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Abstract

With rising uncertainty in international trade due to the tariff war, Canada's reliance on the
United States, its largest trading partner, has become a decisive vulnerability. With this
unprecedented situation, it must reassess its current trade agreements with the U.S. and shift its
views to a new diversification strategy. Drawing on economic indicators, quantitative and
qualitative analyses from scholars, and interviews with experts in the field, the report examines
the vulnerabilities Canada faces in current global trade politics and explores various strategic
avenues to pursue in order to strengthen economic sovereignty, resilience, and reshape its

position in global trade.



Introduction

Canadian trade with the U.S. — its largest trade partner since the end of the Civil War — has
always been on shaky ground, with the Canadian population frequently second-guessing the
alliance with its southern neighbor and awaiting the final political shift or trade dispute that
would send its economy into turmoil. The Canadian government was struggling to find a route
of independence from the U.S. while maintaining the harmonious nature of the relationship.
Finally, it came up with two main options: maintaining the status quo and adopting a deliberate
policy of "closer integration with the United States." Many economists and academics have been
investigating this situation for several years, notably the Canadian Secretary of State for
External Affairs, Mitchell Sharp, conflicted by the two options, proposed a new way of thought
in 1972, "The Third Option," calling for a reduction in Canada's dependence on the U.S. by
diversifying trade and its cultural relations (7The Canadian Encyclopedia, 2015). This idea was
initially well-received by many, but its implementation led to issues and debates throughout the
country. While there were slight advancements, none were notably successful enough to shift
Canada's structural reliance on its southern neighbor. Later on, the "Third Option" was dropped
by Conservatives, who pushed for even stronger dependence and ties to the U.S. (The Canadian
Encyclopedia, 2015), sending Canada deeper down the one-way street it fought to exit for so
long.

In 2024, the United States was the destination for 75.9% of Canada's exports (Statistics
Canada, 2025), compared to 18% of American exports to Canada (ScotiaBank, 2025),
underscoring its importance in the current Canadian economic landscape. However, with the
Trump Administration's implementation of tariffs on several Canadian industries, endangering
the trade agreements between the two countries, a breaking point has arrived. Canada now, more
than ever, understands it is no longer an option to rely solely on its agreements with the United

States and must search for ways to fortify its trade to maintain its economic resilience. This



report aims to delve deeper into the issue of Canada's trade dependence on the U.S. and explore
possible diversification strategies to mitigate the challenge affecting millions of Canadian
residents.

Canada currently has 15 trade agreements with 51 countries making up around 61% of
the world's GDP and trades with a total of 224 countries (Government of Canada, 2025 &
Roberto Rocha). Currently, non-U.S. trade accounts for 23% of its overall trade, contributing a
mere 5% to its GDP (ScotiaBank, 2025). Its main trade agreements are the CETA with the EU
and the CPTPP with 11 Pacific countries, yet it still heavily depends on the U.S. (Figure 15).
This begs the question: Why is Canada's trade so heavily dependent on the U.S. despite its
access to a wide range of international markets, and which avenue would be the most
strategically successful?

In a global matter that not only impacts all of North America but also creates a ripple
effect on other regions of the world, every person — no matter their ties to trade — is impacted;
thus, the population discussed in this study will consist of individuals with an interest and/or
involvement in international economic, trade, and foreign policy. This would include: 1)
University students studying international business, economics, or political science (ages 18—30)
or with an overall interest in current Canadian and American politics, 2) General Canadian
residents (ages 18 and up) who follow international economic news and trade policies, and 3)
Industry professionals working in fields related to international trade, business development, or
foreign policy. To understand the magnitude of this Canadian challenge, an interview will be
conducted with a person with years of experience in the field of international affairs. To gain a
consensus reflecting the thoughts of Canadian residents, a survey of 30 people was conducted

anonymously to reflect the true thoughts of the population without bias.



This report's objective is to challenge two main hypotheses regarding the topic of
Canadian trade dependence on the U.S. and its future diversification. The hypotheses are as
follows:

1. Canada's dependence on the U.S. creates an environment of economic instability,
amplifying its exposure to trade disruptions, GDP fluctuations, labor market instability, and
other economic issues. These risks must be mitigated by entering into further agreements with

more stable partners, such as the European Union and Asia.

2. Tracing how different academics have echoed the importance of diversification over
time, from the Third Option to the current trade disruptions posed by the Trump Administration,
diversifying trade would increase Canada's economic resilience, create a new path for

Canadian competitiveness, and strengthen long-term economic stability.



Literature Review

Canada's long-standing sense of uncertainty regarding the U.S. is reflected in a diverse array of
academic literature, where each author maps out different options for the future of its economy.
With each historical hurdle, Canadian academics have reevaluated the risks of over-dependence
and proposed alternative trade strategies that encompass multiple areas worldwide.

Starting at the beginning, John Hancock walks us through the Third Option and its
current application in his article "The Third Option: An Idea Whose Time Has Finally Come?"
mentioning how, despite the failure of the Third Option, current economic minds all utter the
same belief Sharp once vocalized: Canada needs to diversify as it is "overexposed to the United
States and underexposed to faster-growing emerging markets." (Mark Carney, 2015). Hancock
argues that the reliance on the U.S. exposes Canada to risks due to the U.S. protectionist
tendencies within its government and economy, especially during geopolitical disruptions such
as the Nixon Shock; diversifying its trade partnerships is not just a strategic move but a
necessity for the country's sovereignty and economic resilience, as further integration could lead
to assimilations in additional aspects, leading to Canadians to massive job losses. Hancock notes
that, despite optimistic thoughts, Canadian ties with the U.S. continued to grow each year.
Nevertheless, he remains optimistic, remarking that the share of Canadian exports to the U.S.
would fall to two-thirds by 2025, a drop from 75% in 2010.

Daryl Copeland examines the vulnerabilities of Canadian trade dependency on the U.S.
during the Iraq War in 2003 in his article "Diversifying Canada's Dependence: Look East" and
dives deeper into Canadian national and labor security issues, all influenced by the exposure to
U.S. economic and policy changes, and argues that this overreliance compromises the ability to
act independently and weakens economic indicators such as job resilience. To counter this
skepticism, Copeland offers various ways of economic diversification, focusing on the Eastern

world, and presents the Islamic world as one promising avenue while also mentioning Asia and



Europe as likely contenders. However, Copeland seems unimpressed by Asia, notifying the
reader of the several human rights issues in each Asian region. Nevertheless, Copeland notes:
"Asia is simply too big and important to ignore," mentioning its future population growth is a
good indicator of markets in the near future, pointing out the magnitude of the big three —
Japanese, Indian, and Chinese economies — are expected to reach. Copeland later follows by
saying that Canada is shrinking in relevance in today's economic world and highlights the need
to reinvent its profile in the East by providing constant funding for development partnerships,
strategically investing in agreements with the big three while transitioning from "donor to
economic partner." By intensifying public diplomacy, Canada will integrate into the
conversation on long-term political and economic benefits while simultaneously bridging the
Sino-American rivalry. One thing is clear about Canada: it may stagnate further into economic
irrelevance if it fails to adapt its trade strategy to U.S. disruptions and future trends, such as
Asia's rise.

