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International Commentary: Canada's trade agreement with Europe is one step closer to being ratified by
the EU

e Overnight, the European Union announced that it had managed to salvage the Comprehensive Economic
and Trade Agreement (CETA) with Canada, at least for one more day. Earlier this week there were fears
that the agreement would fail due to lack of Parliamentary approval in Belgium. Strictly speaking, Belgian
parliaments have been asked to settle their positions on the trade agreement before midnight this Friday,
October 28, 2016, with the EU cautioning that the deal isn't approved until all EU parliaments have
agreed to it.

e The Belgian government was able to overcome regional opposition through the addition of text providing
some guarantees for farmers, and a tweak to the corporate dispute settlement system, suspending the
system until all nations have ratified the treaty.

e CETA aims to eliminate almost all tariffs between Canada and the EU within seven years. The deal
entails opening up agricultural sectors, although the supply management system in Canada is expected
to remain largely intact in its present form. Regulatory cooperation is expected to get a boost, as is mutual
recognition between regulated professions, particularly in relation to cross border services.

e The agreement is also expected to help facilitate the temporary movement of employees between the EU
and Canada, with the current 90-day limit increased to three years for certain professions. On this note,
the financial services industries in both regions will see some benefits but will lack full, UK-style
passporting.

e European businesses will get to bid for Canadian public contracts at all levels of government, a first for a
Canadian trade agreement. The agreement is reciprocal with Canadian firms able to bid on EU
government contracts.

¢ Interms of importance, Canada is the EU's fifth largest trading partner, constituting about 6% of extra-EU
goods trade. The EU is Canada's second largest trading partner, comprising about 9.5% of its external
trade. Canada's exports to the EU include commodities, some manufactured goods and machinery and
transportation equipment. The EU mainly exports machinery and transportation equipment to Canada, as
well as chemicals and manufactured goods.

Key Implications

e Recent global trends have marked a movement towards greater anti-trade sentiment. CETA was
certainly going to test this sentiment, punctuated by uncertainty about the status of the trade agreement
post-Brexit, the resistance of EU parliaments to a transatlantic trade and investment partnership (TTIP)
with the United States, and recent resistance by Belgian Parliaments to CETA. The positive overnight
news leaves us a little more optimistic about the capability of the EU to negotiate trade agreements. After
the expected approval by Belgian parliaments tomorrow evening, the EU will be able to shift their full
attention to planning for upcoming negotiations with the UK that are likely to begin early next year.



e That said, there remains some uncertainty surrounding the ultimate fate of CETA. The suspension of the
dispute system means that the trade component of the treaty should be able to go forward on a
provisional basis while changes to the dispute system are discussed. Should a revised dispute system
not be agreed in the coming years, CETA may still be undone (remember that it would only take one
member state rejecting the revised dispute system to make the entire agreement null).

e For the UK, trade with Canada remains complicated. As soon as the UK enacts Article 50 and formally
applies to leave the EU, there will be a two year window before Canadian trade with UK firms will no
longer be governed by CETA rules. The need to renegotiate a trade deal with Canada will stretch UK
trade negotiators even further over this time. In terms of trade shares, only 3.2% of Canadian exports
were UK-bound in 2015, while 1.4% of UK exports were Canada-bound. The small scale of trade
between the two nations suggests that trade negotiations with Canada may not be an urgent priority for
the UK given the magnitude of trade negotiations it faces with the EU and other larger economies.

Fotios Raptis, Senior Economist
416-982-2556

Brian DePratto, Economist
416-944-5069

W @TD_Economics

DISCLAIMER

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appropriate for
other purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This
material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and
should not be considered specific legal, investment or tax advice. The report does not provide material information about the business and affairs of TD
Bank Group and the members of TD Economics are not spokespersons for TD Bank Group with respect to its business and affairs. The information
contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate or complete. This report contains
economic analysis and views, including about future economic and financial markets performance. These are based on certain assumptions and other
factors, and are subject to inherent risks and uncertainties. The actual outcome may be materially different. The Toronto-Dominion Bank and its
affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in the information, analysis or views contained
in this report, or for any loss or damage suffered.


http://twitter.com/TD_Economics

