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Summary


In 2015, exports accounted for 31.5% of

GDP, up from 25% before Canada signed a series of free trade agreements starting in 1988.
Exports were 36% of GDP before the global
recession began in 2008. Value-added exports,
which subtract the imports embedded in exports, represented 22.2% of GDP.


Exports directly and indirectly accounted

for 2,942,400 jobs in Canada in 2011 according
to Statistics Canada, or 16.7% of all employment.


Imports were the equivalent of 33.8% of

GDP in 2015. About 26% of imports are used as
inputs into production in Canada, notably in
export-intensive sectors like autos and hightech. The effective tariff rate on imports is 1%,
down from 3.5% before the push to more free
trade began in the late 1980s.
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Trade overwhelmingly is still oriented to

the United States. The stagnation of exports to
Europe and Japan in recent years was offset by
increases to Asia. Because Canada exports to
Asia, notably natural resources, it has a relatively small trade deficit with Asia compared
with the US. Canada has little direct trade with
Mexico.


Both exports and imports are beneficial to

economic growth, largely by boosting productivity. Firms in Canada that export have significantly higher productivity than firms that
do not export. Imports of intermediate inputs
contributed over half of Canada’s recent productivity growth. However, trade does create
winners and losers, which has fuelled protectionist sentiment.
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Introduction
Protectionist forces are clearly in the ascendant in many parts of the world. Britain’s vote
to exit the European Union (EU) and Republican
presidential nominee Donald Trump’s vow to
renegotiate trade deals such as the North American Free Trade Agreement (NAFTA) are only
the most obvious manifestations of this sentiment. Hillary Clinton, the Democratic nominee for president, has promised to “review”
NAFTA and publicly opposes the Trans-Pacific
Partnership (TPP) (McKenna, 2016, August 6).1
Canada’s trade deal with Europe, called the
Comprehensive Economic and Trade Agreement (CETA), may not receive the unanimous
approval required the European Parliament,
while the prospects for a US–EU trade deal
appear miniscule.
Canada’s initiative to pursue trade deals with
Europe and Asia itself grew out of the failure
of the Doha round of global trade talks under
the auspices of the World Trade Organization
(WTO). These talks floundered on disagreements over agricultural and manufacturing
trade issues. More broadly, the era of rapidly
proliferating global supply chains seems to
have come to an end, at least for manufacturing. Global trade flows have been further hampered by slow economic growth in many western countries since the global financial crisis
started in 2007, notably in Europe and Japan.
In turn, slow growth and continuing job losses

