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The Question of “Trade Diversion” and the Formation of the
Anglo-Canadian FTA plan, 1957

OGAWA Hiroyuki

The purpose of this paper is to examine the backgrounds to and the formation of the
Anglo-Canadian Free Trade Area (FTA) plan of 1957. In this attempt, particular attention
is paid to the change of Governments both in Britain and Canada, the initiative of John G.
Diefenbaker, the new Canadian Prime Minister, and the discussions within the British

Government leading to the adoption of a bilateral FTA plan with Canada.

In July 1957, Diefenbaker announced at a press conference in Ottawa that it was his
Government's "planned objective" to switch 15% of Canadian imports from the United
States to the United Kingdom in order to provide the latter with more dollars to purchase
more Canadian goods. This announcement was made mainly because of Diefenbaker's
strong opposition towards American economic penetration and his commitments during his
election campaign to increase inter-Commonwealth trade. Although it was almost
impossible to bring about a switch of this magnitude in a short term because of Canada's
unpreparedness to introduce drastic discrimination against American goods, Diefenbaker's
initiative attracted substantial attention on both sides of the Atlantic. Indeed, the British
Conservative Government under Harold Macmillan recognised the potential benefits
which the initiative could bring on the one hand, and understood the necessity of taking it

up mainly in order to placate its own imperialists on the other.

On the British side, several possible counter-proposals were contemplated but the idea
of an Anglo-Canadian FTA was eventually adopted as the first serious option to meet the
challenge of the 15% switch announcement. Indeed, an Anglo-Canadian FTA was
advocated as a two-tier strategy. Firstly, it would, if accepted by the Canadians, bring about

substantial trade diversion without any breach of international obligations imposed by the
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GATT and the IMF. Secondly, even if the Canadians (as predicted by certain numbers of
Ministers and officials) reacted unfavourably to almost overall trade liberalisation
envisaged under the FTA, it would still be possible to demonstrate Britain's positive

response to Diefenbaker's initiative.

The sequence of events leading to the adoption of the Anglo-Canadian FTA plan in
the British Government demonstrated its balancing act of dealing with the three
interlocking (and sometimes mutually-conflicting) options of its external economic policy
- the Commonwealth, European Integration, and the world-wide muitilateral regime.
Firstly, the Macmillan Government, which was trying to tilt to European Integration by its
proposal for a multilateral FTA among seventeen Western European countries, had to calm
the discontent among its own imperialists by responding positively to Diefenbaker's
initiative. Secondly, Diefenbaker's announcement itself provided an opportunity to expand
Britain's exports to Canada (which was the only country in the Commonwealth within the
dollar area) and then to increase its crucial dollar earnings. Thirdly, it was expected that an
Anglo-Canadian plan would, by impressing that Britain had a Commonwealth alternative,
enhance its bargaining position vis-a-vis other European countries in the forthcoming
multilateral FTA negotiations. Fourthly, an Anglo-Canadian FTA plan emerged as Britain's
first option because it was necessary to comply with the "no new preference" rule of the
GATT and to avoid possible opposition from the United States against any re-strengthening
of the Commonwealth preference system.
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