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Chasing China: Why an economic agreement with 
China is necessary for Canada’s continued prosperity
By Laura Dawson and Dan Ciuriak

1	 All figures in this report in Canadian dollars unless indicated.
2 	� David Mulroney, “Middle Power, Middle Kingdom: What Canadians Need to Know About China in the 21st Century”, (Toronto: Allen Lane 2015), 16. See 

also Paul Welitzkin, “Trudeau Victory May Bolster Chances for FTA with China”, China Daily News, (21 October 2015).

Executive Summary

China is Integral to Canada’s  
Economic Strategy
With a GDP more than six times that of Canada’s and 
growth that is three times faster than Canada’s, China is 
quickly becoming the world’s largest economy. Although 
Canada has been increasing its economic relationship with 
China, its approach has been inconsistent, even as China 
is aggressively securing partnerships with other western 
countries. Canada risks being left out of China’s economic 
growth plans, to the detriment of Canadian manufacturers 
and exporters.

Economic Benefits of Increased Trade  
With China
A free trade agreement between Canada and China would 
increase Canadian exports by some $7.7 billion1 and 
Canadian GDP by about $7.8 billion (or 0.14%) by 2030, 
helping to create an additional 25,000 Canadian jobs 
across all skill levels, raising wage rates as the demand  
for Canadian labour increases. 

At the sectoral level, annual automotive exports to China 
will increase by more than $1.4 billion, chemicals/rubber/
plastics by some $688 million, machinery and equipment 
by $584 million, and approximately $1.7 billion more in 
exports of oil seeds and vegetable oil. 

Economic gains would also be generated through 
lower-priced imports for consumers and manufacturers. 
Deepened trade with a large and growing market will 
mark an important turning point in Canada’s trade 
diversification away from the United States, towards  
the world.

The Competition is Moving Past Us
The China-Australia Free Trade Agreement (ChAFTA) signed 
in June 2015 provides many best-ever commitments 
from China, eliminating 95 percent of tariffs within a 
decade. Australia will benefit from reduced or eliminated 
tariffs for key export sectors and increased access for 
service providers. Australia’s gains in China will displace 
Canadian exporters of competing goods and services until 
Canada achieves similar market access commitments. On 
the positive side, the ChAFTA provides a template for an 
agreement text with China that will accelerate Canada’s 
negotiating process. 

The Path Ahead
Canada has a narrow window in which to negotiate 
closer economic ties with China but, after delaying for a 
decade, the window is rapidly closing. The assumptions 
about mutual economic complementarity that prompted 
the commitment to closer ties become less relevant with 
every year that passes. At the same time, the election 
of Prime Minister Justin Trudeau provides an important 
opportunity to reset the relationship, especially given the 
extraordinarily high esteem that the Chinese still maintain 
for Prime Minister Pierre Trudeau; he was the first Canadian 
prime minister to visit China and he led other western 
countries in granting official diplomatic recognition to the 
People’s Republic of China.2 

If Canada were to become the first country in the 
Americas to secure a trade deal with China, it would not 
only benefit from direct trade opportunities, it would also 
be a magnet for investors from third countries wishing to 
take advantage of Canada’s privileged access. Australia 
has shown that a meaningful trade deal with China can 
be negotiated and Australian companies now have an 
advantage in almost every area in which they compete 
with Canada.
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The idea is not to ignore fundamental 
differences but to find ways to manage the 
difficulties. This cannot be achieved without 
clear lines of engagement and communication.

“In 2013, the government’s crowning 
economic success was a free trade agreement 
with the E.U., no small achievement. In 2014, 
we signed a deal with South Korea. No one 
seemed to notice that there was a China-sized 
hole in our trade policy.” 3 

Pierre Trudeau was one of the first world leaders to grant 
diplomatic recognition to the People’s Republic of China 
(PRC), setting in motion a framework for engagement that 
spans nearly five decades. During the Chretien era, Premier 
Zhu Rongji described Canada as a “best friend” of China. In 
2005, China granted Canada strategic partnership status – 
a high-level relationship that signals Canada’s importance 
“to the multiple layers of the Chinese government and to 
its firms.”4

Building on this strategic partnership, the roadmap for 
closer economic engagement was laid out in the 2012 
Canada-China Economic Complementarities Study5 produced 
by the two governments. It provides a detailed agenda for 
closer trade relations, both in traditional areas of interest 
such as resources and agriculture, as well as new areas such 
as technology and sustainable development. This was a 
peak period in bilateral relations, marked by the conclusion 
of negotiations for a Foreign Investment Protection and 
Promotion Agreement (FIPA) and amendments to the 
Canada-China Nuclear Cooperation Agreement allowing sales 
of Saskatchewan uranium to Chinese nuclear power plants. 

But Chinese investment in Canada’s energy sector, 
particularly the 2013 acquisition of Nexen by the China 

National Offshore Oil Corporation (CNOOC), spooked the 
Government of Canada and its Cabinet and triggered a wave 
of suspicion about Chinese state-owned enterprise (SOE) 
activity, resulting in stricter rules clearly intended for 
China. The Harper government wavered in its support for 
closer ties with China. Almost overnight any discussion of 
formalizing a free trade agreement with China disappeared, 
even as Canada launched negotiations with other Asian 
partners through the Trans-Pacific Partnership (TPP).6 

With Canada sending mixed signals, China has  
moved on to other partners, completing free trade 
agreements with Australia and South Korea in 2015. 
Australia’s privileged market access will make Canada’s 
competing exports in key sectors such as pork and coal  
up to 20 percent more expensive, in relative terms, for 
Chinese buyers.7 

The window of opportunity has not closed entirely. China 
continues to make welcoming overtures to Canada8 and 
securing the renminbi (RMB) hub in 2015 indicates that 

3	 Mulroney (2015), 284.
4	� Paul Evans, “A Strategic Partnership With China: What’s in a Name?”, Asia Pacific Council of Canada, (29 September 2005).
5	� Department of Foreign Affairs, Trade and Development Canada, “Canada-China Economic Complementarities Study”, (2013).  
6	� The Trans-Pacific Partnership signatories are Australia, Brunei, Canada, Chile, Japan, Singapore, Malaysia, Mexico, New Zealand, Peru, the United 

States, and Vietnam.
7	� Explained in more detail in the analytic part of this report.
8	� For example, in a May 2015 speech at the National Forum on Chinese Investment in Canada, Yu Benlin, Minister Counselor Economic and Commercial 

Affairs, Embassy of China in Canada, called for increased momentum in investment and trade relations.
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9	� The output of the two proposed dialogues together would be very similar to the economic mandate of the U.S.-China Strategic and Economic Dialogue, 
a bilateral mechanism responsible for significant advances in U.S.-China commercial relations.

10	� Or shortly thereafter: U.S. Department of Agriculture estimates that U.S. GDP in 2030 will be $24.8 trillion and China’s at $22.2. 
11	� Edward Wong, “China aims for 6.5% Economic Growth Over Next 5 Years, Xi Says”, New York Times, (3 November 2015). 
12	� Mulroney (2015), 285.
13	� Department of Foreign Affairs, Trade and Development Canada, Canada’s Free Trade Agreements.
14	� Negotiations have been launched but not completed with Japan, India, and Singapore for bilateral FTAs.
15	 International Monetary Fund, World Economic Outlook Database 2014, (2014).
16	 Bloomberg Business, “Roubini says Chinese Economy Will See Bumpy Landing”, Bloomberg Business Video, (30 July 2015). 
17	� Harinder Kohli, Ashok Sharma, and Anil Sood, “Realizing the Asian Century: A Strategic Framework” in H. Kohli, A. Sharma, and A. Sood (Eds.), Asia 

2050: Realizing the Asian Century, (Sage Publications, 8 September 2011), 63-70.

all is not lost. But China’s patience cannot last forever. 
Nor can the benefits identified in the 2012 Canada-China 
Economic Complementarities Study continue to be relevant in 
a changing global economy.

In November 2014, Prime Minister Harper and Premier Li 
Keqiang agreed to a Foreign Affairs Ministers Dialogue and 
a Canada-China Economic and Financial Strategic Dialogue 
that was set to begin in 2015. Canada once again failed to 
take the advantages offered and neither of these dialogues 
have been set in motion, despite the non-threatening 
contribution these initiatives could make to improved 
understanding and closer cooperation. Even the planned 
step of launching a civil society dialogue as a pre-cursor to 
the FTA was continually delayed by the Harper government.9 
A further example of Canadian ambivalence was turning 
down the opportunity to join the Asian Infrastructure 
Investment Bank (AIIB) in June 2015. 

China is worth the effort. The country is still on track 
to become the world’s largest economy by 2030.10 In 
September 2015, China, not Canada, ranked as the United 
States’ largest trading partner for the first time. Even 
though recent declines have pushed China’s annual growth 
forecasts down from more than 7 percent to around 6.5 
percent,11 this is still much faster than growth rates in the 
United States or Canada (see Table 1).

Table 1: Comparing Size, Growth and Import Rates, 2014

GDP (trillion  
current USD)

GDP  
Growth Rate  
(percent)

Imports of Goods 
and Services as 
percent of GDP

Canada 1.8 2.5 32.5

United 
States

17.4 2.4 16.5*

China 10.4 7.4 18.9

Source: World Bank National Accounts Data *2013 data

Meanwhile, Canadians remain concerned about 
cybersecurity and industrial espionage, not to mention 
human rights and territorial expansion. As David Mulroney, 
a former Canadian Ambassador to China, says, the idea is 

not to ignore fundamental differences but to find ways to 
manage the difficulties.12 This cannot be achieved without 
clear lines of engagement and communication. 

Doing nothing does not mean staying the same, it means 
falling further behind. Canada must act quickly and 
decisively to ensure that the China-sized hole in Canada’s 
trade policy does not create lasting damage from which 
we cannot recover. Moreover, economic engagement 
cannot exist without participation in regional and 
bilateral dialogues on security, stability, society and the 
environment. The U.S.-China relationship will be the focal 
point of international relations in the coming decades. 
Without a plan for managing relations between two giants, 
Canada risks getting stepped on or pushed aside. 

Why Does Trade with China Matter?
Canada has been attempting to diversify away from 
the United States by deepening trade ties around the 
world. Free trade agreements (FTAs) have been brought 
into force with Peru (2009), Colombia (2011), Jordan 
(2012), Panama (2013), Honduras (2014) and South Korea 
(2015).13 Canada has also concluded negotiations with the 
European Union (2014), Ukraine (2015) and TPP member 
countries (2015). What is notable, however, is that with 
the exception of the European Union Comprehensive 
Economic and Trade Agreement and the TPP, few of these 
agreements represent significant market potential for 
Canada and only a handful of countries (South Korea, 
Colombia, Peru) could be considered fast growing.14

With Canada negotiating trade agreements around the 
world, China is the glaring omission. The International 
Monetary Fund (IMF) announced near the end of 2014 that, 
adjusted for purchasing power parity (PPP), China had 
overtaken the United States as the world’s largest economy 
in real terms.15 Although the absolute size of China’s 
economy is still smaller than the U.S., when adjusted for 
purchasing power, China’s GDP in 2014 stood at US$17.6 
trillion compared to the US$17.4 trillion for the United 
States. Although many are debating the future momentum 
of China’s growth,16 its continued positive growth and its 
importance as a global market is incontrovertible.17 
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Canada-China Economic Profile
China is Canada’s second-largest trading partner. By 
2014, two-way bilateral merchandise trade totaled $78 
billion, up 53.6 percent over the previous five years.18 
Total foreign direct investment (FDI) between Canada and 
China increased more than eleven times between 2005 
and 2014, to a total of $31.8 billion. FDI in Canada from 
China reached $25.1 billion in 2014, a 27-fold increase 
over ten years.19 Note that the Statistics Canada data 
does not include Chinese investment coming to Canada 
through third countries. When these figures are added, 
the China Institute at the University of Alberta estimates 
that the stock of Chinese FDI in Canada stands at about 
$60 billion.20 

Figure 1: Canada-China Trade in Goods, 2005-2014 
(Millions of CAD)

Source: Industry Canada, Trade Data Online. 

