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2. CANADA: MULRONEY LIKELY TO WIN BY NARROW MARGIN 

The polls, the press, and Canadians in the street al 
predict a Piogressive Conservative (PC) victory in the 
Septirnber 4 elections. Liberal Turner's many mistakes ha e 
hurt him, while PC leade~ Mulroney has stuck to generalit es 
and let the well-oiled PC machine do the job. Although t e 
electorate remains .volatile, we believe the PC will win a 
narrow majority. 

* * * 
By patting ladies' bottoms, mishandling the patronag 

issue, and performing clumsily in public appearances, Tur 
has lost the Liberals' former advantage and opened up gel 
opportunities for the PC. Mulroney's campaign and charis 
seem very likely to pick up at least a dozen seats for th 
in Quebec, where it won orily one of 75 last t .irne. Supper 
of both the Pa~ti Quebecois and the Liberal party of Queb 
(which contains many conservatives) are now canvassing fo 
PC. Mulroney's Quebec roots and colloquial French have h 
him capitalize on this situation. A gain in Quebec would 
the PC a genuinely national party, but residual Liberal 
sentiment in Quebec (and in the traditionally swing provi ce of 
Ontario) appears too strong to allow the PC a smashing tr·umph. 

The hope of the Liberals to make inroads in the west 
now hold only two seats--seems doomed to failure. Repdrt 
British Columbia and elsewhere have them doing very poorl 
region long hostile to their cause. Party regulars are a 
speaking of the charms of life in the opposition: one ca 
debate policy much more openly, for instance. 

-they Cl 
~rorri ~ 
in a -en reaay en 

::s 
Despite earlier predictions of serious losses for th 

De~ocratic party (NDP), the Liberals' decline has brought 
unexpected support. The PC surge now threatens NDP candi 
in some formerly safe ridings, and we expect it to lose a 
half-dozen seats. 

The volatility of the electorate and the peculiar Ca 
electoral conditions leave -considerable uncertainty about 
outcome; up to a quarter of the voters thenselves apparen 
remain undecided. The 3-way logic of Canadian elections 

ly 
ften 

(...) 
w 
c 

forces voters in a given riding to choose between the par 
prefer and a less favored candidate more likely to win. 

y they 
f a 

Liberal is perceived as weak, then Liberal voters spiit i 
unpredictable ways between PC and ND? candidates. Or, in a 
clcse 3-way race the winner may have a ~ere 38 or 39 .perc nt of 
the vote. The incentive is great for Liberals to cut a deal 
with either the NDP to their left or the PC to their right to 
support each Qther's candidates in different ridings. 

a: 
5 z 
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Draft Press Guidance 

(If Asked) 

o. Prime Minister Turner has said (August 18, 

Winnipeg) that he has sent a letter on arms 

control to Soviet leader Chernyenko. Has the 

united States received a similar letter? 

A. No. The President has not received such a 

letter. There have been several meetings of 

senior Canadian officials with u.s. officials n 

recent months, including a July /3 meeting bet een 

Deputy Prime Minister Chretien and Secretary 

Shultz (in Jakarta). 

Q. When will Prime Minister T~rner and Pr&sident 

Reagan meet? 

A. There are no current plans for such a meeting 

the near future. We expect to continue consulting 

closely at senior levels on arms control and ot er 

issues. 

(;,_) 
Draft: POL: GEWolfe 8/22/84 

Clearz POL: RMontgornery~ 
DCMr JRouse (subs.~~· 



.. 

12:43 

4." 

AMEt1BA:;S'r'OTTA~JA t·lO. 005 

~s :>c~ ~!.Aa.F.S n·( THE ?n.IltX HI~!STS 
~!:ruI?SQ, ~UGUST 17, l~a4 

%~ thid eldcei~n. I have calked to Canadi~ns ~bou 
Canada. T'her• ar.i tour ~ol"r.erlit.~ntts - jo"be and gro'fo/t.h 

security; a n~w national har~~nyr and a dynamic role f 
\JOrlJ stage • 

1 

. ·.r .. 

... .. . . . . :. .. ... . 
.. . • :- · • • •• •• ·1-: . - · - · - ·-· ··.. . - - . .": ~ ·.:,. .'.: . . - . . -- --.... :·-
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.. 
. .... 

•· 

my .pl an fer 
· falrnes• and 
r Canada on th• 

Wh~~ Canadi3n~ do on the international atA;e is a ~aasure 
for3,ig!lt, our clarity o! vl3ion, and our daterr.'linatio. e.o fi:'l.d 
improve the q~ality of lite for manKind. To d~ th~t, r.a worl~ 

ways tc 
mu.st 

firs~ h~ve a lair chance to survivQ. . . .. 
. "'.· 

for that 'rea~on, pe~ce mu~t bd the abidinq\conc8r 
at Canada. ~• ~rime Minister, I wlll continue the int 

· ·· ·· ··- ·· - ~- ·oc-r.oui:s -saint ... Laurent-,·c.ster--Pearsor.,-·and-~i•rr•-Tru 

of tha 1 ead•r .:-· 

rnation thrust 
~au.--·-·-·--~ 

Eight days ~90• it. ·.a1~s the 39t.h anniv•rsary of th 
- ·· ---.:- .- .-. ... 
--·· --· : Hiroahimlll. ' ~n th6t-·4nnnivariar:i; '· r ··-remiridtid ·c~nacians 

· ·· ··- --· - --!Jhat happen•d ·in Rir~shima ~ ··- In ·1 ess than nine second 
. we~A deadt thous~nds suff•~ to this d~y. .'nlat ~a• lro 
bomt>. 

.. 
bombing o! · ~ . ··. 

of th• horror- o' 
I t0•'.)1000 P•OPl• 
one nucl •ar ::~:·:~ . 

· . . ,. ~-~' :f~: 
. .. --.... , _ -
. . ~ . .:_.-e,.:{.: 

• .. • • _ __ ,. 1 .... .. . 

. -:' ';. -· · . . ~ .... · . . .. ~ .. . . ... - .':,·-~:":".: . 

. ,, ·'··· .Today. the thr9at is net o! nucle~r war, bi.lt. o! nihilation. · :'._~,,;::".: 
~- :.:.~.::-;: ,Today there ·. ars no lass · than 50. COO nu cl aa.r waa..por..::s. heir c~struc-~f:~~ 
::, ·. ·.;~·· .:~.'-P~ver is l,._500, 000 ~iznea ·that of the bomb tl1at dev~sta ed · Hirosh i01a.~ ;,.P '' 

.· · ~pr conscience te 11 s ua th3 t th er• must nevElr be · anot:.h r tiiroshicna. • . : .L 
b•l i~ve that there is no such a thing as a winnable nu l ear- w4r • NO:. ·, ,• .. : 

'. one. will .,..in· the next nuc:l ear ..,ar. That. is why the es ~lttcion · of ··· 
nuclear w•apons build~up must not only C6 stopp•d1 it ust be r•ver.aetd• 

"" -- ....... ----.:.: 

·, . . ,. 

