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NAFTA AND RELATED SIDE AGREEMENTS

WEDNESDAY, SEPTEMBER 15, 1993

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-406, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presidin

Also present: Senators Baucus, Boren, Braley, Pryor, Riegle,
Rockefeller, Daschle Conrad, Packwood, Roth, Danforth, Duren-
berger, Grassley, and Wallop.

[The press release announcing the hearing follows:]
(Press Release No. H-29, September 9, 1993)

FINANCE COMMITTEE ANNOUNCES SERIES OF NAFTA HEARINGS; COMMITTEE ALSO
SEEKS COMMENTS ON IMPLEMENTING LEGISLATION

WASHINGTON, DC--Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee has scheduled
the first in a series of hearings on the North American Free Trade Agreement
(NAFTA). Testifying at the hearing will be Secretary of State Warren Christopher,
Secretary of the Treasury Lloyd Bentsen, and United States Trade Representative
Mickey Kantor.

The hearing will begin at 10:00 a.m. on Wednesday, September 15, 1993, in room
SD-215 of the Dirksen Senate Office Building.

"This initial hearing will give the Clinton Administration the opportunity to make
the case for the NA.FA, including the recently concluded side agreements," Senator
Moynihan said. "I look forward to hearing from Secretary Christopher, Secretary
Bentsen, and Ambassador Kantor concerning how this Agreement advances our eco-
nomic interests, while also addressing labor, environmental, and related concerns."

"We intend to hold additional Finance Committee hearings on the NAFTA in com-
ing weeks to ensure that the Committee hears from witnesses with a variety of per-
spectives on this Agreement " Senator Moynihan said. '"The NAFTA has received a
great deal of attention in the past several months, with extreme claims on both
sides. My hope is that these hearings will allow for a full and balanced airing of
views which will enable Members to make informed decisions on the merits of theNAFTA."

"In addition, I invite both the witnesses at these hearings and any other inter-
ested parties to submit comments to assist the Finance Committee as it develops
legislation to implement this Agreement," Senator Moynihan stated.

The NAFTA was signed by President Bush, Mexican President Carlos Salinas de
Gortari, and Canadian Prime Minister Brian Mulroney on December 17 1992. On
August 13, 1993, U.S. Trade Representative Kantor and his Mexican and Canadian
counterparts announced the completion of supplemental agreements on the environ-
ment, labor matters, and emergency action/import surges.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning to our illustrious colleagues

who are going to be testifying before us this morning, and to our



guests. The hour of 10:00 o'clock having arrived, we will proceed
with this first hearing con:zrning the North American Free Trade
Agreement, with which we begin what the Washington Post this
morning describes as "the non-process whereby tra ageements
are entered into by the U.S. Government." Specifically, we do not
have a trade agreement before us. We know of one which has been
signed, or, rather, a sequence of agreements.

Yesterday, the supplemental agreements were signed, and I be-
lieve members of the committee have copies. If you have them, in
any event, you have only recently received them so you do not have
them absorbed.

But, what will happen now is that we will hold hearings until
the committee is satisfied that we have heard the views of all those
we need to listen to and can learn from. Then we will proceed to
draft legislation here and in the House Ways and Means Commit-
tee, opened its hearings yesterday. They will do the same.

Then we will go, in effect, to a conference committee, and reach
an agreement which will then be sent to the administration and
then sent back to us. After this, a timetable begins, a number of
working days in which each body must consider and make a deter-
mination.

May I simply state-and, given that there's some misunderstand-
ing about this-that when the process arrives at the point that a
measure has been sent us from the executive branch, that bill,
which is what it will be, must originate in the House of Represent-
atives. That is in the statute. That is a constitutional requirement.

In addition, for purposes of this measure, it should be known
that we will have a revenue measure on our hands. The CBO has
given us a preliminary estimate over the 5-year period that we
treat budgetary matters. The lower tariffs, in this instance, would
incur a revenue loss of some $2.5 billion, and that money will have
to be found in any agreement to proceed with the measure.

We are a divided house in this regard. The Congress is divided;
the public is divided as at no such time, I believe, in the post-war
history of the Nation. This is the first time, I think, Mr. Chairman,
that we have truly, strongly held different, opposing views. So,
we're going to try to proceed with openness, stability, and a search
for information.

And, if you're looking for information, one of the first places to
look in the Committee on Finance is the former Chairman. I said
once and future Chairman, but the reaction to our budget reconcili-
ation bill haa been so positive I'm not sure I can promise you that.

Senator Packwood, good morning, sir.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Mr. Chairman, Congressman Hawley of the
Smoot-Hawley tariff, was a Congressman from Oregon. So, I appre-
ciate this opportunity to do penance for that past mistake of 60
years ago. Look forward to strongly supporting NAFTA to make
up for that error of a former Oregon Congressman.

The CHAIRMAN. Thank you, sir. And, may I just make the point
that Senator Packwood has made-we have learned from a disas-
trous decision in the 1930's, the Smoot-Hawley tariff, and we have



not had a tariff bill on the floor of the Senate since, which suggests
a certain amount of institutional rigor and learning.

I am just going to say, Senator Riegle, I see you there, busy at
your papers.
OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.

SENATOR FROM MICHIGAN

Senator RIEGLE. Thank you very much, Mr. Chairman. I want to
subscribe to the civil tone and sort of format that you have laid out
in terms of seeking to get all of the facts out on the table on an
issue that is terribly divisive, and, I think, is a matter of enormous
danger to our country.

I come from a State that is essentially a manufacturing State,
but we also have major agricultural interests as well. And I find,
as I examine this proposed Bush NAFTA package, that the damage
that will be caused, not just in my State, but, very importantly in
my State, but across the country, will set us back in ways that we
are not going to be able to deal with effectively. So, I am convinced
that the package itself cannot work in a way that will be positive,
but, in fact, will cause great damage.

I think the side agreements are really meaningless. Yesterday,
Senator Metzenbaum, who is a very good lawyer as you all know,
called them a farce. I think they cannot begin to deal with the dis-
parities of trying to integrate a Third World economy with a Third
World wage standard, and workplace standard, and environmental
standard into a free trade agreement with a modern nation.

And no one else has ever tried this. When Turkey-which is in
a comparable situation as Mexico-asked to come into the Euro-
pean common market they were turned away because the differen-
tials were just so vast, as they are here in this case.

I would ask, at the end of my remarks, that two particular pieces
of information be put into the record today. One, is an article by
Louis Ustell in the New York Times back in March of this year,
talking about how northern Mexico is attracting not just low-wage
jobs in the United States, but high-tech jobs, and how modern fac-
tories down there with the low wage levels are strip mining the job
base of this country, not just at the low end level, but also in the
electronics area, and, certainly, in the automobile area and a lot of
others.

Also, the Nation Magazine, which the Chairman would be famil-
iar with, which is a distinguished journal. It's been around for
many, many years. It has published an editorial and an article in
the issue of June 14th, to its opposition to NAFTA because of the
analysis that they have done as to the damage this would do to our
economy.

They do a very fine job here in laying out how it is that the eco-
nomic elite of the country have really mobilized against the work-
ing people of this country to promote this agreement.

In fact, if you go back to last year, remember our hearings here
where we had-I do not say this disrespectfully to them, but it
makes the point-T. Boone Pickens here, because he talked about
some of the oil deals that he was working on down in Mexico City,
so he was here as an advocate. We had Mr. Jim Robinson, at that
time running American Express, who was here. And they were



talking about the investment banking deals they were doing as
they were financing new plant construction down in Mexico.

But we have not heard from the displaced workers. And I would
hope, Mr. Chairman, that before we finish the hearings that we
will not just dwell on the technical, arcane details of this package,
but that we will actually get the walking wounded in here.

Get them in from your State. You have had a typewriter lant
close and go to Mexico. I have had, now, Ford, Chrsler and GM
locate over 70 plants in Mexico. I have lost tens of thousands of
manufacturing jobs in my State. And that is just a down payment
on what will happen if this is passed.

So, finally, just let me say this. I listened, yesterday, to the pres-
entation. And, as sort of the economic elite crowd is assembled to
try to push this through together with a lot of lobbying money that
has been well-documented by the Wall Street Journal in terms of
every lobbyist in town on both sides having been signed on by the
Mexican Government to oil the process and get this through here.

