported by Can
adian consumers coast to coast with higher priees, does not 
accrue to workers or to capital owners in the manufacturing sec
tor, but is wasted in inefficient scales of production and in unne
cessary interregional transport costs. With the tariff, everybody 
loses wh en imports still enter, with the exception of the Treasury 
and, possibly, the immobile factors of production in competitive 
labour-intensive final-goods industries, some of which are heavily 
concentrated in Quebec Oeather, knitting mills, clothing, and so 
forth). 

More fundamentally, however, what these analyses say is that 
orthodox trade theory is inadequate to predict the end results of a 
liberalization process. Most of the adjustment to trade liberaliza
tion is intra-industry and not inter-industry as the Hecksher
Ohlin view of comparative advantage predicts. When one takes 
account of the industrial reorganization that takes place within 
each industry on an intra-industry basis, after a move towards 
trade liberalization, efficiency (comparative advantage) increases, 
factor rewards increase, and output increases. For such adjust
ment to occur wilhil1 each il1duslry, the number of firms must 
decline, the plant size must increase if economies of scale are to be 
present, and the number of product lines must be reduced in 
order to allow specialization within each plant. Wh en these intra
industry and intra-firm adjustments are realized, the welfare 
gains From trade liberalization for a small open economy such as 
Canada are not 1 or 2 percent of GNP but 8 or 12 percent of 
GNP [17]. The gains from trade liberalization and the cost of pro
tection are fairly large for a small open economy when the analy
sis drops the competitive constant returns assumptions of tradi
tional theory. The most recent theoretical and empirical work in 
this tine is that of Harris [17] and Cox and Harris [14], who con
centrate on potential scale economies at the individu al plant that 
der ive From trade liberalization for Canada for imperfectly com
petitive firms. 

Free Trade and the Manufacturing Sector 

Firms operating in an imperfectly competitive industry with in
creasing returns and with collusion can reap large gains from a 
freer access to ex ternal markets, while firms operatiI'lg in a com
petitive industry at constant costs have less opportunity to lower 
costs and to expand. Harris [17] assumes that all twenty manufac
turing industries are non-competitive, while the nine non-manu

facturing industries are competitive and face constant returns. 
On top of that, Harris's approach rests on two crucial assump
tions: first, that Canadian manufacturing priees are a mixture of 
monopoly priees set according to the elasticity of demand [22J and 
a mark-up of world priees plus the tariff [15]; and second, that 
there are no excess profits (in long-run equilibrium) in Canadian 
industry because there is free entry, with fixed costs being the 
only entry barriers. As a consequence, any tariff reduction lowers 
priees and forces rationalization. Harris's results are therefore 
very sensitive to the empirical significance of these assumptions 
and of other assumed parameters; in addition, there is only one 
fixed factor, labour, and one internationally mobile factor, capital 
services, while both are mobile between firms and between 
industries. 

Harris's static general equilibrium model gives output changes 
for multilateral free trade, as illustrated in Table 1. The results 
are much different when collusion and inefficiencies and econo
mies of scale are assumed in ail manufacturing industries (lst 
column), or when Canadian manufacturing industries are basi
cally competitive and operate at constant costs (2nd column). In 
the first case, output adjustments are mainly intra-industry. In 
the second case, they are mainly inter-industry, as the neoclassical 
factors proportion theory of comparative advantage predicts. It 
could therefore be wise to consider these two sets of results as 
two extreme scenarios: one optimistic and one pessimistic. For 
multilateral trade liberalization, the predictions of output changes 
have different signs for five industries out of twenty, depending 
on whether one retains assumptions of perfect competition or of 
imperfect competition. With the competitive modeL nearly half of 
the manufacturing industries, contract after free trade; i.e., nine 
out of twenty. With the collusion modeL only four industries 
would contract with multilateral free trade, and none by more 
than 20 percent. However, all industries in the resource sector 
wou Id expand with multilateral free trade. 