·, 
·- ....... --·--------·~- .......... ···- . , • ~·~··· ··--

••• / 2 

. . ;.it> ~: 

~:· ·.~: . : 
.- .~i 

• ··- .i ..;- l, 
• ...! ' •• 
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I knoc" that. C~nadiana wa:-~t to .. inak.e ~ a- c:ontribut.io . to ·· &lowin9 do\&IT'I 
the' arms race. Hany Canadians, including many in_my arty, believe -~ 

. · that Canada should call for a nuclQ~r fre~ze. I ~nd• stand ~hoe& : ~ 
· ·· -:~· ·· · ··· .. sentiments. I share ths dis•p"conct!:rn .• d ·-· ·· ··· .. . . · ·-· · .. ·r . :. ~ 

- ' . ' . _··~·'· : ·· ... ' • • .. .. · :· · ~":. ·:· ··· .... ·.···-· -- .. -· · -- ···-;-· ·-~~;. 

·- . .. . . . .. 
A n~cle~r fr•e~e may be politically popular 3t h 

·-· --=----~-..,.·.<:1-':~,L~~ .. ;,~--.· ~-~~ . -!),~,~-s.1:~.c-!:~}~.L~}t_e~ · --~'~"-L~~!!'P~~-x_in~~!n~!'._-~O 
- must ~cc~pt th~t nu~l~ar ~aapQn5 build-up is a five-~ 

:ti•. but . '-le must :-. 
al situ~tion. · ~ .. _ .. _ ...... _____ - -·· --·· · - -.:.. · .:... .~ 

. l just a t~c-power probl~~. T.~a~ w~g en• ~f tha p~~~i9 
Trud~au'a Feac~ ini~i~tiv~ ~nd wa ~uo~ eontinue to pr 

I say W• ~u~~ d~vote vur n•~oti3tinq ~kil~~ ar.d 

exp•rti!e to convincing th~ae countries •ho hav• nuel 
that a mut~ally v~rifiahla nuclear freeze -- which no 

1
-- _!.,! poasi'ble. Wie should try to .e:t<:Oi.:ra9e our Allie 
9oal, but when we move, w~ mu~t move ~ith them. If w 
at ri~k tt~ credibility and strength of th$ ~ATC Alli 

~e~ probl•m. nnt 
A Of ~r- • ,. ~ 

sa that pc-!.nt. - . u~ t~chr:.~109ical 

~r et:.ockpile!l 
po-.11e'r C:ln viol at 

toward this · ·' 

·do not, we put 
nee. 

l w6nt to s•e us Canadian9 apply ou~r ene~gy and polltl~al will i 
a ~o~e compr~hensive $ffort to laad the gupar~ow~rs t ~ard di~a~roamen~ 

and to lead the world ~oward peacA. 

" i\• P~ lme Minist.lir, .?. have al rt:1ady acted on. three . :froritt r .tl, , ___ ::, 
establ i!:>h nn institute .to develop Canatiian expft"l::'ti~e: to talc.a action ' 
within the tort.:.rn ot th& United Nations:- and# to t~ke tops towards 
· impro·1ing· E'ast'/Weat:· ·reriit.ioris ~- - --_--- . --·- -·------- -- - ·-. ---· ·- ·· -- -- · ·--· ·--~~ 

First. the ne~ Ins~i~ute for Peace and Sa~uri~y which was 

... 
· .. 
~· 

Mr. Trud•4u·•:~ fol lo~-up ·to ·hi.s pe·a~e initiative··.:. has now ~•n .,. .~_. .Ti 
···--··-- · ~· -

established.. Th• legislation was proi:lairoed earlier his waelc. The'··:. 

first meetins of th• !oard ot t.hat Inatitut.Q "'il'l be n mid.-Sapt.ember~.' 
It ~ill be a n~w and ind•P•ndan~ voi~• in th~ dBv•lop Canadia~;. 

'·· ·-~ . · :i.~...\:.l 
. . -. ~·.!{l3 

. . - ; .._ 
Pere~·; 

·-:1· 

.. , ... 
policies to bring abou~ a mor.:p~acetul world. 

I have written to United Nationa 
de C.u~llar~ to con~inue. Mr. Trudeau'~ ~l.s~us:s1un~ wl.t..l 1tl1u la~t .J&n~S-: .·.·•· . for a tiv•-power confer9nce on l i1t1iting and reducing heir nuelaaz- ·.-.:_:,: . ... 
stoekpil@3. X ~lso said that Canada ~anted ~o 9ee th · ~ ;., 

· UtT <1eneral Assembly apecial $'9-Ssion on dis a. ~t. hft d earlier t.l'l&I\' .~ , 

199 ,. an t invited ro to v sit C<ln11d~ to continuft d acuasiona ·on t2J~1 

matter·~-.-Th.at lett'3r · .,..aa"rlelivtttred this past Wl'tdnesda · · · . -~~/'. 
· --··"'"----::.--- · ·- - --··---··- ·-~- . ~-.~.=. --. --·--- -..o.. - ..... -···--- ---- -- -- · .......... ~ : -·""!':-: - - - """"r- -· · --· -:. . ....Jiti:'~< --T'" .... -·-·-- -~~ '!": 

.: ·'1' 
. ~~ 

.·-. :·· ••• / J. 
. - "•!41 , . ... ,, .. 
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A ~ ,.,: . . ... ~· .. : °4 • ' . ' •< _· ... ,'. ; ··.'_.·. ·.·, .... ,·· .. _.·.· ·.·.· .. '.·.·-· .: •.. ·.·. • .•• ~ •.. · .•. ·' . • .: . . · · · ·.·.-· •.. '. ·~)~_·,_~:,• . __ ::.· _.;· .• ~·~'.;.·.:::._· .··: .• ·~'- : ._,·;·. -.·. ·._._,_ •.,:·_:·,·:·· •. .::._~ .. • •. , .;'T~,·~- , 
~':i-. ::·':--'.·· ·o: · .-- - _: ~-i· : ·~;~.---t~. :·~; -, ·-'. : . ;:(\-:, ·- · )it-~ t ·s> · • · ·-·;..·---- . ·:.:.-~ - ·t __ -in- _ _.._; __ -____ ., _ .,, ~-:-., :t:~-
. ·.'.(: . ::~,-._ .;_;,,·,: : ....:~:'> ... r , :_. j . t~?!~:,~ .s~- w_-e en · o ~vi.et · r-resident Konsta _ ..... -:.: ... : ,:.:.:_ :; :<·:·B 

:t .•.. , --··· · ' . ... --- - . ,, . . - · · · ·--- . -· - - -· . :! ~~'.}'.: '. · cl'lern~nlto • .-. I tol~ ~him .'t ....,_.,s firmly _ccmrciittsd · t:o i1'1'Pi°OV•d __ elat.1!!>n4 · ·: ~-?.'::'~ 
~ ":·~ · : .. bat._.••~ Canada and the Soviet Uniont - and .bet...,een !:ase and est~·.-: I · t.ol~ i~~~ 
. him of aiy convfction· o!'"""the . i'le&d ""for·· all ~leaders" to bring " hair ··· - - - ;~~ 

· col l11J:.t..i.Y.e_poll.tlc:al energy, including more paraonal. cont~a t and ~-
: _ .. - _ dia l_ogue., _ to the. ta:ik. o! reduc in9 · tenal~n and building e~n idence •. -. .. , ~~ - - .: : ,:' , .~, 

. W.l.th01.~t - that, eltectiva ma& ures -for -arms control .and disa IDaillent - ~ - · -- ____ ...; ;:_:;.:~ 
., "·; . ,~ 

canno't.. be put in place I al 90 !lU9\J\!St.ed a !'!lee to dis U.S& 1N1t:.t.ers· · .. ·, '/ 

ot bilateral an<l int~rnational importane•· That latter waa aelivered 

ar~s control. 
on .. 

