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In January 1965, the Canadian and American governments created the 
Automotive Products Trade Agreement (APTA), more popularly known 
as the "Auto Pact." This arrangement allows the limited duty-free 
movement of automotive products between the two countries. The 
APTA stimulated a tremendous increase in the Canada-United States 
automotive trade—a rise of over nineteen-fold between 1964 and 1977, to 
about $CDN20 billion.' By volume, it has become one of the major trade 
agreements in history. It led to the rationalization of the North American 
industry on a continental scale, in a manner which allowed Canada to 
increase its specialization, production and employment. Despite these 
clear economic benefits (particularly to Canada), the Pact has never 
been free of controversy. Both governments have, at one time or 
another, expressed dissatisfaction with it and have shown an interest in 
securing changes in it. Nonetheless, with the significant exception of the 
lapse of certain production guarantees in 1968, its terms have remained 
essentially unchanged. The Pact was never intended, supposedly, to be 
the final word on the Canada-United States automotive trade—it "was 
never intended to be cast in concrete for all time."2 Politics and 
economics, however, have proved to be adequate substitutes for 
cement. The Pact's resistance to change is eloquent testimony not only 
to its economic benefits but also to the political stalemate which has 
developed around it. 

Despite its importance in Canadian-American relations, the Pact 
has received surprisingly little attention from Canadian political 

* This article is based on portions of the author's doctoral dissertation "Constraints on 
Canadian International Economic Policy" (unpublished doctoral dissertation, 
Stanford University, 1980), and on documents obtained under the United States 
Freedom of Information Act. The author wishes to thank Don Barry, Roger Gibbins 
and Carol Prager, of the Department of Political Science, University of Calgary, and 
two reviewers for their comments on earlier drafts. 

1 Canada, inquiry into the Automotive Industry, The Canadian Automotive Industry: 
Performance and Proposals for Progress (Ottawa: Minister of Supply and Services, 
1979), Appendix A-2. 

2 Ibid., iv. Simon Reisman, the solecommissionerforthe Inquiry, headed the Canadian 
delegation which negotiated the Pact. 
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scientists, even those specializing in Canadian-American relations.3 

One may also question the degree of Canadian governmental 
understanding of the politics of the Pact. Despite a history of strong 
congressional opposition to the agreement, and despite the introduction 
in Congress of content legislation which, although directed against 
Japan, could seriously affect the Canadian-American automotive trade, 
the Canadian minister of industry and regional expansion has recently 
suggested the application of the Pact idea to other sectors of North 
American trade. Although he noted that the APTA had a history of 
difficulties, his choice of it as an example to follow was at least 
unfortunate.4 

This article investigates the creation of the Pact, in an effort to 
stimulate a wider interest in it and to explain the origins of the 
controversy which has developed around it in Canadian-American 
relations. The author hopes that this will encourage others to consider 
the Auto Pact not only as a case interesting in its own right but also as a 
significant one for the study of Canadian-American relations and of the 
politics of economic interdependence generally. The thesis of the article 
is that the APTA did not so much resolve as postpone differences 
between the Canadian and American governments over fundamental 
issues. The key to understanding the creation of the Agreement and its 
subsequent history is found in these issues, and in the sets of Canadian 
and American motives which led to the negotiation and shaped the 
nature of the Pact. The two governments sought substantially different 
things in the Pact, goals that could only be reconciled conditionally. 
These motives and issues also account for the difference in short-term 
gains from the Agreement, Canada's being positive, concrete and 
certain, while those of the United States were more tenuous and 
uncertain, and in the nature of evils avoided. 

The article first examines the broad policy considerations in terms 
of which the two governments approached the creation of the Pact. It 
then turns to an account of the negotiations and a brief examination of 
the Agreement's production guarantees—a central issue in the APTA. It 
also makes some brief observations on the effects of changes in the 
policy contexts on the history of the Pact. 

The Canadian and American Policy Contexts 

The APTA arose from the Canadian automotive duty remissions plan of 
late 1963—an attempt by the Canadian government to deal with basic 

3 Notable exceptions to this generalization are: David Leyton-Brown, "The Mug's 
Game: Automobile Investment Incentives in Canada and the United States," 
International Journal 35 (1979-80), 170-84, and John Kirton, "The Politics of Bilateral 
Management: The Case of the Automotive Trade," International Journal 36 
(1980-1981), 36-69. 

4 Globe and Mail, October 4, 1982, and October 19, 1982. 



Abstract. The Canada-United States Automotive Products Trade Agreement of 1965 has 
been a source of controversy between these two countries, yet has also shown 
considerable resistance to change. An adequate political understanding of the creation, 
content and history of the Pact requires an examination of the complexes of issues and 
goals within which the Canadian and American governments approached its negotiation. 
These influenced not only what issues were dealt with in the APTA but also how and how 
successfully. Canada was initially favoured, as is demonstrated by the outcome of the 
talks. However, the Pact postponed, ratherthan resolved, the differences between the two 
governments; subsequent controversies between them over the Pact stem in large part 
from these unresolved differences. 