Figure 2: Canada-China Trade in Services, 2005-2014 
(Millions of CAD)

Source: Statistics Canada. Table 376-0036. 

Figure 3: Canada-China Direct Investment, 2005-2014 
(Millions of CAD)

Source: Statistics Canada. Table 376-0051. Note: Data for 2006 was 
suppressed.

Good But Not Great
As Figures 1 through 3 illustrate, Canada’s trade and 
investment relationship with China has been increasing in 
absolute terms but, in relative terms, Canada is not keeping 
up with the competition. From Figure 4 it is clear that 
both Australia and the United States are outpacing Canada 
in terms of export growth. And a closer look at Canada’s 

18	 Author’s calculations with data from Trade Data Online, Industry Canada. Accessed July 27, 2015. 
19	� Author’s calculations with data from Statistics Canada, “International investment position, Canadian direct investment abroad and foreign direct 

investment in Canada”, Table 376-0051. Accessed July 27, 2015.
20	 Reported in speech by Guy Saint-Jacques, Canadian Ambassador to China, to the Canada-China Business Council, (3 November 2015).
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21 	� McKinsey & Company, “Canada-China relations: Keeping up the momentum”, Report for the Canadian Council of Chief Executives, (June 2014), 3.
22 	� Rohan Somwanshi, “Coal exporters not backing down despite glut: Could China enter the market too?”, (Institute for Energy Economics and Financial 

Analysis, 30 July 2014).
23 	� Mark L. Clifford, “China’s Economic Slowdown: We may have seen peak coal”, Forbes: Asia, (3 September 2015).
24 	� Bloomberg News, “China to Boost $100 Billion Green Bond Market for Renewables”, Bloomberg Business, (2 November 2015). 
25 	� Analytica Advisors Inc, “2014 Canadian Clean Technology Industry Report”, (2014), XXIII. 
26 	� Analytica Advisors Inc, “2014 Canadian Clean Technology Industry Report”, (2014), XVII-XVIII.

exports to China (Figure 5) shows minimal or negative 
growth since 2012.

Figure 4: Comparing Canada, Australia and U.S Exports 
to China, 2005-2014
(Billions of USD$)

Source: World Bank, World Integrated Trade Solution WITS. 

Figure 5: Canada's Exports to China as a Percentage of 
Total, 2005-2014

Source: Industry Canada, Trade Data Online.

Key Elements of Chinese Demand
If the Government of Canada decided to focus its trade 
strategy on capturing a larger share of Chinese demand, 
what would this demand look like? What are the areas of 
complementarity?

Chinese demand is driven by the need for energy and 
minerals to fuel its transformation to a modern, developed 
economy that can sustain 1.3 billion people. McKinsey 
& Company estimate that China will account for over 40 
percent of the global growth in energy demand by 2030.21

Canadian oil shipments to China are negligible (less 
than 2 percent of exports) due to producers’ inability 
to transport oil to deep water ports (except for trans-
shipments through the United States). Changes in 
domestic pipeline infrastructure could break the 
chokepoints but, in the meantime, China is a rich market 
for Canadian coal and potash. 

China consumes 50 percent of the world's thermal coal and 
accounts for 20 to 30 percent of the world’s coal imports, 
but that level is expected to peak in the next five years 
as investments in renewable energy begin to pay off. 22 
As one of the top eight global exporters of coal, Canada 
has a short but lucrative market window.23 Meanwhile, 
Saskatchewan’s Canpotex is helping to meet China’s demand 
for fertilizer. In 2014, Canada exported nearly $400 million 
in potash to China and Canpotex has supply contracts in 
place to guarantee sales volumes through 2017.

Despite its reliance on traditional energy sources, the 
Chinese government recognizes the environmental 
stresses created by economic transformation and it is 
making massive investments in green technology. China 
was responsible for a third of global spending on clean 
energy in 2014, some $89.5 billion. In order to help cut 
carbon emissions, the Chinese government is committed 
to obtaining 20 percent of its energy from renewables 
and nuclear power by 2030.24 This represents a major 
opportunity for Canada.25 Clean technology is one of 
Canada’s fastest growing sectors, expanding by nearly 10 
percent a year since 2011.26

By 2030, there will be some 2 billion consumers in the 
Asian middle class, requiring major investments in physical 
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and social infrastructure to sustain them.27 In China alone, 
it is estimated that there will be 326 million new urban 
middle-class consumers created between 2014 and 2030 
and the total middle class population will reach 854  
million by 2030, the largest middle class of any country  
in the world.28 

Canada is well placed to serve China’s demand for goods 
and services related to rapid urbanization. China has gone 
from a 30 percent urbanization rate in 1994 to 53 percent 
in 2014, meaning that roughly 300 million people (a quarter 
of China’s population) have moved from the countryside 
to cities in just two decades.29 Building cities and moving 
people requires building materials – such as Canadian 
wood products – and transportation – such as Canadian rail 
cars and aircraft – and the engineering and transportation 
know-how to make it all work. The importance of exporting 
knowledge-based services has taken on a greater urgency 
as November 2015 Statistics Canada data shows the highest 
rates of professional, scientific, and technical job loss in 
Canada since the recession.30

The expansion of China’s cities also means that fewer 
people are in the countryside growing their own food, thus 
the demand for imported food is rising sharply. What is 
more, the higher incomes of city-dwellers means that more 
Chinese consumers can afford the variety and novelty of 
imported food products. Imports of food, live animals (used 
mainly for food), oils, beverages and tobacco increased 
from US$2.3 billion in 1994 to US$100.8 billion in 2013.31

Proteins are particularly important. China’s market for 
meat is expected to grow by 60 percent by 2030.32 Steady 
increases are predicted for imports of pork, beef and 
poultry as well as grains and legumes.33 However, with 
the concessions China has made to Australia in ChAFTA 
(discussed later in this report), Canada’s meat sector may 
be pushed out of China’s market.

Oilseed products, particularly canola, are key to Canada’s 
export prospects. In 2013-2014 Chinese demand accounted 
for nearly two-thirds of all global oilseed shipments. In 
2014, canola was the number one Canadian export to 
China, valued at nearly $2.3 billion.34 

The relationship between Canada and China has grown 
beyond trade in goods. Person-to-person connections 
have generated rising levels of immigration and 
temporary movement. In 2013 there were over 1.3 
million Canadians of Chinese heritage35 and 1.1 million 
Canadians claimed a Chinese language as their mother 
tongue in the 2011 Census.36 

An increase in personal linkages is accompanied by 
increased consumption of related services such as 
education and tourism as well as commercial and real 
estate investment. More than 128,000 Chinese nationals 
held a valid study permit at some point in 2014, with an 
estimated economic impact of about $4 billion annually.37 
Approximately 410,000 Chinese tourists visited Canada 
in 2013 and that number is expected to increase by 20 
percent every year.38 

China is Canada’s top source of foreign students, one 
of the top three sources of immigrants and the fourth 

27 	� Wendy Dobson, “Canada, China, and Rising Asia: A Strategic Proposal”, Canadian Council of Chief Executives and Canada China Business Council,  
(25 October 2011), 19.

28 	 David Scutt, “China’s rising middle class will create opportunities the world has never seen before”, Business Insider, (14 May 2015). 
29 	 Shannon Tiezzi, “Urbanization with Chinese Characteristics”, The Diplomat, (12 February 2015). 
30  	Michael Babad, “Canada losing high-paying jobs for first time since the recession”, The Globe and Mail, (11 November 2015).
31  	�Author’s calculations with data from National Bureau of Statistics of China, “Value of Imports and Exports by Category of Commodities  

(Customs Statistics)”, China Statistical Yearbook 1996, and “Value of Imports and Exports of Goods by HS Section and Division”, China Statistical 
Yearbook 2014. Accessed 13 October 2015. 

32  	McKinsey & Company (2014), 3.
33  	�James Hansen and Fred Gale, “China in the Next Decade: Rising Meat Demand and Growing Imports of Feed”, USDA Economic Research Service,  

(United States Department of Agriculture, 7 April 2014). 
34  	Adam Sharpe and Sandra Boga, “Chinese demand remains key to global oilseed trade”, Agra Europe, (15 April 2015).
35  	China.gc.ca, Bilateral Relations. 
36  	Statistics Canada, “Immigrant languages in Canada”, Census Program: 2011 Analytical Products.
37  	�Economic impact measures not only tuition on but accommodation and discretionary spending. Reported in Speech by Guy Saint-Jacques, Canadian 

Ambassador to China, to the Canada-China Business Council, (3 November 2015).
38  	Eddy Lok and Li Na, “Canada’s visa process affects Chinese tourists”, China Daily USA, (3 May 2015). 

Building cities and moving people requires 
building materials – such as Canadian wood 
products – and transportation – such as 
Canadian rail cars and aircraft – and the 
engineering and transportation know-how to 
make it all work.
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largest source of tourists.39 While the populations of the 
two countries are inextricably linked, the full benefit of 
economic synergies has not yet been realized. 

Without a comprehensive China economic strategy, Canada 
will have only weak market opportunities for some of 
its most important industries. A China strategy helps 
Canada to diversify away from dependence on slow-growth 
economies such as the United States and European Union 
and to develop nascent industries where Canada has the 
potential to grow into a global leader, such as green 
technology.

The Policy Dimension: Cool Politics  
and Warm Economics 
Canada’s engagement with China over the past decade 
has been characterized by leads and lags, much of which 
may be attributed to the Harper government strategy of 
attempting to generate warm economics while maintaining 
cool politics. 

Between 2009 and 2012, Canada’s economic relationship 
with China grew on many fronts as the two countries 
explored the economic complementarities that might lead 
to a free trade agreement and sought to deepen investment 
linkages through a FIPA. However, China’s aggressive 
investment in Canada made Canadians nervous. CNOOC’s 
acquisition of Nexen raised uncomfortable questions about 
how much foreign ownership – and in particular Chinese 
ownership – Canadians were willing to accept on home 
soil.40 Canada approved the sale, even as it implemented 
stiffer rules for SOEs. Evans identifies this as the turning 
point away from a productive period of engagement: 
“In 2012, the momentum was broken, as symbolized by 
Ottawa’s decision to approve the sale of Nexen to a Chinese 

state-owned enterprise but at the same time to put in 
place guidelines to limit future investments.”41

Paul Evans notes that the Chinese were upset by the mixed 
signals they received over the investment decision and 
Cabinet’s failure to ratify the FIPA for almost two years. 
Since then, economic interest has been expressed in small 
steps forward, but the full promise of a bilateral strategic 
partnership was never achieved. Meanwhile, Canadian 
public attention has been preoccupied by allegations of 
Chinese cyber hacking, expansion in the South China Sea, 
and the arrest of Canadian missionaries in China. 

Major analysts of the Canada-China relationship such as 
Wendy Dobson, Paul Evans and David Mulroney, are critical, 
by varying degrees, of Canada’s reluctance to engage 
politically with China even while seeking closer economic 
relations. Evans attributes it to Canadian assumptions 
that their perceptions of freedom, democracy, human 
rights, and rule of law are built on universal values “that 
are as good for China as they are for Canada.”42 For the 
Harper government, engagement came to mean advancing 
a commercial agenda and a moral enterprise intended to 
affect China’s internal social and political order.43

From the very first, Canada’s engagement with the 
PRC was built on the belief that closer ties would help 
to ameliorate differences, build convergences and 
better integrate China into the community of nations. 
Recognition of China’s Communist government through the 
One China Policy in 1970, support for China’s inclusion in 
the World Trade Organization in 2001, the 2005 Strategic 
Partnership, and various agreements on tourism, financial 
information services, science and technology, air services, 
nuclear cooperation and the environment are just a few 
examples of overtures intended to make China seem less 
alien. And while such engagements by Canada and other 
G-7 allies have made China more familiar, they have 
not succeeded in transforming China into a compliant, 
Western-style democracy. 