"Canada First vs. America First: Economic Nationalism and the Evolution of
Canada-U.S. Trade Relations," written by Hubert Rioux, offers a peek into the first Trump
Administration, arguing that Canada-U.S. trade has long been shaped by tensions between
liberalization and protectionism, both deeply embedded within economic nationalism, with a
common misconception of protectionism from the U.S. and Canadian liberalization of its
markets. Nationalism-based policies are a pattern spanning centuries, with protectionism
cyclically reemerging, as seen in the "America First" movement in the U.S. during the first
Trump presidency. Rioux mentions that Canada has never been thoroughly liberal, occasionally
swaying towards strategic nationalism, as seen in the NAFTA renegotiations, where Canada
defended its interests through so-called "selective liberalization" to protect its industries from
U.S. influence and dominance. Retaliatory steps in tariffs have helped Canada free itself from

dependence on the U.S. market, with further diversification strategies being implemented as



American trade becomes more protective. When applying Rioux's theory, we may classify this
moment as a new curve in the pattern of American nationalism and protectionist policies,
accompanied by new urgency and economic shocks that Canada must address.

With the second Trump presidency, however, the necessity for trade diversification has
been echoed by many, like Andrew Grantham, a senior analyst at CIBC, in the report "Seeking
diversification: Can Canada reduce U.S. dependency on the U.S.?". In the analysis, Grantham
notes that Canada's dependence on the U.S. is one of the most extreme among developed
nations, driven by structural challenges, including a massive supply chain and infrastructural
dependency on the U.S. for industries such as energy and auto. Attempts at diversification have
been stagnant, with exports from countries outside North America declining despite Canada's
multiple trade agreements, such as the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership (CPTPP) and the Comprehensive Economic and Trade Agreement
(CETA). To diversify, two main roads are ahead: improving interprovincial trade, which has
been trampled by Chinese imports, and globally, requiring businesses to "establish/reestablish
relationships in other countries" before scaling up. Trade diversification is not easy; however,
U.S. Grantham mentioned that it is necessary, as the current levels of U.S. trade dependency are
too high and expose Canada to heightened economic risk, particularly in the event of supply
chain disruptions, policy shifts, or geopolitical tensions from the U.S..

Through our timeline of uncertainty and reassessment of Canadian trade dependence and
diversification — with Hancock's Third Option Reassessment theory, Copeland's Eastern
diversification theory, Rioux's cyclical nationalism theory, and Grantham's well-rounded
dependence theory — we can see that cyclical disruptions have not yet been effectively mitigated.
Economists express a sense of urgency regarding long-term political and economic risks,
advocating for trade diversification as a means to strengthen the Canadian economy and enhance

its trade sovereignty in the face of emerging economic uncertainties and disruptions.



Methods

Due to this issue's influence on North American politics and beyond, a bank of knowledge is
available for research methods. For literary research, a positive analysis incorporating facts and
statistical evidence to give further credibility to and test the hypotheses at hand will be used.
This includes articles, economic commentaries, and statistical publications from various sources,
from newspapers to academic journals. Some sources may include BDC, OECD, Statista, the
Government of Canada, and other institutions. The empirical portion involves two primary
methods: 1) an in-person interview with an expert in international economics and trade and an
online interview with an economist from TVO Today, both providing expert predictions on the
future of Canada and 2) a survey gauging public perception and awareness of current politics
shaping the economic future of Canada.

Due to the severity of the issue at hand, it is essential to speak with someone who
combines academic and real-world knowledge. William Polushin, currently working at BDC as
the Director of International Relations and a Professor at the Desautels Faculty of Management
at McGill University, teaches students about the intricacies of international expansion and
business. Throughout his extensive career helping Canadian companies to expand into
international waters, monitoring Canadian trade has been a daily occurrence for our speaker,
meaning his input offers both theoretical depth and knowledge shaped by decades of
engagement in the topic. We will also be looking at the interview of Dawn Desjardin, Head
Economist at Deloitte, who interviewed with TVO Today about this topic in the Youtube video
"Is Tariff Uncertainty Already Pinching the Canadian Economy? | The Agenda". Ms. Dejardin
notes that this uncertainty has already impacted the Canadian markets, marking an early sign of
an economic slowdown. Both interviews will provide us with an in-depth look into Canada's

trade environment and the implications for its economy



Findings

Qualitative: In-Person Interview (William Polushin)

In this section, only the most memorable snippets of the interview will be used due to their
magnitude. To view the entirety of the interview, please review the Appendices section.
Question: How resilient is the Canadian economy in confronting current tensions with the U.S.?

Answer: "There are always and have always been issues. It is like a family and a
feeling of betrayal. Of course, you have challenges and disagreements... But the current actions
of the U.S. are unprecedented, it is against the laws and the shared trade agreements, meaning
there will be discourse in the WTO... There is a bigger picture here. So yes, there are irritants,
but when looking at the bigger picture, it comes down to the family thing. This is more than the
family disagreements. It's unprecedented, with a lack of working on these issues as partners.
The most scary part is the uncertainty - no one likes uncertainty. Shock has been here before, but
uncertainty creates divisions. Without clarity, trade becomes harder; this is a global issue."
Question: You already touched on that a little, but are there some challenges or risks tied to this
diversification?

Answer: "Look at the nature of Canadian business: 99.7% of Canadian businesses are
small, medium enterprises. When you're dealing with that smaller group of companies, they
don't have all those department experts and resources that they can draw upon. So the
challenge is the smaller enterprises to be part of this. When we consider the total number of
employee-owned or employee-run businesses that are exporting, it's only around 40.5%. So the
challenge for Canada is helping the medium-sized businesses beyond what they're currently
doing, and enabling the small companies to be active participants in this trade diversification

beyond what they're used to in the United States. That's the challenge. It's knowledge,
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education, a critical mass, and all the things that you need to create successful, sustainable
growth.”
Question: Are there any key indicators that you believe will be critical to track Canada's trade
vulnerability or diversification progress in the near future?

Answer: "In this case, we must divide it into two main categories: macro and micro...
GDP growth is based on net exports, which will take a hit and thus lower GDP growth. Trade
also influences business investments and the other two elements, consumer and government
expenditures, however, investments will be hit the hardest after trade. That's where the micro
comes in: behind trade, there are businesses which are impacted by those macro decisions.
Without coherent and certain trade, business earnings will fall, and there will be a vast
reduction in sales. For businesses, a new game of guessing starts- over 50% of the auto industry
is exported to the U.S., so what happens now? A hiring freeze, marketing budgets lower with
new ways of marketing needed to be found."
Qualitative: Online Interview (Dawn Desjardin)
Question: Everyone is asking about the impact of tariffs, but I want to ask about the impact of
uncertainty. Talk us through that.

!

Answer: "... We're not sure how this is going to play out. We don't know how our cost of
business is going to play out. We don't know if there's going to be demand to make a big
expansion. Are we going to be able to sell it, or are we going to get a return on investment? And
so, to that extent, I think that's what we see. A giant step back by both businesses, and then also
consumers who are wondering stepping back on spending money. What does that mean in
terms of the labor market? Do they want to keep as many employees? As we say, and we see
volatility in financial markets, one day, they are feeling like this might be okay the next day, they

feel that, oh my goodness, it could cause a recession even in the U.S.. The U.S. data is also

showing pretty pronounced slowing, and that is sort of interesting..." (TVO Today, 2025)
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Quantitative: Indicators, Charts, and Survey

Survey
Do you think Canada’s economy would If Yes, which regions do you think Canada
Do you think Canada’s economy would remain stable if the U.S. imposed should prioritize and why (Europe, Asia, other)?
remain stable if the U.S. imposed long-term long-term trade restrictions?

trade restrictions?

Unsure

Latin Am_.
Yes 3.29
24.0% Middle East

uncertain

Asia
38.7%

What do you believe this ongoing trade war will bring to the future of Canada and U.S. relations?

