Canada and the China Question
Dr. Gary Levy1
In 1891 a professor at the University of Toronto, Goldwin Smith, wrote a famous and highly
controversial book call Canada and the Canadian Question. He argued that Canada was an
unnatural and artificial entity. He maintained that the Canadian system of government was
inferior to the American model and that Canada was an absurdity for geographic, ethnic,
economic and political reasons. Its ultimate destiny, he thought, would be absorption by the
United States.
Generations of Canadian political leaders have proven Goldwin Smith wrong. In the 21st
century the country faces another important and equally controversial question. Is Canada
prepared to move out of the American orbit and align itself with the new world order envisaged
by China? The future of Canada-China relations to say nothing of Canada’s economic prosperity
depend on the answer to that question.
This paper places the discussion in the context of Canadian history and surveys the CanadaChina relationship since establishment of diplomatic relations in 1970. It outlines arguments in
favour of a free trade agreement and lessons of the recently concluded China-Australia Free
Trade Agreement. The article points out obstacles and impediments to closer Canada-China
relations and concludes with an answer to the China question.
An Overview of Canadian History and Economic Policy
After the settlement of Quebec in 1608 the area now called Canada was, for 150 years, a small
French colony never exceeding 60,000 people. Its main economic activity was the provision of
beaver and other furs to the European market.
Ceded to Britain in 1763 the colony was transformed when the American Revolution resulted in
an influx of settlers who preferred to remain under the British Crown. Some military battles with
the Americans ensued including the war of 1812 but aside from some skirmishes and border
issues Canadian-American relations have been peaceful for 200 years. Due to migration English
soon replaced French as the dominant population and fishing and farming replaced furs as the
main economic activity.
A Westminster form of representative and later responsible government was established between
1791 and 1848 culminating in 1867 with the Confederation of four separate colonies into the
present day Canada.
For fifty years Canada was a self-governing British colony with an economic plan known as the
National Policy.2 The pillars of the National Policy were immigration to expand the population
and fill the empty lands of western Canada; railways to unite the disparate colonies that stretched
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from the Atlantic to the Pacific ocean and tariffs designed to protect the Canadian market. The
major source of capital came from Britain.
In 1911 an election was fought on the issue of free trade with the United States but the Liberals
who favoured free trade were defeated by the Conservatives who favoured continuation of the
National Policy.
Canada’s participation in the Great War (1914-1918) led to significant changes both economic
and political. Canada was an independent signatory to the Treaty of Versailles which ended the
war and this was the first step toward full independence granted by the Statute of Westminster
(1931).
The Second World War had an even greater impact. Canada emerged with the third largest
standing army and one of the healthiest economies. Oil was discovered in 1947 and American
capital replaced British capital in the development of Canadian natural resources.
American companies began to create subsidiaries in Canada to avoid tariffs and to serve the
growing Canadian market. The National Policy was never officially rescinded but it gradually
gave way to increased continentalism. This produced a reaction known as economic
nationalism.3 The basic idea was that Canadians were willing to put up with a slightly lower
standard of living compared to the USA, a slightly more limited variety of consumer goods, a
lower dollar, and various other inconveniences in order to maintain their identity as a separate
country.4
In 1967 Canada celebrated the centenary of its creation and amid much enthusiasm and
patriotism a new Prime Minister, Pierre Elliot Trudeau, was elected in 1968. One of his early
acts was to establish diplomatic relations with China. He also undertook a review of Canadian
foreign policy which resulted in a proposal for a so-called Third option. The Third Option called
for more diversification and relations with other countries mainly Europe. The idea was to
reduce dependency on the United States and vulnerability to adverse decisions by American
policy makers.
For example in August 1971 President Richard Nixon introduced a ten percent import surcharge
designed to counter the increasing presence of Japanese goods in America.5 The policy
blindsided Canada which was actually America’s largest trading partner and Mr. Nixon
acerbated the situation by continually referring to Japan as the largest partner. Canadian
attempts to obtain an exemption from the import surcharge were largely ignored.6
Trudeau’s Third Option was never implement and in the 1980s economic nationalism suffered a
major setback when Ronald Regan and Prime Minister Brian Mulroney signed the CanadaUnited States Free Trade Agreement. It led to even closer integration of the two economies.7 The
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Canada-United States trade agreement was subsequently expanded into the North American Free
Trade Agreement (NAFTA) to include Mexico.