China is extending its global, economic, and military 
capacities to gain hegemonic status in Southeast Asia 
and to negotiate a new global balance of power with the 
United States. It is no longer a question of socializing 
China to behave like the West but recognizing that, in the 
absence of a global traffic cop, each government will, as 

39	� Presentation by Department of Foreign Affairs, Trade and Development Canada (DFATD), Canadian School of Public Service, Ottawa, Ontario  
(February 2015).

40	� Frank Turner, Shuli Rodal, Christopher Murray, Michelle Lally, Peter Glossop, and Peter Franklyn, “New Rules for Foreign Investment by State-Owned 
Enterprises – Do They Strike the Right Balance?”, (Osler, 9 December 2012). 

41  	Paul Evans, “Close Encounters: How best to deal with a rising China”, Literary Review of Canada July-August 2015, (17 August 2015). 
42 	 Evans, (2015). 
43 	 Evans, (2015), i.

China is Canada’s top source of foreign students, 
one of the top three sources of immigrants and 
the fourth largest source of tourists. While the 
populations of the two countries are inextricably 
linked, the full benefit of economic synergies 
has not yet been realized.
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Ian Bremmer and Nouriel Roubini put it, “work to build 
domestic security and prosperity to fit its own unique 
political, economic, geographic, cultural, and historical 
circumstances.”44

Evans and Mulroney are in broad agreement that Canada 
should accept China as it is, not as Canadians wish it to be. 
Evans observes, “China is neither a friend nor an enemy, 
neither an ally or an adversary. But it can be a good 
partner.”45 Mulroney argues that China is neither the sum 
of all fears nor the answer to all prayers.46 The question for 
Canada is whether to turn away from this global iconoclast 
or find new ways to engage – not to convert but to gain 
the knowledge necessary to effectively promote regional 
stability and to become more prosperous at the same time. 

China’s leaders freely admit that there is a certain amount 
of trial and error involved in their diplomatic relations 
with the world. China’s outreach follows a broad general 
direction but not a predetermined path. It responds to 
signals from the outside and seeks convergence between 
its own unique practices and the norms of international 
institutions. The government of China might not know 
in advance how to reach the final objective, but it is 
confident in its eventual success. “China in many ways 
epitomised the gradual and pragmatic approach to reform. 
Its process has been described as ‘crossing the river by 
feeling stones.’”47

China will continue to make territorial claims in areas 
it considers to be in its natural sphere of influence. It 
will aggressively seek markets and resources it considers 
necessary for its economic wellbeing and it will continue to 
utilize mechanisms that challenge international norms to 
gain information and technological advantage. 

While specific security recommendations are beyond the 
scope of this paper, it is clear that attempting to isolate 
economics from politics has not worked in the past. As 
Dobson and Evans argue, “Canada’s future prosperity 
depends on more societal, commercial, and educational 
interaction with China” within a policy framework that 
addresses the tensions of the shifting balance of power in 
the Asian region.48

Canadian Attitudes Towards China
Canadians’ negative perceptions of China are fed by media 
accounts of unsafe products, unfair labour standards, and 
violations of cyber security and intellectual property rights. 
Meanwhile, the experiences of Canadian companies actually 
doing business in China refute much of the negativity and 
reveal a promising and profitable market.

For example, the Asia Pacific Foundation’s 2014 survey 
of Canadian businesses operating in China found that 
perception and reality are misaligned on intellectual 
property rights (IPR) violations. More than 70 percent of 
Canadian companies in China report that they have not 
experienced any violations within the past five years.49 

Some 64 percent of firms operating in China report their 
business as profitable or very profitable and 83 percent of 
firms plan to expand their business.50 

Brands are important. Fifty-two percent of business owners 
believe that having a recognized Canadian brand helps 
business development in China. But, perhaps the most 
important factor is staying power. More than 80 percent of 
businesses that have been in China for more than ten years 
rank their business as profitable.51 This need for staying 
power is also confirmed by the experiences of businesses 
from other countries.52 

According to research from the University of Toronto, 40 
percent of Canadian company locations in China are from 
Ontario, 22 percent from BC and 19 percent from Quebec 
(see Figure 6 below). Note that the pie chart reflects the 

44 	 Ian Bremmer and Nouriel Roubini, “A G-Zero World: The New Economic Club Will Produce Conflict, Not Cooperation”, Foreign Affairs, (March/April 2011).
45 	 Evans, (2015).
46 	 Mulroney, (2015), 291.
47 	 François Godement, “China at the Crossroads”, (European Council on Foreign Relations, April 2012). 
48 	 Wendy Dobson and Paul Evans, “The Future of Canada’s Relationship with China”, (Institute for Research on Public Policy, 17 November 2015). 
49 	� Eva Busza, Kenny Zhang, Nathan Allen, and Pauline Stern, “Canadian Businesses in China Survey 2014”, (Asia Pacific Foundation of Canada, 9 

September 2014), 3.
50 	 Busza et al, (2014), 2.
51 	 Busza et al, (2014), 2. 
52 	 Author’s interview with Sarah Kutulakos, Canada-China Business Council, (19 October 19 2015).

The question for Canada is whether to turn 
away from this global iconoclast or find 
new ways to engage – not to convert but to 
gain the knowledge necessary to effectively 
promote regional stability and to become more 
prosperous at the same time.
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number of locations of Canadian companies, not individual 
companies. Nevertheless, the proportions are approximately 
the same, whether referring to locations or companies  
(see Table 2).

Figure 6: Provincial Origins of Canadian Company 
Locations in China

 

Source: Deanna Horton and Tianxing Li, Munk School of Global Affairs, 
December 2015.

Table 2: Provincial Origins of Canadian Companies and 
Locations in China

Province Number of Companies Number of Locations 
ON	 187 302
BC 103 139
PQ 89 149
AB 24 41
N/A** 18 20
NS 16 16
NB 11 13
SK 6 8
MB 5 5
NL 3 3
PE 2 2
Total 464 698

** N/A refers to Canadian organizations without headquarters in Canada.
Source: Deanna Horton and Tianxing Li, Munk School of Global Affairs, 
December 2015.

China is Not for the Timid or the Ill-prepared
Doing business with China is not without challenges. 
Among the problems reported by Canadian businesses,  
64 percent complained about an unclear and inconsistent 
regulatory environment. 

Differing or inconsistently applied regulatory standards will 
be a challenge for Canadian exporters, particularly in the 
food sector, underscoring the need for a comprehensive 
trade strategy that includes not just market access but firm 
commitments on regulatory cooperation. The Canada-China 
Business Council identifies a number of challenges facing 
Canadian exporters including shipping storage requirements 
for seafood, bans on certain food additives such as 
ractopamine in pork, labelling requirements imposed by local 
governments and sanitary and phytosanitary standards that 
are not always in line with international standards.

While business operations in emerging markets such as China 
can be highly profitable, entrepreneurs must be able to do 
what it takes to stay in the market long enough to profit. 
Goldfarb notes that businesses with a track-record of success, 
access to financing, and high levels of innovation are better 
able to penetrate fast-growing markets and generate much 
higher profit levels than could be achieved at home.53

The lack of a strong business push to engage with China 
has helped to feed the Canadian government’s policy 
ambivalence. As Derek Burney and Fen Hampson note, 
Canadians live in a “North American cocoon,” lulled into 
complacency by proximity to the U.S. market.54 

Trade with the United States is easy but the opportunities 
for Canada are shrinking as the United States diversifies 
to more efficient suppliers from other parts of the world. 
Even China is now competing against Canada in the United 
States. This was starkly demonstrated by Bombardier’s loss 
of a US$566 million contract to build new subway cars for 
Boston to the China Railway Rolling Stock Corporation.55 

China is a consumption-based economy, energized by 
new players and new products but Canadian firms need a 
push to get involved. Canada’s exports to China in 2014 
amounted to just over $14 for every member of the Chinese 
population while Canada’s exports to the United States 
worked out to about $1260 per American.56 Chinese demand 
for imports of pork has grown so large that Manitoba 
producers are sending hundreds of live animals by cargo 
plane between Winnipeg and Chengdu.57 

53 	 Danielle Goldfarb and Sui Sui, “Not for Beginners: Should SMEs Go to Fast-Growth Markets?”, Briefing, (Conference Board of Canada, 6 February 2014). 
54 	 Derek H. Burney and Fen Osler Hampson, Brave New Canada: Meeting the Challenge of a Changing World, (Queen’s University Press, 1 January 2014), 5.
55 	 Jad Mouawad, “Chinese Rail Firm Makes Inroads with U.S. Factory and Boston Transit Deal”, New York Times, (3 September 2015). 
56 	 Jason Kirby, “5 depressing facts about Canada’s exports”, Macleans, (11 May 2015). 
57 	 CBC News, “Manitoba pigs fly to China on a cargo plane”, CBC News: Manitoba, (10 July 2012). 
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An aggressive trade strategy with China requires not only 
government action but also changes to Canadian business 
culture. As Wendy Dobson notes, “Canada comes and goes 
but it does not stay.”58 Without a sustained Canadian 
presence, it will be impossible to build demand for Canada’s 
iconic brands and services. Canadians must consider trade 
with China as an opportunity for the economy fifty years 
from now, an economy that may look very different from 
Canada’s resource-intensive economy of today. 

Small Steps Forward
Incremental but important steps have been made between 
China and Canada. While not enough to embed a pattern 
of cooperation, they are sufficient to prove that formal 
arrangements yield rewards. For instance, in June 2015, 
China announced a market access deal for British Columbia 
blueberries that could be worth up to $65 million.59 While 
this is excellent news for blueberry growers on Canada’s 
west coast, the same cannot be said of other Canadian 
industries that still lack preferential access to this giant 
consumer market. 

FIPA

The Canada and China Foreign Investment Protection and 
Promotion Agreement came into force in October 2014, 
offering both material and symbolic support for closer 
bilateral relations.60 The FIPA grants investors access to 
investor-state dispute settlement (ISDS), providing a level of 
security for investors who make large investments in other 

countries, and ensuring legal recourse against discriminatory 
and arbitrary practices such as expropriation.61

The primary benefit of Canada’s FIPA with China is to 
provide stronger protection for Canadian investors in China. 
International trade lawyer and former Canadian trade 
negotiator, Matthew Kronby, argues that the value of such 
agreements is to define improper behavior by governments 
in order to create a more stable and predictable investment 
environment. “The benefits are particularly valuable in 
countries like China where the rule of law is not assured.”62 
Kronby also notes that Canadian fears of a flood of 
arbitration claims from China as a result of the FIPA are 
unfounded. To date, China has launched only a handful of 
claims globally despite the ability to do so through various 
legal agreements.63

Government officials who are aware of their liability are 
less likely to act capriciously and unfairly. Sarah Kutulakos, 
executive director of the Canada-China Business Council, 
notes that the very existence of the FIPA helps to rein 
in bad behavior by China’s sub-national governments 
against Canadian investors. This restraint, she explains, is 
because the government in Beijing does not want to lose 
face defending questionable actions by a provincial or city 
government in an international arbitration.64

Contrary to concerns voiced by some Canadians about China’s 
acquisition of Canadian commodity assets, the FIPA does 
not in any way grant China preferential access to Canadian 
resources nor does it determine who can invest in Canada 
or in what sector. Chinese and all other global investors 
remain subject to all domestic rules governing proposed 
acquisitions, as set out in the Investment Canada Act.