The Regional Impact of Free Trade 

It is possible to isolate the regional output impact of free trade 
according to the optimistic scenario and according to the pessimis
tic scenario. This is done by multiplying the output elasticities by 
the value of output for each industry and for each region. Let us 
consider first the optimistic scenario (imperfect competition and 
increasing returns to scale). If we use the regional breakdown of 
Canadian manufacturing production in 1976 (see Table 2), and 
Harris's output elasticities, it turns out, as expected, that the win
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Table 1 

HARRIS'S INDUSTRY OUTPUT CHANGES WITH IMPERFECT AND
 
PERFECT COMPETITION MODELS AND MULTILATERAL
 

TRADE LIBERALIZATION, 1976
 

Industries Imperfect Perfect 
competition competition 

1. Food and beverage 0.2907 0.0077 
2. Tobacco 0.3178 -0.0869 
3. Rubber and plastic 04276 00480 
4. Leather -0.1314 -0.3848 
5. Textiles 0.9417 05741 
6. Knitling mills 00674 -0.3945 
7. Clothing 0.6842 -0.2093 
8. Wood 0.1180 0.0461 
9. Furniture and fixtures -0.1837 -0.2903 

10. Paper and allied products 0.9578 0.9162 
11. Printing and publication 0.3423 0.1900 
12. Primary metals 03753 0.0709 
13. Metal fabricating 0.2261 -0.1863 
14. Ma'chinery -0.0703 -0.1863 
15. Transportation equipment 1.2184 03727 
16. Electrical products 00190 -0.1799 
17. Non-metaltic minerai products 0.2521 0.0172 
18. Petroleum and coal 0.2596 0.1820 
19. ChemicaJ products 0.2885 0.1265 
20. Mise. manufacturing -0.1046 -0.2842 

21. Agriculture 0.6063 0.5210 
22. Forestry 0.3123 03592 
23. Fishing 03214 02472 
24. Mining 0.2846 02683 
25. Construction 0.0404 0.0129 
26. Transportation 0.0152 0.0249 
27. Communication 0.0237 0.0106 
28. Electric Power and Gas 0.1728 0.1033 
29. Others 00623 0.0309 

Source: Harris [171. 

ning provinces are Ontario and Quebec (see Table 3). Overail 
manufacturing production would increase by 48.2 percent in 
Ontario and by 42.4 percent in Quebec. It would also increase in 
ail Canadian regions, with a 406 percent increase in British 
Columbia, 29.0 percent in the Prairies, and 24.4 percent in the 
Atlantic Provinces. Since only four industries out of twenty-nine 
manufacturing and non-manufacturing industries would contract 
with multilateral free trade, and none by more than 20 percent, 
ail regional economies gain production with free trade in this sce



Table 2
 

CANADIAN MANUFACTURING AND RESOURCE SECTOR PRODUCTION, 1976
 
('000) 

fndustries Ontario Quebec Atlantic Prairies British 
Provinces Columbia 

l. Food and beverage 6872 660 4714948 1 272 075 3 132 580 1 296807 
2. Tobaeeo 489611 396672 
3. Rubber and plashe 1 479677 539502 
4. Leather 367133 283554 35170 
5. Te.xtiles 1 228274 1 345858 61 443 31 569 
6 Knil ting mills 168451 412227 
7 Clolhing 555433 1721 373 58918 
8. Wood 734 319 953638 221 454 445078 2642945 
9 Furnilure and flxtures 743036 532 419 23786 115625 52801 

10. Paper and allied produets 2459739 2 603846 1 855671 
Il Printing and publicatIOn 1 585 764 1 001 549 83041 332370 236554 
12 Primary melals 4 508657 1512644 413608 
13. Metal fabriealll1g 4110956 1 570287 610696 405 126 
14. Maehinery 2572 528 612816 22455 481 216 196030 
15. T ransportdtion equipmenl 10310687 1 574 774 423274 364 937 
16 Eleelrieal praduel' 3173341 1 196632 62548 179551 121031 
17. Non-meLdlhc minerai products 1 354 928 702 152 108742 472 356 203 139 
18. Petroleum and (Gal 2078140 2120319 29621 604 197 
19. Chemlcal produets 3397511 1486191 411 611 260838 
20. Mise. manufacluring 1 455280 520734 27253 72 131 50441 

21 Agriculture 2827347 1363213 341 180 4 984 577 477 225 
22 Foreslry 353893 507331 291572 71 105 1 931451 
23 Frshing 24 323 34682 419219 244572 
24. Mlnlng 2348120 1 272 775 1 002049 7862512 1413215 
25. Construction 9796492 7477294 2586015 7315202 4273856 

Source, Statislies C,nad., C.t. Nos. 31-203, 31-204, 21-202. 25-202, 26-201, 32-216. 64-201. 



