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The Impact of
TPP Tariff Removal
on Canadian Trade

Introduction

The Trans-Pacific Partnership (TPP) is billed as a “21° century trade agreement”
that will boost growth and expand trade between the 12 participating Asia-
Pacific nations: Australia, Brunei, Canada, Chile, Japan, Peru, Mexico,
Malaysia, New Zealand, Singapore, United States and Vietnam. The U.S.
government has been open about the role it believes the TPP will play in
containing the economic ambitions of China, and perhaps India and other
BRICS nations. “The rules of the road are up for grabs in Asia,” says the
United States Trade Representative (USTR). “If we don’t pass this agreement
and write those rules, competitors will set weak rules of the road, threatening
American jobs and workers while undermining U.S. leadership in Asia.”
The “rules of the road” in the TPP include a wide range of constraints
on the policy flexibility of governments in areas such as finance, environ-
mental protection, cultural promotion, intellectual property rights, public
services and public health regulation, etc.2 This has been the agenda of free
trade agreements for some time, as tariffs are already at all-time lows global-
ly. Still, it is a useful exercise to test the assertions of TPP proponents that
benefits will automatically flow from the removal of remaining tariffs. The
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reality is Canadians have, to date, not been provided with sufficient infor-
mation to come to an informed assessment of the trade effects of the Pacif-
ic agreement, let alone its broader policy impacts.?

This paper seeks to fill some of the data gaps with respect to the potential
benefits and risks to Canada of tariff removal within the TPP. It begins by
assessing the scale of tariff removal that the TPP would provide for Canadian
exports. The potential impact of the agreement is then determined by reviewing
the quantity and product composition of Canada’s current trade with TPP
countries not covered by existing free trade agreements (i.e., excluding
countries where tariffs have largely been eliminated already).

The paper concludes that despite the potential for the TPP to have a
minimally positive effect on some Canadian exports, the agreement will
very likely undermine Canada’s trade balance, and our ability to generate
employment and expand activity in the manufacturing and high-tech sectors.
The TPP could prove to be a significant obstacle to the Trudeau government’s
commitment to diversify the Canadian economy beyond its current reliance
on extraction and exports of primary goods.*

Canada-TPP Trade by Numbers

According to proponents of the TPP, tariff removal via the agreement will
provide significant benefits to the Canadian economy, giving exporters
preferential access to almost 40% of world trade and 800 million potential
consumers.’ It is true the combined market share of TPP countries currently
accounts for 36% of global GDP (it was 52% in 2000), but much of Canada’s
existing access to that market (76% of TPP GDP) is already tariff free, as we
can see in Table 1.° It is a vast overstatement to say the TPP grants Canada
new access to fast-growing Pacific Rim economies.

Exports to TPP countries account for a significant portion (81%) of Canada’s
total exports (Table 2), though 94.6% of this trade is with the United States
and covered by the North American Free Trade Agreement (NAFTA). When
we add the other TPP countries with which Canada already has tariff-free
access—Mexico, Chile, and Peru (through FTAs), and Singapore, which does
not apply tariffs on imports—we see 96.8% of Canadian exports to the TPP
region face no tariff barriers (see Figure 1).” The remaining 3.2% of Canada’s
current regional exports go to prospective TPP countries where some tariffs
still apply (i.e., where there is no FTA in place), but account for only 2.8%
of Canada’s total exports to the world.
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I TABLE 1 TPP GDP, Population and GDP per Capita (2014)