What about Canada overall? How concerned are you about Canada's current trade dependence on the U.S.? (Scale 1-5)
25 responses 25 responses

Weaken, leading to long-term
tensions with the US and 18 (72%)
increased trade with other regi...
Temporarily Weaken, but|
eventually recover to current or|
similar levels
Strengthen, it will force both,
countries to renegotiate for| 5
stronger agreements|

15
14 (56%)

6 (24%)

1 @%) 4 (16%)

No significant impact|

Charts

Indicator 1: GDP
FIGURE 1: The GDP of a country is defined as the total market value of all the finished goods

and services produced within a country's borders in a

67.463
67 .

specific time period. In this graph, we can see the «
percentage of Canada's GDP made up by trade, “

62

indicating that domestic production growth is

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

I GDP: % of GDP: Trade
‘SOURCE: WWW.CEICDATA.COM | World Bank

significantly influenced by trade. (CEIC,2024)

FIGURE 2: This graph reflects the share of Canadian exports % of trade Canadian exports to the US. 1960-2024

with the destination to the U.S.. (1960: Government of Canada, 0
1970: Government of Canada, 1980: Statistics Canada, 1990: 7 o
World Bank, 2000: Statistics Canada, 2010: World Bank, 2020:

World Bank, 2024: Statistics Canada)

1960 1970 1980 1990 2000 2010 2020 2024
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36 821.704

35 669.6655 841955 35 849.254

Feb'24 Mar'24 Apr'24 May'24 Jun'24 Jul'24 Aug'24 Sep'24 Oct'24 Nov'24 Dec'24 Jan'25

I Total Exports to USA: USD mn: Monthly: sa: Canada

U.S.. (CEIC, 2025)

FIGURE 3: This graph reflects the total

36 553,668 £ dollar amount of Canadian exports to the

Indicator 2: HHI

FIGURE 4 (4.1 & 4.2): These graphs reflect the Herfindahl-Hirschman Index (HHI) —

calculating the market concentration of a country, determining its market competitiveness — of

Canada, both including and excluding the United States. Once the U.S. is taken out of the

equation, the HHI falls. In the second graph, the HHI of Canadian energy is spiking, indicating

that its trade diversification in the sector is declining. Unfortunately, no recent data is available;

however, with the rising share of Canadian exports to the U.S., we can conclude that the HHI

did not decrease. (Government of Canada, 2017 & Government of Canada, 2017)

Chart8
Canadian export concentration, market of destination
Herfindahi-Hirschman index (HHI)

1.00 0.12
090
0.80 ‘_,_/——\//—_\/\ 01
HHI
070 0.08
0.60 _/_/\/—_\/,\
050 0.06
040 - Energy
0.30
020 0.02 Autos
0.10 0 : . : : : : . Fschmary
00 o Tem  Tem  Tos 9% 19 200 2002 2004 206 200 B0 202 24 2076 1990 1993 1996 1939 2002 2005 2008 2011 2014 2017
——HHI, market of destination excluding the United States ——HHI, market of destination ——US. share of total Canadian exports Note: Industry lines represent the industry's squared share of Canadian exports
[ndicator 3.‘ Employmenl Job losses from tariffs
% change in total employment, relative to base
. . . W US 25% tariff
FIGURE 5: This graph explains the % change in total Canada and Mexico 28% etaliatory tarifs
United States Canada Mexico
employment as the Trump Administration announced the 25% o1 o0z
-1%
tariffs, showing a decline in labor demand within affected 134
-2
. -2.32
sectors. (Brookings, 2025) -246
-3
-3.61
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FIGURE 6: This graph explains the share of exports to and imports from Canada depending on

each country. The U.S. accounts for a massive proportion of both Canadian exports and imports.

(Government of Canada, 2018)

Exports from Canada Imports to Canada
Untod saos Unied s
sinan
Mesico 1% sx0s
Japan 2% ROW 14% Germany 3%
Japan 3%
-
EXPORTS IMPORTS P 5 sam
BY BY - -
DESTINATION SOURCE fow 2% s15008
584.28 $595.98 o

FIGURE 7: This shows the share of all trading partners of the U.S.. The first treemap displays

the share of exporters to the U.S., while the second shows the share of importers from the U.S..

Figure 7.1: The following graphs show the top U.S. export partners (Forbes, 2024 & TD Economics, 2024)

ALL BY COUNTRY ALL BY COUNTRY
TOTAL: 651B TOTAL: 1.26T

i i Sy rland
Mexico South Korea Italy ynied SRR France

3.7%

Canada China South..  France TR

7.3% ™ Vietnam
17% Japan 3.4%
Mexi Brazil India
exico 4.l
United Kingdom 2.6% 28%
Germany

3.6%

Figure 7.2:The following graphs show the top U.S. import partners (Forbes, 2024)

FIGURE 8: The following charts indicate Canada’s exports to the U.S. by type of product.

Figure 8.1: In this bar chart, we can see Canada’s main exports to the U.S.. The primary one is energy, followed by

agriculture in 8th place. (Bloomberg, 2024)

Canada's Export§ to the US Value of selected energy trade between Canada and the United States (2013-2021)
Energy, motor vehicles and consumer goods account for 57% of exports billion dollars

W Canada domestic exports to US, last 12 months

Erers [ - [ — 1 enery ace
cars & trucks | NN sos: 20 from the United
ars & tueks o $ - - States to Canada
Consumer goods | N o><¢ $0
Metal procucts | 5215 $20 energy trade
Logs, pulp & paper 3898 from Canada to the
- $40 United States
Chemicals & pl :
$60 natural gas
petroleum
$80 products
Electr crude oil
$100 e
Planes, boats & t - electricity
Metal ores [J] 6.68 $120 (‘i?
2013 2014 2015 2016 2017 2018 2019 2020 2021 g
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Figure 8.2: The value of energy trade Canada-U.S., by type, clearly showing the magnitude of energy exports from

Canada to the U.S. (EI4,2022)

FIGURE 9: The graphs below show the trade growth
experienced by the EU and Canada under the CETA

agreement. (Government of Canada, 2021)

|
€45.98

€20.98

€14.78

€36.8B
€39.18
€27.38B

€16.08
“' €018

CETA Implementation

FIGURE 10: This graph shows the EU imports of energy
products by partner. Canada does not appear on this
infographic, while the U.S. is the leader in EU imports of

liquified natural gas and second in petroleum oils.

(Eurostat, 2024)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

——Canadian goods exports tothe EU === EU goods exports to Canada

EU imports of energy products by partner, Q1 2024
(% of trade in value)
PETROLEUM 0L

NATURAL GAS I GASEOUS STATE LIQUEFIED NATURAL GAS

so 3%

"

WowESKE  WUBA
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[T
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eurostatiml

FIGURE 11: Shows the EU's total demand for energy in the upcoming future. (Economist

Impact, 2013). Due to the war, these numbers are significantly higher than predicted in 2013, as

reflected in Figure 11.2.