We cannot allow that to happen. I know you will not allow that
to happen. I know Senator Hollings, who is here, feels strongly
about it in opposition, as do I. We will be having a major public
meeting on this subject in the State capital of my State, in Lan-
sing, Michigan this Saturday at 1:00 o'clock. The public is invited.
I expect we will have several thousand people there to listen in de-
tail to the reasons why this will be so damaging to our country.

And I would hope that, by the time all those facts are out, that
we will continue to see the vote counts erode, as they are now, I
believe, eroding here in the Senate, and, in both the House and the
Senate we will decide to turn this down, start over with a different
kind of trade discussion.

Senator Hollings has suggested a common market arrangement
where we would, first, undertake to bring the living standards and
wage standards in Mexico up to a level comparable to ours so that
we could then go into an authentic free trade arrangement, such
as we have already done with Canada. And, of course, I supported
that at that time. But I will have more to say. I appreciate the
courtesy of the Chairman. But this is a deadly serious issue. This
is a loaded gun aimed at the workers of this country, and we have
got to stop it.

The CHAIRMAN. I thank Senator Riegle most emphatically, and
want to agree with him that we will place those items in the
record. Do we have to put the entire issue of the Nation in the
record?

Senator RIEGLE. Well, let us have it attached so that anyone who
wants to get it is able to do so.

The CHAIRMAN. Good. We are happy to do that.
[The information appears in the appendix.]
The CHAIRMAN. We will try to see that these hearings are rep-

resentative of all those involved and not just those who can fly in
in their own plane. I should mention that we have invited Mr.
Perot, whom I believe will be in Lansing on Saturday. Will the
members of the committee make a little effort to let us know who
they would like to hear?

Senator RIEGLE. I thank the Chairman for that.
The CHAIRMAN. I thank you. Senator Bradley.



Senator BRADLEY. When did you say Mr. Perot is coming?
The CHAIRMAN. We have invited him to come.
Senator BRADLEY. I see.
The CHAmRMAN. Senator Danforth.

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Mr. Chairman, I am delighted that Ross
Perot is coming. When you talk about big money interests who are
on one side or another of this particular battle, he is the biggest
of the big, and I am delighted that he will be coming before this
committee. I want to look under the hood and see what is there.
[Laughter.]

Mr. Chairman, those of us who were at the White House yester-
day and heard the presentation of the President were gratified at
the strength of the President's presentation. It was really one of
the strongest, most forceful presentations I have ever heard. And
the fact that he was surrounded by three former Presidents made
his presentation all the more impressive.

Today, three members of the President's Cabinet are going to be
appearing before this committee. I know that in past weeks some
people have said, well, is the President really committed to this, is
this important to the President, is this significant as far as his
Presidency is concerned? And the answer to that question is, yes.

I know that, during the budget debate, much was made about,
well, should we support the President or not support the President?
I am not of the President's party, but I would simply point out
that, from the standpoint of this President and this Presidency,
whether or not we end up adopting NAFTA is a matter that is
viewed by this administration and by President Clinton as criti-
cally important.

The second point that I would make is that I think that, while
Senator Riegle and I disagree on the analysis and on what our
votes will be, we do agree on the framing of the fundamental issue.
The question is jobs. The question is whether NAFTA will create
jobs, or whether it will cost jobs.

I believe that these hearings will show that NAFTA will create
jobs, and that exactly what Senator Riegle and others have com-
plained about is the status quo, and that the status quo is what
is unacceptable.

The status quo, where Mexican tariffs are 2 /2 times U.S. tariffs;
the status quo with the Maquiladora program serving as a platform
for exports to the United States; the status quo where U.S. agricul-
tural exports are subject to very unfair licensing requirements in
Mexico. That status quo is costing our economy and is costing
American workers; not the bi* shots, but the average employees
who are losing jobs. I think it is an undisputed fact that, for every
billion dollars of exports, 20,000 jobs are created within the United
States. And, therefore, I think that this really is a job issue.

Finally, I would say that one of the newspapers today used a
word which I think this is ultimately all about, and the word is vi-
sion. The contest here is about two different visions of our country,
what America is all about, how we feel about this country.



Do we believe that an America that has just won the Cold War,
that is the lone superpower in the world, is suddenly a helpless
giant; bloated, uncompetitive, waning, gasping for air and hiding
behind the measly 4 percent tariff program which we now have,
which opponents of NAFTA suddenly believe is the necessary pro-
tection for an uncompetitive American industry and an uncompeti-
tive American work force?

I, for one, Mr. Chairman, do not share that truly pitiful view of
the United States of America and of our ability to compete. I be-
lieve that we can outsell anybody in the world if given the oppor-
tunity, and I believe that NAFTA gives us that opportunity.

The CHAIRMAN. Thank you, Senator Danforth, very much, in-
deed. May I make the point that we do not have any fixed dates
for any of the persons we have invited? Governor Weld of Massa-
chusetts might be able to fit into one of our days. And we can
change our schedules so we can hear any individual that anybody
on this committee wants to hear.

Senator Daschle.

OPENING STATEMENT OF HON. TOM DASCHLE, A U.S.
SENATOR FROM SOUTH DAKOTA

Senator DASCHLE. Thank you, Mr. Chairman. Let me compliment
you for calling this hearing as early as you have. I, like many oth-
ers, appreciate very much your leadership in working our way
through this very difficult task. I hope that we can sift reality from
perception and substance from myth.

I think the statements this morning illustrate two points already.
First, that this could be one of the most controversial trade agree-
ments to be debated in this century. I do not think anyone in this
room can predict the outcome this morning.

Polls as recently as this morning show that Americans are very
skeptical. They are dubious of claims of job growth; if anything,
they anticipate job loss. They wonder out loud how we can main-
tain U.S. jobs at four to five times the pay of comparable jobs in
Mexico.

They are deeply concerned about businesses that take advantage
of very limited environmental regulation in Mexico. The so-called
side agreements represent, in my view, a significant step in ad-
dressing the substance of the problem, but it remains to be seen
how well we can address the perception.

The second point, raised already this morning, I think, is that
the differences that exist on this committee and in this body are
philosophical. They certainly are not political. That, in my view, is
a refreshing change. _

At long last, I think the country will witness what I hope will
be a very healthy debate about the advantages and the disadvan-
tages, the facts and the myths of a new trade agreement, not the
rancorous partisanship that we have witnessed all too often in the
last several years.

My support will be determined not only by how effectively we ad-
dress the issues of jobs and of environmental regulation, but also
the issue of agriculture. South Dakota and the upper Midwest have
been affected detrimentally in many respects as a result of the ar-



rangement that we have made with Canada and, specifically, the
importation of wheat.

Estimates range as high as $600 million in the cost to agri-
culture of Canadian imported wheat. Yet, thus far, we have not
adequately addressed the concerns of many in the upper Midwest
in the course of our analysis of the ramifications of new agreements
with Canada and Mexico on agriculture.

I am very hopeful that, over the course of this hearing and other
hearings to be scheduled, this is an issue that will be raised, effec-
tively addressed, and dealt with in an effective and successful way
because I truly would like very much, on that day, to vote in favor
of this agreement.

I thank you, Mr. Chairman.
The CHAIRMAN. I thank you, Senator Daschle. And, may I espe-

cially thank you for the point that this is an agreement with Can-
ada, a3 well as with Mexico. And we want to keep all those things
in mind, as does your colleague, Senator Conrad. Sir.

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. Thank you, Mr. Chairman. I, too, welcome the
opportunity to begin a debate that is important to the country. I
think it has certainly started out on a high plain. I hope it contin-
ues at that level. I watched with great interest the speeches yester-
day at the White House.

Mr. Chairman and members of the committee, people in my
State are deeply skeptical because they have seen the real-life re-
sults of a so-called free trade agreement. So-called, because that is
what the Canadian Free Trade Agreement suggests by way of its
title, that it is a free trade agreement.

We have had a bitter experience with that agreement. We have
witnessed an absolute floodtide of Canadian grain coming into our
State, truckload after truckload, and we are not able to send one
bushel north.