Resume. Le Pacte canado-americain de l'automobile de 1965 a ete sujet de controverse 
entre ces deux pays, il a cependant montre une resistance considerable au changement. 
Une comprehension politique adequate de la creation, du contenu et de l'histoire du Pacte 
necessite un examen de l'ensemble des problemes et objectifs a Finterieur duquel les 
gouvernements canadien et americain entamerent sa negociation. Cela influenca non 
seulement sur le type de problemes a traiter a l'interieur de l'A.C.P.A., mais aussi sur la 
maniere de le faire et sur le succes des actions. A l'origine, le Canada etait favorise. 
Neanmoins, le Pacte reporta, plutot que de resoudre, les differends entre les deux 
gouvernements; les controverses subsequentes entre eux au sujet du Pacte sont en grande 
mesure le produit de ces differends non resolus. 

problems in the automotive industry—and the possible application of 
countervailing duties to Canadian auto parts exported to the United 
States under the plan. However, an understanding of the dynamics 
leading to the APTA cannot usefully be restricted to purely automotive 
considerations. For both the United States and Canada, the duty 
remissions plan was or became connected to much broader concerns of 
policy. The Pact cannot, then, be understood without reference to these 
broader concerns—to the contexts within which both governments 
approached the remissions plan and its possible consequences. Not only 
the content but also the internal structures of these policy contexts were 
of significance. The Canadian context was relatively ordered and 
consistent, and reinforced Canada's determination to secure certain 
concrete objectives in its automotive trade. By comparison, the 
American context was more contradictory: the United States did not 
like the remissions plan, but neither did it want a clash with Canada. The 
American response to the 1963 plan was thus muted, and American 
policy was directed at finding a mutually acceptable alternative to the 
initial Canadian scheme. 

In late 1963, the Canadian government introduced a scheme to 
encourage exports of automotive products: increases in such exports 
above a base-year figure would earn the remission of duties on a like 
volume of automotive imports. This was merely the latest attempt to 
deal with the problems of the Canadian automotive industry. The 
industry was plagued by the fundamental weaknesses of short 
production runs in a small market, and production of a large number of 
models—the Canadian vehicle manufacturers imitating their American 
parents in competing through models rather than through prices. 
Together with more changeable problems, these difficulties led to 
serious production and employment cutbacks in the late 1950s, despite 
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an effective rate of protection on Canadian-produced vehicles of 33 per 
cent and a tariff system intended to stimulate Canadian production.5 The 
key element in the Canadian government's response to this situation was 
the "extended content" concept developed by Vincent Bladen in his 
1961 one-man royal commission report on the automotive industry. 
Bladen proposed modifying existing content requirements (under which 
vehicle manufacturers could obtain limited duty-free imports provided a 
content requirement was satisfied) to allow exports as well as 
production for the domestic market to count towards the content 
requirement. This would provide Canadian manufacturers with the 
increased market necessary to support longer production runs and thus 
lower per-unit costs.6 A version of the concept was set out in an 
experimental programme in 1962; this offered duty remissions on 
imports of automatic transmissions and engine blocks, to match 
increases in automotive exports. The 1963 programme extended the duty 
remissions to include imports of motor vehicles and original equipment.7 

This set of recommendations and policy choices was connected to 
other issues in Canadian politics. General economic weakness, a 
rapidly-growing labour force, and a resurgence of nationalism had 
combined in the late 1950s to generate strong protectionist pressures on 
the Canadian government. These were in evidence during the Bladen 
hearings. The Bladen report, and the policies which followed it, were 
setbacks for these forces in the automotive industry and elsewhere 
generally. In this sector, as elsewhere in its economic policy, the 
Canadian government turned to measures intended to increase the 
specialization of Canadian industry and its world competitiveness, and 
to expand exports. A stronger Canadian manufacturing sector, capable 
of competing in world markets, would absorb the growing labour force 
without forcing Canada to pay the costs of protectionism. The 
Department of Industry was created in 1963 precisely to give effect to 
this general policy; the automotive industry was the first and crucial case 
for the fledgling ministry. 

As the Canadian industry began to recover in the 1960s, an 
additional theme made its appearance, in conjunction with nationalism. 
As Canadian automotive production increased, so did imports of 
original equipment. These put significant downward pressure on the 
Canadian balance of payments. A weak Canadian international account, 
in turn, led to increased imports of foreign capital, including foreign 
direct investment. These imports were the focus of concern on the part 

5 Ronald J. and Paul Wonnacott, Free Trade Between the United States and Canada: 
The Potential Economic Effects (Cambridge, Mass.: Harvard University Press, 1967), 
343-49. 

6 Canada, Royal Commission on the Automotive Industry, Report (Ottawa: Queen's 
Printer, 1961), 47-48, 66-73. 

7 Canada, House of Commons, Debates (October 29, 1962), 1007-08, and (October 25, 
1963), 3999-4000. 
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of nationalists such as Walter Gordon, Prime Minister Lester Pearson's 
first minister of finance. Attempts to strengthen Canada's payments 
balance would contribute to a policy of countering increased foreign 
ownership in Canada. The broad importance of the balance of payments 
was also underlined by Canada's experience with the American Interest 
Equalization Tax in July 1963: a strong Canadian trade balance would 
also reduce Canadian vulnerability to disruptions in the inflow of foreign 
capital. In the case of the automotive industry, the Pearson government 
called on Canadian vehicle manufacturers to improve their trade 
performance by actions of their own choosing, or to see the government 
act. The government sought to reduce the commodity trade imbalance 
with the United States by one-half in two years, and to attain a balanced 
position by 1968.8 The 1963 remissions scheme was the result. 

The stronger Canadian trade ties with the United States which 
would result from the policy may have generated some nationalist 
misgivings, but could also have been regarded, through the payments 
effects, as a means to nationalist ends. A potential contradiction in 
policy might thus have been avoided. Others, less nationalist in 
orientation, may have welcomed the "integrationist" implications of 
greater Canadian specialization and expanded trade with the United 
States. In part, however, the unilateral Canadian remission programme 
avoided the issue. Once a bilateral arrangement with the United States 
was in place, the contradiction between closer ties and independence 
became more apparent. 