1

Some of this can be regarded as posturing during
an election campaign; in 2008 Obama also promised a review of NAFTA when running for president,
while in 1993 Canada’s soon-to-be prime minister,
Jean Chretien, promised to renegotiate free trade
with the US, but finally adopted the NAFTA.
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in factories have fed protectionist sentiment in
many parts of the world.
A concerted move by Canada’s leading trading partners to inhibit trade flows would harm
the prospects for sustaining rising incomes, on
which Canada built much of its post-war prosperity. It is no exaggeration to claim that trade
policy has been “arguably the most important tool of Canada’s economic development
throughout the country’s history” in the words
of one of Canada’s leading trade negotiators
(Ritchie, 1997: 76). This paper documents Canada’s exposure to trade, both in terms of production and jobs. It then reviews where the growth
in trade has been the most pronounced and our
vulnerability to protectionism the greatest, particularly in trade with the United States.
It is easy to exaggerate the threat to world trade
from the failure of the Doha round and the
troubled outlook for the CETA and the TPP.
Trade expert Michael Hart observed that the
rules governing international trade under the
auspices of the WTO and various regional trade
deals may be sufficiently developed that no
major improvements are needed to sustain a
trade regime that would be very supportive of
economic growth. The benefits of the CETA for
Canada would be limited anyway since the pact
retains supply management, protection of cultural industries, and the net benefit test for foreign investment. The TPP was mostly an update
of the NAFTA and an attempt by the US to set
the rules for trade with Asia without the compromises China demanded (Rioux, 2016, August
4). However, there is no minimizing any possible threat to our trade agreements with the
US, although experts note that a suspension of
NAFTA by the US would still leave in place the
1988 Free Trade Agreement to govern our trade
with the United States (McKenna, 2016, August 6).
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How trade benefits the economy
The growth in protectionist sentiment reflects
a misunderstanding of how trade benefits the
economy. The benefit does not come from
a mercantilist maximizing of the surplus of
exports over imports. Treating exports as
“good” and imports as “bad” for the economy
ignores how imports contribute to rising living standards as much or even more than
exports. Import competition lowers prices,
forces domestic firms to become more productive, and increases the choices available
to consumers and businesses. Countries that
chose autarky (economic independence), such
as post-war Latin America, China before 1978,
India before 1991, or Cuba and North Korea,
remained near the bottom of global rankings
of economic development (Ridley, 2010: 187).
Countries that promote exports but discourage
imports, such as Japan and several other Asian
nations, invariably have low levels of productivity in their domestic economy and high consumer prices (APO, 2015: 54, 127).
In Canada, it is easy to document that trade
surpluses rose rapidly during the depression of
the 1930s and the severe recessions of the early
1980s and 1990s. More broadly, a mercantilist policy that simple-mindedly favours exports
and discourages imports inevitably ends up
suppressing real wages by keeping nominal wage costs low to encourage exports and
raising import prices through tariffs or other
restrictions. The goal of trade policy is not a
simple excess of exports over imports, but productivity-enhancing specialization and economies of scale from access to larger markets and
more competition from imports that broadens
the choices for all. From an economist’s point of
view, the benefit of trade is based on comparative not competitive advantage; that is, about
maximizing each country’s strengths so that all
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nations benefit, not beating others in a zerosum competition.
Statistics Canada research has concluded
that from 1974 to 2010, “exporters accounted
for more than twice their share (over 70 percent) of total manufacturing employment and
shipments, and their labour productivity was
13 percent higher than that of nonexporters” (Baldwin and Yan, 2015: 4). The same study
found that imports of intermediate inputs contributed one-quarter of Canada’s total productivity growth between 1995 and 2000, and twothirds between 2000 and 2007 (Baldwin and
Yan, 2015: 4). Overall, the Free Trade Agreement
with the US “is estimated to have raised Canadian manufacturing productivity by 13.8 percent over the period from 1988 to 1996” (Baldwin and Yan, 2015: 7).

A concerted move by Canada’s
leading trading partners to
inhibit trade flows would harm
the prospects for sustaining
rising incomes, on which
Canada built much of its
post-war prosperity.

More trade usually requires more direct
investment by firms. It is no coincidence that
direct investment both by foreign firms in
Canada and by Canadian firms abroad has
increased rapidly over the past three decades
(Canadian investment abroad has increased
from 15% of GDP in 1990 to 45% in 2013) (Statistics Canada, 2016a: table 376–0051; and
2016b: table 380–0064). This increase reflects
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Trade agreements replace the state-to-state
resolution of trade disputes, such as between
Canada and the US over softwood lumber. In
trade disputes between nations, the larger
country usually fares better in a political setting where power triumphs. Trade agreements
instead resolve disputes mostly with investorto-state settlements in an arbitral setting.2 In
Hart’s words, it is erroneous to think of trade
agreements as between countries, since it is
individuals and companies who actually trade
within the rules set by governments: “Trade
agreements do little more than reduce the
scope for arbitrary and discriminatory regulations and for unproductive interference in
market-based decisions” (Hart, 2002: 8). Trade
agreements allow firms to plan long-term decisions on where to locate production and distribution with more certainty about the “rules of
the game.”
Of course, trade inevitably creates winners and
losers in terms of both incomes and jobs. As
well, it can increase the inequality of incomes,
although this has been more of a factor in the
US than in Canada because of the boom in our
resource sector over much of the past 13 years.
In stressing the benefits of trade, economists
and politicians have not paid enough attention
2

Famously, when Canada banned a gasoline additive in 1997, the MMT company that manufactured
this additive successfully sued for damages (cited in
Heaman, 2015: 200). More recently, the TransCanada
Pipeline Company is suing the US government for
$15 billion for not approving its Keystone pipeline
extension.

fraserinstitute.org

Figure 1: Import Duties as a Percentage
of Imports
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Source: Statistics Canada, 2016c, Table 380-0080; Statistics
Canada, 2016d, Table 228-0059.

to creating programs to help those who are disadvantaged by the loss of jobs or lower wages.

