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Government Gouvernement Lhd
I* of Canada du Canada Callada

News Release

November 18, 1996 No. 211
CANADA AND CHILE SIGN FREE TRADE AGREEMENT

Prime Mnister Jean Chrétien and Chil ean President Eduardo Frei today signed
t he Canada-Chile Free Trade Agreenent in Otawa during the President's state
visit to Canada.

"This agreenment denonstrates Canada's deternmination to create jobs and
encourage econom c growth through trade liberalization,"” said the Prine
Mnister. "It also gives us nonentumin devel oping closer political and
economc ties with all of Latin Anerica."

The agreenment includes two parallel agreenents on environnmental and | abour co-
operation, nodelled on the North Anerican Free Trade Agreenment (NAFTA) side
agr eenment s.

The trade agreenent's key features are as follows:

| mmedi ate duty-free access for 75 per cent of Canadi an exports and the
elimnation of Chile's 11-per-cent inport duty on alnost all remaining
i ndustrial and resource-based goods over five years.

Much better access for a range of agricultural goods. For exanple, tariffs for
durum wheat, which represents 35 per cent of exports in this sector, wll be
el imnated i medi ately.

Significant new protection for Canadian investnents in Chile, including an
agreenent to automatically grant Canadi an investors the benefits of any future
i beralization, and an undertaking to negotiate a bilateral double taxation
agreenent .

The creation of a Free Trade Conm ssion and secretariat to ensure the tinely
and effective resolution of disputes.

Si de agreenents on environnment and |abour, the first agreenments of this nature
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ever signed by the Governnment of Chile.
The nmutual elimnation of anti-dunping duties within a nmaxi num of six years.

The agreenent al so exenpts cultural industries and suppl y-managed products,
fully protects social and health services, and does not affect the Auto Pact.

Canada and Chile al so signed two ot her agreenents:

An Agreenment on Social Security wll ensure continued coverage when a Canadi an
enpl oyee is sent to Chile, and will allow Canadi ans to avoid having to pay
into both the Canada Pension Plan and its Chilean equivalent. It will also

all ow Chileans now living in Canada to receive Chil ean pensions.

An agreenent between the Canadi an International Devel opnent Agency (Cl DA) and
its Chilean counterpart will ease the way for devel opnent co-operation between
Canada and Chile, including on projects with third countries.

President Frei was greeted Sunday by Governor Ceneral Roméo LeBl anc. He net
with Prime Mnister Chrétien and several cabinet mnisters today. He is
acconpani ed by nenbers of his cabinet and a busi ness del egati on.

Tuesday the President will neet with Ontario Premer Mchael Harris and
busi ness | eaders in Toronto before ending his visit to Canada.

- 30 -
A summary of the Canada-Chile Free Trade Agreenent is attached.
For further information, nedia representatives may contact:
Ni col e Bour get
Director of Communi cations
Ofice of the Mnister for International Trade
996-6271
Medi a Rel ations Ofice
Department of Foreign Affairs and International Trade
(613) 995- 1874

This docunent is also available on the Departnent's Internet site:
http://ww. df ai t-nmaeci . gc. ca
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SUMMARY OF CANADA-CHILE FREE TRADE AGREEMENT

The Canada and Chile "interini bilateral Free Trade Agreenent (FTA) wll
provide a bridge to Chile's eventual accession to the North American Free
Trade Agreenent (NAFTA) and create nonentum for the broader Free Trade Area of
the Arericas initiative. The Agreenent covers trade in goods and services,

i nvestment and di spute settl enent nechani snms. Canada enjoys an excel | ent
reputation as a high-quality supplier, which enhances the potential for sales
of our goods and services and for technology contracts with Chile. There are
two side agreenents on environnment and | abour which conpl enent the FTA and

wi || strengthen co-operation and pronote the further devel opnent and effective
enforcenent of donmestic |aws and regul ations in those areas.

The key features of the Agreenent are:

The elimnation of the 11-per-cent Chilean duty which is |evied on al
inmports, providing significantly inproved access to the Chil ean market,
including i medi ate duty-free access for a w de range of Canadi an goods. As
nost Chil ean goods al ready enter Canada duty free and all Canadi an exports
nmust pay the 11-per-cent Chilean duty, the renoval of the tariff on the

maj ority of products under the FTA is particularly favourable to Canada.