Figure 11.1: This figure illustrates the total primary energy demand in the EU, showing an increase in gas over

time, which is one of the primary energy resources Canada exports to the U.S., as seen in Figure 8.2. (Economist

Impact, 2013)

Total primary energy demand in the EU
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Figure 11.2: Net electricity demand of EU, by country. This graph takes into account the current Ukraine-Russia

war. (McKinsey&Co, 2024)
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Figure 3. The direct impact of merchandise trade tensions varies across countries

FIGURE 12: Explains the structure of Canadian exports, explaining

Table 1: The Structure of Canada’s Exports (2022)
% share of Canada’s exports of goods and services combined

, . . . . [ Total CaradianExports | %oshare |
Canada’s main exports. The main exports to bear in mind are Energy  “oisenies expons 10%
Total goods exports, of which: 82%
- Electr ical/e ic equi /part 3.5%
at 22.6% and Agri-food at 6%. (Fraser Institute, 2022) -:'f’::a;e products 2%
- Motor vehicles/parts 8.7%
- Chemicals, plastics and rubber 4.8%
- Consumer goods 9.5%
. . . . . - Energy 22.6%
FIGURE 13: This graph shows the distribution of merchandise - Metal/non-metalic mineral products o
- Forestry products/building materials 6.3%
. . . . - Machinery and equipment 4.8%
exports per country, showing that Canada - while also pinned with - Metal ores and non-metallc minerals a6%

Mexico - figures in minimal numbers

Distribution of merchandise export volumes in 2024

in European and Asian countries, all

5% of GDP I urited states [T canada and Mexico [T china [ Ewopean Union [ Restof the world

40

while the U.S. takes in a decent share.
This signifies an opportunity for

Canada, given the recent tariffs

[ x

32 £ 5 g & 2
8 & & 2]

@
= ¢} w <

Note: Merchandise export volumes as a share of GDP volumes based on 2024 data, except for Argentina, India, Mexico and Saudi Arabia where announc ed . ( E D 2 024 )
data are for 2023, and Tiirkiye where data are for 2021. Bilateral trade shares based on OECD estimates for 2021. O C 4

Source: OECD Interim Economic Qutiook 117 database; OECD Balanced International Merchandise Trade Statistics; and OECD calculations.

FIGURE 14: Canadian trade agreements by trade volume, showing the

FIGURE 1

Canada’s Two-Way Merchandise

influence of each agreement on Canada’s trade volume. Among these Trade with Regional Trade Agreement
Partners, by Trade Volume in 2023

1%

trade agreements, CU.S.MA (the Canada—United States—Mexico

— CUSMA
C$1,0248

<@l — CETA
' Cs121B

— CPTPP
Cs668

Agreement) dominates in trade volume, significantly surpassing both
CETA (with the EU) and CPTPP (with the Asia-Pacific).

(Asia Pacific Foundation of Canada, 2024)

FIGURE 15: These two graphs show the momentum China-Canada trade is gaining, with its
trade being twice as much as with countries in the CPTPP agreement, highlighting the need for a
China-Canada agreement for fair and free trade.

FIGURE 15.1: Canadian trade with China is showing positive growth. (Canada China Business Council, 2020)
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Never Better
Canadian trade with China is growing steadily despite political tension
W China's Share of Total Trade, YTD

1998 '00 ‘02

Source: Statistics Canada

‘04 ‘06 ‘08 10 12 4 16 8

Source: Statistics Canada, courtesy of Bloomberg

IvNlwlslaloly

o1

2020

FIGURE 16

Canada'’s Two-Way Trade with CPTPP members and
CPTPP applicants, 2014-2023

$150

s China
& 100
- .___.__.__‘————h/_-. )

Taiwan

0
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

FIGURE 15.2: Canada’s Trade with CPTPP members and applicants, showing the strength of Canada-China trade

relations compared to its trade agreement. (4Asia Pacific Foundation of Canada,2024)

FIGURE 16: A detailed breakdown of Canadian Agriculture exports based on products and

destinations. (Financial Post, 2024)

Canada's Agricultural Product Exports in 2024

China agricultural imports, by supplying country, 2000-13

Billion dollars
Product categories  Value of exports Export destinations Value of exports 30
Intermediate food C$1238B US I $C28.08 —— United States
o ; o 254 ~—— Brazil
Wheat 10.3B China I s sialialis
Other crops 10.3B Japan I 2:8B 204 —— Canada 4
/s
Fruit & vegetables 87B India 14B ++ New Zealand 55
154 — Argentina v
Fish & seafood 61B Mexico 12B 4
Canola 59B Indonesia 1.2B 104
Live animals 3.6B Italy 909.8M 5 - —
Anima 16B Algeria 904.3M - -
Other animal products 191.0M UK 747.0M 0 T T T 2
2000 01 02 03 04 05 06 07 08 09 10 11 12 13

nada
ood products include cooking oils, flour and sugar

Bloomberg

Source: USDA, Economic Research Service analysis of China’s customs statistics
reported by the Global Trade Atlas (2014).

FIGURE 17: Main supplier of Chinese agriculture trade by country (U.S.D4, 2015)

FIGURE 18: This graph shows the possibilities of Canada to

increase its Agri-Food trade with Asia, as current levels

remain below capacity. (4sia Pacific Foundation of Canada,

2023)

Source: International Trade Centre, accessed on June 16, 2023
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Discussion

Uncertainty Amidst

As previously noted by the authors and Mr. Polushin, uncertainty is the Achilles' Heel of trade,
disrupting decision-making and eroding the economic confidence of businesses and consumers.
In the survey, 80% expressed concern about the current trade tensions, with many holding mixed
opinions on their outcome. Some expected long-term tensions and trade diversification, while
others anticipated a restoration of the relationship. As Dawn Desjardin mentions in her
interview, this uncertainty, which has already had a daunting effect on the global stock market,
also leads Canada to a decrease in consumer expenditures and investments, as reinforced by Mr.
Polushin. This uncertainty ripples through the economy, discouraging economic activity and
sending Canada's GDP growth and employment on a downward trend. As shown in Figure 5,
tariffs have already taken their toll on Canadian employment, with a 2.5% decrease in affected
sectors following the announcement of retaliatory tariffs. This decline is primarily due to
company-level uncertainty, which prompts layoffs, hiring freezes, and slowed investment,
thereby reinforcing the first hypothesis mentioned and outlining the dire economic consequences

of trade-related uncertainty.

Double Standards: The Canada-U.S. Trade Relation
In his academic analysis, John Hancock claimed the share of Canadian exports going towards
the United States would "fall to % by 2025, after a drop to 75% in 2010" (Hancock, 2015).
However, as shown in Figure 2, this thought was largely optimistic. In fact, the opposite holds
true. Notwithstanding the current tariffs Canada is getting ready to fight, trade dependence on
the U.S. appears to increase sluggishly over time, with CU.S.MA (the Canada-U.S.-Mexico

Agreement) taking up 67% of Canada's total trade volume (Figure 14).
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However, this relationship is not reciprocal. In 2024, the U.S. accounted for 49.2% of
Canadian imports (Statistics Canada, 2025), whereas Canada accounted for only 14% of total
U.S. imports (Figure 7.2), highlighting the gap in mutual reliance. Clearly, the U.S. is much less
economically dependent on Canada, as its trade diversification is significantly broader (despite
Canada having a similar ratio of trading partners to the U.S.), placing Canada in a more
vulnerable position if the tariff wars were to escalate in the near future. Not only that, but
Canada's GDP is heavily reliant on its trade, meaning any disruption in trade, especially from
our biggest trading partner, has a significant impact on Canada's economic growth. With around
67% of Canada's GDP reliant on trade (Figure 1), declining exports due to strains such as tariffs
can slow down economic performance and reduce business efficiency, impacting other
economic indicators, including employment (Figure 5), and business investments, as mentioned
by both consulted professionals. This vulnerability is further supported by Figure 4, which
shows that the HHI of Canada's market concentration decreases significantly when the U.S. is
excluded from the equation, indicating that its dependence is not based on a lack of
opportunities to diversify its trade, but rather artificially inflated due to its disproportionate
reliance on the U.S. market. This reliance, as mentioned by authors previously, exposes Canada
to heightened risks of economic instability from any U.S.-related shocks —and thus, in tandem

with the first hypothesis.