~l90, we rem n in clog~ cont3ct ~ith our alli•• on t ~estion -- -----=:_._...;;;..;.,;.._:::...::..=.;:~--==:..::..==-=--=-...;-::...=:.;:._=.;;:=-~~-=..;:::.=___:.-=..-=J-.:..=~~. 

nnd, in particular, ~ith the U~ited States. 

.. · 
. ·' .' 

. ... 
. . . :_~. 

\-

When I mee~ with President Reagan to discuss our mutu interest~! 

as r hope to do at the earliest possible date -- I . ..,ill 'b9 _E_a~isinq 
~ha is9ue of disarmam8n~ wtth him ~nd th• Seeretary of 
sh~l~z. to reiterat~ th~ de~p concerns ol th$ Canadian 
matter. 

St.a • Geo.:-ge 
peo la on this 

1 a~ pleas•d to annouoca that ~he Honour~hla Ja&n Ch 
I I Deputy Prime Mi.niater and s~~retary of sta:te tor E:xter_n_~.::::l=t-== 

: c; 

.-

'! ) name- a~ Canada's Ambassador· for Oi.s"r~ame.nt. and as :kdvisor 

e ·~f~. Gover:nmeJlt on_ Oiaarmame.n.t .. ".. . . M~ __ Ignatief~ credentiala_ .. a+ 
~ · ',v...A outstanding- H~ is respected futh--h~- in Cunada and t.hro 

··· ·-·-··-- --- ., ·--.. ... ---:~ 
\~L,..) 
· \.'orl d &15 an expert. and positive force - tor p@ace and disarm 
.... . - ..::-~.--.=-- · • · ··-' - · · :--··--:-------:~ ~':""·..,.••-; . ~· _';9"_'"'_ :-~.---:-- . . - - ~ - , "'.' ;- - •.·--:=- :· ·.• -. _··. , .. ··~·· · . ... r . • : • · • 

Hi°S-comroit.;ent... to peace- ia- longstanding.. Ha is prG•• 
Chancellor of tha University of ~orooto. He ~s ~resident 
~ation~ A35oCiation in Canada, a member ot th• YOrld feder 
niamo.:r of tna_ Canadian Pugw~sh Group ~n Disarm"aient ._ . 

.• . 
rt tilJclear di~a.rr.ia:n~nt is 'to becorn~ a r•ality1 t.hen 

conatant.ly renew tho. superpowers' aenaQ ot ur;•ncy. -.-_we mu 
reepec:t- Ot.lr f9al"s and honour our hopaa •. The government ci.f 
cannot re 1 ax its &!tort;::$~ Thers· ls no ta~K mor• important 
Canadian ~rime Mini3ter to $Xercise leadership on than the 

peac~. Th~t I will do. . . -. "': . ... . • . - . ,' . . - " . .:: · .. \ ~ .... 

· -----~-- -~-- - w 

___ _ :;_ ~30..,.. 

. , : 

for a 
pura~it ot_ 

._ .. ; 

. · .. .... -~ 
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MEMORANDUM 

NATIONAL SECURITY COUNCIL 

UNCLASSIFIED WITH 
.....eoNF'IDENTIAL ATTACHMENT 

ACTION 

MEMORANDUM FOR ROBERT M. KIMMITT 

FROM: 
-;:"D 

JOHN W. DOUGLASS-

August 23, 19 4 

SUBJECT: u.s.-Canada Permanent Joint Board on Defens 

6143 

At Tab A is the report to the President from Mr. Gubser on he 
results of the June 25-28 session of the U.S.-Canada Perman nt 
Joint Board on Defense. 

There are no issues in the report that appear to warrant 
President's attention or require a Presidential reply. 

Unless you are aware of a protocol or personal reason which 
warrant a President!:J'l reply or a reply from Bud, no reply 
planned. '~~-] / - r 

J._L l l_r d\ \~/' . l , 11;\ ~• ,{ ' 
Ron Lelifuan, Don t9rtier, Ty Cobb, on Manley and Bo~ Linhar 
concur. 

RECOMMENDATION 

That no reply be prepared to the report. 

Approve Disapprove 

Attachment 

Tab A Incoming Correspondence 

UNCLASSIFIED WITH 
CONF~TTACHM.ENT 

_;;,;;;;--

would 
s 
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PERMANENT JOINT BOARD ON DEFENSE 

UNITED STATES SECTION 
THE JOINT CHIEFS OF STAFF 

WASHINGTON. D.C. 20301 

Dear Mr. President: 

CANADA-UNITED STATES 

6143 

It is my pleasure to report to you once again on t 
deliberations of the Canada-US Permanent Joint Board o 
Defense, which held its 168th meeting at the Canadian orces 
Base at Esquimalt, British Columbia, June 25-28. As w'th 
previous Board meetings that I have had the honor to c 
this exchange between senior Canadian and US officials 
to be an invaluable opportunity to address current def 
issues affecting our two countries. As usual, our Can dian 
hosts put on an excellent program, which included participa
tion in naval training maneuvers in the beautiful Straits of 
Juan de Fuca which divide Vancouver Island and the State of 
Washington but at the same time unite our like-minded oples. 

The issue of modernizing our joint North American air 
defense system was again a major focus of discussion be ween 
the two delegations. The Canadian side expressed some on
cern over what they see as a less than full US commitme t to 
implement the package of improvements proposed in the N rth 
American Air Defense Master Plan agreed to last year on an ad 
referendum basis. Aside from a number of important que tions 
about division of responsibilities and costs for carryi g out 
this modernization, which are being addressed by the No th 
American Air Defense Responsibilities Sharing Steering roup, 
there also remain some questions about certain technolo ical 
aspects of the Master Plan which have been raised withi the 
Defense Department and which will have to be resolved b fore 
we proceed with the Canadians. We therefore can expect this 
issue to remain on the Board's agenda. 

During the Board's meeting in Esquimalt the Canadia side 
also tabled the draft of a Memorandum of Understanding 
the US Navy and the Canadian Forces, the aim of which i 
expand and enhance cooperative programs in naval aviati 
In view of Canada's recent purchase of 138 CF-18 aircra 
the likely mutual benefit from a formalized exchange of 
information relating to air operations and aircraft wea 
systems, the Navy is reviewing the Canadian proposal an 
respond through the Board's mechanism. 

The President, 
The White House. 



COi~TIAL 
-2-

Another issue addressed at Esquimalt, which the US 
has raised at a number of past Board meetings, is the 
secure more uniformly equitable treatment for US non
diplomatic military personnel and their dependents sta 
in Canada. We are receiving excellent cooperation fro 
Canadian Board members in working at this problem, but 
view of the fact that difficulties continue to arise w 
intend to press this issue at future sessions. 

A full report on the Esquimalt meeting is being se 
Mr. McFarlane at the National Security Council, and I 
looking forward to the next session of the Permanent J 
Board on Defense which will take place in Ottawa this 
shortly after the Canadian national elections. 