Table 3 

SIMULATED MANUFACTURING PRODUCTION WITH MULTILATERAL FREE TRADE AND IMPERFECT
 
COMPETITION AND ECONOMIES Of SCALE, 1976
 

('000)
 

Industries Ontario Quebe<: Atlantic 
Provinces 

1. Food and beverage 
2. Tobacco 
3. Rubber and plastic 
4. Leather 
5. Textdes 
6. Knitt.ng mills 
7. Clothing 
8. Wood 
9. Furniture and flxtures 

10. Paper and allied praducls 
Il. Printing and publication 
12. Primary metals 
13. Metal fabncating 
14. Machinery 
15. Transportation equipment 
16. Eleclneal products 
17. Non·metallic mineraI products 
18. Petroleum and coal 
19. Chemical product, 
20. Mise. manufacturing 

8870542
 
645209
 

2 Il2 387
 
318892
 

2384 940
 
179805
 
935460
 
821 630
 
606540
 

4815677
 
2128571
 
6200756
 
5040443
 
2 391 679
 

22873228
 
3 233634
 
1 696505
 
2617625
 
4 377693
 
1 303058
 

% increase production with MFT 48.16% 
New relative share in total 54.99% 
Net change in relative share +1.56 

Source: Author's calculations. 

6085583
 
522734
 
770 193
 
246 295
 

2613 252
 
4400Il
 

2 899 136
 
1 067026
 

434614
 
5097810
 
1 344 379
 
2 080339
 
1925329
 

569 735
 
3493479
 
1 219368
 

879 165
 
2670754
 
1914957
 

466 265
 

42.39 
27.47 
-0.29 

1 641 867
 

247785
 
19417
 

111 466
 

20876
 

63736
 
136 156
 

24402
 

24.40 
1.69 

-0.27 
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na rio. The more industrialized a region, however, the larger the 
gain. Ontario, being the most industrialized province, gains the 
most. As a matter of fact, only Ontario would increase its relative 
share of manufacturing activity, by about 1.5 percent. 

If one assumes, however, that the extent of collusion in price 
fixing in the Canadian manufacturing industries is less than 
assumed by Harris, which reduces the scope to increase welfare 
with unilateral free trade (evaluated by Harris at approximately 4 
percent of GNP), and if the presence of economies of scale is not 
widespread in ail manufacturing industries, which reduces the 
rationalization gains from an access to the U.S. market and other 
foreign markets, then the pessimistic (competitive) scenario results 
must be seriously considered (Table 4). With the elasticities of the 
competitive modeL there is no welfare gain with unilateral free 
trade and the gain from multilateral free trade is considerably 
reduced at 2.4 percent [17]. The impact on regional output is 
much more pronounced since nine manufacturing industries out 
of twenty wou Id contract, with some contraction approaching 40 
percent Oeather andknitting mills). The inter-industry adjust
ment still raises efficiency. However, the output increases are 
much smaller than with collusion and economies of scale. Manu
facturing activity would increase by 23.0 percent in British Colum
bia, 12.18 percent in Quebec, 11.28 percent in Ontario and only 
very marginally in the Prairies (0.93 percent) and in the Atlantic 
Provinces (0.42 percent). In relative terms, three regions (Ontario, 
Prairies, and the Atlantic Provinces) marginally lose to British 
Columbia and to a lesser extent to Quebec, whose relative share 
of Canadian manufacturing activity would increase respectively 
by approximately 1 percent and 0.13 percent. 