The effects of NAFTA and free trade agreements generally were and continue to be hotly
debated by economists and members of the general public. Proponents see them as a win win
situation with lower prices and increased choice for consumers. Critics see them as a wholesale
transfer of jobs from high wage countries to lower wage countries which have decimated
employment among the middle class in both the United States and Canada. They are blamed for
an increasingly inequitable distribution of income. This debate is rehashed in every election and
is particularly significant during the 2016 American election campaign. Both Democratic and
Republican candidates characterized the agreements as part of a corporate agenda and promised
major changes if not outright renunciation. The impact of such policies for Canada would be
considerable.
The brief survey of Canadian history raises a number of points to be kept in mind when
considering relations with China.





Canadians have an ambivalent relationship with the United States. They appreciate the
economic benefits of living beside a rich neighbor but are cautious about possible loss of
sovereignty or simply being culturally swamped.
Canadians, moreso than Americans, are willing to accept government involvement in the
economy to provide services the private sector is unwilling or unable to provide.
Exports have always been key to the Canadian economy but Canadians are not
unanimous in their support for free trade agreements.
There are important political and cultural traditions that distinguish Canada from the
United States.

Canada China Relations
Economic relations between Canada and China have expanded considerably since the People’s
Republic was proclaimed. In the early years the issue of trade policy was closely tied to the
debate over whether to grant official recognition.8
By the late 1950s successive years of poor harvests in China had created a profound food
shortage. Despite a United States led economic embargo of China, Canada decided to sell large
quantities of wheat and barley to China. Exports grew from about $9 million in 1960 to over
$185 million by the end of the decade.
Following the establishment of diplomatic relation a Canadian-Chinese Trade Agreement was
signed in 1973. It allowed for the mutual extension of “most-favoured nation” status – each
country agreed to apply import tariffs against one another that were as low as those applied
against other “most-favoured nations.” That same year, a Canadian trade fair was held in Beijing,
attracting about 600 Canadian officials and business leaders. It was the first such foreign trade
fair attended by Chinese Premier Zhou Enlai. In addition, the two countries established a Joint
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Economic and Trade Committee that provided a forum for discussion of economic and traderelated concerns between Canadian and Chinese officials.
Canadian exports to China had doubled by 1973. So too had Chinese exports to Canada. As the
Chinese market became more accessible, Canada began to export a wider variety of products. By
1978, wheat’s share of total exports to China had fallen to 69%. Sulphur, wood pulp, newsprint
and metals such as aluminum and copper all emerged as significant exports.
Following the death of Chairman Mao, economic reforms, known as the Open-Door Policy, were
aimed at reforming the national economy and lifting the restrictions on foreign commercial
relations. The policy had four components: the creation of special investment zones; the
attraction and efficient investment of foreign capital; increasing foreign trade; and the import of
modern technology and management techniques.
From the perspective of Sino-Canadian trade, China’s 1978 economic reforms led to a
considerable increase in the number of formal trade policy initiatives between the two countries.
The Canadian Department of External Affairs established the Canada-China Trade Council,
later renamed the Canada China Business Council (CCBC). The organization was to act as a link
between the two countries to further trade relations.9
The Canadian-Chinese Trade Agreement was revised and a Treaty of Chinese-Canadian
Economic Co-operation was signed. This latter treaty defined the potential contribution that
Canada could make to Chinese economic development in a number of high-tech goods and
services, notably in the areas of light industry, communications, the construction of power
stations, petroleum and coal exploration, and various mining projects.10
In 1980 Canada granted “preferential” trade status to China, reducing tariffs on imports by over
one-third from the regular “most-favoured nation” tariff rate. However, many products were
excluded from this agreement, meaning that the actual effects of “preferential” status were
relatively minor. Four years later, in an effort to support Canadian marketing efforts in China, the
Export Development Corporation concluded an agreement with the Bank of China for a $2billion financing facility to support the purchase of Canadian equipment and services. In 1986,
the two countries signed a double-taxation agreement, ensuring that goods produced in one
jurisdiction and sold in the other would not be subject to overlapping taxation.
Chinese exports to Canada grew exponentially between 1978 and 1988, averaging an increase of
26% per year. While Canadian exports to China did not match this growth rate, the increase was
still considerable. From 1978 to 1988, Canadian exports to China grew by an average of nearly
18% per year.11 By 1980, two-way trade had grown to just over $1.0 billion. By 1987, that figure
had more than doubled to $2.2 billion; one year later, it had increased to $3.6 billion. By 1988,
China was Canada’s sixth-largest trading partner worldwide.