Now, that is not free trade. They have gone from zero percent of
the U.S. durum market to 25 percent, not because they are more
competitive, not because they are more efficient, but because of de-
fects in the agreement. Defects in the agreement. It is not a free
trade agreement so much as a negotiated trade agreement. And,
very frankly, our side lost the negotiations with respect to agri-
culture.

Unfortunately, those defects have not been corrected in this
agreement. They have not been addressed. The result is that Can-
ada has been the primary beneficiary of the growth of Mexican de-
mand for wheat.

Now, Mr. Chairman, I am not here just to talk about wheat, al-
though it is critically important to my State's economy. Dry edible
beans are treated unfairly in this agreement; potatoes are treated
unfairly in this agreement; sugar is treated unfairly in this agree-
ment. Now, Mr. Chairman, I would very much like to see those is-
sues addressed before we reach conclusion here.

In addition to those issues, I have grave concerns about the sani-
tary-phyto-sanitary treatment in this agreement. We have seen,
with E. coli breakouts in this country, how very serious threats to



the safety of the food supply can be to the people of this country.
On paper it looks great, until you examine the enforcement mecha-
nism. The enforcement mechanism is very weak.

Finally, Mr. Chairman, I have a very real concern about whether
a country that has a $2.00 an hour effective wage, which is the
case in Mexico, I am told, can come together with a country that
has a $16 an hour average wage, including benefits, which is the
case in United States. I think that, really, is at the heart of this
discussion. Are we going to put undue pressure on blue collar jobs
in this country? What is the effect going to be on a whole segment
of our population?

Let me just say, I had no doubt when the Canadian Free Trade
Agreement was before us, that it was good for the country and bad
for my State. That presented me with a very difficult choice. Ulti-
mately, I decided the people of my State sent me to represent them
and I was duty-bound to oppose the Canadian Free Trade Agree-
ment.

With the NAFTA agreement, frankly, I am not sure how it falls.
I am not sure it is good for the country, even. I am convinced that,
at this point, it is bad for my State. And, until and unless those
concerns are addressed, I will be forced to oppose it.

I thank the Chairman.
The CHAIRMAN. Thank you, Senator Conrad.
Senator DURENBERGER. Good morning, sir.

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, thank you, and thanks
for this opportunity. I have just been listening to and making a list
of some of the characterizations I have been hearing of this agree-
ment. They come down on sort of opposites: substance versus per-
ception; fact versus myth; vision versus myopic; excitement versus
frightened; hopeful versus skeptical; fair versus unfair; tomorrow
versus today.

I want to endorse the last thing that I heard my colleague from
Missouri say about vision, hopefulness, fairness, tomorrow, excite-
ment, fact, substance, and say I am awfully glad to be on a commit-
tee on which we always have to deal with tomorrow. There is very
little we can do in this committee that is good that deals only with
today, whether it is tax, trade, or whatever it is.

I have also lived on this committee through the period of time
in which the executive branch did all of the tomorrow work and we
sort of just responded to it. I lived through the period of time when
the Republicans were in the majority that Republicans on this side
of the aisle led the battle to involve the Congress in international
trade policy. And the Senator from Missouri, our colleagues from
Oregon and from Kansas led that battle. We are in the middle of
dealing with tomorrow's issues because of their leadership.

I hope that, in the spirit with which this committee-and our col-
league from South Dakota, I think, has already referenced this-
has always dealt in a nonpartisan way with these issues. It is to-
morrow that is going to win out, and I hope that for North Dakota,
South Dakota, Minnesota, and for agricultural producers and ev-
eryone else.



I believe that the genius in what we make in our country can
only be realized by free and fair trade around the world. I hope and
I trust that this agreement will meet those objectives.

The CHAIRMAN. Thank you, Senator Durenberger. And, next, is
Senator Bradley.

OPENING STATEMENT OF HON, BILL BRADLEY, A U.S.
SENATOR FROM NEW JERSEY

Senator BRADLEY. Mr. Chairman, thank you very much. I am
glad that you have called the hearings today and that, in the com-
ing weeks, we will have an opportunity to look at this agreement
in detail and to debate its future in this Congress, and, frankly, the
future of North America.

I could not help but be struck yesterday at the White House
when we had four Presidents each stand, and, in their own ways,
give ringing endorsement to this treaty; two Democrats, two Re-
publicans; people coming from different parts of this country, dif-
ferent places ideologically in many ways, but seeing the absolute
importance to the future of this country to ratify this treaty.

Ido not know when that has ever occurred before. It was a stun-
ning moment. It was a stunning moment for me. And I think once
you have been President of the United States you probably have a
little different view of the national interest than you do when you
are representing a particular State, or a particular district, or a
particular industry that is concentrated in your district.

And I think it is wise for us to pay heed to those statements of
what is in the national interest, spoken yesterday by the four peo-
ple who have defended that national interest in the fullest sense,
through their terms as President of the United States.

I think that the debate should focus on the facts and not on the
fears. I think that that is very important. The reality is, what is
happening in the United States today is happening in a lot of de-
veloped countries around the world. It is happening in Europe,
happening in Japan.

We are in the middle of a very dramatic economic trans-
formation, probably the biggest one since the late 18th century.
And government is impugned in many places. It creates an envi-
ronment where those who want to play on anxieties are able to do
so. I do not think that we should yield to that in this committee.
I think we should keep the focus on what the facts are.

There have been a lot of charges leveled at this treaty, that it
will cost jobs, it will harm the environment, it will increase illegal
immigration. The fact is, Mr. Chairman, I think all of those are
wrong. I think the allegations are really a reflection of the anxi-
eties I was talking about, anxieties about problems that are not
caused by NAFTA and will not be helped by defeating NAFTA.

In terms of the economy, I believe that this agreement will create
jobs in the United States, a net increase of jobs. Exports have in-
creased from 12 to 40 billion in the last 5 or 6 years, and the Unit-
ed States has gone from a deficit of $5.7 billion to a surplus of $5.4
billion; 700,000 jobs are now tied directly to exports to Mexico.

The reality is that, even in this short-term jobs calculation, I
think the United States comes out a winner. Whether it's 300,000
net, or 200,000 net, or 400,000 net, almost all of the studies have



the United States coming out a winner. That is 200,000, 400,000,
out of 104 million jobs.

So, we have to keep that in perspective as well. But the issue is
not just the bilateral job count, the issue-and this is where the
vision comes in, in my view, when it comes to the economy-is,
what about the next 20 years? The real threat to American jobs is
not Mexico, with an economy one-twentieth the size of the United
States. The threat to American jobs comes from Europe, from
Japan, from China.

The question is, are we better off in that competition, which is
going to be the real test of our ability to hold and create jobs, with
or without NAFTA? I believe we are much better off with NAFTA,
that we will be much more competitive. We will have much higher
wage jobs. So, in the economy, Ifeel that if we really look at these
facts we are going to come out strongly for NAFTA.

On the environment, nobody is making the argument that, with-
out NAFTA, Mexico is going to have a cleaner environment. No-
body has made that argument. Without NAFTA, Mexico is going to
have a cleaner environment. Nobody is making that argument. The
fact is, as Mexico becomes more prosperous, it will be able to afford
more environmental cleanup.

The side agreements-and I see Senator Baucus here-on the en-
vironment are really landmark pieces of international trade nego-
tiation. And I believe that there is no question that the part that
allows us to ensure that Mexico enforces its environmental laws
will give us some real guarantee of progress.

In terms of illegal immigration, there is only one fact you have
to focus on. Half the population of Mexico is under the age of 19.
Half the population of Mexico is under the age of 19. If jobs are
not created in Mexico, there is only one place they are going to
head: north. Inevitably, that is going to happen if the economy of
Mexico is not growing and jobs are not being created in Mexico.

And, when they come north, whose jobs are they going to take?
Not the research scientists. They are going to take the minimum
wage jobs. They are going to take the jobs that will be displaced
because they are illegal and working for below minimum wage.

When it comes to the poorest people in this country, this agree-
ment guarantees them some opportunity. Without this agreement,
their jobs are going to be in jeopardy with a wave of illegal immi-
gration.

So, I think that, on the three issues of the economy, the environ-
ment, and immigration, that NAFTA deserves support. On the
issue of foreign policy-and I know that Secretary Christopher is
going to be here and I am anxious to hear what he has to say, but
I do not know if people understand the seat changes taking place
in Mexico.