Sincerely, 

Charles s. Gubser 

side 
eed to 
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the 

in 
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BUREAU OF INTELLIGENCE AND RESEARCH - ANALYSIS - SEPTEMBER 3, 1984 

1. CANADA: IF MULRONEY WINS 

Both major party candidates sound alike on many iss~es, 
the September 4 elections may nonetheless change Canada's 
especially on economic policy. Progressive Conservative ( 
Mulrone no~· the overwhelming favorite, a eals to a cons 
very different from the old Li era coa 1tion. The Unite 
can expect greater cooperation regardless of who wins, but 
for us may be in store as a result of renewed national deh 
•peace• issues. 

* * * 

New Democratic Party candidate Broadbent has called Mu 
and Liberal Turner the •Bobbse twins o reet in 
to their background as corporate lawyers. However, the 
have different agendas, and that may count more than their 
background when the electoral dust settles. Despite his c 
promises to preserve the welfare state and pursue peace 
initiatives, a victorious ·M rone would cater primaril t 
business and party supporters. He would foster a free ent 

s runs counter to the roclivities of m 
Canadians who are accustomed to state intervention 
PC only out of dis ust with the Liberals. Under Mulroney, 

ion wou e sea ed down or abolished; 

but 
ourse, 
C) 
ituency 
tat es 

trouble 
te on 

0 w u: 
Ci5 en 

roney :s 
(.) 

erence w 
0 

his 
rpr ise 
ny 
voting 
t e 

The 
with a 
keeping 
t e 

government woul~ replace the Foreign Investment Review Act 
program called· Investment Canada--sti~l aimed, however, at 
•foreign• cos> investment from monopolizing key sectors-o--:f-t-:-?-..:___ 

·economy. ~ 

The •peace• issue, the ultimate Canadian motherhood ue, has 

~ 
~ 
'-. 
~ 
~ 
~ 
a 
I 
0 
~ 

a: 
a: 
--J 
:z 

inevita y poppe up in e campaign. In what may be t 
saivo of the next Liberal leadersbiP contest noted Libera 
with Turner to en orse a nuc ear reeze~ the prime ministe 

pening ~ 
s broke/ .; 

'letters to Chernenk-o and Perez de Cuellar tried to a eal 
pea e- in.-~ Canadian voters even as he stood firmly again 
freeze. If the Liberals lose, they are ver l'k o ste 
criticism of Reagan administration e ense and disarmament 
efforts. Mulroney, in turn, will nave to tone aown hii-, 

:Pro?.erican comments if he does not want to be branded a 
~lac~y. Still, unlike Trudeau and even Turner, he will he 
no pressure from his party constituency to criticize the U 
States. · 

Finally, Mulroney has promised a new era in the crucia 
controversial area of federal-provincial relations--after 
tensions of the Trudeau years and jn contrast to the sharp 
statements Turner has made against Quebec separatism. How 
Canada would break into ten pieces if the provincial premi 
all the concessions they want: at some point Mulroney wil 
to draw the line, and a rene\.ial of Quebec separatist feeli 
ensue. 
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September 4 1984 

MEMORANDUM FOR ROBERT M. KIM.1."1ITT 

FROM: TYRUS W. COB~ 
SUBJECT: White House Statements and Draft Letters o 

the Canadian Prime Minister 
. ·~-

. ;~~!~:£.r:·: 
Attached at Tab A ~e two draft White House press statem 
reflecting State and my agreed text on the outcome of th 
Canadian elections -- one keyed to the expected Mulroney 
and the other to a Turner win. Attached at Tab B are tw 
cables, again reflecting State and my agreement, to the 
one for a Mulroney victory and one for a Turner surprise 
separately forwarded a recommendation for a Presidential 
phone call and a package recommending a Presidential let 
Turner, if he loses. 

Speechwriters have cleared. 

RECOMMENDATION 

nts 

victory 
draft 

inner -
I have 

tele-
er to 

That you approve the draft White House statements at Tab A and 
forward them to Darman for release tomorrow, September 5, and 
that you approve for dispatch tomorrow the draft cables t Tab B 
to either Mulroney or Turner. 

