0 Canadian Centre for
Policy Alternatives

Behind the numbers
Economic facts, figures and analysis
Volume 5, Number 2 * Dec. 22, 2003

Straight Talk:

Big Business and the Canada-US Free Trade Agreement Fifteen Years Later
By Bruce Campbell and David Macdonald

he |5J‘h anniversary of the historic Canada-US
Free Agreement is just days away. This paper
examines the free trade claims of the big

business lobby, the BCNI (now the CCCE), in
relation to its own performance over the last i5 years.

Back then, Canada’s premier big business lobby,
the Business Council on National Issues (BCNI), led by
its CEO, Tom D’Aquino, spearheaded a massive drive
to secure passage of the “free trade” deal. It poured
millions of dollars into an unprecedented campaign
to sell the deal and re-elect the Mulroney Tories in
1988.

The BCNI pulled together a front group called the
Canadian Alliance for Trade and Job Opportunities to
focus its free trade promotion agenda, putting $5
million into election advertising to discredit oppo-
nents. It blanketed the media with ads trumpeting
the benefits and waming of the dire consequences of
rejecting the deal. One of these was a multi-page
insert in major daily newspapers called Straight Talk
on Free Trade. Among its many claims Straight Talk
boasted that the deal would lead to rising living
standards, “create more jobs, better jobs.” It also
claimed that social programs were “not threatened in
any way by the Free Trade Agreement.” “Won't
Canadian business lobby to reduce spending on
social and other programs?” it asked. “Not at all,” it
answered.

The BCNI’s efforts were pivotal to the Mulroney
election victory. Despite the fact that a majority of
Canadians voted for parties’ that opposed the FTA,
the country took the ‘leap of faith” and Canadians
have been living with ‘free trade” for the last 15
years.

Today Tom D’Aquino, still at the helm, blithely
insists that the FTA (and NAFTA) has fulfilled its
promises and has brought Canada unprecedented
prosperity. The BCNI changed its name recently to
the Canadian Council of Chief Executives (CCCE),
though it remains, according to its web site, an
organization made up of the 150 leading companies
in Canada. Interestingly, BCNI member companies
were billed in 1989 as collectively owning almost $i
trillion worth of assets. Today the group describes
itself as collectively owning $2.3 trillion in assets, a
gain of $1.3 trillion since 1989. These companies have
evidently done quite well during the “free trade”
era.

The Canadian Council of Chief Executives is now
pushing hard for measures to bind Canada even
more tightly to the US economy. Once again it is
warning that the status quo is not acceptable, that
the costs of not taking this leap could be cata-
strophic for the economy and the well-being of
Canadians. Its North American Security and Prosper-
ity Initiative calls for—as a matter of top priority—
Canada’s integration with American security and
military operations, a continental resource (includ-
ing energy) policy, and harmonized regulations and
standards. It also wants a common trade policy,
common currency, harmonized tax systems, etc.

The fact that Canada has become much more
deeply integrated into the US economy over the last
I5 years is not in dispute. There has been a huge
increase in exports to (and imports from) the U.S., as
well as a large increase in two-way investment flows.
Trade has become a significantly larger component
of our economy. More than half of our total manu-



facturing output now goes to the U.S., up from one-
third in 1989.

There is much disagreement, however, about
whether the FTA/NAFTA has been good for the coun-
try. Examining its impact on job creation, for exam-
ple, a 1999 Industry Canada-commissioned study
found that more jobs were destroyed by the rise in
imports than were created by the rise in exports
(Dungan and Murphy 1990). Also in dispute is its role
in relation to other policies. (Our view is that the
trade deals are part of a neo-conservative policy
package that includes monetary austerity, tax cuts,
deregulation, privatization, etc. These polices have
interacted with each other in mutually reinforcing
ways. And their effects have been cumulative over
time, making the job of precisely measuring FTA
impacts, difficult.)

One thing we can determine with precision,
however, is the job and wealth creation performance
of these BCNI/CCCE companies. We hypothesize that
big business would best be able to deliver on job
creation expectations in the realm over which it had
the most control, namely, its own member compa-
nies.

We examined a sample of 39 such companies,
half of which are foreign-controlled. (We did not
include financial companies even though they are a
prominent segment of the BCNI/CCCE membership).
How many people did they employ and what were
their revenues in 1988, the year before the trade deal
was implemented? We then compared these figures
with their current employment and revenue levels.

Our findings are striking:

Fourteen companies in the sample increased
employment, by 97,267 or 41%. Some like Bombar-
dier, Cargill and IBM, made major increases in their
Canadian workforce. The other 25 companies re-
duced their combined work force by 197,535 or
43.5%. GM, Ford, Shell, Molson, and Noranda were
among those that made major cuts. Only three of the
21 foreign-controlled companies in the sample
increased their employment, whereas 11 of the 18
Canadian-owned companies increased employment.