If anybody goes to Mexico City, I urge you to go to the Museum
of Intervention. It is a museum in Mexico City that documents the
U.S. interventions in Mexico over the life of Mexico. You cannot go
through the museum without understanding how a superficial and
visceral anti-Americanism has characterized Mexican politics for a
generation.

Now things are being changed. Now you have a country that has
reached out and said, let us be a partner. You have a government



that has opened its economy, has reduced its budget deficit the
equivalent of three Gramm-Rudmans. Three Gramm-Rudmans. It
has attacked corruption, has moved along the direction towards a
fully democratic society. It is not there yet, but has moved along
in the direction.

So, Mr. Chairman, I think that, in terms of our foreign policy in-
terests, this agreement clearly serves for greater stability. And, I
might say, finally, that it seems to me that as you struggle for a
framework in the post-Cold War world, that one of the things that
the post-Cold War world has got to be about, is about building
bridges with other people and not holding ourselves apart from
them, finding some kind of workable relationship.

That, I think, is embodied in this agreement, the beginning of
that possibility. And, if you agree with Samuel Huntington, your
old colleague, who says the age of ideology is over and the age of
clashes of civilization are in, we have a unique opportunity here
that is not available to the other so called civilizations.

Europe is not going to combine with an Islamic civilization; Con-
fucian and China are not interested in it; Japan is a Buddhist is-
land. It is not an idiosyncratic culture. It is not going to combine.

We have an opportunity here, with a slightly different arm of
western tradition, to enrich our own culture and to be able to lead
the world by the power of a pluralistic example that is not avail-
able to other countries if we begin the process with this agreement.

Mr. Chairman, other than that, I do not have many strong feel-
ings on this issue. [Laughter.]

But I hope that we do keep the focus on the facts.
The CHAIRMAN. I hope we can keep our attention to those facts

at the level of which you have just displayed, sir. It is most appre-
ciated.

Senator RIEGLE. Mr. Chairman, if I might, I know there are
other-

The CHAIRMAN. Of course you can. Please.
Senator RIEGLE. And only because I appreciate the statement

Bill has made, and it was a statement that was of very consider-
able length, much of which I agee with.

The CHAIRMAN. We have had no lights.
Senator RIEGLE. I understand. I understand. I simply want to

say that the very things that were being talked about there in an
international sense we do not have in our own society, we do not
have in our own communities. I have the highest level of child pov-
erty in the city of Detroit than of any city in this Nation.

And, so, I would hope that when we sort of put out these cosmic
visions that we think about our own people, and not at some ab-
stract time in the future, but now. I did not get into that before
because I did not want to trespass on the time. But I feel very
strongly about it.

So, if we are going to get into that issue, I am happy to take the
time to do it. But we have people in this country, this minute, who
need help and are getting none, and will get none under this pack-
age. I just appreciate the Chairman's-

The CHAImmAN. Could I just say that we have all the time any
member of this committee needs? I am conscious of our esteemed
colleagues from South Carolina and Michigan who are going to



se ak. But, other than that, we will stay right here and those peo-
in the back room can just stay in the back room. Senator

Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, I have no statement.
The CHAIRMAN. Thank you, sir. Well, then, the Chairman of our

Subcommittee on Trade and the Chairman of the Committee on
Environment and Public Works, Senator Baucus.

OPENING STATEMENT OF HON. MAX CAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you very much, Mr. Chairman. I will be
very brief.

Not too long ago, Mr. Chairman, I had grave reservations about
NAFTA, particularly because, in my judgment, labor provisions,
and, particularly, environmental provisions, were not adequately
dealt with.

I think the previous administration, to some degree, rushed the
preliminary signing, the initialing of the agreement in an attempt
to gain political advantage, and, in so doing, left open some glaring
loopholes and did not attend to certain problems that should have
been addressed. One of the loopholes, frankly, is the sugar provi-
sion, which I think will be dealt with in the implementing legisla-
tion.

However, the environmental side agreements, I think, are much
stronger. I think the administration should be commended; Presi-
dent Salinas should be commended. I think they are extremely im-
ortant, and I do not think that the American people realize just
ow precedential and how far reaching they are. Therefore, I think

they should be supported.
The labor provisions are not as strong as some would like, but,

on balance, it is my very firm belief that American workers would
be better off with NAFTA than they will be without NAFTA. Very
simple.

It is for that basic reason I think NAFTA will pass. I am con-
fident NAFTA will pass. I know NAFTA will pass. It will pass be-
cause after the smoke has cleared and after the dust has settled
American people are going to realize that the United States is bet-
ter off, its people are better off, the environment is better off with
NAFTA than without NAFTA. It is that simple. That is what it all
comes down to.

I know some are concerned about job loss to Mexico. Some say
that lower wages in Mexico are going to draw American jobs to
Mexico. The fact is, that it is much less likely with NAFTA than
without NAFTA, very simply, because Mexico has agreed to tie
wage increases to productivity. No other country has agreed to do
that. Mexican wage rates will rise. They will rise very significantly
with NAFTA.

In addition, the environmental provisions are not only going to
protect the environment, the environmental provisions are going to
level the playing field so Mexican companies are less likely to take
advantage of weaker environmental enforcement. That will help
prevent American jobs from moving south.

In addition, many Americans, in order to avoid trade barriers,
build plants offshore and go to other countries. NAFTA will make



that much less likely because NAFTA reduces trade barriers. Com-
panies have less incentive to go to Mexico to build plants.

So, however you slice it, after the dust settles and the smoke
clears-and I know Ross Perot has already had his day--once the
facts get out and the misperceptions clear up and we deal, also,
with some other agricultural issues that are very important to
northern tier States, particularly problems with Canadian wheat,
I believe that the majority of American people, and certainly a ma-
jority of the U.S. Congress, are going to realize that this country
is better off with NAFTA than without.

In addition, there are the basic questions that Senator Bradley
alluded to. How can we, as Americans, ask Japan to exercise more
world leadership if we turn thumbs down on a good faith attempt
to negotiate a trade agreement with Mexico?

How can we, as Americans, ask the Europeans in the Uruguay
Round, or the French, to back off on subsidies of agriculture, for
example, or other countries to open up for American services? How
can we ask other countries to take leadership roles if we relinquish
ours?

Now that the Cold War is over, the definitions of leadership are
slightly changing. They include not only military security, military
presence, as we should continue in various parts of the globe to
some degree, but they also include economic leadership and eco-
nomic presence in all its various forms. And part of that is nego-
tiatingand concluding good faith trade agreements.

So, both are important for foreign policy. But, more importantly,
for the American workers' pocketbook level, America is better off
with NAFTA than without NAFTA. And I am very proud, frankly,
that this administration has concluded this agreement. I am proud
to foresee the day when this country does pass this agreement.

The CHAIRMAN. We thank you, Senator Baucus. And, there being
no further statements or comments, our esteemed colleague, the
Chairman of the Committee on Commerce, has been very patient.
We welcome you, Senator Hollings. You proceed at whatever length
your own schedule permits.

STATEMENT OF HON. ERNEST F. HOLLINGS, A U.S. SENATOR
FROM SOUTH CAROLINA

Senator HOLLINGS. You are very gracious, Mr. Chairman. I thank
you, and I thank all the members of this committee because you
have got more important witnesses from the administration to ap-
pear. So, I will ask consent that my prepared comments be in-
cluded in the record, and I will try to summarize.

The CHAIRMAN. I most certainly will do that, but I do not think
you would mind my pointing out that you are one of those who is
going to vote on this matter.

Senator HOLLINGS. Thank heavens. I wish I could carry more
votes with me, too. The temptation is great. Everybody says-and
you have a civilized hearing here-if you are against NAFTA you
are a demagogue. When you read the morning coverage, they say
those who are with NAFTA, they are with vision, and trade opti-
mists. And those who oppose NAFTA are without vision and are
trade pessimists.
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I speak from hard experience. I started testifying in this regard
34 years ago under the Eisenhower administration in the old Inter-
national Tariff Commission. Tom Dewey ran me around the room,
representing the Japanese.