Problems began in 1989 after protests in Tiananmen Square. Canada recalled its Ambassador and
the House of Commons unanimously condemned the actions of the Chinese government. Most
governmental relations came to a halt and in 1992 three Canadian Members of Parliament, were
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expelled from China after meeting relatives of the dissidents and trying to organize a public
demonstration.
Later in 1992 a five day Ministerial Trade Mission marked restoration of some government to
government relations. Canada promised to support China’s membership in the GATT, forerunner
to the World Trade Organization. The election of a Liberal government led by Jean Chrétien in
1993 marked a full return to the politics of engagement.
In 1994 Prime Minister Chrétien made the first Team Canada trade visit to China, bringing
nearly 500 political and business executives with him. In 1996 the Chairman of the Standing
Committee of the National People’s Congress visited Canada as did the Vice Premier and
Foreign Minister. Atomic Energy of Canada Limited signed a contract with the China National
Nuclear Corporation for the sale of two CANDU-6 reactors
In 1997 President Jiang Zemin paid a state visit to Canada after attending the APEC Meeting in
Vancouver. During the visit the two sides agreed to build a 21st century-oriented China-Canada
partnership and signed many agreements. In 1999 Premier Zhu Rongii made a week-long visit to
Canada. The two sides signed the Environmental Cooperation Action Plan, A Memorandum of
Understanding on Cooperation in Combating Crime and three Protocols on Quarantine and
Health Requirements.
In 2001, 2003 and 2005 Prime Ministers Chrétien and Martin led Team Canada trade delegations
one of which was the largest trade mission in Canadian history with nearly 600 participants,
eight provincial premiers and three territorial leaders. Dozens of agreements were signed
including a strategic partnership which provided a framework for future relations..
Canada’s official policy toward China has not changed since the those days. The policy is


to work with China towards China’s greater adherence to internationally accepted
standards on human rights and the rule of law;



to ensure that China’s economic rise benefits Canada by increasing two-way trade and
investment in goods and services;



to work with China to advance shared interests such as health, the environment, and
regional peace and security; and



to position Canada as a preferred destination for Chinese immigrants, students and
visitors.12

The election of the Harper government in 2006 signaled a change in the relationship. In one of
his early speeches Mr. Harper said that human rights would play a much larger role in Canadian
foreign policy. Regarding China he said specifically that Canada would not “sell out” important
Canadian values to promote trade with China.13
In 2006 Parliament conferred honorary Canadian citizenship on the Dalai Lama and the
following year the Prime Minister met with the Dalai Lama in his parliamentary office causing
the Chinese Embassy to protest this as interference in China’s internal affairs.
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In 2013 after much negotiation the China National Offshore Oil Company purchased Nexen,
Canada’s 6th largest oil company for 15 billion dollars. The sale was approved by the Harper
government but it announced that future sales to state owned enterprises would be allowed only
in exceptional cases.
Mr. Harper did made two visits to China in December 2009 and in February 2012. President Hu
Jintao visited Canada for G20 meetings in June 2010. During the Harper years the Canada-China
Investment Treaty and the Canada Hong Kong tax Treaty were signed and in 2015 Toronto
became the first RMB trading hub in North or South America.
Canadian imports from China continued to grow reaching 65 billion in 2015. Exports grew
somewhat reaching 20 billion the same year.14
The 2015 Election and its aftermath
Relations with China were not discussed to any great extent during the 2015 election which saw
Mr. Harper defeated by Justin Trudeau and the Liberal Party. Trudeau’s first meeting with
Chinese President Xi took place in November 2015 at the G20 meeting in Turkey. Mr. Trudeau
said he wanted to set a fresh approach in the relationship. The Chinese President said that his
country would always remember the bold initiative of Pierre Trudeau in establishing diplomatic
relations. A former Canadian Ambassador to China observed that China tends to associate the
good times to eras when the Liberals are in power. The challenge, he noted, “will be to move the
relationship beyond some nostalgic notion of Canada-China relations and advance Canadian
interests with a really important global player." 15 The same point has been made by other China
experts.
There have been calls for a quick and substantial set of policy adjustments to put
Canada back on track after a decade in which the engagement of China was
intermittent, conflicted and narrowly economic. While deeper and broader
engagement of China is in Canada’s national interest, simply turning back the
clock to the strategic partnership of a decade ago is neither wise nor likely.