The EU Crisis
One avenue for Canadians to limit their dependence on the U.S. and create further opportunities
for diversification and economic stability is utilizing their current trade agreement with the EU,
the Canada-European Union Comprehensive Economic and Trade Agreement (or CETA for
short). Although it accounts for only 8% of Canada's trade volume (Figure 14), the CETA has

had a significant impact on Canadian trade, with imports and exports increasing by 46.4% over
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the six years since its implementation (Government of Canada, 2022). However, Figure 9 shows
that the EU is much better at utilizing the CETA than Canada, as reflected by a steeper upward
export slope compared to Canadians, signifying CETA's significant untapped potential. This
may be due to U.S. dependency, which might limit the capitalization of this agreement.

Regardless, Canada must play to its strengths to mitigate this issue, which perfectly
aligns with the EU's most significant weakness since the Russia-Ukraine war: energy. The
current energy crisis has taken Europeans by storm (Figure 11.2), as about half of the EU's gas
imports came from Russia (Bruegel, 2025). It is now presented with a new challenge: Trump's
renewed tariffs on the EU and the current cycle of protectionist policies. These tariffs could
further exacerbate the EU's energy crisis, making it even more imperative for the EU to
diversify its energy sources. Europeans must seek an alternative way to meet their energy needs,
looking for a more sustainable, long-term partner to meet their growing demands, especially for
gas (Figure 11.1).

This is where Canada comes into play; Figures 8.1 and 8.2 show that the vast majority of
Canadian exports to the U.S. are energy related with goods such as petroleum, gas, and oil in
play, resources the EU desperately needs to gain now that their two most significant sources
have now turned on them in a critical moment. Thankfully, Canada's energy sector accounts for
22.6% of its total trade structure (Figure 12), meaning it is already well-positioned to meet
demand, especially with its substantial number of LNG (Liquefied Natural Gas) export projects
underway (Government of Canada, 2025). Due to the 10% tariffs imposed by the Trump
administration on Canadian energy (Reuters, 2025), Canada has a strong incentive to pivot
toward markets like the EU, simultaneously seeking new economic partners and enhancing its
trade sovereignty and stability, realizing the long-sought-after diversification by economists like
Grantham and Hancock while increasing its competitiveness and becoming a global leader in

energy trade. The alignment of Canada's supply and Europe's demand not only demonstrates
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Canada's ability to enhance its global competitiveness but also highlights the mutual benefits of

trade diversification, reinforcing the second hypothesis.

New Path Towards the Future of Trade: Asia

However, Canada's opportunities do not stop at the EU borders; they expand into the southern
part of Eurasia — just as Copeland mentioned back in 2015. Its current agreements, like the
CPTPP, span across many countries. Yet, that agreement only makes up 4% of all Canadian
trade volume (Figure 14) — compared to the United States, which consistently accounts for at
least 2% of each country's exports as a share of their GDP (Figure 13). This gap highlights
Canada's limited economic presence in Asia despite its participation in major trade agreements.
Nevertheless, Canada's trade with China is increasing and has now surpassed its trade with
CPTPP countries (Figure 15.2). Canada's decision to exclude itself from deeper policy
engagement with China is a grave choice, as its most significant opportunities lie within that
country. With the current massive trade war, in which China is being hit with 125% tariffs (A4/
Jazeera, 2025), Canada has the opportunity to maintain its neutrality, as it did during the Iraq
War, and strengthen trade ties with China, especially in the agricultural sector. China is one of
the largest agricultural importers, totaling U.S.$215.16 billion in 2024 (China Briefing, 2025),
and consumes approximately 14% of all U.S. agricultural exports (7he New York Times, 2025).
However, the U.S. share lowered considerably during the first Trump presidency and is on track
to reduce further during his second one. The rise of tariffs on multiple Chinese industries led to
retaliatory tariffs, and American scholars are now losing faith in their agriculture industry (7he
New York Times, 2025).

This presents a strategic opportunity for Canada, one of the largest suppliers of
agriculture sources to the U.S. market (Jeff Newman Law, 2025), which they later sell to China.

While Canada already exports agricultural goods to China directly, its share remains
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underwhelming compared to the U.S. (Figure 17). With the rise of tariffs, China is bound to
examine additional avenues to address the food insecurity plaguing the country; all eyes may
turn to the North, whose capacity, neutrality, and credibility create significant strengths as a
future strategic partner. Despite limited market penetration in China, Canada's agricultural trade
has risen and has the potential to grow further across Asia, as shown in Figure 18.

As Copeland describes, Asia represents a crucial component of the Canadian
diversification puzzle. The share of the U.S. in the Asian market is decreasing with each tariff
imposed, creating an opportunity for Canada to establish a more substantial economic footprint
across the region. Further expansion into countries like China enables Canada to stabilize its
economy by diversifying trade partners and evolving into a globally integrated economy,
competing internationally and fortifying the second hypothesis, which emphasizes the

stabilizing and competitive benefits of trade diversification.

Assessing the Case

As we trace Canada's historical trade contemplations and their evolution fueled by Sharp's
innovation, Hancock's reintroduction of Sharp's idea into contemporary Canadian trade
relations, Rioux's theory of cyclicality currently witnessing protectionism from all fronts —
Copeland's reorientation towards the East, and Grantham's sense of current urgency — it becomes
transparently clear that both hypotheses hold value in today's complex world of trade. Canada's
disproportionate dependency fuels the "all eggs in one basket" side — the one that has more to
lose — with doubt and fear, as it calculates every move and depends on the economic policies of
its neighbors. With its heightened HHI index due to the relationship, Canada is
disproportionately vulnerable to economic shocks, such as the current tariffs imposed by the
Trump Administration, which directly impact its GDP; thus, other economic indicators,

including employment (Figure 5), investments, and expenditure, are also affected. To mitigate
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the vulnerability and harm of tariffs, diversification is a necessary tool for Canada to pursue
economic stability. The evidence presented — both quantitative and qualitative — strongly
supports the first hypothesis, weaving the data into a condensed narrative and reinforcing its
validity.

The second hypothesis is also well-documented by historical and quantitative analysis.
To economists such as Hancock, Copeland, or Grantham, diversification creates a new pathway
of thought for Canada, one focused on nationalism and self-preservation. By focusing all its
resources on the U.S., Canada is missing out on a plethora of markets struggling with issues
Canada can be a critical player in fixing, like the energy crisis in Europe or even the rising
subject of food insecurity in Asia — especially after being incapacitated by their most significant
contributor: the United States. By working with these regions and remaining neutral in the face
of American economic and political disruptions, Canada can position itself as a valuable
strategic partner, increasing its competitiveness globally and laying the groundwork for
long-term strategic partnerships. This approach also reduces vulnerabilities by providing
different avenues to target. These developments provide substantial grounds for justifying the
second hypothesis through concrete scenarios of worldwide economic crises, for which Canada

is uniquely positioned to offer assistance.