GDP ($US millions) % of TPP GDP  Population (thousands) Pop. as % of TPP  GDP per Capita ($US)
Australia 1,474,849 5.2% 23,622 2.9% 62,414
Brunei 14,971 0.1% 417 0.1% 35,376
Japan 4,586,748 16.3% 126,795 15.5% 36,116
Malaysia 326,113 1.2% 29,902 3.7% 10,803
New Zealand 202,169 0.7% 4,495 0.6% 44,420
Viet Nam 186,599 0.7% 92,423 11.3% 2,016
TPP (non-FTA) 6,791,450 24.1% 277,655 34.0% 24,460
Canada 1,786,670 6.3% 35,544 4.4% 50,294
Chile 258,358 0.9% 17,763 2.2% 14,537
Mexico 1,279,305 4.5% 125,386 15.4% 10,334
Peru 201,251 0.7% 30,973 3.8% 6,541
Singapore 301,193 1.1% 5,507 0.7% 54,593
United States 17,526,951 62.3% 323,241 39.6% 53,702
TPP (Tariff-free) 21,353,728 75.9% 538,413 66.0% 39,660
TPP Total 28,145,178 816,068 34,403
Sources GDP & GDP per capita, UNCTADstat; population UNCTADstat and Statistics Canada. Author’s calculations.
I FIGURE 1 Canada-TPP Trade (2015)

Exports Imports

TPP Countries
With FTAs
96.8%

TPP Countries
Without FTAs
3.2%

TPP Countries
With FTAs
92.8%

TPP Countries
Without FTAs
7.2%

Source Industry Canada,® Trade Data Online (Singapore does not levy import tariffs and is therefore included in Canadian exports to TPP FTA countries).
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FIGURE 2 Canadian Trade Balance ($ millions)
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Proponents claim the TPP will provide access to 80o million consum-
ers, but here, too, Canada already has preferential access to 66% (538 mil-
lion) of these consumers. The difference between preferential access to 76%
of TPP country GDP and 66% of consumers in the region is accounted for
by the relatively lower income of more populous countries such as Vietnam
and Malaysia, where per capita GDP is $2,016 and $10,803 respectively (the
TPP average is $34,400). Table 1 shows that per capita GDP—an indicator
of purchasing power—is 38% lower in TPP countries where Canada has no
FTA than in its current FTA partners, throwing cold water on the idea that
simply adding more potential consumers will automatically benefit Can-
adian exporters.

Canada-TPP Trade Balance

For some time, Canada’s positive global trade balance has depended on a
healthy trade surplus with the U.S., while our deficit has grown with the
rest of the world (see Figure 2). In 2009, in the wake of the Great Recession,
Canada posted its first global trade deficit in recent history. Since then, Can-
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TABLE 2 Canada-TPP: Exports, Imports & Trade balance (2015) ($ CAN millions)

Canadian % Canadian Imports % Canadian Trade
Canada’s TPP Negotiating Partners Exports TPP Exports to Canada TPP Imports Balance
United States 400,306 94.5% 284,945 82.3% 115,361
Japan 9,755 2.3% 14,765 4.3% -5,010
Mexico 6,574 1.6% 31,156 9.0% -24,581
Australia 1,890 0.4% 1,680 0.5% 210
Singapore 1,507 0.4% 954 0.3% 553
Chile 791 0.2% 1,854 0.5% -1,063
Malaysia 790 0.2% 2,637 0.8% -1,847
Peru 858 0.2% 3,260 0.9% -2,402
Vietnam 653 0.2% 4,089 1.2% -3,436
New Zealand 475 0.1% 683 0.2% -208
Brunei 3 0.0% 4 0.0% -1
Total TPP 423,601 346,027 77,575
TPP without US 23,295 5.5% 61,082 17.7% -37,786
TPP FTA 410,036 96.8% 321,215 92.8% 88,822
TPP non-FTA 13,565 3.2% 24,812 7.2% (11,247)

Exports Imports

TOtal CdnGlObalTrade ..................................... 521922 ...................................... 535156 ....................................... - 13234
TPP % Cdn Total Trade 81.2% 64.7%
TPP Without US (% of Cdn. Global Trade) 4.5% 11.4%

Source Industry Canada, Trade Data Online, author’s calculations.
Note Singapore is included in the TPP FTA category given its 0.0% average tariffs on imports.

ada has had trade deficits in four of the past six years® and posted a record-
high trade deficit in 2015.%°

The trend toward increased trade deficits is also evident in Canada’s trade
balance with TPP countries (see Table 2 for 2015 data). When trade with the
U.S. is removed from the equation, Canada has an overall trade deficit with
TPP countries, and enjoys surpluses only with Australia and Singapore, which
together account for a marginal 0.8% of Canada’s exports to the TPP zone.