Rather than a restoration we need a reinvention based not merely on past
foundations but on a new narrative that is more ambitious and more strategic.16
Other voices have called for a new approach to Canada China relations and even the possibility
of a Free Trade Agreement.17 Peter Harder, President of the Canada China Business Council and
John Manley, president of the Canadian Council of Chief Executives argued that “China is
looking around the world to build stronger trading relationships. Its negotiators have concluded
14
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14 free-trade agreements in recent years, and five more are in the works. China is on the move.
It’s time for Canada to join the action.”18 Even a former Conservative minister of Foreign
Affairs, Peter Mackay, said he thought the new government should pursue opportunities with
China.19
The Business Council of Canada and the Canada-China Business Council commissioned a report
in January 2016 asserting that a Canada-China free trade deal would create 25,000 jobs and add
almost $8 billion to the economy within 15 years. The report attempted to quantify the impact for
Canada using 33 sectors covered in the China-Australia Free Trade Agreement to estimate the
likely outcome for an agreement with Canada.20
It argued that a free trade agreement with China would result in about $7.8 billion in increased
GDP by 2030 in value terms, a boost of about 0.14 percent in real terms21 The comparable gains
for China are about $5.6 billion or about 0.02 percent over the same period. It further
demonstrates that the agreement would divert trade away from the United States in the amount of
$2.7 billion in GDP by 2030.
Economic gains would be measured not just in new export sales opportunities but also in lowerpriced imports for consumers and as inputs for manufacturing. The combined effect results in an
estimated increase of $5.7 billion to Canadian household income by 2030. The economic activity
will result in greater Foreign Direct Investment in Canada: the increase in the foreign-owned
capital stock in Canada would amount to 0.11 percent or $982 million in 2030.
By 2030, Canada’s overall exports to China were projected to grow by $7.7 billion annually and
total shipments by $10.4 billion. For example automotive exports to China would increase by
more than $1.4 billion annually, chemicals/rubber/plastics by some $688 million, machinery and
equipment by $584 million, and approximately $1.7 billion more per year in exports of oil seeds
and vegetable oil.22
Employment was also projected to increase as a result of increased demand and the additional
economic activity stimulated by the agreement. This could amount to about 25,000 additional
jobs in Canada across all skill levels.
In January 2016 China’s Vice-Minister of Financial and Economic Affairs, Han Jun, visited
Ottawa to discuss the prospect of negotiating its first free-trade deal with any North American
country. He said if there is an FTA arrangement between China and Canada, “you can see a
flooding of potash, agricultural products and energy products from Canada to the market of
China. What is China most in need of? We have a shortage of agricultural products. China is the
biggest importer of agricultural products in the world and, also, we are one of the countries with
the highest dependency on imported energy from other countries.”23
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He noted that China will come to the table with its own demands, namely the removal of
restrictions put in place by the former Conservative government on Chinese state-owned
investments in Canada’s oil and gas sector.
A public opinion poll commissioned by Vancouver-based Teck Corp. which has 22% of its
revenue generated in China seemed to suggest that Canadians are open to the idea of enhanced
relations.24 It identified three different segments in Canadian public opinion regarding China.
Just over a third of Canadians (36%) are supportive, just over a quarter (28%) are generally
opposed to a closer relationship and the rest could best be described as conditionally supportive.
When it comes to the idea of a free trade deal with China, “the results suggest a degree of
openness that might not have been there a decade ago. Canadians will naturally have concerns
about being competitive enough with Chinese companies, but also recognize the potential
economic upside is significant too.”25
The new government of Justin Trudeau promised to take a different approach to foreign policy.In
the first six months the Liberals announced a policy of re-engagement with the United Nations
and specifically its intention to seek a non-permanent seat on the security council by 2021,
something that had been denied the Conservatives.
Mr. Trudeau also withdrew from the bombing mission in Syrian by recalling Canada’s six jet
fighters and promising instead to increase training and humanitarian aid. Canada immediately
took in 25,000 Syrian refuges with a promise to consider more by the end of 2016. The Liberals
promised to re-engage with Russia and re-establish diplomatic relations with Iran. China was
largely absent from these early policy statements although in April 2016 a meeting of the full
cabinet invited consultant Dominic Barton, author of China Vignettes: An Inside Look at China
to speak about China’s impact on global economic growth and how that will affect Canada.26
To direct Canada’s new foreign policy Trudeau appointed a former leader of the Liberal Party,
Stephane Dion, as Minister of a newly renamed Department of Global Affairs. A political
scientist by training and a well-respected intellectual Mr. Dion reached into academia to name
several advisors including one expert in China policy.27 In a speech on new foreign policy
directions to a Canadian think tank Mr. Dion said Canada’s policy would be centred on
diplomatic re-engagement.28
In another foreign policy address at the University of Ottawa on March 28, 2016 Mr. Dion
described the new direction as “responsible conviction” a vague term that puzzled many analysts.