Approve __ Disapprove (21-t.K-

Attachments 
Tab A - Draft White House Statements 
Tab B - Draft Cables 

CONFI ENTIAL 
Declas ify: OADR 

"\(\~~ 

~~ 
~ 
~~~~ .. 



D~aft White House Press Statement 

(In the event that Brian Mulroney wins) 

Tne President has extended his congra~ulations d best 

wishes to the winner of the Canadian national elect"ons, 

Progressive Conservative candidate Brian Mulroney. 

his campaign, Mr. Mulroney called for even closer t"es to the 

United States. The President has reciprocated this wish and 

has expressed his readiness to work closely with Mr Mulroney 

to the mutual benefit of both Canada and the United States. 



Draft Wnite House Press Statement 

(In the event that John Turner wins) 

The President has extended his congratulations nd best 

wishes to t:.he !l'Urp! i·s-e winner of the Canadian natio ... al 

elections, Liberal candidate John Turner. 
Durin~ his 

campaign Mr. Turner made clear his commitment to goo ties 

with the US and to Canada's other NATO allies. The resident 

has expressed appreciation for the commitment and ha 

announced his readiness to work closely with Mr. er to 

the mutual benefit of both Canada and the United es. 



Dear Mr. Mulroney, 

It is indeed a pleasure to extend my warmest 

congratulations on your impressive electoral victory. 

I look forward to working closely with you on a ide 

range of issues that affect our two countries, and I 

that we can arrange to meet personally before too lo g to 

resume the fruitful dialogue we initiated during you visit 

to Washington in June. 

Sincerely, 

Ronald Reagan 



Dear Mr. Prime Minister, 

It is a pleasure to convey my warmest congratula ions on 

your stunning electoral victory. I am sure that the e is an 

added measure of satisfaction in having confounded t e 

pollsters and pundits so thoroughly! 

I look forward to an early opporutnity to meet w'th you 

to discuss the wide range of issues which affect our two 

countries. 

Sincerely, 

Ronald Reagan 



TO: 

DATE: 

RECOMMENDED BY: 

PURPOSE: 

BACKGROUND: 

TOPICS OF 
DISCUSSION: 

Date of Submission: 

Action 

THE WHIT~ HOUSC: 

WAO::. HINGTON 

RECOMMENDED TELEPHONE CALL 

The new Prime Minister of Canada (Br' an 
Mulroney expected to win with a corrun· nding 
margin) . 

September 5, 1984 

Robert C. McFarlane 

To congratulate the newly-designated Prime 
Minister of Canada. 

You had a highly successful meeting with 
Canadian Conservative challenger Bria 
Mulroney in June and it appears that e will 
win the Prime Ministership by a commaiding 
margin in elections being held today. This 
telephone call, in addition to your re 
formal letter of congratulations, wil- get 
you off to a special start with the n w Prime 
Minister. 

1. 

2 • 

Of fer congratulations on his vie 
express your desire to continue 

ory and 
o build 
t now on the excellent relationship th 

exists between the U.S. and Cana a. 

Indicate that you thoroughly enj 
your session with him in June an 
you look forward to developing a 
working relationship with him in 

yed 
that 

close 
office. 

(Talking Points attached at Tab A) 

I i . , . ,, 
fav\ -~Lir.. ,, v 



CGNHDENTIAL ,,,,- 6 594 

I 
,, .... 

CONFI,IIBNTIAL 

AC~K September 4 1984 

MEMORANDUM FOR ROBERT C . .McFARLANE 

FROM: TYRUS W. COBB~ 
SUBJECT: Recorr®ended Presidential Call to Canada's 

Probable New Prime Minister 

We anticipate that Conservative challenger Brian Mu l rone 
elected as the new Canadian PM today, a n d strongly reco 
the President call Mulroney tomorrow. You may reca l l th 
President called current PM Turner after his selection a 
of the Liberal Party and PM-designate. A call from the 
will supplement the official statement we are preparing 
congratulatory note from the President to .Mulrone y. 

~ """"' Jack Matlock and Peter Sommer concur. 

RECO!'J!~ENDAT I ON 

That you sign and forward the call memorandum at Tab I. 

Approve Disapprove 

Attachments 
Tab I - Recomrnended Call Memo 

Tab A - Suggested Talking Points 

\.-\vltc•\~I wt\\ ~ L'-t 
f' . 

·1D ~ \o I.\! \ V'-q v--. v , .... \~tr u ,·-..\l l 

o--R \,0iAv\t.'.. s (~ c ...... 1 , 

'~fo 

By rr}ouse Di~:~.~~~ .... us..,;...,t -"at..,. 1 ..... rz ..... ~ __ '.,...-/-noNFlnENT I AL 

will be 
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t t he 
leader 

resident 
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TALKING POINTS FOR THE PRESIDENT'S TELEPHONE CALL 
TO MULRONEY (MUL ROO-nee) 

I want to extend my personal congratulations on your 

impressive victory; it's a tribute to the outstandin 

campaign you ran. I may send some of my own reelect on 

team up to Ottawa for some pointers. 

With the strong support you received from all sectio s of 

the country, you appear to be in an excellent positi n to 

speak for all Canadians. 

I have often said that relations between the U.S. 

Canada are as close as those existing between any 

countries. I know you and I will work closely to 

these ties even warmer. 

I am delighted that we had the chance in June to bee e 

acquainted and to initiate talks on various issues c 

cerning Canada and the U.S. I hope that we can work ut a 

mutually convenient time soon to resume our dialogue. 
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September 6, 1984 

Dear Mr. Prime Minister: 

I would like to convey to you my very bes 
personal wishes and my appreciation for t e 
contribution which you have made to our 
two countries' relations in an even more csitive 
direction. 

I also wish to pay special tribute to you 
statesmanlike positions in advocatirg rea istic 
and meaningful arms control initiatives, nd in 
staunchly supporting Allied cohesion in t.ckling 
the difficult issues of disarmament and r lations 
with the Soviet Union. Only through such unity 
and realism will we achieve the significa t 
reductions in armaments and in East-West ensions 
which the Canadian and American peoples s 
fervently desire. 

I am certain that the contributions you h ve made 
over the years to the welfare of your gre t 
nation and to the strengthening of our un'que 
bilateral relationship will continue in t e 
future. 

Nancy and I wish you and your wife 

Sincerely, 

The Right Honorable 
John Napier Turner, P.C., M.P., 
Prime .Minister of Canada 
Ottawa 

best. 
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ACTION September 4 1984 

MEMORANDUM FOR ROBERT C. McFARLANE 

FROM: TYRUS W. COBB~ 
SUBJECT: Letter to Probable Outgoing Canadian Prim 

Minister Turner 

We expect that Canadian PM Turner will be voted out of o fice 
today in a Mulroney landslide. Prime Minister Turner re isted 
strong political pressures during the electoral campaign to 
support a nuclear freeze, to come out for a "No First-Us 
Policy", and to push an untimely ASAT ban proposal in th CD. We 
strongly recowmend a Presidential letter to him expressi g our 
appreciation for his principled stance on arms control issues. 

Speechwriters have cleared. 

RECOMMENDATION 

That you sign the memorandum to the President at Tab I fo warding 
the letter to Canadian Prime Minister Turner. 

Approve ...!!__ Disapprove 

Attachment 
Tab I - Memo to the President 

Tab A - Letter to PM Turner 

CONFI ENTIAL 
Declas ify: OADR 

DEC;:..Ass:FiED 

w11;z House Guidelines. Augin#. 
By d c NARA, Date ~ 



Dear Mr. Prime Minister: 

my very best personal wishes and my appreciation for he 

relations in an even more positive direction. 

'-'! i'"'-"' -~ 

I also wish to pay special tribute to ihe statesm nlike 

positio5yo~ took, these pas-t~-wo-..moBth-~r in advocati g 

realistiJ--a-R& meaningful arms control initiativesjand in 

staunchly supporting Allied cohesion in tackling the 

difficult issues of disarmament and relations with th Soviet 

Union. S't1rely it is only through such unity and real sm 1=fta.t. 