And, at that time, we were really threatened because the domes-
tic consumption of textiles would soon be represented 10 percent by
imports, and if it exceeded the 10 percent we were gone. Well,
today, two-thirds of clothing in the room here are imported; 84 per-
cent of the shoes.

And all this child's talk about me losing jobs. We can get into
that very easily, Mr. Chairman, but I think we ought to really get
on target here with respect to what really is bolstering, what is
preserving the status quo and what is for real change in trying to
bring Mexico into the community of nations economically.

President Carter really made a very eloquent statement yester-
day in the beginning with respect to democracy and human rights.
Then, coming down on the side of NAFTA, like Bossie the cow, he
was given a full pail and kicked it over. For 60 years now, we have
heard the same thing about promoting democracy, but we have
seen little change.

I heard that litany from the distinguished Senator here from
New Jersey of hope, vision, future, and all of these things. "Just
go down and look through the museum." Just go over to the Con-
gressional Research Service and look at the statements of these
past Presidents, all of them talking about the new leader in Mexico
representing change, and how, now, they are trying so hard, and
if we did not support them it was going to be a disaster.

Roosevelt, with the Good Neigh or policy; Eisenhower, with Op-
eration Panamerica; President John Kennedy, Allegro de Progresso;
Ronald Reagan, with the Caribbean Basin Initiative.

They have all been premised on the idea that if we could get
m oneY down there and money would get to the poor, the poor
would become middle class and then the middle class would bring
about democracy. And we have learned that this does not work. I
can go back, now, to observations of how it did not work, that
President Kennedy made, and many others made. It is in the pre-
pared statement here.

But when you send that money down in these Latin countries,
it goes to the generals, it goes to the junta, and, in this case, to
the PRI, Institutional Revolutionary Party. And it is like delivering
lettuce by way of a rabbit; it does not get to the hungry poor. It
ends up in Geneva, and then the rulers are gone and we get new
ones to come. They talk, now, about Salinas. I think that everybody
should understand, this time next year you will never hear of Sali-
nas again. They will have had the election.

As the famous Peruvian writer, Mario Yargas Llosa stated, "It is
the permanence of the party, not a man, a party that is immov-
able." He called Mexico the perfect dictatorship, with all the facade,
all the trappings and everything else of a free government, but to-
tally dedicated against any kind of free government.

And the Chairman of this distinguished committee said it best:
how can you have free trade when you cannot even have a free
election? Mexico does not have free elections; we do. They do not
have free press; we do. They do not have a free labor movement



or independent unions; we do. They do not have a clean judiciary-
it has been characterized in articles as most corrupt-we do.

And, when Senator Danforth talks about being competitive the
worker, the worker, the worker we just squeal and holler and
whine that we cannot compete. Wait a minute. Go over to the De-
partment of Labor where the distinguished Chairman served as
Under Secretary.

And the Department of Labor says the most competitive indus-
trial worker in the world is in the United States, and Japan is
number eight. Get your mind off of who is competitive. We know
about competition. I have been through the best of the best plants,
including the most productive GE plant. The entire system is in
Florence, South Carolina making MRI's, for export. Everybody is
talking about exports as if we do not like them. The Florence plant
exports the majority of its production to Tokyo. We know all about
exports and we know about competition.

What is not competing is you and me-the government here. Oh,
we come around with parental leave, plant closing notice, protec-
tions for disabled Americans, minimum wage, price controls, the
matter of health care, clean air, clean water. Just go down the list
of all the things.

A restaurant group came in to see me yesterday and they had
two sheets of regulations. I have never seen so many requirements.
Now, we favor those. I am not disputing that. We all, Republicans
and Democrats, are for the minimum wage, and what have you.
That goes on to the cost of production. And when, by cracky, you
get into the global competition, then you have made business un-
competitive.

The industrial worker is not uncompetitive; the government of
the United States is. It is hard to get through the Senatoriai mind,
that if you do not have, in a legal sense, then, the capacity, you
cannot contract. We learn in freshman law, Senator, that a minor
cannot contract, does not have the capacity.

In the context of free trade and free markets, where you do not
have any of those freedoms, but you have total control by the3 gov-
ernment, then how do you provide Mexico with the capacity to con-
tract? Well, in Europe, they found out after a trial, what you call
EFTA, the European Free Trade Agreement, that, as Lester
Thurow says, free trade agreements do not work. The common
market approach is a valid approach.

So, the tried and true method is a common market for the Ameri-
cas, and we have introduced a bill and we have some distinguished
co-sponsors and we are beginning to educate those who have not
been able to turn their attention to this particular problem.

With a common market you have a development fund. In Europe
they put in the monies for these countries to raise living standards
while developing the institutions of a free society, independent
labor movements, free elections, free press, clean judiciary, and
other things of that kind.

In Spain, they applied for 23 years to come into that common
market. They had to et rid of Franco and get a free election before
they were admitted. t took 7 years for Portugal and Greece, and
we could go down the list.



But the point is, this is what we really need-and I am inter-
ested in Mexico; we all are. It is more important than the People's
Republic of China, the Pacific Rim, and the other places where we
are making investments. We ought to be investing down there. And
the reason they are not investing more is they do not have that in-
surance that NAFTA will give them, that insurance policy of bind-
ing arbitration. That is that Chapter 11 of NAFTA. Read it. With-
out that investment chapter you would not have a NAFTA agree-
ment. You would have everybody in unanimity up here opposing it.
And that is why businesses have not gone down.

This is the rebuttal to the statement, "They can all go now; why
don't they all go?" Oh, no. They do not all go now. If you are big,
and you are rich, and you are blue chip, and you are General Mo-
tors, yes, you can put 41 plants down there. But the average indus-
try is not going to take the risk. They are not that wealthy.

But, getting on quickly, a common market plan would include
some debt forgiveness. If we can forgive Poland $40 billion, several
billion in India when the distinguished Chairman was Ambassador,
$7 billion for Egypt in the Gulf War we should forgive some Mexi-
can debt. Their debt now has gone up. It was down to $80 billion;
it has gone up to $120 billion down there in Mexico.

And all the revenues reaped from exports, instead of coming
staying in Mexico, are going out of the country on paying foreign
debt. Look at the record. We need to have some Brady plan, but
the Brady plan does not go far enough. We need to have debt for-
giveness.

We need to have the coordination of the finance ministers with
respect to cooperation on exchange rates so you do not devalue your
currency and ruin the economies of your associates or other part-
ners in the common market. And we could discuss further issues
there.

But you quickly say, wait a minute. Salinas has made tremen-
dous strides for democracy. Not so. Huh-uh. Go, please, to this
year's State Department report on human rights in Mexico. We did
not make it. You did not make it; probably, it was made by the pre-
vious administration-the same administration that negotiated this
treaty.

It was more or less their minions who made it. But it is a violent
report. It says, "To maintain power, the PRI continues to practice
electoral fraud." Along this line, I have asked the President to send
Jimmy Carter down there to audit that election next July. He is
god about that. He does not know anything about trade, but he
Knows a lot about honesty.

Torture. "The most commonly used methods include threats,
beatings, asphyxiation, electric shock, and frequent incidents of ar-
bitrary arrest and imprisonment." Well, if there is any doubt about
it, look, then, at the U.N. report on torture. The United Nations is
very critical of Mexico's record of what they call "torture with im-
punity."

You say, well, those are human rights and those folks are always
over-sensitive. But let me go, right now, to one of the most eminent
writers, just one little quote, in the October issue of Foreign Af-
fairs, by Jorge Castenada. He taught at Princeton, and now he is
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a professor of international relations at the University of Mexico in
Mexico City.

"Mexico's underlying problems persist. It retains a largely cor-
rupt and unchallenged state that possesses only the merest
trappings of the rule of law. The enduring obstacles toward Mexi-
co's modernization, its repeated failure to transfer power democrat-
ically or to remedy ancestral injustice of its society remain, and
will require Mexico to continue to change itself with or without a
trade accord."

The proper trade accord is the common market approach where
we can help them do those things.

If you were the government and trying to make it work, you
would have to keep the wages and everything down and depressed,
and what have you, in order to keep the momentum going, and the
industry and the investment coming. But that is not democracy
and that is not a free market.