Some felt it was an attempt to assure Canadians that the new government was going to continue
to follow a ”principled” foreign policy as the Conservatives had claimed they were doing.
24
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However unlike the previous government it would be less ideological and recognize that choices
in international relations were not black and white but many shades of grey.
The new policy was criticized as basically a continuation of the status quo.29 There was nothing
in either speech about relations with China but many indications that even closer relations with
the United States would continue to be the first pillar of Canadian policy.30
As the new Canadian government ponders its relations with China it is instructive to examine the
recently concluded China Australia Free Trade Agreement.
The Australian Experience
In June 2015, following nearly ten years of negotiations, Australia and China completed what
some have called the most comprehensive free trade agreement that China has ever signed and
one that contains “best-ever” Chinese commitments in a number of sectors. Since Canada and
Australia have similar economies and similar histories of trade with China what are the lessons
for Canada from the ChAFTA?31
In Agriculture ChAFTA will eliminate 95 percent of all tariffs when it is fully implemented after
eleven years. Tariffs on Australian wine, meat and seafood, currently between 10 and 25 percent,
will be eliminated within four years. Tariffs on barley were eliminated on entry into force
whereas Canadian barley continues to face a 3 percent tariff.
Market access for Australian beef is quota-limited: 170,000 tonnes for the first 4 years, gradually
increasing to a little over 200,000 tonnes after 10 years. There are no restrictions on market
access for pork or seafood. Australia will also benefit from an exclusive duty-free quota on wool.
Certain agricultural sectors such as canola oil and vegetable oils are excluded from ChAFTA
because they are designated “significantly sensitive staples” by China. Rice and sugar are also
excluded.
When it comes to natural resources, 99 percent of Australia’s resources, energy and
manufacturing exports will enter China duty-free upon full implementation. The tariff of 3
percent on coking coal was removed on entry into force and 6 percent on thermal coal will be
eliminated after two years. Tariffs up to 10 percent will be eliminated for refined copper and
alloys, aluminum oxide, zinc, aluminum, nickel and titanium dioxide, many on entry into force.
Tariffs of up to 10 percent on pharmaceuticals, including vitamins and health products, will be
eliminated either immediately or within four years.
In the area of services China has gone beyond its GATS commitments in a number of areas but
many fall short of full liberalization. For example, China has agreed to allow wholly owned
Australian hospitals, but only in four provinces and three cities. However, Australian service
suppliers will be able to establish for-profit aged care institutions throughout China. In tourism,
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Australian services suppliers will be able to construct, renovate and operate wholly Australianowned hotels and restaurants in China.
Labour mobility also makes significant strides in ChAFTA. New Investment Facilitation
Arrangements (IFAs) will operate under the framework of the Australian visa system. These will
allow certain Chinese-owned companies that invest in Australian infrastructure projects above
AU$150 million to negotiate labour market access flexibilities.
In architecture and urban planning, Australian firms will be allowed to obtain more expansive
business licenses to undertake higher-value projects in China.
Both sides have committed to expand their education services relationship. Australia and China
signed an MOU aimed at improving recognition of qualifications and promoting exchange
opportunities. Although the Australian government is making much of the commitments in
ChAFTA on education, the only firm Chinese commitment is the listing of 77 Australian
providers on the Chinese Ministry of Education website. According to Australian government
sources, 88 percent of Chinese students studying in Australia in 2013 chose to study at
institutions listed on the website. China has agreed to ongoing discussions about adding new
Australian schools to the site.
One of ChAFTA’s unusual elements is the services chapter in which Australia uses a
NAFTA-style negative-list approach while China uses a GATS-style positive list.
Negative list approaches identify only what is excluded from the agreement while a
positive list itemizes everything that is included. Positive-list agreements tend to include
fewer trading areas and do not deepen trade as much as negative-list agreements. So, in
the services deal struck between China and Australia, the latter provided more inclusive
liberalization. Nevertheless, despite retaining the positive list, China opened up more
services sectors to Australia than it has in the past.32
In financial services China has committed to deliver improved access to Australian financial
service providers in the banking, insurance, funds management, securities, securitization and
futures sectors. ChAFTA also designates an official RMB clearing bank in Sydney allowing
trading of Chinese currency in Australia. The allocation of an RMB 50 billion quota will allow
Australian-domiciled fund managers to purchase equities and bonds directly from China’s
mainland securities exchanges in Shanghai and Shenzhen.33
Australian banks will enjoy much greater access to the Chinese market. China has agreed to
reduce the waiting period for Australian banks to engage in RMB-denominated business from
three years to one year. China will remove the two-year profit-making requirement as a
precondition to providing local currency services. Australian bank subsidiaries in China are the
only foreign bank subsidiaries to enjoy an FTA commitment guaranteeing their eligibility to
engage in the credit asset securitization business.