-z: 

~,~il~ achieve the significant reductions in armamen s and 

in East-West tensions which the Canadian and American peoples 

so fervently desire. 

I am certain that the contributions you have made over 

the years to the welfare of your great nation and to he 

strengthening of our unique bilateral relationship will 

continue in the future. 

Nancy and I wish you and your wife all the best. 

Sincerely, 

Ronald Reagan 
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TAGS: ECPS, CA, PGOV 
SUBJECT: AMBASSADOR ROBINSON'S STATEMENT ON - THE CANADIAN 

ELECTION 
1. FOLLOWING STATEMENT HAS BEEN APPROVED BY THE AMBASSADOR 
FOR USE FOR RESPONSE TO QUESTIONS ABOUT THE UJ , S. REACTION 
TO THE CANADIAN ELECTION ~N IF ASKED BASIS). 
BEGIN TEXT: 
I CONGRATULATE MR. MULRONEY AND HIS PARTY ON THEIR ELEC
TION VICTORY AND LOOK FORWARD TO WORKING WITH HIM AND HIS 
CABINET ON MATTERS WHICH CONCERN BOTH OF OUR NATIONS. 
WE HAVE ENJOYED A CLOSE AND FRIENDLY RELATIONSHIP WITH 
THE GOVERNMENTS OF BOTH PRIME MINISTER TRUDEAU AND PRIME 
MINISTER TURNER. WE HOPE AND EXPECT THAT THIS RELATION
SHIP WILL CONTINUE UNDER THE NEW PROGRESSIVE CONSERVATIVE 
GOVERNMENT. 
DURING THE ELECTORAL CAMPAIGN, MR. MULRONEY MADE ..c:::;pl!~-

.__OUS STATEMENTS ON SUCH ISSUES AS INVESTMENT , TRADE AND 
t!E-F-ENSE THAT INDICATED A DEEP CONCERN FOR THE SHARED IN
TERESTS OF CANADA AND THE UNITED STATES. I FEEL 
CERTAIN THAT WE CAN ADVANCE THOSE COMMON INTERESTS BY 
WORKING TOGETHER CLOSELY IN THE YEARS TO COME . 
END TEXT 
ROBINSON 
BT 
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Dear Allan: 

NATIONAL SECURITY COUNCIL 
WASHINGTON. D .C. 20506 

September 6, 1984 

I am sorry I cannot make your meeting today with Mr. 
Meese. A previous commitment made it impos ible . 

I mentioned to Bud that we were planning to 
together to outline a strategy for improvin 
American relations with the advent of the n 
leadership -- he was quite interested. Arnb 
Jack Matlock would also like to sit in on t 
session. Please have your secretary call J 
Hickie in my off ice and set up an appointme 
convenience. 

Sincerely, 

~~ 
Tyrus W. Cobb 

get 
Canadian/ 

Canadian 

your 

Deputy Director for Savi t 
& Western European Affa"rs 

His Excellency 
Allan E. Gotlieb 
Ambassador of Canada 
Washington, D. C. 

. r. : ~ .. ~ .. 
:-~·· ... ·. ·, .· . .. .. ·. 
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TAGS: OPDC, CA 
SUBJECT: LETTER FROM PRESIDENT TO PRIME MINISTER 

1. PLEASE DELIVER TEXT OF FOLLOWING LETTER FROM 
PRESIDENT REAGAN TO PRIME MINSTER TURNER. LETTER IS 
DATED SEPTEMBER 6, 1984. 

2. BEGIN TEXT: 

DEAR MR. PRIME MINISTER: 

I WOULD LIKE TO CONVEY TO YOU MY VERY BEST PERSONAL 
WISHES AND MY APPRECIATION FOR THE CONTRIBUTION WHICH YOU 
HAVE MADE TO MOVING OUR TWO COUNTRIES' RELATIONS IN AN 
EVEN MORE POSITIVE DIRECTION. 

I ALSO WISH TO PAY SPECIAL TRIBUTE TO YOUR STATESMANLI KE 
POSITIONS IN ADVOCATING REALISTIC AND MEANINGFUL ARMS 
CONTROL INITIATIVES, AND IN STAUNCHLY SU P PORTING ALLIED 
COHESION IN TACKLING THE DIFFICULT ISSUES OF DISARMAMeNT 
AND RELATIONS WITH THE SOVIET UNION. ONLY THROUGH SUCH 
UNITY AND REALISM WILL WE ACHIEVE THE SIGNIFICANT 
REDUCTIONS IN ARMAMENTS AND IN EAST - WEST TENSIONS WHICH 
THE CANADIAN AND AMERICAN PEOPLES SO FERVENTLY DESIRE . 

I AM CERTAIN THAT THE CONTRIBUTIONS YOU HAVE MADE OVER 
THE YEARS TO THE WELFARE OF YOUR GREAT NATION AND TO THE 
STRENGTHENING OF OUR UNIQUE BILATERAL RELATIONSHIP WILL 
CONTINUE IN THE FUTURE. 

NANCY AND I WISH YOU AND YOUR WIFE ALL THE BEST. 

SINCERELY, 

RONALD RE AGAN. END TEXT. 

3. SIGNED ORIGINAL WILL FOLLOW. DEPARTMENT DOES NOT 
PLAN TO RELEASE TEXT OF LETTER BUT HAS NO OBJECTION 
SHOULD ADDRESSEE WISH TO DO SO. SHULTZ 
BT 
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Memorandum D D D 
ACTION BRIEFING INFORMATION 

FOR: 
THRU: 

FROM: 

SUBJECT: 

SECRETARY REGAN 
DEPUTY SECRETARY McNAMAR 

John M. Walker, Jr~~J. 
Assistant Secreta '/'-
(Enforcement and O erations) 
Canada's Export Enforcement 

DATE: 
SEP 1 

Attached for your information is a synopsis of the 
ongoing dialogue between Canada and the United States 
regarding Canada's export enforcement program. 

OFFICE CODE 
SURNAME 

DATE 

Other points to be noted are: 

1) The next set of consultations at my level 
are scheduled for November. 

2) Secretary Shultz will be raising the issue 
during two days of extensive bilaterals in 
Canada probably in October. 

3) Mulroney will pick his cabinet next week and 
shortly thereafter all relevant political 
officials will be briefed. 

4) The Deputy Chief of Mission John Rouse will 
be calling me within the next two weeks to 
recommend a course of action for a separate 
visit to Canada by myself or Tim. 

INITIATOR REVIEWER REVIEWER REVIEWER 

' F 80-02.1 (11-81) OBSOLETE OS F 10-01.2 WHICH MAY BE USED UNTIL STOCK IS DEPLETED 

SECRET ARIA. 

*D.S. GOVERNMENT RINTING OFFICE 1982 522-068/8 
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EXPORT ENFORCEMENT WITH CANADA 

Since October 1981, and the inception of Cust 
Operation EXODUS, involved agencies have emph 
enforcement of controls on the export of crit 
technology and munitions. 

Canada is the only country exempt, by regulat 
export licensing requirements for both Muniti 
and Commodity Control List items. 

The United States must, therefore, rely on Ca 

the 

export controls to prevent transshipment of t 
country's products to undesirable destination • Also, 
Canada's permit procedures are necessary to d cument 
shipments to third countries, including those 
diversion points to proscribed countries. 

Investigations have identified several instan 
Canada has been used - because of this exempt 
an intermediate destination to circumvent Uni 
export controls. 

The involved United States and Canadian agenc 
consulted in an effort to improve individual
collective enforcement programs. 

In preparation for these consultations, each 
has identified enforcement program deficienci 
proceeding to correct them. 

There has been considerable progress in the 
consultations and the two governments 
together. 

Canada is (as the United States was a short t 
in the initial stages of developing its progr 
priority. 

Recent topics of discussion have included: 

1. Additional resources for Canada Customs t 
facilitate outbound inspections and export 
investigations. 

when 
- as 
States 

have 

as a 

2. Export control training for RCMP officers Customs 
inspectors, Customs investigators and others, as 
appropriate. 

3. More frequent consultation and cooperatio between 
the licensing agencies of both countries. 
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4. Provisions for pre-license and end-use 
Canadian embassies for shipments involving 
items. 

In Canada, the Ministry of External Affairs, t 
Canadian Mounted Police and Canada Customs int 
implement Memoranda of Understanding bi-latera 
ultimately, tri-laterally. 

Implementation of the Canadian program was del 
pending the results of that country's Septembe 
national election. The consensus is that the 
conservative administration will be amenable t 
stronger export enforcement. 

e Royal 
nd to 
ly, and 

yed 
3 

ew 

On September 13, 1984, a licensing working gro p 
meeting was held at the Department of Commerce, 
attended by Commerce, the Department of State nd 
Canada's Ministry of External Affairs to discu s 
mutual inherent problems. 

On September 14, 1984, representatives of the 
Departments of State and Commerce, U.S. Custom , the 
Royal Canadian Mounted Police and the Ministry of 
External Affairs conducted a meeting regarding 
enforcement of export controls. 

The United States will continue, under current mutual 
defense arrangements, to be dependent on Canada's e port 
controls; and, we are hoping to see export control 