Therefore, if multilateral free trade does not bring about an 
indus trial reorganization within each industry by lengthening 
production lines and increasing output per plant and thus reduc
ing average costs, the inter-industry adjustment stilileads to spe
cialization and efficiency gains. While more specialized, Canadian 
manufacturing industry output would increase by an average of 
13 percent, and such an increase would be concentrated in British 
Columbia, Quebec, and Ontario. This is to be compared with an 
approximate increase of 44 percent if multilateral free trade redu
ces collusion in Canadian manufacturing industry and generates 
economies of scale. Ali provinces would still gain after the long
run equilibrium has been reached, although the industrial gains 
are small for the Prairies and the Atlantic Provinces l Structural 

lOf course, on a net welfare basis even the residents of the Atlantic Provin
ces could benefit somewhat from multilateral free trade even with competi
tive and constant retuJ"ns to scale industries, since consumer priees would 
decline. Welfare could increase if the terms of trade deterioration is not too 
large [8]. 



Table 4 

slMULATED MANUFACTURlNG PRODUCTION WITH MULTILATERAL FREE TRADE AND PERFECT
 
COMPETITION AND CONSTANT RETURNs TO sCALE, 1976
 

('000)
 

Industries Ontario Quebec Atlantic Prairies British 
Provinces Colwnbia 

1. Food and beverage 6925579 4 751 253 1 281870 3 156 701 1 306792 
2. Tobacco 447064 362201 
3. Rubber and plastic 1552033 565883 50801 
4. Leather 225860 174 442 21637 
5. Textiles 1 933 426 2118515 96717 49692 
6. Knitting mills 101 997 249604 
7. Clothing 439190 1361090 46586 
8. Wood 768171 997601 231 663 465596 2764 785 
9. Furniture and fixtures 527333 377 858 16881 82059 37473 

10. Paper and allied products 4 713 352 4 989 490 3555837 
11. Printing and publication 1 887059 1191843 98819 395520 281 499 
12. Primary metals 4828321 1619890 442933 
13. Metal fabricaling 3345085 1277743 496923 329651 
14. Mdchinery 2093266 498648 18272 391566 159510 
15. Transportation equipment 14 153480 2161692 581028 500949 
16. Electrical products 2602457 981 358 51296 147250 99258 
17. Non-metallic mineraI products 1 378 233 714229 110612 480481 206633 
18. Petroleum and coal 2456361 2506 217 35012 714161 
19. Chemical products 3827296 1674194 463680 293834 
20. Mise. manufacturing 1 041 689 372 741 19508 51 631 36084 

% increase production with MFT 11.28% 12.18 0.42 093 23.0 
New relative share in total 53.24% 27.89 1.76 661 10.48 
Net change in rel<:1tive share -019 +0.13 -0.20 -0.71 +0.97 

Source: Author's calculations. 
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unemployment would most likely accompany such inter-industry 
shifts From labour-intensive industries to capital- and resource
intensive industries and the short-run adjustment costs could 
possibly neu tralize m uch of the long-l'un welfare gains. 

ln a dynamic world, small regions, especially if they are special
ized in vulnerable industries, could face probJems in keeping or 
attracting industries wjth economies of scale when tariff protec
tion or production subsidies are removed. It is not at all incon
ceivable that small regions like the Atlantic Provinces could become 
less industrialized with tariff removaJ. 

Free Trade and the Resource Sector 

We have estimated the regional output effects of free trade for 
five resource industries. These industries are generally more 
competitive than the manufacturing industries, and as a conse
quence, output effects reported in Table 5 are ail positive and do 
not vary substantially between the collusion and competition 
models. 

The regional output impact of free trade for resource indus
tries, however, goes in a different direction than for manufactur
ing industries. The Prairies region is the principal beneficiary of 
trade liberalization, with an overall expansion of its resource 
industries of 27.6 percent. Its agricultural production would expand 
the most, with increases of 60.6 percent and 52.1 percent, depend
ing on which model is retained. British Columbia would benefit 
From an expansion of its forestry industry, while the Atlantic 
Provinces would see their fishing and mining industries expand 
the most. The resource industries in Ontario and Quebec would 
also expand, bu t by relatively less than in ot her regions. 