The American response to the remissions plan was affected by 
diverging considerations. The American industry was itself 
experiencing difficulty, and increased imports from Canada would not 
be welcomed even if their short-run effect was marginal.9 Since the 
United States was attempting to resolve its own balance of payments 
problems—a strong trade performance playing a key role in its policy—a 
Canadian policy which in effect sought to strengthen Canada's 
payments at American expense would also be unwelcome.10 The 
Treasury Department was at least concerned that an improvement in 
Canada's trade balance not improve Canada's reserve position, itself 
affected by the supposed ceiling created under Canada's exemption 

8 James G. Dykes, Background on the Canada-United States Automotive Products 
Trade Agreement (mimeo: Motor Vehicle Manufacturers' Association of Canada, 
July, 1977), 41. 

9 Globe and Mail, September 23, 1963. The report of an American interdepartmental 
committee on the effects of the Canadian policy suggested that the longer-run effects 
would be more substantial, especially for independent parts-makers (United States 
Department of State, Report on the Canadian Automotive Tariff Remission Scheme 
by the Interdepartmental Committee Appointed to Consult with Industry, April 29, 
1964). 

10 In what appears to be an undated draft Aide Memoire (obtained from the United States 
Department of Commerce), there were references to both the employment and 
payments effects of the Canadian plan. 
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from the Interest Equalization Tax.11 The Canadian scheme could also 
be taken as running counter to American policy, as expressed in the 
Trade Expansion Act of 1962, seeking to liberalize world trade.12 Finally, 
Canada's efforts to manipulate parent-subsidiary relations in the scheme 
were disagreeable in themselves and also if Canada intended to extend 
this technique to other sectors.13 

On the other hand, a major dispute—particularly one that might 
escalate into a trade war—was also not in the American interest. If 
Canada resorted to more protectionist measures to stimulate its 
automotive industry, this would hurt both the American industry and 
American trade. In purely Canadian-American terms, such an outcome 
would poison the relationship generally. It could have had effects 
extending to other outstanding issues, for example possibly threatening 
Canada's exemption from the Interest Equalization tax. It would also be 
an inauspicious start for the American effort to promote trade 
liberalization. Various of these broad ramifications were noted by 
Canadian officials, by American officials, and by the Congress at a 
number of points throughout the period 1963-1964.14 

Finally, for some in the American government, such as Under 
Secretary of State George Ball, the issue presented an opportunity to 
work for closer Canadian-American economic relations. Ball thus 
repeatedly proposed the creation of joint working parties on the 
automotive issue (proposals Canada rejected) as part of a broader group 
of joint efforts to improve the management of bilateral economic 
affairs.15 

While the United States let its displeasure at the Canadian scheme 
be known, and warned of the possible application of countervailing 

11 United States, Department of the Treasury, marginal note on Memorandum, "Mr. 
Roosa's Luncheon with Wynne Plumptre," October 25, 1963. 

12 See, for example, The New York Times editorial of September 26, 1963, cited in 
Walter L. Gordon, A Political Memoir (Toronto: McClelland and Stewart, 1977), 167. 
As noted later in the article, the United States consistently approached the issue of 
alternatives to the remissions scheme in terms of the Trade Expansion Act. 

13 These themes are present in a variety of documents concerning both the 1963 scheme 
and the issue of the production guarantees in the Pact. See, for example, United 
States, Department of Commerce, "Notes on Discussion of Automotive Parts at 
Meeting of Joint U.S.-Canadian Committee on Trade and Economic Affairs, 
September 21, 1963," undated. 

14 For example, United States, Department of State, incoming telegram, October 7, 
1963; outgoing telegram, November 14,1963; Department of Commerce, memorandum 
from E. G. Smith to C. Siegel, April 22, 1964; Department of State, memorandum of 
conversation, "Free Trade Arrangement for Automobiles and Automotive 
Products," August 17, 1964; Congress, Senate, Committee on Finance, Interest 
Equalization Tax Act, 88th Congress, 1st Session, 1963, 79. 

15 United States, Department of State, letter from Mr. George Ball, Under Secretary of 
State, to Mr. Luther Hodges, Secretary of Commerce, September 18, 1963; Treasury 
Department, memorandum to the Secretary, "President-Pearson Talks," January 22, 
1964; Department of State, memorandum of conversation, "Possible Free Trade 
Arrangement in Automotive Products," July 7, 1964. 
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duties (a warning which Canada seems to have discounted),16 its initial 
response to the implementation of the remissions scheme was quiet. By 
the first months of 1964, however, demands for action were increasingly 
being heard from labour and from independent parts manufacturers (the 
vehicle manufacturers were supportive of the Canadian plan) and in 
Congress. Fourteen complaints and requests for the application of 
countervailing duties were received before, in April 1964, "the Modine 
Manufacturing Company forced [the Treasury Department's] hand by 
submitting a complaint in exact conformance with the regulations."17 

The American administration was divided to some degree on the 
question of countervailing duties. The State Department saw their use as 
legally unjustified, while the Commerce Department and the Treasury 
Department seem to have taken the position that they could properly be 
imposed. Both the State Department and the Commerce Department, 
however, were willing to use the possibility of the imposition of 
countervailing duties to try to secure modifications in Canadian policy.18 

As for the White House, President Lyndon Johnson sought a "mutually 
satisfactory alternative solution," arguing that "in view of the difficult 
economic and political issues involved, I think it essential that we do 
everything possible to find an agreed solution that does not require 
countervailing duties."19 

The Modine petition set in motion an automatic procedure in which 
there was little room for administrative discretion. A finding that the 
Canadian programme was a "bounty or grant" would be followed by the 
application of countervailing duties which would destroy the Canadian 
policy; Canada would then either have to turn to other, possibly more 
protectionist, measures or abandon its objectives for the automotive 
policy. As Philip Trezise (deputy under secretary of state for economic 
affairs) observed shortly after the Modine petition had been received, 
"unless the [Canadian] scheme could be modified in some w a y . . . it 
would cause headaches and heartaches in the United States and lead to a 
very disagreeable situation for Canada."20 The threat of countervailing 
duties thus motivated both governments to search for other options. 