Canada imports significantly more from non-FTA TPP countries than it
exports to them, leading to persistent trade deficits that reached a total of
$11.3 billion in 2015 (Table 2). In effect, Canada imported $1.83 of goods for
every $1 it exported to non-FTA countries in the TPP. These trade deficits
are indicative of Canada’s imbalanced trade with the region: they represent
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lost production opportunities and jobs for the Canadian economy, as a
disproportionate quantity of products purchased in Canada are produced,
and generate jobs, elsewhere.

The TPP would not correct this imbalance, and will likely worsen it, since
a smaller portion of Canada’s exports (3.2%) would become tariff free than
imports (7.2%). To the degree that lowering tariffs increases trade in both dir-
ections, we should therefore expect Canada’s imports to grow more than ex-
ports to TPP countries not already covered by an FTA. This is consistent with
Canada’s experience under other free trade agreements and is contributing
to growing trade deficits with most countries other than the United States.™

Composition of Canada’s TPP Trade

Canada’s trade with TPP countries not currently covered by a FTA exemplifies
our general reliance on exporting primary commodities and importing more
advanced manufactured goods. As we see in Table 3, about 90% of Canada’s
top 25 exports to these countries are primary or barely processed commodities,
with the top five (copper, seeds, pork, coal, and lumber) making up 54%
of the value in this category. Most of these exports (72%) are destined for
Japan (see Table 2).

Agricultural products such as oilseeds, pork, and wheat account for a
greater portion of Canada’s exports to TPP countries not covered by FTAs
(36% of the top 25 exports) when compared to Canada’s global exports,
which are dominated by petroleum products (46% of the top 25) and trans-
portation manufactured goods (34% of the top 25).”2 Exports of non-renew-
able resources, such as coal, copper, gold, iron, and aluminum, nonethe-
less make up a large portion (35% of the top 25) of Canada’s exports to the
TPP FTA countries.

In the same table we can see that Canada’s imports from TPP countries
not covered by an existing FTA (non-FTA) are 93% comprised of more so-
phisticated manufactured goods. Japan alone accounts for 60% of Can-
adian imports from the TPP (non-FTA) economies (Table 2). A large por-
tion of this TPP non-FTA trade (36% of the top 25 products) generated by
the auto industry (24% autos, 12% auto parts). Also in the top five imports
to Canada are transmission and drive train parts, telephone sets, and print-
ing machinery. Not only is Canada—-TPP trade imbalanced in a quantitative
sense, in that it produces steady trade deficits, but it is also qualitatively
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TABLE 3 Canadian-TPP (non-FTA countries) by Product (Top 25, HS4 product codes, 2015,

$CAD millions) (Australia, Brunei, Japan, Malaysia, New Zealand, Vietnam; Singapore is not included
in Canadian Exports as it does not apply tariffs. Canadian Imports include Singapore as Canada
does apply tariffs to imports from Singapore) Primary or Basically Processed Products highlighted

Canadian Exports

Canadian Imports

Category (HS4)

Value ($m)

Category (HS4)

Value ($m)