But, if there were any doubt, just read this spring's report by
Business Week, and I will give one other quote. "In their drive to
modernize Mexico, Salinas and his planners command nearly every
variable of the economy to smother inflation and preserve Mexico's
huge labor cost gap with the United States and other producers.
Salinas fixes salaries through a complex business/labor agreement
known as El Pacto. He anoints and boots out labor union bosses
and State Governors, alike."

Nine Governors that were elected have been booted out. Talk
about free elections. Talk about agreements. They will sign any-
thing. They said that the agreements are a farce. If they had given
me the power to write these side agreements, it would not have
made a bit of difference, because they do not enforce their laws. We
had the GAO conduct a study of six of the blue chip American cor-
porations in Mexico and their environmental rewards. And the
GAO said that none of the six will be in compliance with Mexican
laws, and they had no idea of enforcement down there in Mexico.
They had no inspectors to enforce their laws.

Business Week continues, "A few years ago, Salinas quietly ban-
ished the American president of Chrysler de Mexico, who was
quickly replaced by a Mexican. Salinas and his technocrats juggle
import duties and steer investment from one region to another. In
short, Salinas and his number crunchers run a near command
economy much closer to the Asian model than any country in the
West."

Now, you are good to have me this morning. I wanted to bring
up witnesses from Mexico 2 weeks ago to the Commerce Committee
to testify. There is an opposition to the PRI. They have been trying
down there, and they have business leaders-some of them are
candidates in the election next year.

However, Mexico has a Constitutional provision providing that if
you were a candidate, you could not leave the country for a year
precedent to the August election of 1994. The Mexican Congress

as changed the Constitution, but when they heard we had invited
these witnesses, Salinas slowed down the ratification process. They
cannot come.

Talk about free markets. Come on. This crowd has got to sober
up and get into the reality and the role of the United States of



America trying to lead the way for the development of freedoms
and democracy in the Western Hemisphere.

Under that El Pacto agreement, Salinas jailed the labor leaders
that tried to organize in the Maquiladora. There have been violent
killings, as well as arrests, and the throwing out of 14,000 Volks-
wagen workers who went on strike. Salinas was personally in-
volved in it. So, they fired the 14,000, and the 350 that were trying
to organize do not get back a job. And the 13,650 come back in with
lower wages.

The take home pay, Mr. Chairman, mark it down, has gone down
40percent in the last 10 years. And Ambassador Kantor will come
and say, oh, the pay has gone up since 1986.

But it is still 5 percent, Senator Baucus, 5 percent below the
1980 level. They are trying to work their way back to where they
were on that. But all of these big innovations in their economy and
everything else-they want this because they need currency. They
could not borrow any more.

And Business Week says, Mexican workers cannot afford to buy
the products they turn out. Just look at the Harvard Business Re-
view just issued here this week. Nine of the 90 million, only 10 per-
cent of the population, has an income to buy those particular prod-
ucts.

Finally, immigration. I will go right to the one big point. Go
down to the Johns Hopkins study. That Maquiladora worker down
there, Senator Riegle, I can tell you right now, in 18 months he is
gone. He learns that skill and he is going up there to Oregon, and
to Montana, and to Los Angeles right now. I mean, he is not stay-
ing in that squalor down there and have his children born and live
in a cardboard box, and everything else of that kind. Eighteen
months.

So, there is no indication that they are going to stay down there
under NAFA. The fact of the matter is, when we superimpose the
Wal-Marts on the little businesses there is going to be rising unem-
ployment in Mexico. When we superimpose the most progressive
agriculture of the world, Senator Conrad, they are going to put
over 700,000 little, small Mexican farmers out and they are going
to be coming into the United States. This is a problem for Mexico,
and what we are going to do is increase the immigration. NAFTA
is not going to solve the immigration. problem. We have got all the
authority to go into that very thoroughly.

The main point is, on jobs, we got GE out of Schenectady and
into Greenville, SC; we got Georgia Pacific out of Oregon into
South Carolina; we can go right on down the list. We got Parke-
Davis out of Detroit, MI.

Look, here. We got Allied Chemical out of Morristown, New Jer-
sey. I have been carpetbagging every chance I have had. Now, Mr.
Chairman, they are carpetbagging you and me. Smith-Corona is
going to Mexico. And United Technologies, that we have in
Bennettsville, is going to Mexico. Pratt andReed, which makes pi-
anos, came to Liberty, SC, but are losing them to Mexico. Cummins
Engine from Stuttgart is also moving to Mexico.

The real story is not in any of this here fanciful talk and these
economists writing about so many jobs here, and so many jobs
there. Labor costs count, particularly when you do not have the



overhead of all these other things, of clean air, clean water, and all
the other requirements we have in the United States.

So, the sucking sound is real. But there is a sucking sound that
the Senator from Missouri mentioned, and that is, he said that the
main competition is Japan and Europe. And the other sucking
sound is that of investment going into Mexico from other countries.
It is just not us. We have got blinders on. We think this is just
Mexico and us.

If you are going to develop a duty-free platform right down un-
derneath the richest market in the world, do you think the Ger-
mans are going to produce in downtown Berlin? Volkswagen has al-
ready bragged publicly just last week-I will show you the article-
that they put on a billion dollar expansion in Mexico to target the
U.S. market.

My textiles executives said, in support of NAFTA, "Well, we got
yarn forward. You do not understand, Fritz. We got yarn forward."
The People's Republic of China, Communist China, is building the
biggest yarn plant in Mexico. They do not have to worry about yarn
forward. It will be produced in North America. It will be produced
in Mexico.' And you can find other examples. Korea gives a 25 per-
cent tax write-off for businesses setting up in Mexico.

Everyone is going down there and that sucking sound that you
hear is like the article, "Bank of Tokyo-Bullish on NAFTA." They
are just salivating and waiting. And they are going down under,
and we are going to just wither on the vine. It is not just the jobs
leaving. We are just going to stand here with no jobs. It is going
to be the jobs coming in from all over this globe down there.

The Department of Commerce study reports that 85 percent of
the exports going into Mexico this very minute-automobile parts,
industrial supplies, capital goods-are coming right back into the
United States. We are trading with ourselves. Do not give me the
statement that the average Mexican is buying our exports.

I mean, look at the Department of Commerce figures. Look at the
Brookings report that says, in a few years that our exports to Mex-
ico are going to dry up. Look at the Harvard Business Review. It
says, by the year 2000 all of that is going to dry up, too.

So, do not give me this stuff about exports. We are losing all the
jobs. The common market is a valid approach. The tragedy is, that
the crowd that came to town to save the middle class is going to
destroy the middle class.

I would be glad to try to answer any questions.
The CHAIRMAN. Thank you, Mr. Chairman. It is a very, very spe-

cial occasion for this committee to have someone of your experience
and your responsibilities in the Senate speaking with such great
depth with which, obviously, you have addressed this matter. You
have looked at it. I would like to ask if any Senator has a question.
If not-Senator Riegle.

Senator RIEGLE. Mr. Chairman, if I may, I want to thank Sen-
ator Hollings, not only for coming today and laying that out-and
there is much more to say. I mean, this is a big complex subject-
but I want to say I appreciate the work of the Commerce Commit-
tee in getting down into the heart of the substance of this issue in
terms of the way things now work, what the trend lines show us



about what will be happening in the future, and how this proposed
NAFTA would work.

And, I think what you have given us with the citations, in terms
of the Harvard Business School study, from the U.N., from our own
Department of State, and other places, about the absence of demo-
cratic institutions in Mexico would give the validity to this concept
that some of my other colleagues were talking about in such an elo-
quent way earlier. I mean, that is a wonderful vision if that is the
way things actually were. That is not the way things are. That is
not the way things are.

And, I must tell you this. I have served on the Commerce Com-
mittee with you over a period of years, and, in fact, left that com-
mittee to come to this committee. And it has been very interesting
to watch how trade legislation is put together. And let me be very
blunt about it. Very blunt about it. The press has written about it.
Everybody on this committee knows it.

The corridor out here is called Gucci Gulch. It actually has a
name because of all of the well-paid lobbyists that cluster around
this committee because this committee has the power to make
multi-billion dollar decisions on tax law, on trade practices, and
that has the effect of bringing in the long line that you had to sort
of fight your way through just to get into the room today.