16 United States, Department of State, outgoing telegram, November 14, 1963. 
17 United States, Department of State, memorandum of conversation, "Auto Parts," 

June 25, 1964. 
18 United States, Department of Commerce, memorandum for the file from J. P. 

Hendrick, Deputy Assistant Secretary of the Treasury, "Countervailing 
Duties—Canadian Auto Parts," April 17, 1964: draft memorandum for the President, 
prepared by Mr. Hendrick, "Canadian Parts Rebate System—Countervailing Duty," 
April 17, 1964. The second document is a partially-cleared working paper representing 
Mr. Hendrick's guess as to the Treasury position. 

19 United States, the White House, memorandum from the President to the Secretaries 
of State, the Treasury and Commerce, April 28, 1964. 

20 United States, Department of State, memorandum of conversation, "Canadian Auto 
Parts Scheme," April 24, 1964. 
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The countervailing duty threat hung over the talks from beginning 
to end. Although Canada denied that the remissions plan was an export 
subsidy, by mid-August 1964 it seems to have accepted the probability of 
an unfavourable decision by the American Bureau of Customs. 
However it continued to warn of the consequences of applying such a 
decision, and refused to withdraw the remissions scheme until a 
replacement was ready. This position was dictated in part by a desire not 
to be seen as succumbing to American pressure;21 it would also keep the 
pressure on the United States. Although both countries initially 
expressed the hope that the petition would be ruled on as soon as 
possible, to limit industrial uncertainty, by late autumn the Treasury 
Department was "sitting on" the decision despite growing pressures to 
release it.22 Ultimately being overtaken by the creation of the Auto Pact, 
the decision on the Modine petition actually was never announced; it is 
virtually taken for granted, however, that it went against Canada. 

The Conduct and Outcome of the Talks23 

Under the threat posed by the Modine petition, the two governments 
attempted to reconcile their substantial differences in objectives and in 
their preferred means for a resolution. Canada required that any 
alternative to the remissions scheme overcome the "institutional 
barriers"—the inertia of purchasing patterns and "other 
factors"—which might inhibit sourcing in Canada by American vehicle 
manufacturers. It needed access to the American market adequate to 
resolve the problems of its automotive industry. It further required, ex
plicitly, that the results of any alternative be the same as those it had an-

21 United States, Department of State, memoranda of conversation "Free Trade 
Arrangement for Automobiles and Automotive Products," August 17,1964; "Possible 
Free Trade Assignment in Automotive Products," September 24-25, 1964; "Possible 
Free Trade Arrangement in Automotive Products," November 12-13, 1964. 

22 United States, Department of State, memoranda of conversation, "Auto Parts," June 
25, 1964; "Possible Free Trade Arrangement in Automotive Products," November 
12-13, 1964. 

23 This account is drawn primarily from the following documents: United States, 
Department of State, memoranda of conversation, "Auto Parts," June 25, 1964; 
"Possible Free Trade Arrangement in Automotive Products," July 7, 1964; "Free 
Trade Arrangement for Automobiles and Automotive Products," August 17, 1964; 
"Possible Free Trade Arrangement in Automotive Products," September 24-25,1964; 
"Possible U.S.-Canadian Free Trade Arrangement in Automotive Products," 
October 9, 1964; Department of Commerce, "Report on Discussions with the 
Canadians on Non-Tariff Matters Affecting the Automotive Free Trade Regime," 
October 29-30, 1964; Department of State, memoranda of conversation, "Possible 
Free Trade Arrangement in Automotive Products (Fourth General Round of 
Discussions)," November 12-13, 1964; "Negotiation of Draft Agreement for 
U.S.-Canadian Free Trade Arrangement in Automotive Products," December 28-29, 
1964. In the interest of brevity, these will generally not be cited individually in the 
remainder of this article. 
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ticipated for the remissions scheme. Unless it could be assured that the 
"institutional barriers" had been overcome, Canada was unwilling to 
commit itself to a continentally-rationalized industry. It thus insisted on 
production guarantees which would meet the objective of increasing 
Canadian production relative to consumption. The issue of the 
production guarantees, being central to the talks, is examined in more 
detail in the next section. 

For its part, the United States had a variety of specific grievances 
and a general goal of finding a resolution broadly compatible with the 
Trade Expansion Act, 1962. A specific concern that Canadian exports 
under the Defence Production Sharing Agreement could be affected by 
the remissions scheme was resolved before the main talks be
gan—Canada presented assurances that this would not be allowed.'24 

Far more significant was American concern about the effects of the 
remission scheme on Canadian exports of replacement parts.25 These 
affected the American independent parts producers—the most 
vociferous opponents of the remission plan—by threatening their 
sensitive relationship with the vehicle manufacturers. The exclusion of 
replacement parts exports from the definition of "extended content" 
would remove at least this politically-sensitive issue from the agenda. 
However, the broader objective of the American independents—full 
free trade between Canada and the United States in automotive 
products—would have been unacceptable to Canada. It threatened to 
swamp the Canadian independent parts-makers. In the end, the matter 
was resolved by restricting the APTA to vehicles and original 
equipment. 