The importance of exports to
Canada’s economy
In 2015, total exports of goods and services
accounted for 31.5% of Canada’s GDP. Immediately after the implementation of the Free
Trade Agreement (FTA) with the US in 1989,
exports snapped out of a decade-long lethargy,
rising from 25.2% of GDP to 36.1% in less than
a decade. The implementation of the NAFTA
and a booming North American economy lifted
exports to a record 44.2% of GDP in 2000. The
2001 recession and bursting of the ICT (also
known as the dot-com) bubble lowered this
share to 36% in 2002, where it remained until

FRASER RESEARCH BULLETIN 4

The Importance of International Trade to Canada’s Economy

At 33.8% of GDP, imports in 2015 are closer
to their all-time high of 38.6% set in 2000.
Imports rose steadily in the 1990s as trade was
liberalized and tariffs reduced. The impact of
Canada’s free trade agreements with the US
and Mexico are evident in the effective tariff
rate on imports. Duties collected on imports
fell from 3.5% of the value of Canada’s imports
just before the FTA was implemented to 1%
after NAFTA. Since then, they have remained
at 1% (see figure 1). While this statistic does not
capture all the impediments to trade—trade
flows will naturally gravitate to sectors where
tariffs are low or non-existent and away from
sectors such as dairy and poultry where Canadian tariffs are punitive—it provides an overview of how Canada’s effective tariff rate was
reduced by free trade agreements in the 1980s
and 1990s.
Combined, exports and imports were equivalent to 65.4% of Canada’s GDP in 2015, up from
less than 50% before the FTA was adopted but
less than the record 83% set in 2000 (figure
2). However, this conventional measure of the
importance of trade in the economy is misleading. In some industries where supply chains
extend to both sides of the Canada/US border,
notably autos and the information and communication technology (ICT) sector, the same part
may cross the border several times during the
manufacturing process. As a result, the value of
exports and imports is inflated by the doublecounting (or sometimes triple or more) of the
same part crossing the border several times
(Ghanem and Huang, 2014)). Statistics Canada
adjusts for the double-counting of imports
embedded in exports by calculating the value-
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Figure 2: International Trade as a Share
of GDP
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Source: Statistics Canada, 2016b, Table 380-0064, goods
and services, Balance of Payment basis.

added of exports, which subtracts the use of
imported intermediate inputs.3
The value-added of exports is a still substantial
22.2% of Canada’s GDP in 2011 (figure 3). This is
slightly below its pre-recession high of 24.7%
in 2007 because of the severe drop in exports
during the global recession, which slashed the
share of value-added exports in GDP to a low
of 20.5% in 2009. The ratio of value-added
to gross exports was very stable and ranged
between 72.2% and 72.6% from 2007 to 2011,
despite large fluctuations in the economy and
3

For more on how the adjustment for the import
content of exports is done, see Cross and Cameron, 1999.
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Figure 3: Share of Exports in GDP
and Jobs
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the Canadian dollar, as firms consistently used
imports for nearly 26% of their inputs. This stability reflects that firms change their production processes slowly and methodically over
time. However, the use of imports in the production process varies widely by industry. In
some manufacturing industries such as autos
and high-tech, imports account for half of all
inputs. In construction and natural resources,
imports are used sparingly at less than 20% of
all inputs (Cross, 2002: 3.4).
Statistics Canada uses its Input/Output
Accounts of the Canadian economy to calculate how many jobs in Canada are tied to
exports. In 2011, 1,540,112 jobs in Canada were
directly dependent on exports. Adding in the
jobs needed indirectly to produce these exports
(such as materials used in auto assemblies
or transporting goods to the border) raises
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The United States continues to dominate our
international trade flows, accounting for threequarters of Canada’s exports and two-thirds
of its imports.5 Canada’s reliance on the US
for trade has fallen slightly over the past two
decades, especially with the emergence of
Asian nations such as China and South Korea
both as suppliers of manufactured goods and as
export markets for our natural resources. However, the US share has recovered from a low in
2011 of 72.1% of exports and 61.7% of imports,
reflecting stronger growth in the US than in
many overseas markets, especially the auto
industry whose integrated operations inflate
trade flows in both directions across the border
(figure 4). Meanwhile, the share of trade with
the European Union and Japan has fallen over
the past decade, a reflection of the continuous

4

The Economist said that “Manufacturing’s share of
employment has fallen mostly because of technology, not trade” (August 13, 2016).