China will allow Australian insurance providers access to China’s statutory third-party liability
motor vehicle insurance market, without local establishment or equity restrictions.
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For the first time in an FTA, China has agreed to allow Australian financial service providers to
establish joint venture futures companies with up to 49 percent Australian ownership and extend
national treatment to Australian financial institutions for approved securitization business in
China. Australian securities firms in China will benefit from new commitments, raising foreign
equity limits to 49 percent (above China’s WTO commitment of 33 percent) for participation in
underwriting domestic shares and guaranteeing the ability to conduct domestic securities funds
management business.34
In legal services ChAFTA provides China’s first-ever treaty commitments on commercial
association between law firms. In addition to guaranteeing existing access for Australian law
firms in China, it also guarantees Australian law firms have the ability to establish commercial
associations with Chinese law firms in the Shanghai Free Trade Zone (SFTZ). These
commercial associations will be able to offer Australian, Chinese and international legal
services, without restrictions on where clients are located. 35
With regard to foreign investment Australia made significant FDI concessions, raising the
screening thresholds for private Chinese investments in non-sensitive sectors to AU$1,094
million from AU$252 million. This is on par with thresholds for Chinese private investment in
Japan, South Korea, New Zealand, and the United States. However, all investments must
originate from China to qualify for the higher threshold, and not come from offshore accounts.
Foreign investment in residential real estate is excluded from ChAFTA.
ChAFTA does not eliminate mechanisms already put in place by the Government of Australia to
review investment by Chinese State Owned Enterprises. However Australia has liberalized the
screening threshold at which private Chinese investments in non-sensitive sectors are considered
by the Foreign Investment Review Board (FIRB). Australia retains the right to screen Chinese
investments at lower thresholds for agricultural land, agribusiness, and sensitive sectors.
Furthermore, all investment by Chinese SOEs will be subject to review, regardless of transaction
size. The Foreign Investment review Board will consider factors such as whether investors
operate at arm’s length and on a commercial basis when it applies the national interest test. In
Australia, there is no real definition of what is necessary to pass the national interest test, and the
FIRB does not need to disclose how it arrives at a particular conclusion.36
While Australia’s agreement with China created a great deal of new market access, Australian
negotiators were unable to generate Chinese concessions in sugar, rice, cotton, wheat, maize, or
canola. Australia obtained a market access quota for its important wool industry but it was not
able to negotiate reduced tariffs for wool. Milk powder and beef are also subject to quota limits
under special safeguards.
The investor-state dispute settlement with the right of Chinese firms to sue Australian
governments for policy changes that adversely affect their interests was also a controversial
provision. Another provision that could attract public criticism is the right of Chinese investors
34
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who invest over AU$150 million to bring in temporary migrant workers to Australia without
local labour market testing. Australia retains the right to screen Chinese investment but the
threshold has quadrupled to just over AU$1 billion. Chinese investment is excluded from sectors
deemed sensitive by Australia such as agriculture, media, telecoms and defence.37
Despite some problems and risks in being an early adopter Australia stands to benefit by an
estimated AU $18 billion over the next decade. In a recent interview a former Australian Prime
Minister and expert on China was asked if he had any advice for Canada. He said: “My only
advice to anyone negotiating a free-trade agreement with our Chinese friends is China has
produced some of the toughest negotiators in the world on trade, so be tough.”38
Obstacles
Despite the Australian agreement and the change in government in Canada the prospects for a
Canada-China free trade agreement have not really changed. One obstacle is a general
skepticism with free trade agreements related to the debate that has emerged in the United States
presidential election campaign. Many blame free trade agreements for the loss of jobs and the
unequal distribution of wealth. Canadian media follow US elections almost as closely as
Americans and this trashing of free trade may have cooled some enthusiasm across the border.
It also appears that Mr. Trudeau, unlike his father, is not prepared to be significantly out of step
with the Americans. With China playing an important part in the United States election the
younger Mr. Trudeau seems less likely to make decisions in this area until he sees the nature of
the new American administration in November.