2603 - Copper ores

1205 - Rape or Colza Seeds

0203 - Meat of Swine

2701 - Coal

4407 - Lumber

1001 - Wheat

1201 - Soya Beans

4703 - Chemical Woodpulp

3004 - Medications

3104 - Fertilizers

2601 - Iron Ores

8802 - Helicopters, Airplanes and Spacecraft
0306 - Seafood

8803 - Parts of Helicopters, Airplanes
4403 - Wood in The Rough

8411 - Turbo-Jets, Turbo-Propellers, Turbines
2503 - Sulfur

1107 - Malt

7601 - Unwrought Aluminum

0303 - Frozen Fish (Excl. Fish Fillets)
8483 - Transmission Shafts and Parts
7504 - Nickel Powders and Flakes
8105 - Cobalt and Articles Thereof
7502 - Unwrought Nickel

0713 - Leguminous Vegetables

Top 25 exports total

Primary commodities top 25 (in bold)
# of primary products (of 25)

Share of Top 25 Total Value

66
9,211
8,277

21

89.9%

8703 - Automobiles
8708 - Motor Vehicle Parts

8483 - Transmission Shafts and Cranks, Bearing

8517 - Telephone Sets

8443 - Printing Machinery

8429 - Earth moving vehicles

8542 - Electronic Integrated Circuits

4011 - New Pneumatic Tires of Rubber
8471 - Magnetic/Optical Readers

8803 - Parts of Helicopters, Airplanes

9403 - Furniture

2204 - Grape Wines

0202 - Meat of Bovine Animals - Frozen
8525 - Audio - visual Transmission Cameras
3004 - Medicaments

7112 - Waste and Scrap of Precious Metals
8544 - Wire, Conductors, Optical Fibre Cables
6403 - Shoes, Boots, Sandals and Slippers
9018 - Medical Instruments / Appliances
8701 - Tractors

0204 - Meat of Lamb, Sheep and Goats
2844 - Uranium

7318 - Screws, Bolts, Nuts, Rivets, etc.
8504 - Electrical Transformers & Converters
8413 - Pumps For Liquids; Liquid Elevators
Top 25 imports total

Primary commodities top 25 (in bold)

# of primary products (of 25)

Share of Top 25 Total Value

Note Primary Commodities, Standard International Trade Classification (SITC O + 1+ 2 + 3 + 4 + 68 + 667+ 971)

Source Industry Canada Trade Data Online

The Impact of TPP Tariff Removal on Canadian Trade
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217
206
201
188
184
182
147
145
142
140
203
872

4
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TABLE 4 Sectoral Composition of Goods Exports (% of Total Exports)

Agricultural Ores
Food Raw Materials Fuels and Metals Manufactures

2000 2014 2000 2014 2000 2014 2000 2014 2000 2014
Canada ..................... 6 4 ........... 108 ............ 62 ............. 41 ............ 132 ........... 281 ............. 4 4 ............. 7 0 ............ 63 8 .......... 464 ‘‘‘‘‘
High income 6.1 9.2 1.7 1.6 11 10.6 2.8 3.9 73.6 70.1
Euro area 7.8 9.8 1.5 1.4 32 6.6 2.2 2.6 79.4 76.5
East Asia & Pacific 7.1 5.3 1.7 1 6.2 4.6 2.1 1.8 82.4 87.1
World 6.9 9.4 1.8 1.6 12 10.7 3.0 4.0 72.4 70.6

Note Merchandise export shares may not sum to 100 percent because of unclassified trade
Source World Bank Development Indicators

so, with exports dominated by resources, and imports by more highly pro-
cessed manufactured goods.

This pattern is indicative of Canada’s integration into the international
economy, which is increasingly characterized by an expansion of primary
commodity exports and a decline in manufactured exports (see Table 4).
Overall, Canada’s global exports as a portion of GDP declined from 40%
in 2000 to 32% in 2014.3 Between 2000 and 2014, manufactured goods de-
clined from 64% to 46% of total exports. The export of primary commod-
ities (unprocessed and basically processed goods) increased from 30% to
more than 50% of total exports over the same period.

While many high-income economies have seen a decline in manufacturing
as a portion of total exports, we can see from Table 4 that Canada’s experience
is disproportionate. Meanwhile, East Asian and Pacific TPP economies
have grown their share from 82% to 87%, often by specializing in high-tech
industries.