In broad terms, the United States seems to have approached the 
negotiations within the context of the Kennedy Round. It argued that the 
removal of tariff barriers would be a sufficient incentive to industry to 
invest in Canada. This was unacceptable to Canada. After September 
1964, however, the United States seems to have accepted the Canadian 
concern about "institutional barriers," and the Trade Expansion Act 
ceased to play a significant role in the talks. 

The initial American search for a solution within the context of the 
Trade Expansion Act may explain one of the facets of the APTA which 
aroused congressional hostility—the failure to secure prior 
congressional authorization for the negotiations. If an agreement had 
been reached under the Act, no such prior authorization would have 
been needed. By the time this approach had been abandoned it was far 

24 United States, Department of State, memorandum of conversation, "Defense 
Production Sharing and Auto Parts Scheme," June 16, 1964. 

25 See. for example, United States, Department of State, position paper, "Canadian 
Automotive Duty Remission Plan," April 27, 1964; Department of Commerce, 
"Suggested Course of Action on the Canadian Remission Scheme at the Forthcoming 
Joint Cabinet Meeting," undated. 
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too late to seek a new authorization. In fact, going to Congress might 
have been disastrous: the delay thus created would probably have led to 
the release of the Modine decision and the application of countervailing 
duties; Congress might well have insisted on the application of 
countervailing duties so that the United States could negotiate from 
strength; and it is doubtful that a congressional mandate would have 
been generous enough to accommodate the general terms of the 
Agreement that had been worked out by the late autumn. The failure to 
secure prior authorization led the Congress to see itself confronted by 
a fait accompli in the Agreement. Senatorial sensibilities were 
additionally offended by the treatment of the Pact as an executive 
agreement rather than as a treaty subject to Senate ratification. 

The stated goals and the nature of the intergovernmental 
Agreement that was produced reveal, on close examination, the 
difficulty of finding a middle ground capable of reconciling the positions 
of the two countries. The objectives of the Pact were: the creation of a 
broader market for automotive products within which the full benefits of 
specialization and large-scale production would be achieved; the 
liberalization of United States and Canadian automotive trade in respect 
of tariff and other factors tending to impede it, with a view to enabling 
the industries of both countries to participate on an equitable basis in the 
expanding total market of the two countries; and the development of 
conditions in which market forces might operate effectively to attain the 
most economic pattern of investment, production, and trade. The means 
selected to achieve these ends was a limited free trade arrangement of 
indefinite duration, in which certain Canadian manufacturers would 
enjoy the privilege of importing duty-free vehicles and original 
equipment parts. The Agreement contained provisions for consultation 
and a review of its operation, and also had guarantees for the Canadian 
industry. It was accompanied by separate "letters of undertaking" from 
Canadian vehicle manufacturers to the Canadian government containing 
additional production assurances.26 

The first and third stated goals contained few difficulties: there was 
general agreement from the start on the desirability of rationalizing the 
industry, and eventual, though significantly ambiguous, agreement that 
the long-term goal was the creation of a free market situation. The key 
problems arose within and from the second objective: the United States 
focussed on tariffs and eventual free trade, while Canada was concerned 
with "other factors" and equitable sharing of production—it insisted 
that some reference be made to this.27 Although it accepted the need for 

26 For the text of the intergovernmental Agreement and of the "letters of undertaking," 
see, for example, United States, Senate, Committee on Finance, Canadian 
Automobile Agreement: United States International Trade Commission Report on 
the United States-Canadian Automotive Agreement: Its History, Terms, and Impact, 
94th Congress, 1st Session, 1976, Appendices E and F. 

27 An explicit reference to free trade was avoided at Canada's request; there may have 
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some measures to soften the transition for the Canadian industry, the 
United States saw these as of short duration; Canada took a more 
flexible approach. This difference was never resolved; rather, it found 
its way into the review clause. The United States clearly saw the review 
as an opportunity to move further towards a free market while for 
Canada it was to be an opportunity to take stock and consider if any 
additional measures were needed.28 

The arrangement was of indefinite duration so as to reassure the 
automotive industry and to encourage the necessary long-term 
investments. As the APTA developed, however, the United States 
pressed for a free market while Canada continued to doubt whether its 
industry could overcome the "other factors" that might impede its 
access to the American market in the absence of specific guarantees. In 
these circumstances, the duration clause became central to the Pact's 
resistance to change. An automatic termination date, like a hanging, 
would have wonderfully concentrated the minds of the two governments 
on resolving their differences. In the absence of such a provision, and 
with neither willing to terminate the Pact voluntarily, there is no easy 
means to force a major reconsideration of its terms. Thus, both 
governments have been locked into the existing terms of the Agreement. 

The Production Guarantees 

The production guarantees—the "safeguards" in the intergovernmental 
Agreement and in the letters—were central to the creation of the Pact 
and to the differences over the Pact between the United States and 
Canada. How the issue was handled therefore merits close examination. 
The Canadian government refused to accept mere tariff measures as a 
solution to its automotive problem—in the absence of assurances that 
the industry would prosper, a tariff arrangement would not be 
acceptable. The primary task of the negotiators was to find some way 
acceptable to the United States in which the Canadian desires for 
expanded access to American markets and for increased production 
relative to consumption could be accommodated. 