We could probably seat 1,000 people in this room today, many of
them representing major economic interests. In fact, the Wall
Street Journal has laid all of this out in very good detail in terms
of all of the lobbyists in town that have been hired by the Mexican
Government, by Mr. Salinas and others, both Republicans and
Democrats, former trade ambassadors, everybody that has got a for
hire sign out has been hired. And they are either out here today,
or they have got their staff people out here. Those are the ones
with little telephones here, and so forth, and so on.

And what happens is, is when these trade agreements get put to-
ether, if you were listening carefully and you were a good listener
ere today, you heard some signals go out. You heard some signals

go out about wheat. You heard some signals go out about sugar.
The way this works is that, when the cutting and fitting is finally
done, those problems that relate to individual States and members
here of this committee, somehow, get taken care of. I have seen
that happen, and it is no secret. I mean, you do not have to be a
genius to go down through these things. The signals are often given
in public, as they were here today. And, do you know what hap-
pens?

An administration, whether it was the Bush administration, or
now, apparently, I am sad to say it looks like the Clinton adminis-
tration, unless we get them turned around and back to their ori-
entation as to who elected them and who brought them here, seems
to be following the same practice of figuring out how you add and
subtract in these packages to solve problems on the committees of
jurisdiction so that you get this wonderful wave of support because
the problems in the home States of some of those Senators miracu-
lously just disappear.

You heard, today, a signal given on sugar. You heard a signal
given on wheat. Those are important problems. They are not the
only ones. The manufacturing base problem, in terms of the na-



tional interest of this country, is far and away the overriding prob-
lem that is embedded in this agreement and what the consequences
will be. We do not have jobs to replace the jobs of people who will
lose those manufacturing base jobs.

The CHAIRMAN. Senator, if you do not mind, sir, we have kept
Senator Hollings here a very long while.

Senator HOLLINGS. Mr. Chairman, on that point, the security of
our country is like a three-legged stool. We have got one leg com-
posed of the values that we have as a Nation. That is very strong,
that leg. The military is another leg. That is ultimately strong.
That third leg of economic strength is fractured.

At the time this thing is proposed, this NAFTA, we must remem-
ber wages are important in the global competition. While I am hav-
ing businesses leave South Carolina, I am getting in BMW. Do not
tell me about wages. Come on. The wage and benefits package in
South Carolina is going to be $15 an hour, as compared, in down-
town Munich for BMW, of $30 an hour.

I have voted for the free trade. We all believe it in, and I voted
for the free trade agreement with Canada because we have got the
same standard of living. You are going the wrong way with
NAFTA. As old Ronald Reagan would say about this, here we go
again. You have got to go the common market approach.

The CHAIRMAN. Thank you very much. And if you would have the
goodness, maybe you could send us some of those references you
made. We would like to have them in the record.

Senator HOLLINGS. Yes, sir.
The CHAIRMAN. Thank you, Mr. Chairman.
And, now, Senator Levin, if you would come forward, sir. You

have been very patient. I see you need the tripod.
Senator BRADLEY. Mr. Chairman.
The CHAIRMAN. Sir.
Senator BRADLEY. If I could, I wanted the record to reflect that

Senator Chafee wanted to be here today for this hearing, but he
has a Health Subcommittee Special Task Force meeting, and that
is why he is not here.

The CHAIRMAN. Oh. Well, I am sure he would have been, obvi-
ously, and will be next time.

There is the tripod, and there is the Senator from Michigan. We
welcome you, sir.

[The prepared statement of Senator Hollings appears in the ap-
pendix.]

STATEMENT OF HON. CARL LEVIN, A U.S. SENATOR FROM THE
STATE OF MICHIGAN

Senator LEVIN. Mr. Chairman, thank you and the other members
of the committee for the opportunity to testify. I will summarize my
statement.

There are two main points that I want to make today. First,
there are a number of provisions in the NAFTA text that make it
an unfair agreement to the United States. Here are just two of
them.

Mexico is allowed to keep in place a number of discriminatory re-
strictions on American products for 10 years. Mexico discriminates
against American assembled autos by requiring auto manufactur-



ers to produce in Mexico in order to sell in Mexico. We have no
such restriction in our law. Mexico requires auto manufacturers in
Mexico to purchase a fixed percentage of the auto parts from Mexi-
can manufacturers. We have no such provision in our law.

Now, the argument is made that these discriminatory restric-
tions are reduced somewhat during the 10-year period, and then
eliminated after 10 years. But, if they are allowed to remain for 10
years, as they are, we are going to lose thousands of more manufac-
turing jobs because of barriers that Mexico imposes on our products
that we do not impose on products assembled in Mexico.

We lost 2.6 million manufacturing jobs in American between
1979 and 1991. If discriminatory provisions like Mexico's are con-
tinued, even on a somewhat reduced basis for another 10 years,
m;any more jobs will be gone.

Why should we incorporate in American law NAFTA provisions
that discriminate against our products for 10 months, much less for
10 more years? That is not an acceptable alternative to the status
quo.

An alternative to the status quo which is acceptable is to elimi-
nate barriers against American products or to place equivalent bar-
riers on the products of countries that discriminate against our
products and to reduce them at the same pace and to the same
level. That is point one.

Point two. The underlying premise of NAFTA is that jobs are cre-
ated by exports, and the figures that are given to us. represent a
major distortion of the facts. We have heard a lot about exports
here today and down in New Orleans today. And, yes, exports can
be job creating-can be job creating, but we had better also look
at job losses that result from increased imports because imports
can be job losing.

The Commerce Department sent out a book, exactly one-half of
the picture. It is called "U.S. Exports to Mexico." And they have
gone through our States, State by State, and many of us have been
quoting these figures like mad, how many exports from our States
to Mexico. Then the Commerce Department translates that directly
into jobs. For each billion dollars of exports, 20,000 American jobs
are supported. It is a significant distortion of the facts. It is only
half of the picture.

My other hand should have a book in it which says, these are
the imports which will result and these are the jobs which could
be lost from imports which are increased. You cannot just look at
exports, as the Commerce Department does, multiply each billion
in additional exports by 20,000 and come up with the figure, which
they do, of 200,000 jobs without giving the other half of the picture,
which is the import side of the picture. There is a big, blank page
when it comes to imports, and we are entitled to better from the
Commerce Department. We are entitled to the whole picture, the
net picture.

Mr. Chairman, now, let us just look at export numbers for a mo-
ment. If you want to look just at the export calculations, what they
do is include in the export calculations the items, the parts, the
components which are exported for a few moments, days, or weeks,
and then are immediately reimported back to the United States.



The red line is the Maquiladora line, basically. These are the so
called exports to the Maquiladora area which are not consumed in
Mexico, or anywhere else. Ninety-nine percent of them come back
immediately to the United States and are consumed here.

And, yet, the Commerce Department acts as though those are job
creating items. They include those in exports, multiply the billions
of auto parts, and components, and other things which go there
just for assembly and are then brought right back to the United
States, multiply each billion by 20,000, and say, look, you have got
20,000 new American jobs for each of the billion dollars of exports.

Let me give you one last example. This is what they include in
exports. You have got a plant in the United States. It is a big as-
sembly plant, and we put up five little suppliers. That assembly
plant has 1,000 employees. And this has happened over, and over,
and over again.

There are 2,000 American-owned plants in the Maquiladora area,
many of them transferred from the United States, where a plant
in the United States closes and moves to Mexico. And, do you know
what? When they move to Mexico, exports go up. Think about it.
Think about it.

The plant moves to Mexico. But, now, because some of the com-
ponents and some of the parts which that plant assembled in the
United States are still sent to that same plant in Mexico, those
parts and components are now counted as exports and translated
by the Commerce Department into jobs in America, although that
represents a direct loss of jobs in America.

By the Commerce Department math you could close every Amer-
ican assembly plant, move it to Mexico, but if it still uses some
parts and components that are going to Mexico for assembly, even
though they are immediately shipped right back to the United
States, we would have a massive increase in jobs by the closing of
American assembly plants.

Now, this committee should not tolerate that kind of math. You
are going to reach your own decision on NAFTA, and it is a com-
plicated issue in many ways. But, for heaven's sake, do not let
them give you books of exports which include the shipping to Mex-
ico of parts and components which used to be assembled by Amer-
ican workers in the United States, and treat those as exports and
then translate them directly into jobs.