With two exceptions, all companies increased
their revenues during the free trade era. In general,
their gains varied from healthy to spectacular. The
companies that increased employment had a com-

bined revenue increase of $78.5 billion (181%). Those
that shed jobs had a combined a revenue increase of
$65 billion (69%).

Overall, the 39 BCNI companies increased their
combined revenues by $144 billion, a 105% jump.
These same 39 companies decreased their collective
workforce by 100,268, or 14.5% during 1988-2002.

On the social (and other) program spending
front, big business hastily broke its promise once the
trade agreement was in place and began lobbying
for cuts. Program and tax cuts were necessary, it
said, to ensure a “level playing field” for competition
with the Americans in the new free trade environ-
ment. The Mulroney government began to imple-
ment the cuts, but it was the Chretien-Martin gov-
ernment that brought in the largest non-military
cuts in Canadian history. It did so under cover of
deficit elimination, which, once achieved, was
followed by massive tax cuts. Unemployment insur-
ance was the most visible example of a social pro-
gram that was harmonized down to the American
level. The cuts were so brutal that the proportion of
unemployed Canadians eligible to collect unemploy-
ment insurance dropped from 75% in 1989 to 38% in
2002. But cuts to public services were evident across
the board.

Canadian governments collectively reduced their
program spending from 44.8% to 34.8% of GDP from
1992 to 2002. Governments reduced transfers to
persons from 13.5% of GDP to 10.5% of GDP—the
equivalent of $55 billion in 2002 alone (Jackson,
2003b). The cuts were accompanied by a major re-
engineering of government—privatization, deregula-
tion, decentralization etc.

While Canadian governments still spend signifi-
cantly more on social programs and public services
than do their American counterparts, the difference
has been shrinking dramatically. Canadian govern-
ments spent 34.8% of GDP on programs in 200l
compared to the 31.9% spent by US governments that
year. The difference fell from 10.9 percentage points
of GDP in 1992 to just 2.9 percentage points in 200I.
The gap in non-military spending between the two
countries is greater—5.7 percentage points of GDP in
2001—but down dramatically from 15.2 percentage
points of GDP gap in 1992. The evidence that the
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Canadian social state is converging down to the U.S.
level is compelling.

While the BCNI/CCCE companies saw big increases
in the value of their assets and revenues, the prom-
ised rise in prosperity for the majority of Canadian
workers and their families did not occur. Average
real wages have been stagnant in the free trade era
despite steady, if unspectacular, productivity gains.
Contrast this with the far greater annual increases in
executive compensation throughout the period. The
bulk of productivity gains went to profits at the
expense of labour income. The inflation-adjusted
market incomes of the richest 20% of families grew
16.5% from 1989 to 2001 compared to a loss of 7% for
the bottom 20%. The share of the market income pie
rose for the top 20%, while the shares of all other
income groups fell (Jackson 2003a: 10). Poverty rates
rose for all working-age Canadians.

Annual growth in average personal income per
capita, the best measure of living standards, fell
from a sluggish 1.55% per annum in the 1980s to a
snail’s pace of 0.55% yearly during 1989-2002 (Sta-
tistics Canada data posted at www.csls.ca). During
the 1960s and ‘70s, personal income per capita rose
at a stellar annual pace of 3.9%.

So how does the Straight Talk rhetoric stack up to
the reality of the last 15 years. Some sectors of the
economy and some income groups have benefited.
Certainly big business has benefited, with significant
gains in income, wealth, and CEO pay packages.
However, the FTA/ NAFTA failed to deliver the goods it
promised. And the effect on well-being of a large
majority of Canadians, and on the social cohesion of
society, has been negative on balance.

The slowing of living standards growth (com-
pared to the previous four decades) to almost a
standstill for all but the richest 20% of families; the
growth in inequality; and the implosion of the
Canadian social state—have all been the hallmarks of
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the “free trade” era. Clearly Straight Talk gets a
failing grade.

The CCCE will again trumpet the FTA in the
coming days and weeks, dismiss its negative effects
and deny its failed promises as it pushes ahead with
its deep integration agenda. It claims that we can go
down this road without further compromising our
sovereignty, inequality, and social cohesion, but
warns of the dire consequences of being offside with
U.S. policy. This path promises ever deeper integra-
tion (read: assimilation), but with no articulation of
what kind of Canada would exist at the end of it all.

Will the Paul Martin government resist big busi-
ness pressure to go down this path? The signs are
not encouraging.
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