Conclusions 

Clearly, if collusion in price fixing is less rampant and if econo
mies of scale (increasing returns to scale) are less technologically 
possible in Canadian industry than assumed by Harris, the gains 
that Canada wou Id derive from multilateral free trade through 
rationalization effects and pro-competition effects would be accord
ingly smaller. Nevertheless, even with a neo-cJassical set of assump
tions of competition and constant returns to scale, the Canadian 
manufacturing sector would still expand with multilateral free 
trade, even though the industrial structure would move away 
from labour-intensive industries towards resource-intensive and 
capital-intensive industries. In the worst scenario, only the Atlan
tic Provinces would experience a very small expansion of manu



Table 5 

SIMULATED RESOURCE 1 DUSTRIES PRODUCTIO WITH MULTILATERAL FREE TRADE AND
 
A) IMPERFECT COMPETITION AND ECONOMIES OF SCAU AND
 

B) PERFECTCOMPEllTION, 1976
 
('000)
 

Industries Ontario Quebe<: Atlantic Prairies British 
Provinces Columbia 

A. Imperfect competition 
21. Agriculture 4541567 2189729 548037 8006726 766566 
22. Forestry 464413 665770 382630 93311 2534643 
23. Fishing 32140 45828 553956 323177 
24. Mining 3016395 1635006 1 287232 10100 183 1815415 
25. Construction 10192270 7779376 2690490 7690490 4446519 
Relative share in total 25.44% 17.17 7.61 35.99 13.78 
Net change -0.48 -0.83 -0.23 +1.82 -030 

B. Perfe<:t competition 
21. Agriculture 4300 394 2073446 518934 7581541 725859 
22. Forestry 481 on 689564 396304 96645 2625228 
23. Fishing 30335 43255 522849 305030 
24. Mining 2 978 120 1614260 1270898 9972 023 1 792380 
25. Construction 9 922866 7573751 2619374 7409 568 4328988 
Relative share in total 25.35% 17.16 7.62 3586 13.99 
Net change -0.57 -0.84 -0.22 +1.69 -009 

Source: Author's calculations. 
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facturing industry. Even then, therefore, it cannot be concluded 
that the simple Heckscher-Ohlin comparative advantage model is 
relevant for assessing the impact of free trade on a small open 
economy like Canada. In the case of multilateral free trade, 
Quebec and Ontario would not witness a contraction of their 
manufacturing sectors even if competitive conditions prevailed. 
The only reservation that could be made is related to the possible 
disadvantage that small and remote regions can suffer in a large 
market for industries with large economies of scale in a dynamic 
world [25].2 On the other hand, ail the resource industries wou Id 
expand with multilateral free trade. 

The results for the manufacturing sector become even more 
encouraging if one gives weight to the collusion - increasing 
returns assumptions and if only Canada-U.S. free trade is consi
dered. Even if only half of the expected pro-competition and 
rationalization effects are assumed to really be realized, in order 
to take account of the likely upward biased nature of Harris's 
estimates [261, the Canadian manufacturing sector would still 
expand by 25 percent with multilateral free trade, and no eco
nomic region would suffer an absolu te contraction in its manufac
turing sector. 

If only a North American trade liberalization is contemplated, 
it is likely that the expected contraction in the labour-intensive 
industries due to lower prices and higher wages would be less 
severe than in the multilateral case, since the tariff and non-tariff 
barriers structures of the United States are similar to the Cana
dian on es. This would mean that Quebec and the Atlantic Provin
ces would experience less restructuring of these industries with a 
North American trade liberalization than with multilateral free 
trade. Nevertheless, the expansion of the more capital-intensive 
industries, with significant scale economies, would reduce the rel
ative importance of these industries. Short-term adjustment costs 
in the form of structural unemployment could therefore be 
expected to be smaller with a North American trade liberalization 
than with a multilateral trade liberalization. Most of the welfare 
and production benefits derived from free access to a large 
market for imports and for exports could therefore be obtained 
while minimizing the adjustment costs. Moreover, a North Amer
ican approach would allow Canada to more easily retain some 
preferential features of Canadian trade with the US such as the 
Auto Pact. Finally, it can be said that while North American trade 
liberalization represents an attainable goal, multilateral free trade 
under GATT is a very remote possibility. 

'Then, production subsidies are the optimal tool rather than tariffs. 
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