5

All data on Canada’s trade by country come from
Statistics Canada (2016f): Table 228-0069, and are
on a Balance of Payments basis.
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Figure 4: Exports by Partner as a Share
of Total Exports

Figure 5: Natural Gas Exports
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Source: Statistics Canada, 2016g, Table 380-0070.

stagnation or contraction of these economies.
Overall, Canada remains heavily dependent on
the US as its key trading partner.

ing industry in Canada, even if its share of output in North America has declined since 2000.

Saying that the US purchases three-quarters
of our exports does not fully capture the complete dependence of some of our major exports
on US markets. Obvious examples are autos
and energy products, currently our two largest
exports, where essentially all exports are destined for the US. Both autos and energy became
fully integrated into the US market as a result of
trade deals. For autos, the surge in trade began
with the 1965 Auto Pact, which removed duties
on shipments between Canada and the US in
return for guarantees of a share of production
in Canada, while maintaining tariffs on auto
imports from the rest of the world. The auto
industry is still the second largest manufactur-
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For the energy sector, the 1988 Free Trade
Agreement with the US was a turning point
in its development. Natural gas initially was
the main beneficiary; after decades of little
or no growth, natural gas exports increased
ten-fold after the FTA guaranteed a fully-integrated North American energy market (figure
5). While today crude oil dominates the public discourse around energy exports, it is worth
recalling that natural gas exports exceeded
crude oil exports until 2006, after which the
price of natural gas tumbled in response to
increased supplies from fracking and demand
falling during the recession.
Guaranteed access to the US market also was
a factor in the development of energy exports.
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Figure 6: Crude Oil Exports
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Prior to the FTA, Canada’s oil exports were subject to a variety of barriers, ranging from quotas
imposed by the US in the 1970s to export taxes
under Canada’s National Energy Program in the
early 1980s (Ritchie, 1997: 27). Under free trade,
oil was liberated from government interference
on both sides of the border, treating energy
“as commodities much like any others, whose
producers had the right to seek the best rate
of return” (Ritchie, 1997: 125), which is all that
the energy sector ever asked. Between 2002
and 2015, the volume of oil exports doubled,
accounting for most of the 271% increase in the
value of exports (figure 6) (Statistics Canada,
2016g, Table 380-0070). Given the magnitude
of oil coming from the oil sands, it was always
imperative to find export markets outside of
Canada, and the US provides the only market,
at least until Canada builds pipelines that move

its crude oil to one of its coasts.6 The impetus
to Canada’s energy exports from free trade is
ironic, in that some economists claim free trade
was an attempt to shift our economic base from
resources to manufacturing.7
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Canada’s exports to the European Union (EU)
doubled between 1997 and 2008 from $17.9 billion to $39.1 billion. However, chronic stagnation in Europe’s economy has capped exports
at about $40 billion in recent years, reducing
its share of exports below 8%. Nearly half of
6

Recent events have shown that limiting oil sands
output to the US market has depressed the price
Canada receives, implying that Canada needs access
to overseas markets before it can receive the world
price for oil.
7