Although it was clear enough in July 1964 that the United States was 
thinking in terms of tariff reductions and Canada in terms of 
"institutional barriers," the problem does not seem to have been fully 
appreciated until the August 17 meeting. At that meeting, Canada put 
forward concrete proposals intended to achieve the same results as the 
duty remissions programme—an increase in its automotive production 
to 6 per cent of the North American total, in three years. If this objective 

been a fear of an adverse public reaction in Canada if the term was used (United 
States, Department of State, memorandum of conversation "Possible Free Trade 
Arrangement in Automotive Products [Fourth General Round of Discussions]," 
November 12-13, 1964). 

28 Ibid. 
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was not achieved, it wanted the right to take "positive action" to correct 
the situation. This action could take the form of import controls imposed 
on specific companies which were not performing as desired. All that 
was required of the American government was that it agree in advance to 
accept such actions. The proposal was unacceptable to the United 
States. Aside from objections to the creation of precise objectives, the 
United States noted possible anti-trust implications in the Canadian 
scheme. Further, it noted that the Canadian plan would ask the United 
States government to "acquiesce in officially directed investment" and 
to tolerate "the imposition of highly discriminatory controls on one 
company." An American counter-proposal, offering tariff reductions, a 
review clause, consultations if corrective action by either party was 
needed, and an escape clause, did nothing to meet Canadian 
requirements. 

The meeting thus deadlocked. The American negotiators found the 
Canadian position "too concrete to be salable [sic]," and observed that 
"[the] more definitive the Canadian aims had become, the more difficult 
it had become to accept them." For their part, the Canadians remarked 
that the Americans were "not in the same league," and made some 
pointed observations about the choices facing Canada: "Canada would 
have to decide whether it could trade manufactured goods with the 
United States or not. The defeat of the automobile arrangement would 
importantly influence the outcome of the Kennedy Round" and 
"Canada would simply not accept countervailing duty action without 
taking some further steps to achieve its goals. These [a Canadian official] 
implied might lead Canada to adopt an auto policy similar to those of 
Australia and Mexico [that is, protectionist]. However, he said he much 
preferred the FTR [Free Trade Regime] approach."29 High-level efforts 
to resolve these differences followed. The automotive problem was 
apparently raised on at least three occasions.50 Canadian tradition gives 
the credit for breaking the deadlock to the two heads of government, and 
sometimes suggests a connection with the handling of the Cyprus 

29 This discussion of the August 17 meeting is based on United States, Department of 
State, memorandum of conversation, "Free Trade Arrangement for Automobiles and 
Automotive Products," August 17, 1964; and airgram from Ottawa embassy, 
"U.S.-Canadian Auto Products Talks," August 31, 1964. The first quotation is from 
the memorandum of the August 17 discussions; the second from the airgram. 

30 These were the September 9 meeting of the president and the prime minister in 
connection with the Columbia River Treaty; the September 7-11 meetings of the IMF 
in Tokyo, which Treasury Secretary Douglas Dillon and Finance Minister Walter 
Gordon attended; and possibly at a meeting of Secretary of State Dean Rusk and 
Secretary of State for External Affairs Paul Martin, on September 13. United States, 
Department of State, memorandum of conversation, "Possible Free Trade 
Arrangement in Automotive Products," September 24-25, 1964. See also, Canadian 
Institute of International Affairs, Monthly Report on Canadian External Relations, 
September 1964, 91, 92, 98. 
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crisis,31 but definitive evidence is not yet public, particularly on the 
latter possibility. There may indeed have been outside influences on the 
resolution of the problem, but it should be remembered that there were 
already significant pressures for a solution. 

Whatever the reason may have been, in late September the 
Canadian negotiators put forward new proposals, which were 
favourably received by their American counterparts. In truth, although 
the new scheme met some of the earlier American objections, it seems to 
have given more ground on presentational and procedural matters than 
on substance.32 Canada would seek "undertakings" from the vehicle 
manufacturers to cover a three-year period. It would not, however, 
require that each firm meet individual goals, so long as overall targets 
were met. The problem of sanctions for non-performance was noted, but 
never really resolved so far as these letters were concerned. (In the 
intergovernmental Agreement, however, a sanction existed in the form 
of the definition of a Canadian automobile manufacturer and the 
restriction of the duty-free import privilege to these manufacturers.) 

The proposal did not mean an abandonment of Canadian goals, but 
rather a shift to a means neither openly coercive nor formally connected 
with the intergovernmental Agreement. This relieved the United States 
of some of the difficulties it had found in the August proposal, but also 
left Canada free to pursue crucial aspects of the overall arrangement in 
talks with the vehicle manufacturers rather than the American 
government. The commitments that resulted may have been acceptable 
to Canada and to the vehicle manufacturers, but offered little to the 
American government. One American official later complained: "We 
knew about the Canadian plan to blackjack the companies, but we 
expected the companies to be harder bargainers. They didn't have to 
give away so much. It must have been profitable to them."33 The 
"letters of undertaking" provided for an absolute increase in Canadian 
value-added, and additional increases proportional to the growth of the 
Canadian market. 

While the letters provided assurances that Canada's automotive 
production would increase relative to its consumption, the safeguards in 
the intergovernmental Agreement were intended to protect existing 
absolute and relative production levels and to ease the transition to free 
trade. The means to these ends was the restriction of the right to import 
duty-free into Canada to defined automobile manufacturers. In order to 
preserve their duty-free privilege, these manufacturers would have to 

31 See, for example, Kirton, "The Politics of Bilateral Management," 48-49. 
32 At least one American observer, however, saw the new proposals as a Canadian 

"cave-in" (United States, Department of Commerce, memorandum, "Preliminary 
Agreement on Free Trade Arrangements in the Automotive Sector," September 30, 
1964). 