RMB HUB

Another positive indication of Canadian interest in China is 
the establishment of a renminbi 65 trading hub in Toronto 
– the first ever in the Americas – on March 23, 2015.66 The 
trading hub allows businesses to convert Chinese RMB to 
Canadian dollars without having to first convert the funds 
into an intermediary currency (usually U.S. dollars). The 
Canadian Chamber of Commerce estimates the hub could 

58 	 Dobson, (2011).
59 	� Agriculture and AgriFood Canada, “Harper Government secures access for fresh B.C. blueberries to China”, News Release (Archived), (24 June 2015). 

See also BJ Siekierski and Kelsey Johnson, “Fast announces blueberry market access deal with China”, iPolitics, (24 June 2015). 
60 	� Department of Foreign Affairs, Trade and Development Canada, Agreement between the Government of Canada and the Government of the People’s 

Republic of China for the Promotion and Reciprocal Protection of Investments. 
61 	� In practical terms, the FIPA gives Canadian investors whose investments are negatively affected by Chinese government action recourse to legal 

remedies outside of the Chinese courts. 
62 	 Matthew Kronby, “The Practical Benefits (and Limitations) of the Canada – China FIPA”, Canada China Business Forum, (November 2015), 17. 
63 	 Kronby, (2015), 16.
64 	 Author’s interview with Sarah Kutulakos, (19 October 2015).
65 	 China’s currency is officially called the renminbi (RMB) but also referred to as the yuan.
66 	 John Shmuel, “Renminbi trading hub opens in Toronto”, Financial Post, (23 March 2015). 

Trade with the United States is easy but the 
opportunities for Canada are shrinking as the 
United States diversifies to more efficient 
suppliers from other parts of the world. Even 
China is now competing against Canada in 
the United States.
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boost Canada’s exports to China by as much as $32 billion 
over the next decade.67 

The RMB hub is an excellent example of what can be 
achieved through business and government collaboration 
and political leadership. The initiative had political 
momentum because its announcement coincided with 
Prime Minister Harper’s 2014 visit to China, but the 
announcement represented the culmination of months 
of exchanges between Beijing, Ottawa, Vancouver and 
Toronto. Private sector interests such as the Toronto 
Financial Services Alliance, AdvantageBC, the Canada-China 
Business Council, and trade and finance officials recognized 
the opportunity that China was providing, and did the 
consultation, coordination and planning necessary to turn 
opportunity into action. 

Faster and more secure RMB conversions allow Canadian 
exporters to save on exchange costs and the ability to pay 
in Chinese currency makes it easier for Chinese importers 
to buy from Canada. Since it is presently quite difficult 
to move currency in and out of China, the RMB hub is 
even more valuable. This may not be the case in a few 
years when China further liberalizes its financial system so 
Canadian businesses should be encouraged to make use of 
the RMB hub now. 

Other Sources of Activism
The provinces have been a source of momentum when 
progress with China has stalled at the federal level. 
Provincial participation keeps federal efforts on task in 
areas of provincial authority, such as natural resources 
and services and regionally specific exports such as 
canola, pork, seafood, potash and coal. Provinces are 
active participants in trade missions – a 2014 Council of 
Federations mission to China included Ontario, Quebec  
and PEI – and many have their own trade-promotion  
offices in China. 

Federally organized Team Canada visits are also useful 
because they help to coordinate and focus often-disparate 
business and government initiatives. (The Canada-China 
Business Council reports several instances of a number of 
Canadian “official” groups visiting the same area of China 
at the same time without any apparent knowledge of each 
other’s presence, much to the surprise of the Chinese 

hosts.) Team Canada missions provide a focal point for 
Canadian activities but they are not a substitute for the 
institutionalized structures of cooperation that provide 
predicable and transparent rules. 

Canada’s Presence in China

Source: Department of Foreign Affairs, Trade and Development Canada, 
“Our China Team.”

Trajectory of China’s Trade Policy and the 
Agreement with Australia
As China’s economic clout grows, its trade and investment 
ties have extended around the world.68 China is now a 
global exporter of capital, skilled workers, and services. 
These relationships have made the Chinese government 
more open to economic agreements with large and 
advanced economies.69 

China’s WTO accession in 2001 demanded much in terms of 
domestic policy reform, liberalization and new transparency 
commitments.70 Consequently, even though China pursued 
a number of regional free trade agreements immediately 
after accession, its capacity to go deeper than its WTO 
commitments was limited. As Razeen Sally notes, China’s 
post-Uruguay Round FTAs were “trade light”, often motivated 
more by foreign policy than by commercial considerations.71 

67 	 Stacey Roy, “Doing More Business with China: Why Canada Needs a Renminbi Hub”, Chamber Blog, (Canadian Chamber of Commerce, 20 October 2014). 
68 	 Nargiza Salidjanova, “China’s Trade Ambitions”, Staff Research Report, (U.S.-China Economic and Security Review Commission, 28 May 2015).
69 	 Salidjanova, (2015).
70 	� Gregory Chin, “Wolf at the Door: What Happened to the Predictions of Doom?”, Looking back, looking forward: China and the World Trade Organization 

10 years after accession, (Centre for International Governance Innovation, 19 May 2011). 
71 	� Razeen Sally, “Chinese Trade Policy After (Almost) Ten Years in the WTO: A Post-Crisis Stocktake”, ECIPE Occasional Papers, (European Centre for 

International Political Economy, February 2011). 

Bejing

Shanghai

Shenyang

Hong Kong
Guangzhou

Chongqing

Tianjin

Qingdao

Nanjing

Hangzhou

Xiamen

Shenzhen

Wuhan

Xi’an

Chengdu

Diplomatic Missions

Trade Offices



13

Chasing China: Why an economic agreement with China is necessary for Canada’s continued prosperity

The commitments offered to Australia in ChAFTA, however, 
are indicative of a change in China’s ability to go well 
beyond the WTO in its new preferential trade agreements. 
While Australia has gained a temporary advantage by being 
one of the first countries to benefit from these deeper 
commitments, Canada can also capitalize on China’s new 
openness. China does not have an FTA with any country in 
North America and, in the western hemisphere, it has only 
signed FTAs with Costa Rica and Chile (both agreements 
could be considered “trade-light”). There is strategic value 
to Canada being the first North American nation to sign an 
FTA with China. 

ChAFTA also provides a template for what Canada can 
achieve. Canada and Australia are similar economies in 
terms of size and development. The concessions Australia 
extracted from China are a benchmark to guide Canadian 
negotiators. By the same token, Australia is also a 
competitor to Canada in key sectors so Canada’s overall 
competitiveness is hurt by its second-mover status. 
Nevertheless, when it comes to preferential access to the 
world’s largest consumer market, being the second mover 
globally, 72 and the first mover in North America is an 
opportunity that Canada cannot afford to miss. 

China is positioning itself as the cornerstone of the Asian 
market. One of China’s main external initiatives has been 
the establishment of the Asian Infrastructure Investment 
Bank. The AIIB is a financial institution focused on 
infrastructure development in the Asia-Pacific region. 
Spearheaded by China, the AIIB is supported by 37 regional 
and 20 non-regional members. As of July 2015, 51 states 
had signed the Articles of Agreement to establish the 
bank.73 The AIIB is open to expanding both its regional and 
non-regional membership. Canada, Japan and the United 
States are the only major world economies not to seek 
membership, (Australia is a member of the AIIB). Not only 

does Canada’s absence from AIIB deny it the opportunity 
to help guide Chinese decision making on infrastructure 
investment, it denies Canada’s infrastructure service 
providers the inside track on billions of dollars’ worth of 
procurement in the engineering and construction industries. 

Canada should reconsider its refusal to join the AIIB. 
It should also find ways to participate in other Chinese 
infrastructure activities such as the One Belt One Road 
Initiative (Silk Road Economic Belt) that is building trade 
and infrastructure linkages between China and Eurasia.

Canada’s completion of the TPP negotiations in October 
2015 is a positive step towards more productive 
engagement with Asia. It provides access to important 
Asian markets, particularly Japan. It situates Canada as a 
central participant in a coordinated and transparent trading 
arrangement. It helps set common rules and understandings 
to reduce transaction costs caused by regulatory barriers, 
and seeks to provide solutions to new challenges that 
emerging markets have brought to the global trading 
system. These include disciplines on the behavior of state-
owned enterprises, provisions to guarantee cross-border 
data flows while protecting personal privacy, and measures 
to help mitigate the use of currency manipulation as trade 
protectionism. While these latter interventions are limited 
in the TPP and still untested, they are an important first 
step upon which to build more robust rules in the future.

China is not a part of the TPP but it has made no secret of 
following the negotiations carefully and adopting many of 
the new negotiating subjects in its Regional Cooperation 
Economic Partnership (RCEP) negotiations with the ASEAN 
states. Rather than a mechanism to isolate China, the 
TPP could encourage China to deepen and expand its 
liberalization and transparency commitments with a view 
to one day joining the TPP or formally linking the RCEP 
with the TPP.

The United States is moving ahead on a number of fronts 
to create closer economic ties with China. These include 
a bilateral investment treaty (BIT) that will help United 
States investors meet, and in some areas exceed, the 
protections that Canadian investors have through the 
FIPA.74 The U.S. and China are also working together on 
bilateral initiatives in the areas of technology and sub-
federal procurement.

Because of the integration between the United States 
and Canada, Canada derives secondary benefits from any 

72 	� Some may rank Canada as third-mover or even lower since China also has relatively recent free trade agreements with Singapore (2008), New Zealand 
(2008) and South Korea (2015).

73 	� The Asia Infrastructure Investment Bank, “Fifty Countries Sign the Articles of Agreement for the Asian Infrastructure Investment Bank”, The 
Multilateral Interim Secretariat, (29 June 2015). 

74 	 The U.S. agreement will include protections during the pre-establishment phase that the Canadian FIPA does not.

The commitments offered to Australia in 
ChAFTA, however, are indicative of a change in 
China’s ability to go well beyond the WTO in its 
new preferential trade agreements.
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agreement between China and the United States But, doing 
a deal with China first would mean that Canada would have 
a longer period to become accustomed to China trade  
norms and would be able to tailor an agreement to the 
specific characteristics of the Canadian economy, similar 
to the advantages Canada generated by negotiating a free 
trade agreement with the European Union ahead of the 
United States.

The China-Australia Free Trade Agreement: 
Results and Lessons for Canada
While Canada has been delaying on deeper trade with 
China, Australia signed an FTA in June 2015 after almost 10 
years of negotiations. ChAFTA is the most comprehensive 
FTA China has ever signed75 and will be worth an estimated 
AU$18 billion to the Australian economy over the next 
decade.76 While Australia is primed to take advantage of 
its first-mover status, Canada needs to make sure that it is 
next in line.

CHAFTA HIGHLIGHTS

ChAFTA is the first truly comprehensive trade deal China has 
signed with a developed country77 and contains “best-ever” 
Chinese commitments in a number of sectors. Australia 
already has a more robust trading relationship with China 
than does Canada. Total two-way trade between Australia 
and China was estimated at AU$150 billion in 201378 while 
Canada-China two-way trade was pegged at only CA$73 
billion the same year.79 

One of ChAFTA’s unusual elements is the services chapter in 
which Australia uses a NAFTA-style negative-list approach 
while China uses a a GATS-style positive list. Negative-
list approaches identify only what is excluded from the 
agreement while a positive list itemizes everything that 
is included. Positive-list agreements tend to include 
fewer trading areas and do not deepen trade as much as 
negative-list agreements.80 So, in the services deal struck 
between China and Australia, the latter provided more 
inclusive liberalization. Nevertheless, despite retaining 
the positive list, China opened up more services sectors to 
Australia than it has in the past. 