The shift in Canadian exports is partially accounted for by the commod-
ity price boom of the 2000s, which increased the total value of primary ex-
ports relative to non-primary exports. But as Figure 3 indicates, since about
2005, Canadian manufactured exports have yet to recover from the reces-
sion and have stagnated in absolute, not just relative, terms. Between 2000
and 2014, primary commodity exports increased by 189% and manufac-
tured goods by 20%.

The World Bank’s export volume index (an indicator of the quantity
of units traded) shows that while the value of Canada’s exports increased
by 66% between 2000 and 2013, the volume of exports declined by 4%. In
other words, we have been exporting less but the products have been, until

12 \ (Canadian Centre for Policy Alternatives



FIGURE 3 Canadian Global Exports ($US millions, nominal)
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Source UNCTADstat, International Trade in Goods and Services, and author’s calculations.

recently, worth more.* During the same period, Canadian import volumes
increased by 40% and the import values increased by 94%, indicating that
Canada’s exports have not kept pace with the increase in imports as meas-
ured by volume and value.®

Canada-TPP Tariff Rates

While applied tariffs are already low by historical standards, the removal
of Canadian tariffs in several strategic sectors could undermine Canada’s
advanced manufacturing sectors and prospects for economic diversification.
The average applied tariff rates of TPP countries are all below 5% except
for those of Malaysia and Vietnam, reflecting their positions as developing
countries making use of tariffs to support emerging manufacturing sectors.

Malaysia and Vietnam account for 1.7% of TPP GDP and will not pro-
vide game-changing market opportunities for Canada. Singapore does not
apply tariffs, and for the remaining traders (without Malaysia and Vietnam)
rates are very low. For the most part, Australia has the highest tariffs with-
in this group, indicating some potential opportunities for Canadian exports
when these come down. But here, and in general, the potential benefits of

The Impact of TPP Tariff Removal on Canadian Trade
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TABLE5 TPP(Non-FTA) Most Favoured Nation Applied Tariffs as % of the Value of Product Imported
“Simple Average of Simple Average” and Weighted Averages, Non-agricultural Goods, 2015 (%)

Manufactured Machinery Other

Product Goods, Ores Oresand Manufactured Chemical and Transport Manufactured
Category and Metals Metals Goods products Equipment Goods

Average 3.2 1.24 3.33 1.68 2.85 4.19
Australia

Weighted 291 1.49 2.93 1.58 3.26 3.18

Average 1.85 0.0 1.9 0.45 3.72 1.43
Brunei

Weighted 1.54 0.0 1.54 0.37 1.85 1.09

Average 2.37 0.01 2.52 0.62 1.2 3.86
Canada

Weighted 1.97 0.02 2.04 1.07 2.32 2.11

Average 2.33 1.23 2.4 2.64 0.03 333
Japan

Weighted 0.86 0.11 0.98 1.1 0.0 2.32

Average 5.91 2.7 6.11 2.56 4.52 8.32
Malaysia

Weighted 4.45 2.45 4.67 3.35 3.77 8.51

Average 2.42 0.81 2.51 0.74 2.86 3.04
New Zealand

Weighted 2.67 0.99 2.71 1.58 3.12 2.4

Average 0.0 0.0 0.0 0.0 0.0 0.0
Singapore

Weighted 0.0 0.0 0.0 0.0 0.0 0.0

Average 8.38 1.7 8.74 3.05 6.03 12.2
Vietnam

Weighted 4.14 0.63 4.38 3.07 3.22 7.07

Average 3.44 1.10 3.57 1.59 2.86 4.64
Avg. non Canada

Weighted 2.37 0.65 2.04 1.16 2.06 2.25
Average Not Average 1.96 0.66 2.03 1.10 1.89 2.40
Including Malaysia
and Vietnam Weighted 1.60 0.52 1.63 0.93 1.65 1.80

Source UNCTADstat
Notes In simple average of simple average “the same weight is given to all products, without taking into account how much the products are traded.” In calculating weighted
average, “more weight is given to products with larger import flows.”*®

tariff removal must also take into account the comparatively higher trans-
portation costs faced by Canadian exporters relative to those of other Asia-
Pacific TPP partners.