Challenges Ahead

Canada's path toward diversification is complex, paved with educational, institutional, and
structural challenges. Drawing from Mr. Polushin, the main challenge is based on the business
distribution in Canada: around 97.8% of Canadian businesses are small, and 1.9 are
medium-sized (Innovation, Science and Economic Development Canada, 2023). "SMEs don't
have all those department experts and resources to draw upon. So the challenge is for the

smaller enterprises to be part of this.", he mentions, meaning these businesses often lack the
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internal capacity to diversify their trade operations. Out of the SMEs that export - constituting
around 40% of all Canadian trade (BDC, 2025) - less than 40% of exports are to non-U.S.
nations, an evident lack of confidence or resources to diversify their portfolio (Figure 19). This
highlights a systematic issue that Canada must address to empower itself and its businesses to
access broader markets and decrease their overreliance on the U.S. market, a market they have
become familiar with, unable to move out of their comfort zone through trial and error due to a
lack of resources. "[The challenge] is knowledge, education, a critical mass, and all the things
that you need to create successful, sustainable growth," he concludes. These structural shifts
take time, requiring the creation of new pathways. Still, by aligning strategic incentives, Canada
can move toward sustainable, long-term, and balanced trade and explore new horizons to

redefine its role in the global economy.
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Conclusion

The current uncertainty fueling not only the future of Canadian trade but global economics
raises concerns all around the globe, with eyes fixated on the U.S. not as a global force but as a
family member turning their back on the household one final time. As mentioned by Mr.
Polushin, this is no ordinary familial dispute like those witnessed in prior disagreements—times
when Sharp, Hancock, and Copeland had already championed diversification strategies—but a
darker and unpredictable period for Canada, where decisive action must be taken to safeguard
the longevity of its economic sovereignty and international standing as a trading nation. This
report confirms that both hypotheses hold, underscoring the urgency of diversification as both a
strategic necessity and a stabilizing force in a trade environment fueled by uncertainty.

However, it is still up to the future to pave the gravity of the situation, whether it is the
ripple leading to a tsunami or just another wave in a turbulent tide and the degree of severity on
total global trade. The future is uncertain and subject to daily changes, making future decisions
taken by Canada similar to a shot in the dark. The foundations are set up, the choices laid out; it
is now only up to Canadian leaders to step forward and place Canada in a rapidly evolving
global economy marked by unpredictability and hostility.

One fascinating alley this report may lead to is further research into all of the
possibilities for Canada. As Copeland mentioned, Islamic Nations are only one pathway of trade
diversification; however, reflection on each choice and weighing the options is essential for
long-term economic stability. As mentioned by Mr. Polushin: “There is no negative in regards to
trade diversification,” fortifying the hypotheses on the table and signifying that every
partnership has the potential to strengthen Canada in aspects of competitiveness or innovation. It
opens the door of speculation about which markets Canada can enter and which is the most
efficient way possible. Rome was not built in a day, but its steady infrastructure, created on

beliefs of a longer tomorrow, is what makes it stand to this day, unshakeable.
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Appendix: Interview (Mr. William Polushin)

Question: How resilient is the Canadian economy in the face of rising trade tensions with the U.S.?

Answer: "There are always and have always been issues. It's like a family and a feeling of betrayal. Of
course, you have challenges and disagreements. When you look at the nature of the relationship, thousands upon
thousands of people have family relations between borders, with thousands of people crossing the border every day.
There will always be concerns, but what's important is when you look at the prosperity of the country, the concerns
back in the 1980s or 1990s, I agree trade agreements were in place. There was always a recognition that the
interconnection of shocks between the U.S. and Canada was in the nature of our agreements, but let's have a shared
prosperity and a shared vision of how this plays out long-term. But the current actions of the U.S. are
unprecedented, it is against the laws and the shared trade agreements, meaning there will be discourse in the WTO.
The current situation is not going to go unchallenged- in trade agreements, if someone does not default in their
obligation, the other party has then the right to dismantle the trade agreements. There is a bigger picture here. So
yes, there are irritants, but when looking at the bigger picture, it comes down to the family thing. This is more than
the family disagreements. It's unprecedented, with a lack of working on these issues as partners. The environment is
not consistent with what we mapped out back in WW2, with the U.S. being a major player in it. The most scary part
is the uncertainty - no one likes uncertainty. Shock has been here before, but uncertainty is what creates divisions.

Without that clarity, trade becomes harder; this is a global issue."

Question: Have there already — in the present or past encounters with similar insecurities with Canada's neighbor
— been issues within Canada's economy that have been tied directly to similar disruptions from the U.S.? Can you
describe how Canadian employment and GDP (or other economic indicators) have historically responded to U.S.
trade disruptions?

Answer: "During the first Trump Administration, he also imposed tariffs on steel and aluminum, right? In
that case, yes, it was disruptive and unexpected, but we managed around it, just like the other countries impacted.
On the positive side, only one industry was impacted besides the softwood lumber sector, which has been an issue
going on for decades. But Canada has won against these issues thanks to its trade agreements - with dispute
mechanisms in place. These instruments have helped create a rule-based system in international trade to eliminate
trade barriers like tariffs, which lower the economic growth of all countries impacted. In the end, after a long tug of
war, Canada and the U.S. came to an agreement, and Donald Trump supported it with changes in the Rules of

Origin, IPs, and IT security. Canada has had to deal with these disruptions for many, many years (NAFTA, the first
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Trump Administration, ...). However, this is a normal part of trade, there will always be trade waves, and it deeply
varies by industry. That's why we need trade agreements. Otherwise, it's a zero-sum game: to create certainty. The

BDC has seen an impact in indicators impacted by the recent trade disruptions, so check that out."

Question: Are there any key indicators that you believe will be critical to tracking Canada's trade vulnerability or
diversification progress in the near future?

Answer: "In this case, we must divide it into two main categories: macro and micro. When you go back to
the GDP formula and you trace back the steps, you can see how all of it is impacted by trade alone. GDP growth is
based on net exports, which will take a hit and thus lower GDP growth. Trade also influences business investments
and the other two elements, consumer and government expenditures. However, investments will be hit the hardest
after the trade. That's where the micro comes in: behind trade, there are businesses which are impacted by those
macro decisions. Without coherent and certain trade, business earnings will fall, and there will be a vast reduction
in sales. For businesses, a new game of guessing starts- over 50% of the auto industry is exported to the U.S., so
what happens now? A hiring freeze, marketing budgets lower with new ways of marketing to be found. And then,
yeah, with businesses then, because there's the macro and there's the microsite of this, right?

The micro is business profitability because, you know, how does this impact companies' earnings, you
know, future sales and all that, because remember, behind the trade numbers are actual companies, again. How
does this impact their businesses? So that's the concern. So you always have to make the bridge between the big
macro picture and then, for all of these businesses that are doing business in the United States, what's the direct
impact on them? That's the concern over the reduction in sales, reduction in earnings, ... because it's uncertainty.
People pull back on their timing of business investments, you know. Korea is looking at Japan, asking, "What's
going to be our response?” Because Japan is sending millions of vehicles to the United States, as is Korea. The
States represent over 50% of Korea's automotive exports. That's a big deal. Because it's real business, but also will
take a step back and say, okay, beyond the rhetoric, what does this represent in hard numbers in terms of our ability
to sell into the market? How does it impact volumes but also profitability? And then, with profitability, that's where
it starts. You peel back the onion. It's a cascading effect of employment, hiring strategies, investment strategies, and

all of that. So macro feeds into the rest of it."

Question: "In your opinion, what are the possibilities/opportunities Canada might run into while diversifying trade

within nations like the European Union and Southeastern and Southern Asia?"
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Answer: "Well, diversification doesn't happen overnight. But the broader Europe play is probably our
most important next move. Carney's first visit internationally — after becoming Prime Minister — was to France and
then to the UK, which are both historic parts of our history. But also, when we look at our trade diversification,
making sure that that's settled. But challenge on the CEDA side of it, so we've got this treaty, but it hasn't been
gratified by all 27 member states yet, including France and the Netherlands, which are some of the two original
founders of what the European Union is today. So we just need to get past some of the groups, like it's dynamic. So
outside of it, it's dealing with some of the politics you have, making nurture. Politically, it's nurturing, advancing,
bad imports for both Europe and Canada to ratify this. Then there's always the danger that that trade agreement
potentially comes unbundled. So I think politically, we got it; we have to get all 27 nations ratified through
agreement. So there's the political side. This doesn't happen overnight.