AGRICULTURE

Once it is fully implemented (11 years after entry into 
force), ChAFTA will eliminate 95 percent of all tariffs. All 
tariffs on Australian wine, meat and seafood, currently 
between 10 and 25 percent, will be eliminated within 4 
years.81 Tariffs on barley and sorghum will be eliminated on 
entry into force. (Canadian barley, meanwhile, will continue 
to face a 3 percent tariff in China.)

Market access for beef is quota-limited: 170,000 tonnes 
for the first 4 years, gradually increasing to a little over 
200,000 tonnes after 10 years.82 There are no restrictions 
on market access for pork or seafood. Australia will also 
benefit from an exclusive duty-free quota on wool. 

Certain agricultural sectors such as canola oil and 
vegetable oils are excluded from ChAFTA because they are 
designated “significantly sensitive staples” by China. Rice 
and sugar are also excluded. 

NATURAL RESOURCES

Upon full implementation of the agreement, 99 percent 
of Australia’s resources, energy and manufacturing exports 
will enter China duty-free. This includes tariffs of 3 percent 
on coking coal to be removed on entry into force and 6 
percent on thermal coal to be eliminated after two years. 
Tariffs up to 10 percent will be eliminated for refined 
copper and alloys, aluminum oxide, zinc, aluminum, nickel 
and titanium dioxide, many on entry into force. Tariffs of 
up to 10 percent on pharmaceuticals, including vitamins 
and health products, will be eliminated either immediately 
or within four years.

SERVICES

China has gone beyond its GATS commitments in a 
number of areas but many fall short of full liberalization. 
For example, China has agreed to allow wholly owned 
Australian hospitals, but only in four provinces and three 
cities. However, Australian service suppliers will be able 
to establish for-profit aged care institutions throughout 
China. In tourism, Australian services suppliers will be able 
to construct, renovate and operate wholly Australian-owned 
hotels and restaurants in China.

75 	� Details of the China-Australia Free Trade Agreement (ChAFTA), especially those potentially affecting Canada’s trade with China, will be discussed 
throughout this report.

76 	 Department of Foreign Affairs and Trade Australia, “China-Australia Free Trade Agreement – A Snapshot”, Trade Agreements: Fact Sheets, (2015). 
77 	� China has a Free Trade Agreement with New Zealand, however, the China-Australia Free Trade Agreement (ChAFTA) is considered to be much more 

comprehensive. 
78	 Minister for Trade and Investment, “Australia’s exports to China exceed $100 billion in 2013”, Media release, (Australia Trade Ministry, 21 May 2014).
79	 Industry Canada, Trade Data Online. 
80 	� For more information, see Jeffrey Wilson, “China-Australia trade deal a compromised victory”, Opinion, (Australia Broadcasting Corporation, 18 June 2015). 
81 	 Free Trade Agreement between the Government of Australia and the Government of the People’s Republic of China [ChAFTA].
82 	 ChAFTA.
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China has committed to allow Australian companies 
to provide manufacturing services. ChAFTA also allows 
Australian suppliers to provide technical consulting and 
field services in coal bed methane and shale gas extraction. 
China has guaranteed access for consulting related to oil 
and gas resources (in cooperation with Chinese partners).

Labour mobility also makes significant strides in ChAFTA. 
New Investment Facilitation Arrangements (IFAs) will 
operate under the framework of the Australian visa system. 
These will allow certain Chinese-owned companies that 
invest in Australian infrastructure projects above AU$150 
million to negotiate labour market access flexibilities.83 

In architecture and urban planning, Australian firms will 
be allowed to obtain more expansive business licenses to 
undertake higher-value projects in China.

Both sides have committed to expand their education 
services relationship. Australia and China signed an MOU 
aimed at improving recognition of qualifications and 
promoting exchange opportunities. Although the Australian 
government is making much of the commitments in ChAFTA 
on education, the only firm Chinese commitment is the 
listing of 77 Australian providers on the Chinese Ministry 
of Education website. According to Australian government 
sources, 88 percent of Chinese students studying in 
Australia in 2013 chose to study at institutions listed on 
the website.84 China has agreed to ongoing discussions 
about adding new Australian schools to the site.

FINANCIAL SERVICES

Australian banks are well positioned as a result of ChAFTA 
to benefit from new market opportunities. China has 
committed to deliver improved access to Australian 
financial service providers in the banking, insurance, 
funds management, securities, securitization and futures 
sectors. ChAFTA also designates an official RMB clearing 
bank in Sydney allowing trading of Chinese currency in 
Australia. The allocation of an RMB 50 billion quota will 
allow Australian-domiciled fund managers to purchase 
equities and bonds directly from China’s mainland securities 
exchanges in Shanghai and Shenzhen. (These commitments 
are nearly identical to what Canada negotiated through the 
RMB hub.)

Australian banks will enjoy much greater access to the 
Chinese market. China has agreed to reduce the waiting 
period for Australian banks to engage in RMB-denominated 
business from three years to one year. China will remove 
the two-year profit-making requirement as a precondition 
to providing local currency services.  Australian bank 
subsidiaries in China are the only foreign bank subsidiaries 
to enjoy an FTA commitment guaranteeing their eligibility 
to engage in the credit asset securitization business.

For the insurance sector, China will allow Australian 
insurance providers access to China’s statutory third-party 
liability motor vehicle insurance market, without local 
establishment or equity restrictions.85 

For the first time in an FTA, China has agreed to allow 
Australian financial service providers to establish joint 
venture futures companies with up to 49 percent Australian 
ownership and extend national treatment to Australian 
financial institutions for approved securitization business 
in China. Australian securities firms in China will benefit 
from new commitments, raising foreign equity limits to 49 
percent (above China’s WTO commitment of 33 percent) 
for participation in underwriting domestic ‘A’ and ‘B’ 
shares as well as ‘H’ shares (listed in Hong Kong), and 
guaranteeing the ability to conduct domestic securities 
funds management business.86

It is important to note that while Canada has a few large 
financial services companies with an established track 
record in China, the benefits that Australia is getting 
through the ChAFTA are in line with what Canada needs in 
order to build the competitiveness of its incumbent firms 
and bring new firms into the market.87

83 	� Paul Schroder and Stuart Fuller, “ChAFTA 2014: The winners, the thresholds and the opportunities”, News & Insights: Analysis of China Australia FTA, 
(King & Wood Mallesons, 20 November 2014). 

84 	� Department of Foreign Affairs and Trade Australia, “Fact Sheet: Trade in Services”, China-Australia Free Trade Agreement: FTA Information and 
factsheets, (26 August 2015). 

85 	 ChAFTA.
86 	 ChAFTA.
87 	 Author’s interview with Sarah Kutulakos, Canada-China Business Council, October 19, 2015.

… while Canada has a few large financial 
services companies with an established track 
record in China, the benefits that Australia 
is getting through the ChAFTA are in line 
with what Canada needs in order to build the 
competitiveness of its incumbent firms and 
bring new firms into the market.
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FOREIGN DIRECT INVESTMENT (FDI)

Australia has also made significant FDI concessions, raising 
the screening thresholds for private Chinese investments 
in non-sensitive sectors to AU$1,094 million from AU$252 
million.88 This is on par with thresholds for Chinese private 
investment in Japan, South Korea, New Zealand, and the 
United States. However, all investments must originate from 
China to qualify for the higher threshold, and not come from 
offshore accounts. Foreign investment in residential real 
estate is excluded from ChAFTA. 

STATE-OWNED ENTERPRISES (SOES)

ChAFTA does not eliminate mechanisms already put in 
place by the Government of Australia to review investment 
by Chinese SOEs. Although Australia has liberalized the 
screening threshold at which private Chinese investments 
in non-sensitive sectors are considered by the Foreign 
Investment Review Board (FIRB),89 Australia retains the 
right to screen Chinese investments at lower thresholds 
for agricultural land, agribusiness, and sensitive sectors. 
Furthermore, all investment by Chinese SOEs will be subject 
to review, regardless of transaction size. The FIRB will 
often consider factors such as whether investors operate 
at arm’s length and on a commercial basis when it applies 
the national interest test. In Australia, there is no real 
definition of what is necessary to pass the national interest 
test, and the FIRB does not need to disclose how it arrives 
at a particular conclusion.90

In Canada, SOE investment rules are fairly similar to 
Australia. Under the Investment Canada Act, all SOEs 
must meet the net-benefit test. An SOE is defined as an 
enterprise that is owned, controlled or influenced, directly 
or indirectly by a foreign government.91 When assessing 
whether such acquisitions are of net benefit to Canada, the 
Minister will examine whether the SOE adheres to Canadian 
standards of corporate governance including commitments 
to transparency and disclosure, independent members of 
the board of directors, independent audit committees and 
equitable treatment of shareholders. The Minister will 
assess the effect of the investment on the level and nature 
of economic activity in Canada, including the effect on 
employment, production and capital levels in Canada. Like 
Australia, Canada has a fairly opaque process of foreign 
investment review.92 

SHORTCOMINGS AND UNCERTAINTIES

While Australia’s agreement with China created a great 
deal of new market access, Australian negotiators were 
unable to generate Chinese concessions in sugar, rice, 
cotton, wheat, maize, or canola. While Australia obtained 
a market access quota for its important wool industry, it 
was not able to negotiate reduced tariffs for wool. Milk 
powder and beef are also subject to quota limits under 
special safeguards. 

Although investor-state dispute settlement is becoming 
more widespread in trade and investment agreements, 
the right of Chinese firms to sue Australian governments 
for policy changes that adversely affect their interests 
leaves Australians wary. Another provision that could 
attract public criticism is the right of Chinese investors 
who invest over AU$150 million to bring in temporary 
migrant workers to Australia without local labour market 
testing. Australia retains the right to screen Chinese 
investment but the threshold has quadrupled to just over 
AU$1 billion. Chinese investment is excluded from sectors 
deemed sensitive by Australia such as agriculture, media, 
telecoms and defence.

88	� Department of Foreign Affairs and Trade Australia, “China-Australia Free Trade Agreement Fact Sheet: Investment”, China-Australia Free Trade 
Agreement: FTA Information and factsheets, (26 August 2015). 

89 	� Department of Foreign Affairs and Trade Australia, “China-Australia Free Trade Agreement Fact Sheet: Investment”, China-Australia Free Trade 
Agreement: FTA Information and factsheets, (26 August 2015).

90 	 Andrew Lumsden, “The “National Interest Test” and Australian Foreign Investment Laws”, University of New South Wales Australia, (15 July 2015). 
91 	 Investment Canada Act.
92 	 Investment Canada Act.
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93 	� “List compiled from Department of Foreign Affairs and Trade Australia, “China-Australia Free Trade Agreement Outcomes at a glance”, China-Australia 
Free Trade Agreement: FTA Information and factsheets, (26 August 2015) and ABC News, “China-Australia free trade agreement: Pros and Cons”, 
(Australia Broadcasting Corporation, 20 October 2015).”

Figure 7: ChAFTA at-a-glance93 

Benefits to Australia 
Manufactured Goods and Pharmaceuticals
•	 �Manufactured products, such as electronics 

and appliances: phase out of 5 percent tariff on 
Chinese products (lowering costs for Australian 
consumers) and phase out of 3-14 percent tariff on 
Australian products.

•	 �Pharmaceuticals, including vitamins and health 
products: elimination of tariffs up to 10 percent, 
either immediately on entry into force or within  
4 years.

Agriculture
•	 �Dairy: tariffs up to 20 percent eliminated within  

4 to 11 years.