The Liberal government has been reluctance to fully embrace the Trans Pacific Trade Agreement
negotiated by the previous government. Ratification is proceeding slowly and once again it is
likely that no final decision will be taken until the United States ratifies or rejects the TPC.39
Even the Canada-EU Free Trade agreement which the new government has embraced, is causing
problems. Several EU members have problems with provisions relating to “investor-state
dispute settlement” provisions. Basically they allow foreign investors to sue governments in
special arbitration courts for damages the host government’s policies may cause to investors
interests. There is no cap on the potential compensation and no judicial review of the decisions.
Critics of this provision claim it is not only an unacceptable loss of sovereignty but enables
foreign investors to subvert environmental and social policies.
The Investment Treaty with China, negotiated by the Harper government, contains these
provisions and has been loudly criticized by some. “China retains the right of investment
screening in line with all its existing laws. So if a mayor of some Chinese city invokes a
municipal law to keep out a Canadian company arbitration is not an option. By contrast
aggrieved Chinese companies can haul Ottawa before a panel of three international lawyers over
actions by politicians, regulators, the courts or any other body at any level.”40
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A second obstacle is the view among some of the public policy community that China lacks
certain qualities required of a free trade partner. It is sometimes compared unfavourably to other
Asian states including Japan.
Japan is more technologically advanced than China and its large multinationals are highly
profitable juggernauts whose products are prized around the world for quality and
sophistication. Tokyo is, along with New York and London, one of the world’s three
principal financial hubs, where global capital is managed with unparalleled skill and
speed. Japan is a successful democratic society under the rule of law, with a deep
commitment to a stable world order. Japan is a staunch member of the Western
alliance… Our third foreign embassy opened in Tokyo in 1929, and some of our biggest
companies have been doing business there for decades. The Japanese have been investing
in Canadian industries as diverse as forestry, autos, video gaming, food processing and
oil sands production. 41
A third obstacle outlined by a former Canadian Ambassador is that Canadians seem unwilling to
see China as it is rather than as what they would like it to be. “This reflects our nostalgia for a
vanishing world in which our main international concerns – security, prosperity and our
considerable stake in a healthy global commons – have largely been worked out through our
relationship with the United States.”42
A fourth obstacle is that Canada has underestimated or ignored structures and mechanisms that
could help to manage the relationship. “It should not surprise us that China, a state that still sees
value in central planning and control, should prefer to manage its bilateralships along similarly
bureaucratic and state centric lines. China’s penchant for classifying and ordering its most
important partnerships is also a means of signaling to its vast bureaucracy what is and isn’t
possible with particular partners.”43
Australia has been more successful in formalizing a strategic partnership with China. “We need
to institutionalize our bilateral relations through broader and deeper direct government to
government exchanges that will build trust by having officials work together side by side toward
common goals and at the same time partner more effectively with China’s efforts to supply more
global public goods. Paralleling these efforts we need to put in place mechanisms that will
defuse tensions that periodically build up due to differences in our institutions and value
systems.”44
Relations are hampered by the absence of high level bilateral mechanism similar to the US-China
Strategic and Economic dialogue and the Singapore-China management committee.45 “The
narrative for deeper engagement should be rewritten. It should prepare for a much larger
Chinese presence in Canada and on the global stage; it should help address public ambivalence
41
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and the expanding list of irritants, frictions and anxieties. It should also recognize the
opportunities and shared interests in providing global public goods in areas including climate
change and clean technology, stabilization of international financial system and disease
control.”46
Similarly in the area of military to military exchanges Canada should increase co-operation in
areas like peace keeping, search and rescue, disaster relief and humanitarian assistance. “We
should aim to build a cohort of officers who are on a first-name basis with Chinese counterparts.
As part of a broad based effort to refocus our attention on the Asia Pacific, funding for military
exchanges and joint exercise must be budgeted on a priority basis.”47
A sixth obstacle, particularly during the Harper years was that Canada “has been obsessed with
a distinction between pursuing commercial and diplomatic opportunities versus promoting
human rights” 48 As a result Canada adopted a “cool politics, warm economics” policy toward
the PRC. It remains to be seen if the Trudeau government understands that a good relationship is
based on more than economics.
A seventh obstacle relates to public opinion. All democratic governments worry about their
standing in the court of public opinion but the Trudeau government seems particularly concerned
about this. While some public opinion polls commissioned by industries doing business with
China seem to show some movement in Canadian opinion toward China. Other polls indicate
this is still a problem.