Canada tends to apply higher average tariffs on imports of processed ores
and metals, manufactured goods, and “other manufactured goods” than the
TPP average when Malaysia and Vietnam are excluded (Table 5). This could
indicate some small advantages for TPP exporters to Canada, but overall
the differences between applied tariff rates are minimal.

Lowering or removing tariffs via the TPP could have indirect conse-
quences for Canada’s exports to the U.S., which would become less com-
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petitive relative to goods from TPP countries with lower production costs.
This could, in turn, lead to a significant shifting of production away from
North America generally, contributing to downward pressure on wages and
employment in Canada and across the TPP zone.”

Canada-Japan Trade

Japan is by far the largest economy among TPP countries with which Can-
ada has no FTA, accounting for 68% of GDP (Table 1) and 72% of Canadian
exports (Table 2) to this group. Japan is a major global exporter of advanced
manufactured goods, and the lowering or removal of tariffs on trade with
Japan will have a far greater economic impact on Canada than trade liberal-
ization with any of the other non-FTA TPP countries.

The tariff-free portion of agricultural imports are similar for Canada (51%)
and Japan (47%), but the WTO tariff profiles indicate that, with the excep-
tion of dairy products, Japan is more protective of its agriculture sector than
Canadais.®® It is possible there would be an increase in exports of Canadian
agricultural products such as grains, oilseeds, and pork as Japanese tariffs
are reduced through the TPP.»

The situation is quite different outside of agriculture: 83% of Canada’s
non-agricultural exports to Japan already face no tariffs, while the same can
be said of 69% of imports from Japan. Canada’s new export opportunities
are therefore less relative to Japan in that Japanese exporters could benefit
from tariff reductions on a further 31% of its current exports compared to
17% for Canadian exporters.

Canada’s tariffs on imports of advanced manufactured goods, such as
electrical and non-electrical machinery and transportation equipment,
are higher than Japanese tariffs for these product groups (see Table 6). For
example, Canada applies an average tariff rate of 5.8% on 59% of transportation
equipment product groups, whereas Canadian transportation exports to
Japan are not tariffed. Upon tariff removal, the cost of Japanese transportation
exports to Canada could be reduced by 5.8% on average, whereas the cost
of Canadian transportation exports to Japan would not be affected.

Given that Japan has no tariffs on most advanced manufactured imports,
Canadian manufacturing firms have little to gain from the TPP. Conversely,
Japanese exporters will benefit from tariff reductions on an average of 27%
of the advanced manufacturing product groups imported to Canada.* Con-
sequently, the removal of tariffs on Canada-Japan trade could exacerbate

The Impact of TPP Tariff Removal on Canadian Trade
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TABLE 6 Canada and Japan, Advanced Manufacturing Tariffs

Canada Japan
% Product Groups Avg. Applied Maximum % Product Groups Avg. Applied Maximum
Product Group Tariff Free Duties (%) Tariffs (%) Tariff Free Duties (%) Tariff (%)
None[ecmca[machmery ...................... 93 ................. 04 ................. 9100 ................... 0 ,,,,,,,,,,,,,,,,,, 0
Electrical machinery 83 1.1 9 98 0.1 5
Transport equipment 41 5.8 25 100 0 0

Source WTO Tariff profiles, Canada, Japan

16

Canada’s current trade trajectory described above (i.e., toward the export of
primary commodities and the decline in manufacturing exports).