•	 �Beef: tariffs of 12 to 25 percent eliminated over 
9 years.

•	 �Wine: tariffs of 14 to 20 percent eliminated over  
4 years. 

•	 �Wool: a new Australia-only duty free quota, in 
addition to continued access to China’s WTO quota. 

•	 �Sheep, pork, live animals, hides, skins and 
leather, horticulture, and seafood: phased 
elimination of tariffs of up to 30 percent. 

•	 �Processed foods such as canned fruit,  
orange juice, and natural honey: tariff  
reductions or elimination.

Resources, Energy and Manufacturing
•	 �Coal, aluminum and gemstones: phase out or 

elimination of 3 – 10 percent tariffs. 

•	 �Iron ore, gold, crude petroleum oils and  
liquefied natural gas (LNG): ChAFTA locks in 
existing zero tariffs.

•	 �Coking coal: tariffs of 3 percent eliminated on 
entry into force.

•	 �Thermal coal: tariffs of 6 percent eliminated  
over 2 years.

•	 �Refined copper and alloys (unwrought), 
aluminium oxide (alumina), unwrought zinc, 
unwrought aluminium, unwrought nickel and 
titanium dioxide: tariffs of up to 10 percent 
eliminated, many on entry into force.

Services
•	 �Legal services: Guaranteed market access for 

Australian law firms to establish commercial 
associations with Chinese law firms in the Shanghai 
Free Trade Zone (SFTZ).

•	 �Education services: Within one year of entry into 
force, China will list on the Ministry of Education 
website 77 Australian private higher education 
institutions.

•	 �Telecommunications services: Guaranteed market 
access for Australian companies investing in 
specified value-added telecommunications services 
in the Shanghai Free Trade Zone (SFTZ).

•	 �Financial services: China has committed to 
deliver new or improved market access to 
Australian financial services providers in the 
banking, insurance, funds management, securities, 
securitization, and futures sectors. 

•	 �Tourism and travel-related services: China has 
guaranteed that Australian services suppliers will 
be able to construct, renovate and operate wholly 
Australian-owned hotels and restaurants in China. 

•	 �Health and aged care services: China will permit 
Australian service suppliers to establish profit 
making aged care institutions throughout China, 
and wholly Australian-owned hospitals in certain 
provinces. 

•	 �Agriculture, forestry, hunting and fishing 
services: Australian businesses will be allowed to 
own a majority share in joint ventures providing 
these services in in China.

Investment
•	 �Investment review: Australia’s Foreign Investment 

Review Board will continue to screen all investment 
by Chinese state-owned enterprises.

•	 �Investor-state dispute settlement: Australian 
firms will have some rights to sue Chinese 
governments for policy changes that adversely 
affect their interests.

•	 �Joint ventures: Improved access to partnerships 
with Chinese firms for legal and financial services 
in China, but 49 percent Australian ownership limit 
on financial services joint-ventures.
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Implications and Opportunities  
for Canada
ChAFTA contains a number of benefits and opportunities 
for Australian sectors that compete with Canada. Direct 
competitors include meat, wine, seafood, resource 
products, (especially coal), manufactured goods, education, 
healthcare and tourism.94

In the short term, this means that Australian companies 
will have a competitive advantage over Canadian firms until 
Canada achieves similar market access commitments. There 
is, however, some advantage to the fact that Australia has 
negotiated a deal with China before Canada. While ChAFTA 
may have taken the Australians ten years to negotiate, 
Canada may benefit from a speedier process because of the 
principles and practices that agreement put in place. 

Now that Australia has made significant strides to open 
China to trade liberalization with the West, Canada may be 
able to meet or exceed the benefits of the Australia deal. A 
possible silver lining is China’s exclusion from the ChAFTA 
of wood pulp and canola. These exclusions could preserve 
market access for two of Canada’s most important exports, 
if China decides to open these sectors later. 

GOODS MARKET ACCESS

Canada competes directly with Australia in the beef and 
pork sectors where Canada faces tariffs of between 14 
and 20 percent. Gradual removal of tariffs under ChAFTA 
provides a clear advantage to the Australian industry. But 
there are opportunities for Canada as well, especially when 
it comes to seafood. 

Canadian seafood exports to China increased by 16.2 
percent between 2012 and 2013.95 Overall, China is 
Canada’s second most important destination for fish and 
seafood exports and it was Canada’s third largest export 
source in 2013, accounting for nearly 8 percent of all 
shipments.96 Canada is the sixth largest exporter of seafood 
to China, well ahead of Australia, which is not even in the 
top ten. 

Sugar, rice, cotton and wheat are excluded from ChAFTA. 
Sugar and wheat are important sectors for Canada but 
China has designated them as “sensitive sectors.”97 

Wood and paper products were also excluded from ChAFTA 
because they are “sensitive to China’s economy or 
culture.”98 Canada is currently challenging China at the 
WTO99 in response to duties on Canadian wood pulp. Its 
willingness to face a WTO challenge underscores China’s 
commitment to protect the domestic industry and it is 
unlikely to give away much in an FTA. This is a significant 
challenge for Canada since pulp and paper exports to China 
are currently estimated at $2.7 billion.100 

A Canada-China agreement might put greater pressure 
on Canada to continue to open Canada’s protected dairy 
sector – a domestic reform process accelerated by the CETA 
and TPP negotiations. Even though China is not a dairy 
exporter and will not be pressuring Canada to lower tariffs 
on Chinese dairy products, one of the preconditions to 
maintaining supply management is that Canada not export 
most dairy products.101 China, meanwhile, has a large and 
growing demand for dairy products.102 As long as Canadian 
producers are shackled to supply management, they will be 
unable to tap into this valuable export market. 

Some Canadian dairy companies are already banking on 
the value of trade with China. In March 2014, Montreal-
based Saputo Inc. bought Australia’s Everyday Cheese for 
$134 million.103 This gives Saputo an increased presence 
in the Australian market and it is likely they will prosper 

94 	 Kerry Sun, “China-Australia Free Trade Agreement: Implications for Canada”, (China Institute, University of Alberta, March 2015).
95 	� Agriculture and AgriFood Canada, “Inside China – The Fish and Seafood Trade”, Global Analysis Report, (Market Access Secretariat, (November 2014).
96 	 Agriculture and AgriFood Canada, (2014).
97 	 Kerry Sun, “China-Australia Free Trade Agreement: Implications for Canada”, (China Institute: University of Alberta, March 2015).
98 	 Sun, (2015).
99 	� World Trade Organization, “China — Anti-Dumping Measures on Imports of Cellulose Pulp from Canada”, Dispute Settlement: Dispute DS483,  

(4 May 2015).  
100 	 Natural Resources Canada, Forest products and applications.
101 	� Kamal Karunagoda, Douglas Hedley, and Al Mussell, “Canadian Dairy Exports: The Knowns, Unknowns, and Uncertainties”, Agri-Food Economic Systems, 

(June 2015).
102 	 Tim Lee, “China’s growing thirst for dairy heralds golden era for Australian farmers, analysts say”, ABC News, (June 13, 2015).  
103 	 Kalyan Kumar, “Canada’s Saputo to Buy Australian Cheese Firm LDD”, International Business Times, (4 March 2015). 

A possible silver lining is China’s exclusion from 
the ChAFTA of wood pulp and canola. These 
exclusions could preserve market access for two 
of Canada’s most important exports, if China 
decides to open these sectors later.
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from the dairy concessions made in ChAFTA. Evidence of 
China’s growing demand for dairy can be seen in the sharp 
rise in dairy shipments from New Zealand to China (see 
Figure 8 below).

Figure 8: Dairy Products, New Zealand Exports to China, 
2005-2014
(Millions of NZ$)

Source: Statistics New Zealand, Table 7311.

Other sectors may also find incredible opportunities with 
increased trade with China. Unlike Australia, Canada has 
a well-established aerospace industry. China is building 
and improving airports all over the country. To meet 
demand and move people from city to city China requires 
an expanded fleet of aircraft, especially regional aircraft. 
Aircraft manufacturers have predicted that China will 
require an additional 5,300 aircraft over the next 20 
years.104 Canadian companies such as Bombardier are well 
positioned to take advantage of such an opportunity, 
especially for the C-series regional aircraft. 

China’s aviation boom also requires a significant increase 
in trained personnel. Canada’s CAE is well placed to provide 
pilot training to the thousands of new pilots China is 
estimated to require and CAE has a number of training 
programs already in place.

SERVICES

China’s infrastructure development is key for Canadian 
service providers, especially in engineering and 
construction. China is building at an exceptional rate and 
has a number of massive undertakings requiring a level of 

skill and knowledge that must be imported. For example, 
China’s National Development and Reform Commission 
(NDRC) has approved plans for the construction of the 
country’s first rail links to Laos and Myanmar. The Dali-Ruili 
railway in Yunnan province is already under construction 
and is set to run 335 kms over rugged terrain, 75 percent 
of which is slated to be bridges and tunnels.105 The line 
includes the 30 km long Gaoligong Mountain Rail Tunnel, 
the longest of its kind in Asia. Projects of this sort provide 
incredible opportunities for Canadian companies from 
construction to engineering and consulting services. 

As China continues to build its rail network, it will need  
to purchase railcars to service regional routes. An FTA  
with China would help place Canadian companies on an 
even footing with Chinese companies to build railways  
and railcars. 

To keep up with Chinese urbanization, China requires 
inter-city rail links as well as light rail for inner city 
transportation (a fairly untapped market). Bombardier is 
currently an important rail equipment supplier in China 
with a number of joint-ventures in operation. Foreign 
suppliers continue to have difficulties accessing China’s 
government procurement market. A focus on procurement 
liberalization should be a major element of Canada’s trade 
strategy with China. 

The transportation sector is supported by services, 
including financial services, which Australia has managed 
to negotiate access for. Similar access for Canada’s financial 
services sector would be one of the largest beneficiaries 
in an FTA with China. The ability to finance and insure 
some of the large infrastructure projects in China would 
be a welcome development for many Canadian institutions 
looking to expand their market share in China. 

Some of the concessions that Australia has received in 
financial services simply brings them up to the level where 
Canadian companies are already operating. Companies 
such as Manulife benefit from a long-standing relationship 
doing business in China and are able to own more 
than 49 percent interest in a joint venture (JV) due to 
grandfathering arrangements.106 China is slowly relaxing 
their JV ownership requirements on pension and investment 
managers. But, Australian financial institutions have 
also been granted new access that Canadian banking and 
insurance companies, both incumbents and potential new 
entrants, could benefit from. 

104 	 Airbus, “China needs over 5,300 new aircraft in the next 20 years”, (10 December 2014).  
105 	 People’s Daily Online, “The Silk Road – From Past to the Future”, (11 March 2014).  
106 	 Manulife, “Manulife in Mainland China”, Fact Sheet, (August 2015).  
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Chinese concessions in extractive sector services are 
an important gain for Australia but they also create 
opportunities for Canada. Having the same access as 
Australia to the Chinese market would permit Canadian 
consultants in oil and gas to get a foothold in this most 
important Asian market. Given China’s demonstrated 
interest in Canadian natural resources, Canada has 
leverage to obtain even better commitments in the energy 
services sector. 

China is Canada’s largest export market for education 
services, valued at over $1.8 billion.107 Considering the 
limited commitments in ChAFTA regarding education, 
Canada has an opportunity to promote its institutions as a 
destination for Chinese students. It is unlikely that Canada 
needs an FTA to get a similar commitment to Australia’s, 
(i.e. listing approved institutions on a government 
website) so Canada should be lobbying to achieve parity 
with Australia as soon as possible. However, an FTA could 
provide Canadian education providers with even more 
substantive access than Australia enjoys. 