One study by a professor, now a special adviser to the Minister of Global Affairs, shows that
while most Canadians believe China will be more powerful than the United States, only about a
third see China as highly important to their economy or support a free trade deal.49 Only 14%
support the prospect of a Chinese state owned enterprise owning a controlling stake in a major
Canadian company. A majority believe that human rights situation in China is deteriorating, that
it does not respect the freedoms of its people and that its growing military power is a threat.
More than half believe that China’s influence is threatening the Canadian way of life.50
In light of these obstacles, some of his own making, Mr. Trudeau has taken a cautious approach
toward China. He has given priority to improving Canadian relations with the United States
which also deteriorated under Mr. Harper. In his first six months Mr. Trudeau visited the US
four times including a state dinner at the White House and two trips to the United Nation.
Nor were these quick day trips which can easily be done from Ottawa. He spent 13 days in the
United States on these trips for the purpose of talking to the media, to universities, to interest
groups, even taking the time to pursue his favourite hobby, boxing, in a famous American gym.51
He understands how to parlay celebrity into raising Canada’s profile and improving the bilateral
relationship.
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Mr. Trudeau could take a similar approach to China. This might involve one or more visits
beyond the short stays associated with a summit or G20 meetings. A few well chosen events and
speeches or perhaps even a family vacation could turn Canadian opinion toward China fairly
quickly.
Timing is significant because with the Trans Pacific Partnership in limbo there is incentive for
Canada to seek an alternative plan such as an economic agreement with China. And for China
the possibility that the TPP might be ratified gives it a reason to look more favourably on an
arrangement with Canada as a counterbalance. Once the US election is over and positions are
settled there might be less pressure on both sides to negotiate a free trade agreement.
Conclusion: Canada and the China Question
In recent times China has articulated a new vision of the global order based on the notion of a
“community of common destiny” The “One Belt One Road” idea is designed to unite the planet
through infrastructure and trade. Its goal is to lift millions around the world out of poverty just
as it has done within China.
This is a grand vision and not one that will be accomplished in a single or even multiple 5 year
plans. But as an idea and a vision it deserves to be mentioned in the same breath as the
American post war Marshall Plan or Victor Hugo’s idea for an united Europe.
A Chinese vision for the world would be a more pluricentric one with several regional powers. It
would be unlike the cold war world with two competing ideologies striving to impose themselves
on the rest of the world. It would also be unlike the present single uni-power world where the
United States deploys its military forces to try and shape events to its interests. A multi-polar
world characterized by more tolerance for different kinds of governance structure and less talk
about universal values would likely be a more peaceful and prosperous world.
Canada needs to insert itself into this vision just as we inserted ourselves into and embraced the
concept of British Empire and later the American post war vision of rules-based internationalism.
The challenge is for Canadians to recognize and assist in the transition from a world order
“premised on American primacy that can no longer be maintained to an order that has not yet
taken shape.”52
The challenge for the Canadian government is to make the case that “engaging a country is not
the same as agreeing with it. But “there is no downside to partnering with China in areas of
common concern and using our influence on China’s direction. Partnering with China is a
daunting challenge given our ideological differences, institutional incompatibilities and
distinctive value orientations. However co-operation is possible without compromising our core
liberal and democratic values – and indeed necessary if Canada is to maintain a significant role
in global governance.”53
A small but optimistic sign that Canada might be moving in the right direction occurred in April
2016 when a group of Chinese engineers met in Ottawa with some parliamentarians to discuss a
project to build a 340 mile rail link to some potentially rich resource areas in a sparsely
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populated area of northern Ontario.54 The idea to build the line has been stalled for years
because of a lack of capital and short term thinking about the price of commodities.
The engineers are expected to complete a detailed feasibility study on the rail project within four
months that would then be presented to Chinese financial institutions.55 This will be a good test
of whether Canada is prepared to move beyond words and toward real projects with real impacts
on Canadian society and bilateral relations.
An even better signal would be for Canada to endorse the recent Chinese idea of building a rail
link from China through Russia, across the Bering Strait to Alaska and then through Canada to
the continental United States. 56
The political difficulties of such a project dwarf the technological challenges. But the dream has
been nurtured for years by Russian, American and other visionaries. Canada should not only lend
its support to such a project but play a leading role in bringing the parties together and pushing
the idea forward. That would be a kind of signal that Canada is willing to insert itself into the
Chinese vision of the world. This type of big thinking, led by China and with Canada as an
active supporter, could transform the world economy and international relations in ways we can
barely imagine.
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