Addi tional benefits and significantly inproved guarantees for Canadi an
investors in Chile, unprecedented outside the NAFTA context.

A nore secure regulatory reginme for Canadi an service providers exporting to
the Chil ean market, guaranteeing NAFTA-quality rights.

Si de agreenents on environnment and |abour reflecting the priority the two
countries place on enhanced co-operation and effective enforcenent in these
areas. These agreenents provide a unique opportunity for Canada to participate
actively in the further noderni zation of Chile' s | abour and environnental |aws
and practices, as Chile does not have such agreenents with any other country.

As in the NAFTA, the Canada-Chile FTA contains a full-scope exenption for
cultural industries; the broadest possible carve-out for social services,

i ncludi ng health services; the exclusion of over-quota tariffs for supply-
managed products; and an agreenment on conpetition policy. The terns of the
Aut o Pact are unaffected.

The Agreenent should enter into force on June 2, 1997, follow ng | egislative
approval in both countries.

Mar ket Access

Canada and Chile have agreed to the immediate elimnation of tariffs for the

maj ority of key Canadi an industrial export interests to Chile. Tariffs on nost
other industrial and resource-based goods, other than footwear, will be phased
out over a maximumof five years. As a result of this FTA, Canadi an exporters
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will now pay a zero or steadily declining duty on all industrial goods (which
account for 80 per cent of Canada's exports to Chile). This wll give Canadi an
exporters an inportant advantage over their principal conpetitors in the

Chil ean market, including U S., European and Asian suppliers, as well as
Chile's regional trading partners. Excellent opportunities will exist in the
foll owi ng sectors: nmachinery and equi pnent, particularly for use in mning and
forestry; telecommunications equipnent; fertilizers; metallurgical and thernmal
coal ; pharnmaceuticals; certain chem cal and gl ass products; a range of wood
and paper products; aircraft; rail and urban rail equipnent; autos and auto
parts; and health and nedi cal equi pnent.

For textiles and apparel, the Agreenent provides for a |longer tariff phase-out
of up to six years for Canada and five years for Chile, and a speci al

saf eguard provision to guard agai nst inmport surges during the phase-out
period. These provisions mrror those included in the NAFTA. Tariffs on
footwear wll be phased out over six years in both countries.

The rules of origininthe FTAwII be famliar to Canadi an producers and
exporters as they are nodelled on those found in the NAFTA. However, in
recognition of the structure and openness of both the Canadi an and Chil ean
econom es, the rules of origin for certain manufactured products have been

rel axed on a transitional basis. In these cases, the rule has been nodified to
provi de Canadi an manufacturers with preferential access w thout requiring
maj or changes to their current sourcing of materials and parts. At the sane
time, the NAFTA rules of origin have been retained in sectors such as
agriculture, nost chemcals, plastics, textiles and apparel.

The Canadi an agri -food sector will benefit frominmediate duty-free access for
exports of Canadi an durum wheat (frommd-April to md-Novenber -- i.e.,
during the Canadi an shipping period to Chile), barley, lentils, canary seed,
seed potatoes, malt, beer, raspberries, maple syrup, nustard products, mneral
waters and various fruit juices. The FTA al so provides i medi ate duty-free
access for inportant quantities of beef, pork and canola oil. Duties on
Canadi an exports will be reduced to zero over five years for a variety of
processed agri -food products, including frozen peas, confectionery products,
chewi ng gum chocol ate, baked goods, pasta, soups and pet food. For mlling
wheat, Chile's nost sensitive product, a |onger phase-out of 17 years wl|
apply. Canada will phase out a limted nunber of tariffs over six years,
primarily for horticultural products. Over-quota Mst Favoured Nation (M-N)
tariffs for dairy, poultry and eggs are excluded fromtariff elimnation. Al
fish and fish products will enter Chile on a duty-free basis upon

i npl enentation of the FTA.

Canada's access to the Chilean market provided through this FTA for key export
interests in the industrial, agricultural and resource-based sectors will be
conparable to or better than that provided to conpetitors from Argenti na and
Brazil through Chile's recent trade agreenent with Mercosur (Argentina,

Brazil, Paraguay and Uruguay).
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Mor eover, should Chile grant even better access for certain agri-food products
in a future trade agreenent with the Mercosur countries, Canadi an exporters
will automatically receive these benefits for mlling wheat, wheat fl our,

oi |l seeds and oilseed oils. In addition, any better access ever negotiated with
the United States for those products, as well as for pork, beef, potatoes,

dri ed peas and cereal products, will also be provided automatically to Canada.
Thi s approach represents a significant guarantee that Canadi an exporters of
those products will remain highly conpetitive in the Chil ean market.