INVESTMENT

Canada ranks 36 out of 43 in OECD surveys of regulatory 
restrictiveness perceptions by investors.108 Canada’s 
restrictions on Chinese SOEs are reportedly creating 
a chilling effect on Chinese investment in Canada.109 
The final ChAFTA deal maintains similar restrictions on 
investment by SOEs in Australia as Canada currently holds. 
Canada may consider taking a more liberal approach to 

its SOE rules in order to allow for greater levels of SOE 
investment under controlled conditions, especially if 
loosening restrictions helps Canada gain access to sectors 
that were formerly closed.

DISPUTE SETTLEMENT

ChAFTA contains an Investor-State Dispute Settlement 
mechanism, but carve outs including the right to regulate 
in the public interest remain as a safeguard.110 This is very 
similar to what currently exists in the Canada-China FIPA. 

Economic Analysis of a Prospective  
Canada-China FTA (CCFTA)
While there has been no quantitative assessment of a 
Canada-China FTA to date, assessments of China’s actual 
and prospective FTAs with other trading partners indicate 
that the gains are large for most small and medium trading 
countries.111 China is an appealing trading partner because 
China is a large economy and has relatively high tariffs 
and a comparatively restrictive domestic policy regime for 
services and investment. Thus its liberalization agreements 
could offer substantive benefits to countries like Canada 
whose economies are already liberalized and in conformity 
with global trade norms. 

To analyse the impact of a potential Canada-China FTA on 
tariff rates for goods, we employ an adapted version of the 
GTAP112 computable general equilibrium modelling framework, 
using the results of China-Australia Free Trade Agreement in 
33 sectors to estimate the likely outcome for an agreement 
with Canada (see Tables A, B, and C in Annex 1). Not 
only is ChAFTA the most recent agreement that China has 
negotiated, Australia is an economy very similar in size and 
composition to Canada’s. Services outcomes of ChAFTA are 
evaluated against the OECD’s Services Trade Restrictiveness 
Index. The GTAP-FDI model used for the analysis allows us 
to identify potential investment impacts.113 Conservative 
estimates are employed throughout the analysis, thus 
the results may understate the impacts by as much as 50 
percent. What analytical models will not capture are the 
benefits that are difficult to quantify such as goodwill, 
technology transfer, and increased mutual awareness.114

107	� Roslyn Kunin & Associates, Inc., “Economic Impact of International Education in Canada -- An Update”, Department of Foreign Affairs and Interna-
tional Trade Canada, (May 2012).  

108 	Organisation for Economic Co-operation and Development, FDI Regulatory Restrictiveness Index. 
109 	Claudia Cattaneo, “Why China’s mood is souring on Canada’s oil patch”, Financial Post, (27 July 2014).  
110 	Schroder and Fuller, (2014).  
111 	�Centre for International Economics, “Estimating the impact of an Australia-China trade and investment agreement: 2008 economic modelling update”, 

(Sydney, November 2008). 
112 	Purdue University, Global Trade Analysis Project (GTAP).
113 	A full description of methodology is found in the quantitative analytic annex prepared by Dan Ciuriak that accompanies this report.
114 	Peter B. Dixon, “The Australia-China Free Trade Agreement: Some Modelling Issues”, Journal of Industrial Relations vol. 49 no. 5, (November 2007). 

For Canada, a free trade agreement with China 
would result in about $7.8 billion in increased 
GDP by 2030 in value terms, a boost of about 
0.14 percent in real terms… Canada’s overall 
exports to China are projected to grow by $7.7 
billion annually.



21

Chasing China: Why an economic agreement with China is necessary for Canada’s continued prosperity

RESULTS

For Canada, a free trade agreement with China would 
result in about $7.8 billion in increased GDP by 2030 in 
value terms (taking into account both quantity and price 
changes), a boost of about 0.14 percent in real terms 
(see Table A). The comparable gains for China are about 
$5.6 billion or about 0.02 percent over the same period – 
comparable to Canada in absolute terms, but much smaller 
in relative terms given the difference in economic size of 
the two parties (see Table D).

As a result of Canada’s preferential trading status with 
China, the agreement would divert trade away from other 
countries. The United States will be hardest hit. A CCFTA 
would cost the United States approximately $2.7 billion 
in GDP by 2030 (see Table A). However, another way of 
looking at trade diversion losses for the United States are 
as a mechanism to reduce Canada’s dependence on U.S. 
markets and a way to share the preferences accorded to the 
United States under NAFTA.

Economic gains are measured not just in new export 
sales opportunities but also in lower-priced imports for 
consumers and as inputs for manufacturing. The combined 
effect results in an estimated increase of $5.7 billion to 
Canadian household income by 2030 (see Table C). The 
economic activity will result in greater FDI in Canada: 
the increase in the foreign-owned capital stock in Canada 
would amount to 0.11 percent or $982 million in 2030.

SECTORAL EFFECTS

By 2030, Canada’s overall exports to China are projected to 
grow by $7.7 billion annually and total shipments (which 
includes domestic sales as well as exports to third parties) 
by $10.4 billion.115 At the sectoral level, we estimate that 
automotive exports to China will increase by more than 
$1.4 billion annually, chemicals/rubber/plastics by some 
$688 million, machinery and equipment by $584 million, 
and approximately $1.7 billion more per year in exports of 
oil seeds and vegetable oil (see Table B). 

Turning to the import market impacts for Canada, total 
imports from China would rise by $7.4 billion. However, 
taking into account the trade diversion implied by the 
preferential nature of the CCFTA, the total import expansion 
is on the order of $5.08 billion. In other words, about 
$2.68 billion of the additional imports from China will 
result from Canadian importers switching to Chinese 
suppliers given the improved market access the latter 
would enjoy under the CCFTA.

OTHER EFFECTS

Preferential rules of origin (ROOs) increase the 
administrative cost of trade transactions, reducing the 
gains that could be made without such costs (e.g. the 
multilateral WTO regime is not segmented by regional 
preferences). Since willingness and ability to comply with 
origin rules in order to utilize maximum trade benefits 
varies from agreement to agreement and business to 
business, it is difficult to say exactly how business would 
respond to the CCFTA, not to mention how vigorously the 
authorities on both sides would enforce the rules. The 
costs of using preferences in an Asia Pacific trade context 
are likely to be higher, and therefore preference utilization 
lower, than in a NAFTA context, simply because of the 
additional logistical steps, including for example potential 
trans-shipment of Canada-China trade through Hong Kong 
or U.S. ports.

As a general guideline, primary products that are easily 
traded in bulk and do not require complex documentation, 
such as agri-foods, would have a rate of preference 
utilization of around 100 percent while more sophisticated 
industrial products would have a utilization rate of around 
60 percent. (In other words, the more complicated the 
compliance documentation, the less likely that business 
will make use of them.) 

Without a preferential trade agreement, traders default 
to the most favored nation (MFN) rates agreed to under 
the WTO. China’s average applied MFN rate in 2013 was 
9.4 percent, and Canada’s 2014 rate was 6 percent. Even 
with preference utilization of, say, 60 to 80 percent, 
Canadian exporters still stand to make substantial gains in 
a bilateral deal with China.

Such trade gains will help to drive productive activity in 
Canada. The GDP gains of $7.8 billion are achieved by 
reallocating capital and labour across sectors in response 
to the changed market incentives as well as by stimulating 
additional capital investment (part of which flows in from 
abroad in the form of increased FDI).

Employment is also expected to increase as a result  
of increased demand and the additional economic  
activity stimulated by the CCFTA, which should generate 
higher wages.

In our simulations, the capital stock and labour inputs 
both increase by about 0.1 percent. This amounts to about 
25,000 additional jobs in Canada across all skill levels.

115   �Shipments are all sales by domestic producers, including in the domestic market, to China and to third parties. Shipments include the value of inputs 
from other sectors, whereas the GDP accounts net out the value of intermediate inputs.. 
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The expansion of economic activity generates increases in 
wages (0.14 percent for unskilled labour and 0.12 percent 
for skilled labour) and returns to capital (about 0.15 
percent). As the smaller partner, the impact on Canadian 
wages and investment is greater than the impact on 
China’s, resulting in a fairly strong increase of Canadian 
export prices relative to import prices (i.e., an improved 
“terms of trade”). From an economic welfare116 perspective, 
Canada achieves part of the gains from the CCFTA in the 
form of more economic activity and part of it in the form of 
higher returns to labour and capital.

The Path Forward
Australia has shown that a meaningful trade deal with 
China can be negotiated. Because of this more aggressive 
trade strategy, Australian companies will now have an 
advantage in almost every area in which they compete 
with Canada (natural resources, agriculture, and financial 
services). For Canada, there are opportunities in key sectors 
and from the overall trade facilitation and transparency 
benefits of an agreement as a whole. 

Canada has a unique and time-limited opportunity to 
pursue liberalized trade and market access with China. The 
signing of ChAFTA may inspire other countries, such as the 
United States, to move ahead with an agreement. Canada 
needs to re-focus its China strategy on trade opportunities. 
As a relatively small market, Canada must be nimble, 
moving ahead of larger competitors to gain preferential 
access, as was accomplished with the CETA, completed prior 
to the U.S. TTIP.117

As Dobson argues, in the short-term, an FTA with China 
may help close Canada’s trade deficit by selling more 
natural resources. In the long-term, the objective should 
be to diversify bilateral trade, with Canada exporting 
more knowledge-based goods that China cannot produce 
and by building Canadian advantages in industries such 
as transportation and infrastructure.118 An FTA should not 
focus on the economy of Canada today, but rather what we 
hope it will look like in 50 years. 

A future-oriented policy means that industries that are not 
core to the Canadian economy today need to be considered 

for their future growth potential. Clean technology is 
perhaps the best example. While Chinese cities suffer from 
stifling levels of pollution, traffic jams, and the need for 
energy, Canadian know-how in this industry can create 
benefits for years to come. In 2012, the revenues from the 
Canadian clean technology industry amounted to $11.3 
billion.119 At the current growth rate it is expected that 
this industry will be worth $28 billion by 2022.120 

The Chinese government has taken steps towards promoting 
environmental protection by enacting a series of laws to 
increase the accountability of polluters and increasing 
public disclosure.121 As part of its new legal framework, 
China has created incentives for clean technology, 
providing tax breaks and fiscal assistance to encourage 
reduction of emissions.122 While relying on exports of 
natural resources is good trade strategy for Canada in the 
short term, green technology exports will help Canada make 
up lost ground in China and build capacity to become a 
global clean technology leader. 

Conclusions 
The first priority of a Canada-China economic strategy 
is to re-invigorate the commitment articulated in the 
2012 Complementarities report for a Canada-China free 
trade agreement. Not only will an agreement give Canada 
the market access advantages it desperately needs, it 
will also provide a rules-based framework to help offset 
asymmetrical power dynamics resulting from China’s size. In 
commercial relations between large countries and smaller 
ones, smaller countries like Canada always benefit from 
enhanced rules as a substitute for economic weight.

As Canada’s economy faces slowdowns due to declining 
energy prices and slow-growth trading partners, it must 
look further afield for stimulus. Chinese officials have 
stated that they are open to negotiate with Canada.  
New leadership promises to reinvigorate Canada’s 
international relationships on all fronts. For Canada, 
there is no better time to begin crafting an economic 
engagement strategy that will serve Canadian interests  
for the next several decades. 

116 	 Economic welfare is expressed as units of household income.
117 	 CETA: EU-Canada Comprehensive Economic and Trade Agreement. TTIP: EU-US Transatlantic Trade and Investment Partnership.
118 	 Dobson, (2011), 17.
119 	 Analytica Advisors Inc., (2014).
120 	 Analytica Advisors Inc., (2014).
121 	 Robert Falk and Jasmine Wee, “China’s New Environmental Protection Law”, Client Alert (Morrison & Foerster LLP, 30 September 2014).  
122 	 Falk and Wee, (2014). 
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Recommendations 

Immediately 
1)	� Operationalize the commitments to create the 

Economic and Financial Strategic Dialogue and Foreign 
Affairs Ministers Dialogue.