See further analysis on this by leading Canadian trade
theorist Richard Harris (quoted in Hart, 2002: 339).
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Canada’s exports to Europe are destined for
the United Kingdom. This is encouraging for
Canada, since it appears that the UK vote to
leave the EU means that a trade deal can be
negotiated separately with Britain even if the
CETA fails to pass. After Britain, Germany is
the next largest market for Canada’s exports in
Europe at $3.8 billion, reflecting the relatively
healthy state of its economy. However, Canada’s
exports to Germany are less than one-quarter
its sales to Britain.
While Canada’s exports to the EU have stagnated since 2008, imports from the EU have
risen steadily from $46.6 billion to $53 billion
in 2015. This reflects both continued growth in
Canada’s domestic demand and the falling euro.
Germany is the largest supplier of imports at
$15 billion, followed by the UK at $8.6 billion.
Still, the EU supplies less than 10% of Canada’s
imports (figure 7).
While the US share of trade with Canada has
fallen from its peak at the turn of the century
and the EU has stagnated at less than 10% of
our trade for the past decade, Asian countries became the most dynamic source of trade
with Canada. In particular, imports from Asian
nations such as China and South Korea have
risen rapidly over the past two decades, from
6.5% of Canada’s imports in 1998 to a peak of
12.8% in 2009, where they have remained. Most
Asian imports come from China, Japan, and
South Korea, which altogether have doubled
their share of Canadian imports from 5.0% in
1998 to 10.0% in 2009, though they have not
made any further inroads since.
After falling to a low of 5.1% of Canada’s exports
in the aftermath of the Asian crisis in the late
1990s, Asia’s share of exports rose to 9.2% in
2009 during the depths of the recession in the
US. A resumption of growth in the US helped
lower Asia’s export share below 9%. After 2013
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their share dipped under 8% as commodity
prices tumbled and China’s industrial growth
slowed. However, statistics on Asia’s share
of exports only capture the direct impact of
exports shipped to Asia. The decade-long commodity price boom fuelled by Asian demand
after 2002 raised the prices Canada received
for its resource exports to all its trading partners, since most commodities have one price
on world markets.
Overall, Canada’s trade deficit with Asia has
been contained by rising exports, especially of
natural resources. This contrasts sharply with
the US experience, where rising imports from
Asia have not boosted American exports, which
are dominated by manufactured goods that
often faced intensified competition from Asian
producers. In 2013 and 2014, for example, Canada ran outright trade surpluses with Japan,
while exports to China were about two-thirds
the level of our imports. Conversely, the US
runs substantial trade deficits with Japan, while
US exports to China are only one-third the level
of its imports from China.8 This is one example
where Canada’s often-denigrated dependence
on natural resources actually proved a blessing in an era where Asian producers captured
a rising share of global markets for manufactured goods. It may also help explain why the
protectionist sentiment growing south of our
border has no real echo in Canada, where the
consensus remains that more trade is beneficial to the economy.
Despite Mexico joining the NAFTA free trade
zone in 1996, trade between Canada and Mexico
remains muted. Exports to Mexico totaled $7.9
8

The US runs a substantial trade surplus with Latin
America, which is why little protectionist rhetoric is
directed toward that continent. All the US trade data
are from the US Census Bureau, 2015.
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billion in 2015, having never recovered to their
pre-recession high of $8 billion in 2008. Mexico’s
share of all Canadian exports under NAFTA rose
from 0.7% in 1997 to only 1.5% in 2015. Imports
grew slightly faster, from 1.5% of Canada’s total
imports to 3.4%, but remain relatively small at
less than half of China’s share of 7.1%.
Imports from the rest of the world mostly consist of oil imports from nations such as Norway
and Algeria, and have fallen sharply as prices
declined and shipments to refineries in Eastern
Canada increased.

The commodity composition of exports
and imports
Canada’s exports are dominated by manufactured, mining (including oil and gas), and agricultural products. Together, these three industries
accounted for 74.1% of exports in 2015, and over
half (58.7%) of all export-related jobs (Statistics
Canada, 2016e: Table 381–0032). Their greater
share of income than of jobs reflects the high level
of productivity in export-oriented industries.
The composition of Canada’s trade has shifted
continually over time. In 1981, metals and minerals were Canada’s leading export. By the
1990s, autos dominated with a 20.6% share of
exports, although energy exports had begun
to grow rapidly in response to the FTA. At the
peak of oil prices in 2008, energy exports were
20.8% of all exports, matching the dominance
of autos in 2000.
In 2015, Canada’s exports were more evenly distributed than in the previous three decades.
Autos again were the leading export at $87.3
billion, just ahead of machinery and equipment
($84.9 billion) and energy ($83.8 billion). Close
behind were metals and minerals ($77.0 billion)
and consumer goods ($70.1 billion). Forestry
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products ($39.8 billion) and agriculture ($32.1
billion) trail, though they have risen markedly
in recent years. The recovery of agriculture
and forestry even as prices slumped for energy
and metals products is a reminder that natural resource markets do not move in unison.9
Meanwhile, services exports have risen by onequarter since 2008 to $100.1 billion, one of the
fastest growth rates among exports, reflecting
rapid growth in commercial services and travel.
Having a diversified mix of manufactured, services, and resource exports helps insulate Canada from possible disruptions to trade agreements. Manufactured goods are most often the
target of protective tariffs. Resources are rarely
threatened, since they are mostly an input into
the production process of other countries and
it would make little sense for a country to raise
the cost of imported inputs it needs10 (Canada’s
softwood lumber exports are a notable exception, where the US regularly insists on raising the price of one of the primary inputs into
the price of its homes).11 Services rarely attract
9