Canada and Chile have agreed to maintain their respective duty drawback
prograns, which allow for the refund of custons duties |levied on inported

mat eri al s and conponents incorporated into exported goods. The Agreenent
prohibits the inposition or maintenance of custons user fees, and Chile has
agreed to elimnate its existing fees. The custons procedures al so parall el
those found in the NAFTA and are designed to facilitate trade, while ensuring
effective adm nistration and enforcenment of the rules of origin and ot her
custons matters. The FTA reflects NAFTA provisions as they relate to the
tenporary duty-free entry of necessary professional equiprment and tools of the
trade for business persons. These rules also cover goods inported for sports
pur poses or display and denonstration, commerci al sanples and goods that have
undergone repair or alteration in the other country.

| nvest nent

Wth current Canadian investnents in Chile totalling nore than C$7 billion,
and given Canada's position as the second |argest foreign investor in Chile,
i nvestnent plays a very inportant role in the bilateral relationship. This
Agreement will significantly inprove the overall |egal reginme applying to
Canadi an investors in Chile by providing themw th additional benefits and
guar ant ees unprecedented outside the NAFTA context. Chile has agreed to the
full range of NAFTA disciplines on non-discrimnatory treatnent. Through
nati onal treatnent and MFN cl auses, the FTA will ensure that Canadi an
investors will be treated simlarly to Chilean investors and will receive
benefits equivalent to those Chile may grant to other countries in future
agreenents. In addition, the Agreenent carefully limts the conditions for
expropriation and guarantees Canadi an i nvestors fair and adequat e conpensation
if an expropriation were ever to occur. The FTA allows Canadi an investors to
t ake advantage of investor-state dispute settlenment provisions which offer
access to expedient international arbitration procedures.

Canada has preserved the right to maintain certain exceptions to the

i nvest ment obligations simlar to those under NAFTA. The FTA al so freezes the
current Chilean investnment reginme at its already liberal |level, while ensuring
t hat Canadi an investors wll benefit fromany future |iberalization. In
addition, the FTA ensures that Canadians w shing to invest in Chile will not
be subject to any screeni ng nmechani sns which could block entry or otherw se

i npede Canadi an comercial interests.

While the Agreenent will allow Chile to naintain existing capital contro
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nmeasures, it nevertheless prevents Chile frominposing nore restrictive
measur es agai nst Canadi an i nvestors. The FTA will not permt Chile to increase
its current 30-per-cent reserve requirenent on foreign credits, and limts the
reserve to a maxi numtwo-year period. The reserve has been frozen to apply to
foreign loans and to portfolio investnents entering Chile, but does not apply
to foreign direct investnent except for the foreign credit portion of these
investrments. In addition, the restriction applicable to repatriation of
investnents in Chile will be limted to the current period of one year.

Servi ces

The FTA marks a significant further guarantee of l|iberalization in the area of
services. In particular, the Agreenent freezes Chile's current regulatory
regime, which is relatively open by international standards. This will ensure
t hat Canadi an service providers will continue to benefit froma transparent,
obj ecti ve business environnment. The freeze on Chile's regulatory reginme wll
prevent Chile fromenacting any new di scrim natory measures. Mreover, the
Agreenent ensures that Canada will benefit fromany future |liberalization by
Chile related to trade in services.

The FTA al so includes provisions on tenporary entry which expedite entry for
Canadi an investors, business visitors, inter-conpany transferees and ot her
busi ness prof essional s.

In sensitive sectors, Canada retained the sane | evel of protection already set
out in the NAFTA, including a carve-out covering specific social services
(among them health). This reservation not only protects existing health
nmeasures but also affords policy nmakers the flexibility to introduce new
measures to ensure the integrity of the Canadi an health system

The Agreenent will enhance comercial opportunities for Canadi an service
providers in sectors such as mning, forestry, construction, engineering and
ot her professional services, consulting services, specialty air services,
education and training, and tourism Both countries have agreed to nonitor
carefully the ongoing inplenentation process and to seek further opportunities
for liberalization follow ng inplenentation.