33 QuotedinR. O. Keohane and J. S. Nye, Power and Interdependence: World Politics 
in Transition (Boston: Little, Brown, 1977), 207. 
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preserve the absolute level of their Canadian value-added at at least the 
1964 model year's level, and to keep the ratio of vehicle assembly in 
Canada to vehicle sales at 75:100 or better, depending on the level 
attained in the 1964 model year. (The Americans were concerned that 
this could exclude some American auto makers, and so the Agreement 
also provided that the Canadian government could extend the privilege 
to those not meeting this requirement.) 

The definition concept was introduced by Canada as a means of 
preventing European firms with little or no Canadian production from 
benefitting from access to the American market. The United States was 
very much in sympathy with this goal, but rejected the Canadian content 
requirement contained in the initial proposal; ultimately, the United 
States put its own content requirement into the Pact. As the talks 
progressed, it became clear that Canada was also looking for a means of 
protecting its industry from disruption during the transition to free trade. 
Restricting the duty-free import privilege would prevent auto makers 
with no Canadian production from undercutting Canadian producers. To 
the American argument that the letters from the companies made 
additional assurances unnecessary, Canada replied that the letters were 
too flexible, and gave no commitments regarding the character of 
production. The United States yielded on the issue. 

The United States was willing to accept considerable short-term 
departures from its free trade ideal, but could not accept an indefinite 
prolongation of these departures. Noted Philip Trezise at the November 
12-13 meeting: "the U.S. Government was acquiescing in the Canadian 
Government's administrative guidance of investment and was willing to 
accept a certain amount of criticism for doing so, but wanted to be able to 
tell the automobile companies that there could be a definite end to that 
guidance." The American negotiators thus sought assurances that the 
safeguards would be removed at a definite time in the not-too-distant 
future, and warned that the United States would oppose any attempts to 
secure further commitments from the auto makers. The Canadian 
negotiators were unwilling to give clear assurances as to either the time 
when these initial arrangements would be altered or what would follow 
them. There was some concern on the Canadian side that additional 
measures might be called for. The United States anticipated that the 
review called for in the Pact would mark the start of the shift to free trade 
between the two countries; on the Canadian side, however, it seems that 
free trade was seen as being five to ten years away.34 The stage was thus 
set for later disagreements over the safeguards. The tone of the talks 
indicates that both parties were looking to free trade as the ultimate goal, 
but the Canadian commitment to this objective was from the start much 
more conditional than the American. 

34 Dykes, Background on the Canada-United States Automotive Products Trade 
Agreement, 52-53. 
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The Changing Context of the Auto Pact 

The APTA was intended to deal with a source of conflict between the 
United States and Canada. Over time, however, it became the centre of 
controversy rather than the means of resolving it. This was particularly 
apparent in the period 1968-1971, but the Pact has remained a point of 
contention since then. The difficulties in the Pact have arisen from two 
broad sources: the Agreement did not really resolve the differences 
between the two countries; and the operation of the Pact and broader 
developments in Canadian-American relations strengthened aspects of 
each country's concerns for the Pact which would lead to conflict rather 
than to cooperation. 

Canada obtained in the APTA the opportunity to continue the 
pursuit of its goals of increasing automotive employment and increasing 
automotive production relative to consumption. It also continued to 
pursue balance of payments goals, although for presentational reasons 
these could not be stressed. A transition to a real free trade regime would 
take place in a conditional and indefinite future, subject to appropriate 
developments in the Canadian industry. The United States, however, 
never abandoned its goal of a free trade regime—rather this was 
postponed until after what was anticipated to be a short and definite 
transition period. The results of the 1968 review, however, made it clear 
that the two countries still differed. Canada insisted on its right to speak 
to Canadian vehicle manufacturers regarding their plans, but was 
unable, because of development in the United States, to obtain 
significant new production commitments.35 The United States sought 
the removal or reduction of the safeguards, and the broadening of the 
Pact to include replacement parts as well as original equipment, but met 
Canadian resistance. 

These differences were reinforced by the shifting trade balance 
under the Pact: this moved from an American surplus to a small 
Canadian surplus—a shift of $CDN808.5 million in 1966-1971.3B A 
variety of specific forces underlay this swing. The vehicle 
manufacturers seem to have over-fulfilled their commitments to the 
Canadian government. The models produced in Canada for export to the 
United States turned out to be quite popular. The market for North 
American-style automobiles did not grow fast enough to absorb the 
guaranteed increases in Canadian production in the Canadian market 
alone. In the particular area of snowmobiles, Canada for a time enjoyed 
a small surplus—$US100 million in 1971, for example.37 

35 Ibid., 67. 
36 Canada, Inquiry into the Automotive Industry (1979), Appendix A-2. 
37 Carl E. Beigie, The Canada-U.S. Automotive Agreement: An Evaluation (Montreal: 