enforcement receive the same emphasis, funding and uccess 
in Canada as it does here. 
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CANADA: ECONOMIC ASSESSMENT 

Current Situation: 

Recovery now 6 quarters long. 1983 real GDP up 7.1% 
(4th/4th). Growth slower this year: lQ 2.8%, 2Q 2.8 (saar) 

Inflation lowest since 1972. Currently running at 4.2% 
(12 months to July) 

External sector in surplus. Record trade surplus of $14 
billion in both 1983 and 1982, up sharply from previ years. 

- current account surplus of $1.4 billion in 19 3 
vs. $2.2 billion in 1982 

Forecast GNP up 2.3% in 1984 (4th/4th); 2.3% in 1985 

Interest sensitive investment mixed. Residential ho sing 
up sharply; P & E weak. 

Problem Areas 

Public sector spending equals 48% GNP (1983). Levelling off. 

- deficit = 6.2% GNP 

Job creation weak. 90,000 net new jobs in 82/83 (1% 
employment increase). Unemployment over 11%. 

Monetary growth high -- 14% (84Q2, saar). Targeting 
abandoned. 

Developments 

Private consumption continues to provide a large impet 
growth, accounting for much of the real GNP increase for 19 
1984. However, a drop in the index of consumer attitudes o 
the last 3 quarters may indicate a moderation in consumer d 
for the future. 

Private investment has been the major disappointment f 
Canadian economy, declining almost 6 percent last year and 
to drop 1 percent more in 1984. The weakest component has 
non-residential construction, which dropped over 16 percent 
and is expected to be flat in 1984. Plant and e ui ment ex 
after falling almost 9 percent in 1983, is expected to rise 
very slightly this year. Poor business confidence, excess 
capacity, and overall business profits below pre-recession 
account for much of the weak capital spending. Residential 
tion, which increased by a considerably large 24 percent in 
a-result of pent-up consumer demand and government programs 
expected to actually fall 4 percent in 1984. 

With the inventory-to-sales ratios in both the manufac 
tor and at the wholesale level still below pre-recession le 
inventory investment throughout 1984 and 1985 is expected t 
a positive contribution to final demand. 
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Strong U.S. actively has stimulated demand for Canadi n exports, 
providing a major stimulus to growth in 1983 and sustainin the recov
ery through 1984 and 1985. With weak investment dampening 
the bilateral trade surplus with the u.s. registered almos 
lion in 1983. The overall trade surplus was a record +$14 illion 
in 1983 and is expected to increase to $15 billion in 1984. A deficit 
in the services and transfers account resulting mostly fro increased 
dividend remittances of foreign-based companies in Canada ffset 
most of the trade surplus resulting in a current account s 
$1.4 billion in 1983. 

The government sector has been another major contribu 
recovery in 1983 and 1984. The new government in Septembe 
some uncertainty in the direction of government spending, 
the automatic carry-over of many spending proposals from t 
fiscal year, total government expenditure as a percent of 
about 48 percent and the overall deficit as a percent of G 
about 6 percent in 1984. 

or to the 
brings 

ut with 
e previous 
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P remains 

The Canadian unemployment rate, which was 7 percent a the onset 
of the recession but has continued to persist at 11 percen , has 
become a major political problem. However, with the incre ses in the 
labor force and excess industrial capacity, and in the abs nee of 
specific government-sponsored job programs, the prospects 
ployment falling below 10 percent before 1986 remain slim. 

Inflation dropped significantly in 1983 finally bring·ng Canada 
into the low inflation group (U.S., U.K., Japan, Germany) f Summit 
countries. The recent twelve month consumer price increas s of 4 
percent are the lowest annual inflation rate since June 19 2. Con
tinued low unit labor costs, weak producer price increases and double
digit unemployment rates are contributing to inflation rat s below 5 
percent in 1984 and 1985. 

MlA continued its large increase at a simple annual r 
over 13 percent (s.a.) in the three months to July 1984. 
monetary policy continues to concentrate on the trade-off 
interest rates and the exchange rate, rather than on a mon 
target (Ml targeting was abandoned in November 1982). Ove 
past year, improvements in Canadian inflation performance 
current account surplus have provided the Bank of Canada ( 
more flexibility to narrow the interest rate differential 
the U.S. without a consequent weakening in the Canadian do 
However, the Canadian dollar was recently under downward p 
U.S. interest rates increased and Canadian rates failed to 
suit. Despite heavy intervention hy the BOC, the Canadian 
dropped from $.80 to an historic low of $.74 forcing the B 
increase its bank rate and the large Canadian banks to inc 
prime rates. Because of the inflationary impact of any su 
depreciation of the Canadian dollar, the BOC has indicated 
prefers slight increases in Canadian interest rates to mai 
stability of the Canadian dollar, and the Canadian dollar 
returned to the $.76-.77 range. 
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U.S. - CANADA ECONOMIC FACT SHEET 

Size of Economy 
1983 GNP ($ billion) 
1983 GNP per capita 
1983 population (millions) 

Real GNP Growth 
1983 4th/4th 
1984 2Q (saar) 
1984 (projected 4th/4th) 

Unemployment Rate (total) (Aug.) 
Official release 
Adjusted by BLS to u.s. concept 

Inflation Rate (CPI-U) 
1983 (year avg) 
12 months to July 1984 
1984 (projected 4th/4th) 

Interest Rates (short-term) 
Aug. 1983 (avg) 
Aug. 1984 (avg) 

Money Suppll Increase 
1983 Dec Dec 
Three Months to July 1984 (saar) 

Total Government Budget Deficit 
as % GNP (NIA basis) 
CY 1983 
CY 1984 (projected) 

Total Government Expenditures 
as % GNP (NIA basis) 
CY 1983 
CY 1984 (projected) 

Current Account balance 
1983 ($billion) 
1983 (as % GNP) 
1984 projected 
1984 projected as % GNP 

Bilateral Trade balance with U.S. 
1983 ($ billion) 

Exchange Rate 
Dollar Rate, end of previous month (8/31) 
% change vs. $, year to end 1983 
% change, trade weighted, year to end 

1983 (Dec/Dec) 

Note: Projections for Canada classified. 

U.S. 
$3,304.8 

$14,090 
234.5 

6.3% 
7.5% 
6.5%* 

7.4% 
7.4% 

3.2% 
4.1% 
3.8%* 

9.73% 
11.47% 

9.3% 
7.6% 

-4.1% 
-3.1%* 

35.3% 
34.2%* 

-$41. 6 
-1.3% 

-$85.0 
-2.3%* 

NA 

NA 
NA 

+8.0% 

9/14/84 

Canada 
$319.2 

$ 2,830 
24.9 

7.1% 
2.8% 
2.3% 

11.2% 
10.9% (July) 

5.8% 
4.2% 

l 4.0% 

9.48% 
12.47% 

(Ml) 14.7% (MlA) 
13.2% 

-6.2% 
-5.7% 

48.0% 
47.7% 

+$1.4 
+0.4% 

+$0.9 
+0.0% 

+$11. 7 

$.7704 
-0.7% 
+l.2% 

*GNP and CPI projections contained in Midsession Review of he Budget. 
ll Refers to less comprehensive CPI-W 
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U.S. - CANADA TRADE 

ISSUE: 

Canada is our largest trading partner, with $90.4 b"llion 
in two-way trade in 1983, and accounts for our second la gest 
bilateral trade deficit of $14 billion (the first being 
Japan). Current issues of interest to Canadians are the 
proposed sectoral free free trade area and our recent de ision 
on steel. Given the historic volume of bilateral trade, 
u.s.-canadian trade relations have been relatively harmo ious, 
with discord being handled in a non-confrontational mann r 
either bilaterally or in the GATT. Most recently, we wo a 
GATT case against trade performance requirements imposed by 
Canada's Foreign Investment Review Agency (FIRA) 

BACKGROUND: 

Sectoral Free Trade Area 

The GOC in August of 1983 proposed a limited sector 1 
free trade arrangement with the United States to facilit te 
further bilateral trade. Initial discussions focussed o 