Institutional Arrangenents and Dispute Settl enent Provisions

The institutional arrangenents set out in the FTA ensure joint decision making
and effective dispute resolution. Canada and Chile will have an equal voice in
resol ving probl ens through ready access to objective dispute settlenent panels
providing authoritative interpretations. The Agreenent establishes the Free
Trade Conmi ssion and the FTA Secretariat. The Commi ssion will supervise the

i npl enentation and any further el aboration of the Agreenment, and will resolve
any disputes that may arise. The Secretariat will establish offices in each
country and support the Comm ssion, as well as acting as registrar for dispute
settl enment panels and as the depository for investor-state disputes.

http://wOL.international .gc.ca/MinPub/Publication.aspx?isRedirect=True& publication_id=376843& Mod... 9/19/2006



CANADA AND CHILE SIGN FREE TRADE AGREEMENT Page 7 of 10

The Agreenent obliges Canada and Chile to seek agreed interpretations and
reach agreed solutions, reflecting the commtnent of the two governnents to
manage their trade relations amcably. In the event that any natter arises
that m ght affect the operation of the Agreenent, either country may request
consultations with the other. Should consultations fail to resolve the matter
either country may request a neeting of the Comm ssion. The Agreenent directs
the Conmmi ssion to settle the dispute pronptly. If the countries are unable to
agree on a nutually acceptable solution, either may initiate arbitral panel
proceedi ngs. These provisions provide an effective, tinely and final procedure
for the settlement of disputes.

Trade Renedi es

Canada and Chil e have negotiated a nmutual exenption fromthe application of
anti -dunping duties in the FTA. Canadi an exports will be protected agai nst
future Chilean anti-dunping actions, a guarantee currently unavailable to U. S.
and ot her exporters in that market. As Chile is a potential NAFTA Party, this
exenption is consistent with the Canadi an governnent's | ong-standing public
commtnment to mnimzing and eventually elimnating the use of anti-dunping
duties within NAFTA. The Agreenent provides for a phase-in of the exenption
linked to the final elimnation of inport duties in both countries for each

i ndi vidual product, or after six years at the latest. This transitional period
will provide for a mandatory review of the exenption in five years. The
agreenent al so includes a formal consultation process to deal with any
extraordi nary circunstances caused by the inposition of inport nmeasures by
anot her country that may significantly divert trade. The agreed-upon process
is designed to facilitate the pronpt restoration of normal trading patterns.

Labour Co- operation

A Labour Co-operation Agreenent patterned after the North Anmerican Agreenent
on Labour Co-operation (NAALC) conpl enents the Canada-Chile FTA. Buil ding on
the FTA preanble, the goals of the Labour Agreenent are to pronote the

i mprovenent of working conditions and living standards in the two countries
and to protect, enhance and enforce basic workers' rights. The Agreenent
reflects the shared recognition that future prosperity depends on the
pronotion of fair and open conpetition based on innovation and rising |levels
of productivity, with due regard for the respect of |abour |aws and

pri nci pl es.

The Agreenent is designed to:
i ncrease co-operation and pronote greater understanding in a broad range of
| abour areas, through such neans as publication and exchange of information on

| abour | aw and enforcenment and conpli ance procedures;

oblige each Party to ensure the effective enforcenent of its donestic |abour
| aws;
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establ i sh nechanisns to solve problens through bilateral co-operative
consul tati ons;

provi de for objective and conparative evaluations of patterns of practice by
i ndependent committees of experts, which will be made public; and

in certain cases, allow for dispute settlenent procedures.

The Agreenent creates a new Canada-Chile institutional |inkage through a
Comm ssi on for Labour Co-operation, which will deal with |abour issues in a
co-operative and consultative manner. The Labour Conm ssion consists of a
Council of the labour mnisters fromthe two signatory countries and a
supporting National Secretariat in each country.

An i nportant dinension of the Agreenent is the establishnment of joint co-
operative prograns on key |abour questions. This co-operative forumw ||
encour age governnent, business and | abour to strengthen their contacts,

di scuss best practices, and devel op knowl edge and experti se about each
country's practices and systens.