Challenges of Resource-Driven Exports

The main opportunities for Canadian exports generated by tariff elimination
under the TPP appear to be in the provision of raw materials to be processed
and transformed offshore, and possibly re-imported to Canada as value-
added manufactured goods. This imbalanced trade can be seen in Canada’s
sectoral trade balances with TPP negotiating countries, as expressed in
Figure 4, but it is also reflective of Canadian trade patterns in other parts of
the world outside the U.S.

Exports from high-tech industries can play a leading role in facilitating
innovation and productivity increases in the Canadian economy. But, as
we saw in Figure 3, Canada’s high-skilled and high-tech manufactured ex-
ports have declined as a portion of total goods exports, from 18.7% in 2000
to 14.9% in 2014, and high-tech exports are not keeping pace with growth
in the Canadian economy, declining from a high of 6.6% of GDP in 2000 to
3.8% in 2014.2 These findings are confirmed by OECD reports that show Can-
ada is a laggard in terms of business investment in research and develop-
ment, and that we have a comparative disadvantage in high-technology and
medium-high-technology manufacturing, but a comparative advantage in
low and medium-low manufacturing.?

The TPP would curtail Canada’s ability to reverse this trend. Partly it
would do this by removing important sector-development policy tools that
have historically proven successful in the transition to a more diversified
economy and the production and export of value-added high-tech products
in advanced economies. We have seen this with respect to tariffs applied in

Canadian Centre for Policy Alternatives



FIGURE 4 Canada’s TPP Trade Balance by Sector, NAICS Codes ($CAD millions)
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Source Industry Canada, Trade Data Online.

support of strategic sectors. But, like other free trade and investment agree-
ment since the NAFTA, the TPP also prohibits an extensive list of perform-
ance requirements (technology transfers, domestic content or employment
quotas, etc.) that states might reasonably wish to attach to foreign invest-
ment in non-renewable resource extraction.?* The TPP procurement and
state-owned enterprises chapters further limit the use of public spending
and federal crown corporations to bolster local development.

These and other industrial policies, which violate free-trade orthodoxy,
have been instrumental in enabling economies to move up the value chain
in the context of economic globalization, as in the rapid industrialization of
the East Asian economies.” China is successfully using strategic interven-
tions to move from being a low-cost producer of labour-intensive exports
into producing high-tech value-added products such as heavy construction
machinery and aircraft.?® Developed economies have also been contemplat-
ing sectoral development strategies as they seek to lift themselves out of the
economic stagnation that has followed from the Great Recession.””
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Some Employment Implications

Canada’s increasing reliance on primary commodities for its goods exports
could impact employment creation prospects. Statistics Canada has noted
that, in the 2000s, the extractives sector experienced the “longest and strong-
est cycle for resources in postwar history,” which generated record levels of
investment, doubled profits, and “lifted the stock market to record heights,”
but the sector has “not been a large source of jobs for Canadians.”*

Indeed, employment in the resource sector has been in decline as a por-
tion of total employment in Canada—from 10% in 1990 to approximately 7%
at the height of the commodity price boom in 2007.* This is partly due to
employment growth in the service sector, but it is also indicative of the in-
creasing capital intensity of the extractives industries.*

Table 7 provides several measures of job creation associated with the
mining, oil and gas, and manufacturing industries. Manufacturing is more
employment intensive than the extractive industries, providing more jobs
as a portion of GDP, exports, and value-added production. This stands to
reason, given the high level of capital investment required to explore for,
extract, and bring to market mineral deposits.

The extractives industries tend to pay higher wages on average, but of-
fer far fewer employment opportunities.>* Statistics Canada’s value-added
exports data to 2011 (most recent for this data set) shows that manufactur-
ing exports generated 612,000 direct value-added jobs (40% of all value-
added export jobs) compared to 61,000 jobs (4% of export jobs) generated
by mining and oil and gas industries, and 68,000 by crop and animal pro-
duction (Table 7).