The Canadian-American Committee, 1970), 61, 64-65, 98-103: United States. 
President, Annual Reports of the President to the Congress on the Operation of the 
Automotive Products Trade Act of 1965, various years. 
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This shift in its automotive trade balance in turn contributed to a 
new American view of the Pact. By the late 1960s and the early 1970s, the 
United States had failed to correct its balance of payments problems 
through controls on capital exports. Now its traditional trade surplus 
was also being eroded: in 1971, the United States suffered its first trade 
deficit in this century. The Pact was now seen not simply as an 
arrangement that had not evolved as anticipated, and not simply as a 
problem, but as a significant part of a much broader problem. All of this 
would strongly reinforce the American interest in seeking changes to the 
Agreement. For its part, growing nationalism, supplemented by fears for 
the Canadian industry under free trade, made it difficult for the Canadian 
government, even if it had wanted to, to be cooperative with the United 
States over the Pact. Thus, the more the United States pressed Canada, 
or the vehicle manufacturers, for changes in the arrangement, the more 
Canadian concerns were strengthened. The stronger the Canadian 
resistance to change, the greater was American dissatisfaction with the 
Pact. Broader changes in Canadian-American relations—the growth of 
ill-feeling over Arctic sovereignty issues, nuclear testing in Alaska, 
energy policy, foreign direct investment in Canada and other 
issues—provided a more conflictive backdrop to the automotive issue, 
emphasizing differences in the interests of the two countries. 

After 1971, the balance of trade under the Pact swung back in favour 
of the United States; this reduced somewhat American interest in 
securing changes in the Agreement, but produced demands in Canada 
not simply for the maintenance of the safeguards but also, on occasion, 
for their strengthening. Such proposals would be unacceptable to the 
United States. Given the deep differences over the Pact, it is not 
surprising that Canadian interest in securing changes in the 
arrangements has not met an enthusiastic response in the United States. 

More recently, the Pact has been overshadowed as an issue by the 
effect of overseas imports—particularly Japanese—on the North 
American automotive market. Despite Canadian efforts to work out a 
joint strategy with the United States to confront this problem—possibly 
a strategy involving the Auto Pact—the United States has thus far shown 
little interest. While they are purely speculative, one can suggest a 
variety of reasons for the lack of American interest. First, it is probably 
very natural for the Americans—and particularly for Congress—to see 
this as a bilateral problem, and to ignore the Canadian connection. 
Indeed, involving Canada in bilateral, United States-Japan talks could 
merely complicate these. Second, while it is true that American exports 
to Canada are affected by our imports from Japan, the United States can 
count on the Canadian government matching any United States-Japan 
restrictions by its own, thus preventing a harmful diversion of Japanese 
products to the Canadian market. There is no need to involve the Auto 
Pact. Third, one must suspect that the United States would not be 
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interested in any arrangements that would lead to Canadian parts 
production for Japanese cars sold in Canada or in North America more 
generally. There are already Canadian plants producing parts for 
overseas firms, for export to the United States.38 The Americans would 
prefer that such plants be built in the United States. Fourth, the 
Americans may be reluctant to give Canada any opportunity to secure 
new production guarantees of any sort under the Pact, and might fear 
that any joint action involving the Pact on the imports issue could leave 
an opening for this. Fifth, if the Pact is changed in any way that requires 
congressional approval, this leaves it vulnerable to action by a 
legislative body that accepted the agreement only with reluctance and 
which has been unfriendly towards it since. The Auto Pact might, 
therefore, seem to offer little of value to the United States in dealing with 
the Japanese problem, but much in the way of potential undesirable 
effects. 

Conclusion 

Although the Canadian-American relationship is said to be marked by an 
absence of tactical issue-linkages—"joining otherwise unrelated issues 
for bargaining purposes' '39—it is clear that an understanding of the Auto 
Pact requires attention to the broader ramifications and interplay of 
Canadian and American policy. Why was the United States so muted in 
its response to the 1963 remissions plan, delaying action until its hand 
was forced? Why was it so cooperative with Canada in the negotiations, 
delaying and finally avoiding an announcement of the Modine decision 
and yielding, if only on a temporary basis, to Canada's requirements for 
production guarantees? Why was the Canadian negotiating position so 
firm, and so little changed from the goals of the remissions plan? Why 
did the Pact, intended to resolve a dispute, itself become the centre of a 
dispute? The answers to these questions cannot successfully be sought 
within the confines of narrowly-defined automotive policy. 

There may have been opportunities for tactical issue linkage in the 
negotiations, but these seem to have been exploited very little. Far more 
important were the substantive connections40 between the automotive 
area and broader issues in the policy of each state. Failure to reach an 
agreement avoiding the imposition of countervailing duties would have 

38 Calgary Herald, August 13, 1980; Financial Post, October 18, 1980: Globe and Mail, 
October 14, 1981. 

39 The definition is from K. A. Oye, "The Domain of Choice: International Constraints 
and Carter Administration Foreign Policy," in K. A. Oye, D. Rothchild and R. J. 
Lieber(eds.), Eagle Entangled: U.S. Foreign Policy in a Complex World (New York: 
Longman, 1979), 13. For possible explanations for the absence of tactical issue 
linkage, see Keohane and Nye, Power and Independence, 214, and P. C. Dobell. 
"Negotiating with the United States," International Journal 36 (1980-1981), 25. 

40 See Oye, "The Domain of Choice," 17-18. 
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had general and undesirable repercussions that, in some areas, would 
have reached beyond Canadian-American relations. Thus, the absence 
of tactical issue linkage in Canadian-American relations should not blind 
us to the presence and the effects of other forms of connection among 
policy areas. 

An examination of the broader context from which the APTA arose 
explains not only its origins and its particular features but also the 
difficulties that have marked its existence from the very start, and its 
duration, relatively unchanged, despite these difficulties. Unless and 
until concerns as significant as those which gave rise to the Pact develop, 
leading one or both parties to terminate it or to risk termination in order 
to secure substantial changes, it would seem unlikely that the current 
stalemate over it will be broken. 