Anot her maj or feature of the Agreenent is that it commts each country to the
effective enforcenent of its |abour laws. This conm tnent applies to 11 basic
| abour principles covering industrial relations matters such as freedom of
association and the right to organi ze, enploynent standards, and occupati onal
safety and health standards. Canadians will have access to an international
instrument to raise concerns about the enforcenment of |abour legislation in
Chile, notably in the traded sector, and to have their concerns debated and
resol ved through formal procedures.

Envi ronnent al Co-operation

The Canada- Chil e Agreenment on Environnmental Co-operation is a parallel

Agr eenent acconpanyi ng the Canada- Chile FTA which includes simlar provisions
to the NAFTA environnmental side agreenment (the North American Agreenent on
Envi ronment al Co-operation, or NAAEC). Through the proposed interi m Canada-
Chil e Agreenent on Environmental Co-operation, both countries commt to
effectively enforcing their environnental laws. Failure to effectively enforce
envi ronnental | aws can be addressed through a process of citizen subm ssions
and through a formal dispute settlenent process between governnents. Canada
and Chile also agree to strengthen environnmental co-operation, building on the
progress nmade through the bilateral Menorandum of Understanding (MOUJ) on

Envi ronnent al Co-operation signed in January 1995 during Prinme Mnister
Chrétien's visit to Chile.

The institutional overlay of the existing NAFTA side agreenments has been
nodified to reflect the interimnature of this bilateral Agreement. The
Canada-Chi |l e Agreenent establishes a Council of Environment Mnisters, a Joint
Public Advisory Commttee (consisting of three representatives from each
country) and snmall National Secretariats in each country responsible for
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i npl enent ati on.

The main difference between the Canada- Chil e Agreenment on Environnmental Co-
operation and the environnmental side agreenent of the NAFTA is that its
application to Chilean laws will be phased in over a two-year period. This
adaptation provides for the full coverage of Chilean environnental law It
also clearly indicates the Chilean governnent's willingness to engage in an
open di scussion wth non-governnmental groups on how best to reformthose | aws
requi ring nodernization during the two-year transition period.

The Canada-Chile FTA also specifically identifies goals such as environnental
protection and conservation, sustainable devel opnent, and the strengtheni ng of
t he devel opnment and enforcenent of environnental |aws and regul ati ons.

The 1995 MOU on Environnental Co-operation focuses on capacity buil ding,
technol ogy transfer, environnmental managenent, technical assistance and

i nternational co-operation. The MOU has al so hel ped to i ncrease Canadi an trade
with Chile in environnental technol ogies and services, as well as to enhance
Canada's profile in terns of the devel opnent of environnmental regulations and
| egi sl ati on.

Backgrounder

CANADA-CHILE TRADE AND INVESTMENT

Chil e has the nost stable and fastest-growi ng econony in its region; over the
| ast decade, annual econom c growth has averaged al nost 7 per cent.

Mar ket -ori ented policies have encouraged an entrepreneurial spirit and a
strong private sector. Wth | ow unenpl oynent, falling inflation and rising
wages, Chile has established its credentials as a desirable trade and

i nvest ment partner.

Chile has strong trade links in the region, and with the European Uni on and
Asi a. Many conpanies are finding that Chile is an excellent gateway to the
expandi ng markets of Latin Ameri ca.

Chile's market liberalization and econom c stabilization prograns have al ready
led to a significant increase in the volune of Canadi an business with that
country.

Total two-way Canada-Chile trade has increased dramatically since 1990, with
shipnments totalling $666 mllion in 1995, up 20 per cent fromthe 1994 total
of $553 million.

Canadi an exports to Chile increased 47 per cent from 1993 to 1994, and a

further 23 per cent to $387 million in 1995. In that year, the trade bal ance
was $109 mllion in Canada's favour.
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Ti ght, responsible fiscal policies have created an attractive investnent
climate in Chile. Investnent has grown from 14 per cent of GDP in the m d-
1980s to an average of 20 per cent in the last three years.

Canadi an investnment in Chile is in excess of $7 billion, naking Canada the
second | argest foreign investor in that country. Canadi ans have invested in
such sectors as mning, energy and tel econmuni cati ons.

These investnents are encouraging further exports of Canadi an val ue-added
goods and are generating jobs in Canada. The trade agreenment with Chile wll
hel p protect current and future Canadi an i nvestnents.

Canadi an exporters of services to Chile are increasingly active in areas such
as consulting engineering, mning and forestry, and environnental enhancenent.
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