Forestry in particular slumped badly from 2003 to
2008 even as energy boomed, partly because the US
imposed a tariff of nearly 30% on softwood lumber.
Lumber exports jumped 20% after the expiry of an
agreement governing Canada’s exports in 2015.
10

Low tariffs on Canada’s resource exports have
long been the norm. Hart (2002: 173) noted that the
combination of “low levels of protection on exports
of those resources to the United States” and high
tariffs on manufactured goods in both Canada and
the US encouraged the growth of resources and
discouraged manufacturing for decades.
11

The American National Association of Home
Builders recognized this in 1997 when it wrote that
“The duty on lumber from Canada is essentially a tax
on home ownership that is costing home buyers billions of dollars a year” (quoted in Ritchie, 1997: 214).
Ritchie devotes a whole chapter to the interminable
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tariff barriers, partly because they are less visible and because few countries outside of North
Korea want to discourage travellers from entering their country, and partly because countries use non-tariff barriers to insulate services
such as banking, culture, and communications
(Canada uses non-tariff barriers and regulation
extensively in these industries).

Canada should resist any
temptation to emulate a
withdrawal to within its
own borders ...

Canada’s imports are distributed about equally
between machinery and equipment (19.1%), services (18.1%), consumer goods (17.5%), autos
(15.0%), and industrial inputs such as chemicals
and metals (15.1%). Since the FTA was signed in
1988, the share of imports of autos and machinery and equipment has declined, while the
share of consumer goods and industrial materials has increased. The most striking increase
has been for non-automotive consumer goods,
where import demand has nearly doubled since
2003. The increase in nominal terms is even
more remarkable because prices of consumer
goods imports fell 9.1% between 2002 and 2013
(before the devaluation of the Canadian dollar
raised import prices sharply in 2014 and 2015).12
In turn, this has been a benefit to consumers,
both directly in terms of lower prices in the CPI
for durable and semi-durable goods, and indifight over US duties on softwood lumber exports
from Canada, with another row erupting in 2016.
12

Import price data are from Statistics Canada,
2016i, Table 228-0065.
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rectly in lower interest rates that moderate
inflation encouraged.

Conclusion
Since the divisive 1988 election fought over free
trade with the US almost 30 years ago, Canadians have developed a consensus that more
trade provides net benefits. Free trade agreements signed in the 1980s and 1990s, and then
China’s entry into the WTO, had a transformative impact on Canada’s economy. Productivity
soared in manufacturing and natural resources
(notably oil and gas), which surged with guaranteed access to export markets, while prices
fell for a wide range of consumer and business
goods and services. Canadians take these benefits for granted, until protectionist threats
remind us how much we have gained from
trade and therefore how great is the threat of
its loss.
After decades of steady progress towards freer
trade, the recent rise in protectionist sentiment
in many parts of the world seem especially
threatening to Canada. However, these threats
may be exaggerated. The UK vote to “Brexit”
from the EU presents Canada with an opportunity to increase trade with its most important
trading partner in Europe. Trade with Asian
nations has grown rapidly in recent decades,
even without the impulse of trade deals such
as the TPP. Free trade with the US is likely to
survive threats to renegotiate or suspend the
NAFTA. Canada should resist any temptation
to emulate a withdrawal to within its own borders that some of its trading partners rashly
may be contemplating. Indeed, the threat of
protectionism may even be a benefit; by drawing attention to how external trade has boosted
our economy, it makes a powerful argument
for the provinces to lower the many barriers to
trade within Canada.
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