On the business side of it, it's helping our enterprises to become aware and diversify. So diversification
doesn't happen just by exclaiming: “Let's do trade diversification!”. If right now, 76% of our merchandise exports
are U.S.-bound, and we started diversifying from that, yes, but then the how comes into play. And how big of a part
of it is about education, knowledge, having enough critical mass, which is human and organizational operation?
You have to have the foundation for trade to create. Organization, operations, and finances. There's the short-term
trade resiliency side of it in terms of helping companies adapt to cash flow issues, employment, and short-term
financial implications for your business. If we're having trade disruption with the United States, how do we make
sure that your business is stabilized and not negatively impacted and currently are at step one? It's about providing
the partners an opportunity and opening up those doors. A lot of work, but that's a medium to long-term play. We
have50 different trade agreements around the world; that's good from a policy perspective. But then, is that
translating to an actual higher degree of trade with these regions? And the answer is, only not as much as we need
to, but like to. So we're opening but as the expression goes: “You can take a horse to water, but you cannot make it
drink”. Well, we've got the water. We have taken the horse, but haven't gotten to it drinking the water. And that's the

next hurdle: trade diversification doesn't happen overnight."

Question: You already addressed that briefly previously, but are there some challenges/risks tied to diversification?

Answer: "Look at the nature of Canadian business, a majority of Canadian businesses are small or
medium enterprises. In the Canadian context, a small business is defined as companies that have less than 100
employees. Medium means between 100 and 499. SMEs constitute around 99.7% of all Canadian businesses. That's

a huge number. When you're dealing with that smaller group of companies, they don't have all those department
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experts and resources that they can draw upon. So the challenge is really the smaller enterprises to be part of this.
When we talk about the total number of employee-owned or employee-run businesses that are exporting, it's only
around 4.5%. Even with the trade with the United States, you have 100 companies representing over 50% of our
exports to the U.S., and out of those, a lot of them are American companies. So we start talking about trade
diversification, but who's diversifying? It's the U.S. companies that are trading back to the United States. Not just
the big guys but also the small media players. So, the challenge for Canada is helping medium-sized businesses
beyond what they're currently doing and enabling small companies to be active participants in this trade
diversification beyond what they're used to in the United States. That's the challenge. It's knowledge; it's education;

it's a critical mass and all the things that you need to do successful, sustainable growth."

Question: What do you see as the biggest obstacle preventing Canada from successfully diversifying?

Answer: "To me, this is a wake-up moment for our country. We've talked about trade diversification before
1 started my career. I mentioned that I was in Chile. Trade diversification was in discussion then, right? We have to
reduce our dependence on the United States. So, to me, the challenge is that we are very dependent on the United
States, overly so, and that does require some serious time and effort to alter.

My personal concern is the need for a fundamental change in how we see our commercial relations: the
difference between a trading nation and a nation of traders. Statistically, Canada is a trading nation. Relative to
other G7, our trade percentage of GDP is one of the biggest.

1 think the nation of traders means that there's a certain mindset, there's a commercialization capacity that
you understand internationally, you embrace it, you build on it. So, there's a cultural shift that has to be part of this.
10 me, that's probably the biggest challenge because I think we have a lot of smart people doing a lot of smart
things, a lot of great companies that go head to head with anybody, but when it comes down to the
commercialization side of it, we're not used to being that global leader, building those global brands. There are
cases, absolutely, but that's just the nature of our economic model and our economic history and relationship with
the United States. It's been somewhat, I don't like to say easy, but easier. When they look at it from the U.S. 's
perspective, they 're the biggest market in the world and their neighbor is taking advantage of it. I don't like to take
advantage of anybody, but it's the fact that the United States has such a huge consumption model; yes, we fed into
it, we have been feeding into it, and we're part of it. So, from a trade perspective, yes, we absolutely are an

important part of the equation; we've built up that with the United States. The fact that the Trump administration is
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pushing back in terms of that dynamic is forcing us to really rethink it and how we work with the United States.
We're not an antagonistic culture; it's respecting the United States.

I break it down in terms of two levels, the country level here, dynamic, and then harshly out the challenges
to actually make that trade diversification really happen. And that's where all the hands-on-deck provinces come
together. The third one is probably within Canada, the inter-provincial trade bears. It is forcing Canada as part of
that economic response, recognizing that we've got to, like, why is it more difficult to trade across Canada than it is
to trade with Europe? That has to be a limit. So, in terms of the true Canada concepts, let's start acting like a true
united and practical form so we eliminate those barriers across the country. So let's say those three dimensions to

me would be probably the most important."

Question: Could there be any economic drawbacks from diversification?

Answer: "In my opinion, no. If you're a company and you're selling, you have one company, a customer
that represents 75% of your sales, you would never, as a strategy, that's a recipe for trouble, like over-reliance on
the buyer, so it's never a good strategy. You're not going to put all your money in one company and investment. So
the same thing on the trade side: over-reliance on one buyer in the country is risky, and now we're seeing the results
of that risk. So, trade diversification reduces economic risk at a country level. For a company, it reduces terms of
sales and business risk. So, for me, trade diversification, you have to be prepared for it. You only have to be
prepared for other countries that you have trade agreements with. They speak different languages, different ways of
doing business. So if you're not ready for that, then yes, the risk comes in terms of execution risk. And maybe if you
don't plan for it properly, yeah, it's going to blow up in the face. So, as a construct, trade diversification is good, but
to make it happen, if not done properly, then yeah, it can blow up in the face. But be ready for it. Both country and

company.”

Question: Do you believe Canada's current trade structure leaves it vulnerable to sudden geopolitical or economic
shocks? Why or why not?

Answer: I mean, again, Canada's been a participant in a multilateral rules-based system around the
world. And, as a medium-sized economy, we need that. We're not the superpower. We're not a giant economy like the
United States or the EU itself as a single market, right? So, for a medium-sized economy, we need a sound
multilateral collaborative rules-based system, that's how we thrive and grow as a nation, economically speaking.

So, if we're not able to rely, we will continue to push for that. I often think of Canada as a small, medium enterprise,
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or enterprise is the same sort of challenge, but as a country, it's the same sort of thing. You have to be smart, very

smart, about how you manage relationships, build relationships, and foster them.

Question: Given how rule-based the system is, would losing key partners and relationships undermine its stability?
Answer: If we undermine the foundation upon which we build, if we don't have the WTO, if we can't rely
on these trade agreements where there's a specific process for trade resolution and dispute, then yes. But as long as
we understand those mechanisms, then we need these mechanisms to address trade irritants and trade problems.
However, the whole idea of the Trump administration's tariffs is counter to the trade agreements that we've
established. It's counter to the rules-based trade system that we've established, and they've been a part of building.
So that's where, if we can't rely on the trade agreements that we're establishing, then that whole dynamic of
rules-based systems gets thrown in his face. And so what happens with companies or countries is they start saying:
"Who can I rely on? Who can I trust?" And then you start creating those alliances with those that you can create
that respectful rules-based system. So that's why I argue that an avenue for Canada is in Europe because we got the
trade agreement and then our Indo-Pacific strategy as well in terms of Asia. So we'll build on that. Let's say it's not
an overnight exercise. We've got the foundation, we've got the trade going, but then you're not going to sort of
displace the U.S. candidate trade overnight. That's the neck level, but we have to do that based on the rules-based

proactive engagement strategy that we can all have faith in.