Add indirect jobs and we see manufacturing employs 1,321,700, mining,
and oil and gas employs 276,700, while crop and animal production employs
128,700.2 When indirect jobs are considered, the portion of value-added
jobs in the extractives industries more than doubles (from 4% to 9%), but
this is still less than one-quarter of the portion of value-added jobs creat-
ed by the manufacturing sector. Agricultural production is more labour in-
tensive and produces a disproportionate number of jobs relative to its con-
tribution to exports.

The composition of Canadian primary commodity exports to the TPP
non-FTA countries is (roughly) evenly divided between the renewable nat-
ural resource sectors (36% of top 25 exports: agriculture, forestry, and fish-
ing) and the non-renewable extractives industries (35% of top 25)3, whereas
Canada’s global trade is dominated by extractives. As noted above, tariff re-
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TABLE 7 Employment Intensity Manufacturing and Mining and QOil and Gas

Goods Producin Jobs Per $1 Billion Value-Added
Industries (2014 Exports (2014) Exports (2011)
% of % Direct &
Industry % of GDP Employment % of Exports % of Jobs Indirect Jobs
Manufacturing 36% 52% 4668 52% 40% 45%
Mining & Oil & Gas 27% 8% 1525 21% 4% 9%
Crop & Animal Production 3% 4% 4%

Sources Statistics Canada (Tables 379-0031, 281-0024, 381-0032), Industry Canada Trade Data Online & author’s calculations
Note Comparable data for % of GDP, % of employment and Jobs per 1 billion exports is not readily available.

duction in the TPP could provide opportunities for increased agricultural ex-
ports, but the impact on employment is likely to be small. The employment
potential of increases in seed and pork exports must be weighed against the
job losses following from increased Canadian dairy imports resulting from
the TPP, and the aforementioned impacts on Canadian manufacturing.*
In general, however, we can say that Canada is increasing exports of
goods produced via resource extraction (low employment intensity) and
imports of manufactured products (high employment intensity). In effect,
Canada is exporting goods that create relatively few domestic jobs and
importing goods that create more jobs elsewhere. This could account for
some of the decline in manufacturing employment over the past decade, and
points to long-term challenges for job-creation strategies and achieving full
employment in Canada. The prioritization of resource extraction and export
by the previous Conservative government can be seen as having sidelined
job-creating, value-adding, and productivity-enhancing industries.
Reliance on the export of primary commodities also contributes to ex-
change-rate volatility and vulnerability as increases in commodity prices put
upward pressure on the Canadian dollar. This volatility creates challenges
for other exports. For example, a strong Canadian dollar increases the cost
of manufactured goods for foreign buyers and thereby, as in the case of the
commodity price boom of 2000s, contributes to a decrease in non-resource-
sector exports, and job losses. Between 2001 and 2014, the Canadian econ-
omy lost 493,000 manufacturing jobs.>® The inevitable decline in commod-
ity prices from the record highs of the 2000s has also had adverse effects on
economic growth and public finances, as evident from the fiscal challen-
ges the federal and several provincial governments are currently facing.
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Conclusion

The TPP would have broad impacts in a number of policy areas not described
here but covered in other studies within the CCPA’S “What’s the Big Deal”
series on the Trans-Pacific Partnership. This report has examined the
potential impacts of tariff reduction in the TPP on the Canadian economy.
It finds that, far from automatically benefiting workers and consumers, the
agreement will likely exacerbate Canada’s reliance on low-employment-
intensity primary commodity exports.

The potential for the TPP to open up opportunities in certain sectors, such
as pork and seed exports, must be assessed against the increased imports of
dairy products from the U.S., New Zealand and Australia, the likely increase
in tariff-free imports of advanced manufactured products from Japan, and
of non-advanced manufactured goods from lower-cost jurisdictions such as
Malaysia and Vietnam. The Pacific deal not only removes tariffs but also many
of the tools governments, including Canada, might reasonably wish to use to

foster economic advancement and the growth of innovation-driven exports.
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