Within 12 Months 
2)	� Create a strategic economic and political framework 

that is both specific enough to guide immediate 
action and flexible enough to accommodate bilateral, 
regional and global change for their future growth 
potential. This should begin with a re-evaluation and 
updating of the 2012 Complementarities study.

3)	� Launch negotiations for a bilateral trade liberalization 
agreement with China. In addition to market access 
gains, an agreement will build a framework of 
rules and common understanding that will help to 
increase transparency and decrease risk for Canadian 
manufacturers, service suppliers and investors. 

4)	� Encourage Canadian businesses to expand their use 
of the RMB hub through education, promotion and 
sharing of success stories.

Within 18 Months 
5)	� Join the AIIB. This will bring Canada into a 

productive venue to understand and possibly 
influence China’s intra- and inter-regional 
development plans and help position Canadian 
suppliers to take advantage of Chinese 
infrastructure spending. 

6)	� In tandem with AIIB membership, become  
more involved in China’s One Belt One Road 
economic initiative.

7)	� Re-invigorate the Asia Pacific Gateway and Corridor 
Initiative beyond Western Canadian transportation 
projects to link up with and enhance multimodal 
transportation links to the east, north, and south.

8)	� Eliminate the opacity from the net benefits test for 
investment by state-owned enterprises, focusing 
instead on vigilant enforcement of Canadian 
labour, environmental and related rules by all 
enterprises, regardless of the investor’s origin. 

9)	� Launch a bilateral green technology project  
to link together sustainable energy and 
environment objectives (such as water 
conservation in energy production). 

10)	� Add Canada’s institutions to China’s list of 
recommended universities.

11)	� Support China’s eventual TPP inclusion with a view 
toward long-term inclusion in a Free Trade Area of 
the Asia Pacific.
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Annex 1: Tabular Data

Table A: Summary of the Impacts of the CCFTA by Region
  Baseline Cumulated Change over Baseline Cumulated Change over Baseline

CAD millions at 2015 Prices percent

  2016 2016 2020 2025 2030 2016 2020 2025 2030

GDP

Canada 2,512,033 1,905 4,142 6,063 7,830 0.036 0.089 0.115 0.137

China 13,199,017 2,029 4,150 4,879 5,582 0.006 0.012 0.014 0.016

Australia 2,110,653 -71 -127 -180 -202 0 -0.001 -0.001 -0.001

Chile 390,991 -13 -17 -21 -27 -0.001 -0.001 -0.001 -0.001

Japan 8,317,391 -225 -574 -753 -941 0 -0.001 -0.002 -0.002

Malaysia 459,930 -17 -43 -64 -86 -0.001 -0.002 -0.002 -0.003

Mexico 1,732,418 -78 -74 -54 -43 -0.001 -0.001 -0.001 -0.001

New Zealand 242,272 -7 -19 -34 -42 0 -0.001 -0.002 -0.003

Peru 275,905 -12 -35 -44 -54 -0.001 -0.001 -0.002 -0.002

Singapore 420,800 -35 -40 -51 -63 -0.001 -0.001 -0.002 -0.003

United States 21,251,241 -1,592 -2,702 -2,713 -2,705 -0.001 -0.003 -0.003 -0.004

Vietnam 208,806 -38 -142 -172 -197 -0.005 -0.022 -0.03 -0.034

India 3,133,229 -265 -716 -1,001 -1,310 -0.001 -0.003 -0.004 -0.004

Korea 1,909,840 -64 -160 -231 -320 0 -0.001 -0.002 -0.003

Taiwan 687,347 -23 -46 -66 -86 0 -0.001 -0.002 -0.003

O/APEC 2,632,339 -165 -484 -643 -796 -0.001 -0.003 -0.005 -0.007

EU28 24,295,971 -917 -1,692 -2,059 -2,424 -0.001 -0.001 -0.001 -0.002

ROW 15,944,617 -515 -1,519 -1,940 -2,346 0 -0.001 -0.002 -0.003

Economic Welfare (Equivalent Variation)

Canada   1,190 3,181 4,454 5,783 0.054 0.131 0.16 0.183

China   1,071 2,847 4,280 5,551 0.009 0.017 0.018 0.019

Australia   -12 -29 -54 -75 -0.001 -0.001 -0.001 -0.001

Chile   -4 -8 -9 -13 -0.001 -0.002 -0.001 -0.002

Japan   -75 -214 -324 -446 -0.001 -0.003 -0.003 -0.004

Malaysia   -7 -24 -42 -62 -0.002 -0.004 -0.006 -0.007

Mexico   -19 -44 -55 -63 -0.001 -0.002 -0.002 -0.002

New Zealand -1 -5 -13 -21 -0.001 -0.002 -0.004 -0.005

Peru   -3 -11 -21 -32 -0.001 -0.003 -0.003 -0.003

Singapore   -15 -19 -29 -42 -0.004 -0.004 -0.005 -0.006

United States   -485 -1,165 -1,488 -1,796 -0.003 -0.006 -0.006 -0.007

Vietnam   -23 -101 -145 -184 -0.013 -0.043 -0.045 -0.044

India   -70 -277 -547 -873 -0.002 -0.006 -0.007 -0.007

Korea   -20 -67 -119 -190 -0.001 -0.003 -0.004 -0.005
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Table A: Summary of the Impacts of the CCFTA by Region
  Baseline Cumulated Change over Baseline Cumulated Change over Baseline

CAD millions at 2015 Prices percent

Taiwan   -7 -17 -31 -46 -0.001 -0.002 -0.004 -0.005

O/APEC   -62 -231 -386 -556 -0.003 -0.007 -0.009 -0.01

EU28   -227 -492 -704 -977 -0.001 -0.002 -0.002 -0.003

ROW   -55 -426 -783 -1,216 0 -0.002 -0.002 -0.002

Source: Author’s calculations.

Table B: Sectoral Impacts in Canada: Canadian Exports and Production 
(CAD millions at 2015 prices)

    Base Levels Changes due to CCFTA

    Domestic 
Absorption

Total 
Exports

Total 
Output

Domestic 
Shipments

Exports 
(China)

Exports 
(ROW)

Exports
(Total)

Total  
Shipments

1 Rice 511 8 519 1 0 0 0 0

2 Wheat & Cereals 7,843 12,055 19,898 56 3 -146 -143 -87

3 Fruit & Vegetables 457 6,319 6,775 -1 58 -51 7 5

4 Oilseeds & Vegetable Oil 11,600 18,770 30,370 283 1,739 -560 1,177 1,460

5 Sugar 2,869 449 3,318 7 0 -3 -3 5

6 Other Farming 17,471 5,064 22,536 239 379 -126 253 491

7 Dairy 36,479 615 37,094 91 12 -8 3 94

8 Forestry 22,474 2,677 25,151 12 -3 -1 -4 7

9 Fishing 4,096 2,098 6,194 39 62 -11 51 90

10 Fossil Fuels 195,595 115,440 311,231 286 -23 -218 -241 43

11 Mineral Products 61,446 35,239 96,791 67 63 19 80 149

12 Beef 29,431 3,448 32,878 170 331 -74 257 428

13 Pork & Poultry 14,494 4,818 19,312 72 304 -95 209 281

14 Food Products 58,421 18,352 76,773 135 302 -88 213 349

15 Beverages & Tobacco 26,590 2,430 29,021 66 19 -4 15 80

16 Textiles & Apparel 22,435 3,595 26,030 -1,411 110 166 276 -1,135

17 Leather Products 1,535 221 1,756 -86 4 7 12 -74

18 Wood Products 129,367 56,447 185,902 134 71 -123 -52 83

19 Chemicals, Rubber & 
Plastics 119,329 92,052 211,464 122 688 -326 362 485

20 Metal Products 127,310 97,903 225,322 38 54 -347 -294 -257

21 Automotive 78,417 98,119 176,542 216 1,422 -353 1,070 1,287

22 Transport Equipment 13,780 29,551 43,370 -36 20 -68 -48 -84

23 Electronic Equipment 23,229 10,502 33,738 -54 9 -42 -32 -86
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Table B: Sectoral Impacts in Canada: Canadian Exports and Production 
(CAD millions at 2015 prices)

    Base Levels Changes due to CCFTA

    Domestic 
Absorption

Total 
Exports

Total 
Output

Domestic 
Shipments

Exports 
(China)

Exports 
(ROW)

Exports
(Total)

Total  
Shipments

24 Machinery & Equipment 63,286 57,287 120,604 -59 584 -332 252 194

25 Other Manufacturing 101,541 11,467 113,014 127 4 -50 -46 82

26 Other Services 1,126,235 10,048 1,136,283 3,149 -4 -47 -50 3,098

27 Construction 478,762 909 479,671 1,544 28 -3 24 1,568

28 Trade 616,411 8,494 624,905 1,810 -5 -34 -40 1,771

29 Transportation Services 145,419 40,095 185,515 314 666 -70 596 909

30 Communications 119,897 4,769 124,667 291 16 -19 -3 288

31 Financial Services 268,823 17,902 286,725 669 17 -71 -54 615

32 Business Services 498,653 45,492 544,145 1,068 810 -193 617 1,685

33 Recreation 87,252 12,986 100,238 197 -4 -44 -47 149

  Total 4,511,459 825,622 5,337,745 9,552 7,734 -3,318 4,417 13,971

Source: Author’s calculations.

Table C: Impact of the CCFTA on Canada – Macroeconomic Indicators
  2016 2020 2025 2030

Economic Welfare (percent) 0.054 0.131 0.16 0.183

Household Income (CAD millions at 2015 prices) 1,190 3,181 4,454 5,783

GDP Volume (percent) 0.036 0.089 0.115 0.137

Consumption (percent) 0.062 0.155 0.183 0.205

Government Expenditure (percent) 0.028 0.072 0.098 0.12

Investment (percent) 0.069 0.161 0.193 0.217

Global Exports of Goods & Services (percent) 0.117 0.326 0.374 0.407

Global Imports of Goods & Services (percent) 0.196 0.522 0.589 0.627

Trade Balance (CAD millions at 2015 prices) -227 -527 -501 -452

Capital Stock 0 0.027 0.071 0.109

Unskilled Labour 0.043 0.109 0.128 0.141

Skilled Labour 0.038 0.093 0.107 0.117

Terms of Trade 0.042 0.105 0.125 0.134

CPI 0.02 0.009 0.038 0.06

Source: Author’s calculations.
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Table D: Impact of the CCFTA on China – Macroeconomic Indicators
  2016 2020 2025 2030

Economic Welfare (percent) 0.009 0.017 0.018 0.019

Household Income (CAD millions at 2015 prices) 1,071 2,847 4,280 5,551

GDP Volume (percent) 0.006 0.012 0.014 0.016

Consumption (percent) 0.007 0.014 0.015 0.016

Government Expenditure (percent) 0.007 0.011 0.014 0.015

Investment (percent) 0.008 0.017 0.02 0.021

Global Exports of Goods & Services (percent) 0.029 0.069 0.077 0.081

Global Imports of Goods & Services (percent) 0.039 0.097 0.102 0.103

Trade Balance (CAD millions at 2015 prices) 97 -25 -162 -296

Capital Stock 0 0.005 0.011 0.015

Unskilled Labour 0.005 0.013 0.014 0.014

Skilled Labour 0.005 0.013 0.013 0.013

Terms of Trade 0.008 0.015 0.013 0.012

CPI 0.009 0.011 0.006 0.003

Source: Author’s calculations.
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