steel, agricultural equipment and inputs, government pro ure
ment (urban mass transit) and traded computer services. 
Elections on both sides of the border have slowed furthe 
talks. 

Neither side has committed itself to negotiating su h 
an arrangement. Problems to be overcome include: 

0 unenthusiastic industry; 

0 fear that Canada would impose performance 
like those in the U.S.-Canadian Auto Pact (minim 
Canadian content and production-to-sales requirem 

0 risk that a sectoral free trade area might distor 
trade rather than expand trade by diverting trade 
from efficient third country suppliers to less efficient 
North American producers. 

0 risk that bilateral sectoral trade balancing will 
become the objective of the agreement rather than ree 
trade; and 

0 difficulty of making a sectoral free trade arrange ent 
compatible with GATT, which requires free trade ar a 
partners to show that a substantial amount of bila eral 
trade is covered, not just certain sectors. 
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Steel 

Canada's exports of carbon and alloy steel products 
the United States were $922.5 million in 1983, or 14 perc 
of total U.S. steel imports by volume. Of this, 70 perce 
falls into product categories for which the U.S. Internat 
Trade Commission (USITC) found injury from imports. Cana 
exports all of the injury products, with semi-finished, s 
shapes, plates and sheet and strip the largest in 1983. 
the non-injury products·, Canada's exports are largest in 
wire rod and pipe and tube. 

The Canadian steel industry is considered by most 
analysts to be an integrated extension of the U.S. steel 
industry. Shipments are conformed to the demands of the 
user (often the u.s. auto industry, which wants delivery 
on an "as needed" basis in order to reduce stocks). In 
order to achieve efficient economies of scale, Canadian 
and U.S. steel producers have tended to specialize in 
certain products and import from each other to round out 
product lines. The U.S. steel industry does not view 
Canadian steel as a problem. 

FIRA Performance Requirements 

a 
ructural 
f 

The U.S. recently won a GATT case against Canada's p actice 
of seeking commitments from potential foreign investors 
to increase exports or decrease imports in exchange for a proval 
to invest in Canada. The GATT panel ruled that requiring 
potential investors to agree to buy Canadian products is 
inconsistent with the GATT national treatment principle ( mported 
products treated no less favorably than domestic products , 
but that export requirements are not inconsistent with GA T. 
Canada did not contest the panel findings. The u.s. will 
monitor to ensure that Canada changes its practices. 

Drafted by: 
Cleared by: 

L. Berger 
w. Barreda 

ITT/OASIA 
September 17, 984 



CANADA: INVESTMENT POLICY 

Issue 

Canada under the Liberal Party had a restrictive p 
toward foreign direct investment. Particular problems 
the United States were the National Energy Program (NEP 
the Foreign Investment Review Agency (FIRA) practices. 
Mulroney Government, it appears, may relax some restric 

Talking Points 

licy 
or 

and 
The 
ions. 

In your platform you indicated you would liberaliz changes 
in your policy toward foreign direct investment. 

We have voiced our concerns regarding elements of he 
NEP such as the retroactive back-in, the petroleum 
incentives program (PIP), and with the administrat on of 
your FIRA screening/approval process. 

What changes, if any, do you plan to make in these 
areas? 

PM Mulroney also indicated opposition to protectio 
and support for u.s.-canadian sectoral agreements. 
would hope that you would include your policies to 
foreign direct investment when you review the issu 
protectionism and in any specific sectoral agreeme 

Background 

Under Trudeau, Canada followed an extremely nation 
policy toward foreign direct investment. The FIRA sere 
all inward foreign direct investment in Canada to ensu~ 
it •benefited" Canada. 

The NEP is aimed at forcing the Canadianization of 
energy sector (goal 50 percent Canadian ownership by 19 
The NEP has several elements: 

FIRA screens all investments in energy, discouragi 
foreign ownership: 

NLRR__,_..:..;;..__.._,._ ............. ..--
BY f.J>:S' 
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Firms with leases on Federal lands are required to 
over to the Crown (retroactively in many cases) a 
percent share of the leases (so-called •back-in•), 
with inadequate compensation (i.e., limited to exp 
for •successful• exploration); 

hand 
5 

nses 

The PIP provides incentives to firms for explorati n 
and drilling based on their levels of Canadian own r
ship and extremely generous subsidies distort loca ion 
and investment decisions; 

Firms undertaking major projects must notify the G C 
48 hours in advance of awarding contracts for equi 
to ensure that Canadian suppliers are considered. 
GOC may hold up contracts it does not like; and 

Canadian energy corporations may restrict foreign wner
ship of their stock, so they can qualify, under Ca adian 
ownership criteria, for special government incenti es. 

While the P.C. party does plan to weaken the FIRA, it 
will not abolish it (because of political reasons). It does 
plan, however, to turn it into an independent board. 

On the NEP, Mulroney recently announced the censer 
strong support for the Ottawa-Nova Scotia parallel legi 
reinforcing the crown share (back-in) provision, which 
strongly oppose. In fact, Mulroney announced that the 
would of fer an even better deal to Nova Scotia than had 
Liberals. While the P.C.'s have stated that they would 
eliw.inate the retroactive nature of the back-in, they w 
still retain its other aspects. However, it is possibl 
according to their comments, that the PIP grants, which 
discriminatory and encourage inefficient investment, mi 
be replaced with a tax-based incentive program of a non is
criminatory nature. 

Drafted by: nic 
OASIA/I I, 566-2386 
Septembe 13, 1984 
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ACTION September 14, 198 

MEMORANDUM FOR ROBERT C. McFARLANE 

FROM: TYRUS W. COBB~~ 
SUBJECT: Proclamation of Tax Convention with 

Canada 

Attached at Tab A for signature by the President is the p 
clamation of the Convention between the U.S. and Canada w 
respect to Taxes on Income and on Capital. The Senate ga 
advice and consent to ratification of the Convention, the 
protocols, and related exchanges of notes on June 28, 198 
President signed the instruments of ratification on July 
1984; and the instruments of ratification were exchanged 
entered into · force at Ottawa and Washington on August 16, 
At Tab I is a memo from you to the President, forwarding 
Convention for signature. 

Paul Thompson concurs. 

RECOMMENDATION 

That you sign the memo to the President at Tab I. 

Approve __ Disapprove __ 

Attachments 
Tab I - Memo to the President 

Tab A - Document for Signature 
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ACTION 

MEMORANDUM FOR THE PRESIDENT 

FROM: 

SUBJECT: 

Issue 

ROBERT C. McFARLANE 

Proclamation of the Tax Convention with 
Canada 

To sign the subject Proclamation of the Tax Convention wi h 
Canada. 

Facts 

The Senate gave its advice and consent to ratification of the 
of the Convention, the two protocols, and related exchang s of 
notes on June 28, 1984; you signed the instruments of 
ratification on July 16, 1984; and the instruments of rat fi
cation were exchanged and entered into force at Ottawa an 
Washington on August 16, 1984. The Proclamation is now r ady 
for your signature. 

Recommendation 

OK No 

Attachment 

That you sign the Proclamation document at Tab 
A. 

Tab A - Proclamation Document 

Prepared by: 
Tyrus W. Cobb 
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