Question: Beyond reducing risk, do you see trade diversification as an opportunity for Canada to stimulate
innovation or increase productivity? How realistic is it for Canada to achieve meaningful trade diversification
within the next decade, and in which sectors do you see the most potential for growth?

Answer: Energy, broadly speaking. Let's take Europe, for example; it's in an energy deficit. So that's one
area. Market diversification from a Canadian perspective: we're a big resource producer. So, again, you start
looking at where we can look at alternative markets because our biggest exports are the oil and gas sector and our
automotive parts. You start looking at that, where are our other alternative markets because, for us, it's those top
exporting products. If you would look up right now, what are the top export products for Canada? It's crude
petroleum, petroleum gas, and refined petroleum. If we start diversifying away from our exports to the United States
or finding new markets, where are those markets? Ultimately, can we get that product to market faster and cheaper
than the resources they have? So the market diversification question is the what, but it's also the how. Because it's

one thing to say: “Let's diversify!”, but then you are facing competitive dynamics, no matter the sector. There are
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decisions that are made over the year, short-term ones that may be tied to technologies and/or commodities. I think
the exercise for a new company is to start looking at their diversification of the market: Where is that demand?
What kind of growth have you seen in that new market? And then you start making decisions on which of those
markets has the best potential to allow for that. It's a costly, time-consuming endeavor. So, which one allows you to
realize your business objectives faster than not? It could be any sector, though, that's the point. It's about your

company right now in terms of its ability to start exporting or growing.

Question: How can Canadian businesses leverage already pre-established trade agreements with Asia and Europe
to improve their competitiveness? In your opinion, which sectors of the Canadian economy would benefit the most
from diversification into European Asia?

Answer: "Yeah, I think it's sort of tied together. But that is part of any company. The reason trade
agreements are set up is to provide preferential access to these markets. And the concept, if you look at any trade
agreement, is the concept of the most favored nation and also the concept of non-discrimination. So, trade
agreements are there to facilitate between two nations or multiple nations. And that's why we have the CPTPP, for
example. That's why we have the CETA to provide that level of privileged access to the market. So that allows
Canadians to become more competitive in your offer relative to countries that don't have that same advantage. Just
look at what's happening with tariffs right now. We can find out tomorrow exactly what that looks like. But it's on a
global scale. So, for Canadian companies that may have privileged access, it allows their offer to be more
competitive relative to other countries, like the U.S. potentially, or other countries that may not have the same
preferential action. But the key to part of trade agreements is the most favored nation and non-discrimination. You
WANT to have that privilege. And that itself leads to a more competitive offer relative to other countries that don't
have that same privilege. Secturally, again, it is very wide, from commercial services to oil and gas products to
manufactured goods to aquatic features, like I talked about that company tonight. So, think for any company,
because we're engrained in so many different industries, it's a matter of better understanding for a potential
exporter. Then, when they start scanning the world, which country enables me to realize those growth objectives
faster and more economically than another market? That's part of your market selection process, figuring out which
market provides the best condition.

So, if you have trade agreements, that's one of the things you look at because it allows you to have that
preferred access. A part of the question you have to ask yourself, too, is not just what you think you can sell but

what they are actually looking for. And then, can you tie into that growth? So when they do these trade missions,
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this is a factor for that. Even though we're having issues with the United States, you're still going to find good
markets if you have a good product or service. But the challenge for companies is you only have so many resources,
whether it's human capital or financial, right? You have to make a decision on where you can get the quickest bang

or trim for your dollar."

Question: Do you believe that Canadian citizens and business leaders fully understand the risks of trade
over-dependence on the U.S.? If not, how should this awareness be increased?

Answer: "Again, I think it's a function of whether you are an experienced exporter or not. How much
experience and exposure do you have to international trade and investment? So it's a function of those aspects. If
you're a newbie to international business trade, there's a lot of education that's required in terms of understanding
what it is, how to do it, all these things that we talk about today, for example. All of these are elements that feed into
the degree of sophistication of that company. As you get bigger, chances are you become more international. If
you're a smaller company, the challenges are in operational or organizational operational, financial resources, but
also knowledge of how to. You find that because small companies that don't have that exposure, there's a lot of
education that comes into it because you don't want to waste your money. As they get larger, the benefit of becoming
larger is that you have more money to cover up your mistakes. So, even if you're a large company, it doesn't mean
you're immune to making mistakes internationally. It's just that you have the systems, you have the people, you have
the connections, you have the network. But usually, the rule of thumb is smaller companies, even if they're doing
cross-border, so you probably don't have enough capacity to do effective international work. So when you start
looking at that, it's the size of the company, the capacity of the company, the resources that they have available in

terms of their ability to actually start expanding."

Question: To what extent do you believe Canada's overreliance on the U.S. impacts domestic economic policy
decisions, and does this limit Canada's ability to react independently to global economic changes?

Answer: "The Trump administration took office in January. We're seeing the outcome of the overreliance
in terms of our trade. And again, as we talked about before, it's not as if this has not been an issue for Canada
historically, but the difference now is the U.S. policies. 75% of our merchandise exports are U.S.-bound, and before,
they were even higher. So when you have that degree of dependence, overline ability on one market, when your
neighbor is playing nice, and you're all working by the same rules of the game, and that's why we have these trade

agreements, that's why we have the Canada-U.S. agreement, that's why we have NAFTA 1.0, that's why we have the
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KUS.MA, and it was even during Trump's administration. When you have a rule of law, when you have
well-structured dynamics that guide your trade relationship, then you don't necessarily have the same threats as it
comes down to over-reliance on that one market. When you can't depend, or you don't have the certainty that comes
with those trade agreements, that's where you're running into trouble, and that influence is negative economic
policy; the auto sector is a good example. The current configuration and the integration of the Canadian-U.S. auto
sector and later into Mexico, the Canada-U.S. auto pact started back in the 1960s; this is going back 60 years. And
the building of that because it was recognized that tariffs and market distortions like that were proven not to be
beneficial for either country. You set up these trade blocs. It created the wheels of what started creating that
corridor back and forth, the supply chains between the two countries, and now into Mexico as well. Those are all
things that have developed over time. So when you have agreements, the danger of being dependent on that one
market, which is Canada s case for the U.S., seems lower. Given policy change in the United States, now you bear

the challenge of being over-reliant."”

Question: Any last comments?

Answer: "You're seeing a really unique case study playing itself out of real-time here. I think that's the
important part of it. There's a lot of unknowns right now; institutionally and government-wise. It's created a distrust
that hasn't yet been present between Canada and the United States. Even though we've had trade issues that have
had long-term implications, we may appreciate the uniqueness of the current policies that are taking place. And if
we look at the United States, it is marching forward with a vision based on the utilization of tariffs countering the
multilateral rules-based system of trade that we've created over decades; everything happening is counter to
something that they've been a part of building over decades, and it's creating a lot of destruction.

There's a lot of unknowns. You see an environment where uncertainty and business risk is much greater
now, meaning the horizon of decisions becomes much more challenging for businesses to operate in. Do we make
the investment decision? Do we wait? Even constant conversations about another Trump term despite its
unconstitutional nature create uncertainty, and that is a risk. There's no clear answer right now. Companies and
governments alike have to operate in a much more uncertain environment than has been over the last number of
years and decades. And that's creating pressure to create new partnerships or deepen old ones. It's pushing Canada
to accelerate how we work with the rest of the world. But since we're so close to the United States, that's not going
to disappear, but it does create a new dynamic in how we work together or think about them. That's the changing

face of this dynamic right now."
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