One billion dollars equals 19,600 jobs. Maybe yes; maybe no.
They lump them all together and then peddle it--peddle it-to each
Governor in the United States in this book. Do not let them get
away with that, whatever conclusion you come up with. I thank
you very much for your willingness to give us an opportunity to
testify. We know the kind of time pressures that you are under,
Mr. Chairman.

The CHAmRMAN. Senator, we thank you. Those are directly rel-
evant and they are answerable questions. You have raised issues
of data which are aptly central to our decisionmaking. We thank
you. We thank you, and we shall have representatives of the Com-
merce Department here. I propose to ask Ambassador Kantor about
this directly this morning.

Senator LEVIN. I thank the Chair.



[The prepared statement of Senator Levin appears in the appen-
dix.]

The CHAIRMAN. Thank you very much. We are going to stand in
recess for 2 minutes in order to bring our distinguished witnesses
in, or 30 seconds, whatever time it takes.

[Whereupon, at 11:20 the hearing recessed until 11:23.]
The CHAIRMAN. I remarked that we would stand in recess for

just a moment for our distinguished guests, who are now seated.
we seem to have lost our Senators. No. Here they are. As I re-
marked earlier, the Washington Post described what is going on as
the non-process by which the U.S. Government enters a trade
agreement. This is a very special moment. I will ask the room to
come to order now.

It is a singular occasion when we have both the Secretary of
State and the Secretary of Treasury here together, in the company
of our distinguished Ambassador. It was 4 years ago, in 1989, that
Secretary Baker came to us to talk about the situation in the then
Soviet Union. It does not happen often, and it is a very special, and
very welcome, occasion.

I think if we can proceed in the way that I believe is your wish,
why, we will hear, first, from you, Secretary Christopher, then from
Secretary Bentsen, and then Mr. Kantor.

Senator WALLOP. Mr. Chairman.
The CHAIRMAN. Senator Wallop.
Senator WALLOP. Would it be appropriate at this time just to ask

unanimous consent that an opening statement be inserted in the
record?

The CHAIRMAN. It certainly would. I know that you were re-
qired to be elsewhere this morning. I would be happy to do that.

e will have plenty of time. You would like the same thing, Sen-
ator Grassley. Of course. And, again, Senator Roth.

[The prepared statements of Senators Roth, Grassley, and Wal-
lop appear in the appendix.]
The CHAIRMAN. Secretary Christopher.
Secretary CHRISTOPHER. Mr. Chairman, I was thinking of asking

if I could defer to Secretary Bentsen as the former Chairman of
this committee and ask him if he would go first, with your permis-
sion.

The CHAIRMAN. We Would be very happy, and do. I would remark
that while you were listening in the back there he must have felt
like he was Chairman once again. Secretary Bentsen, if you would
like to proceed.

STATEMENT OF HON. LLOYD BENTSEN, SECRETARY, U.S.
DEPARTMENT OF THE TREASURY, WASHINGTON, DC

Secretary BENTSEN. Well, thank you very much, Mr. Chairman.
I am delighted to be here. I must say that this crowd looks awfully
good from this side of the desk, too. I am very pleased to be before
the distinguished members of this committee. In addition to my
statement today, I obviously have a longer statement I would like
to submit for the record.

The CHAIRMAN. Without objection. Sir, would you mind bringing
that microphone up?



Secretary BENTSEN. Yes, I would. Thank you. I have told many
of them to do that before. I should have.

Mr. Chairman, the big question is as I have heard the other
members testifying this morning-jobs, jobs for Americans. And I
think NAFTA does just that, the creation of additional jobs for
America, and guaranteeing jobs for America.

And this is not a theoretical exercise for me. I was born and
reared on that Mexican border and I have seen a lot of Mexican
deals. I have seen good ones, and I have seen bad ones. And this
is a good one. It is going to generate some 200,000 jobs in the next
2 years. I think it is an integral part of our domestic agenda, and
it is a critical part of our international agenda to create jobs
through open markets and through trade reciprocity.

Trade is a way of life for us. One in eight U.S. jobs depends di-
rectly on trade, and that is why, frankly, I shake my head in won-
der when I think about the chance of passing up an opportunity to
increase exports and to open up markets. I do not know a time
when less trade meant more jobs and more prosperity for Ameri-
cans.

I listened to some of the statements being made this morning,
statements about American business that has gone to Mexico. One
of the primary reasons for that has been that Mexico has built-
protection for jobs in Mexico, for businesses in Mexico, and ensured
that you could not sell your products, in effect, in Mexico unless
you put your business down there.

That is one of the things we are talking about getting rid of,
changing that, opening up those markets. With NAFTA, what we
are talking about is Mexico accepting the idea of open markets.

Look at what has happened since 1986, as Mexico began to liber-
alize its trade policy. The figures are impressive. We had almost a
$6 billion deficit in trade with Mexico; now it has gone to over a
$5 billion surplus. We have seen the exports to Mexico go up to $40
billion a year. With that difference that we have seen in opening
up Mexico, we have gained 400,000 higher-paying jobs in the Unit-
ed States, and things are going to get better, with NAFTA.

What we are seeing here with the 200,000 additional jobs in the
next 2 years, we are talking about jobs that pay about 12 percent
more than other export jobs in this country.

We believe that, in addition, our exports should rise another $10
billion over the next 3 years. You see, part of the problem you have
got is that Mexico has tariffs-we have a chart on that-approxi-
mately 2 2 times as high as ours.

That is the kind of advantage they have had over our products
and the differential of trade, and that is what we want to rid our-
selves of, finally getting ourselves back to a level playing field.

Let me say, too, that these lower tariffs will be for our goods and
Canada's, and not Japan and Europe. Let me give you a quick ex-
ample of that one. From day one, a U.S. automobile will be 8 per-
cent cheaper in Mexico City than it is today.

Over the long run, our cars will cost 17 percent less in Mexico.
Now, that is a powerful incentive to buy a U.S.-built car. Do you
know how many Ford Tauruses and Saturns were exported to Mex-
ico last year? Exactly none. But the best forecast says that sales



of U.S.-made cars to Mexico will leap from 1,000 a year to 60,000
a year in NAFTA's first year alone.

In sector after sector, from consumer goods to telecommuni-
cations, NAFTA will be a success story. Mexicans do not just like
U.S. goods, they love them. Seventy percent of the imports coming
into Mexico are from the United States. They buy more manufac-
tured goods from us than do the Japanese.

Mexico spends more with us on a per capita basis. People say,
well, you know, Mexico is so poor. How can that be much of a mar-
ket? And, yet, they buy more on a per capita basis from us than
do the more affluent Europeans, or do the Japanese.

Now, ignoring that kind of a demand makes about as much sense
as locking the doors to a store with a crowd of customers standing
outside with handfuls of money. I was in business for 16 years, Mr.
Chairman, and I do not know any businessman who does well by
refusing to do business. I think there are some powerful arguments
for NAFTA.

And there is a myth out there I want to knock down. I have a
friend of mine from Texas who talks about hearing a great sucking
sound. Well, I will tell you the problem my friend from Texas has,
he has a hearing problem, you see, because that sucking sound is
products going south, not jobs going south.

I am not the only one who believes that NAFTA will mean more
jobs for Americans and more exports to Mexico. Private forecasters
and 41 out of the Nation's 50 Governors believe that, as well as
Nobel Prizewinning economists, the Congressional Budget Office,
and the General Accounting Office.

Besides that, there is nothing to stop jobs from moving to Mexico
now, or to Malaysia, or to Bangladesh, or to Haiti. And if it were
just low wages that made that differential, then those countries
would be the industrial empires.

I was looking at the Wall Street Journal this morning. I had
heard the Wall Street Journal quoted earlier this morning, looking
at the main, right-hand column. "Some U.S. Companies Find Mexi-
can Workers Not So Cheap After All." You have other problems in
Mexico, questions like infrastructure, the availability of techno-
logical advances, and transportation problems that add to cost.

It is not just wages that we have to look at. I know that my
friends in the labor movement and some of my good friends on this
committee sincerely believe that NAFTA will be a job loss for
America. I do not believe that. I think it is a net job creator.

No one is going to deny that there will be some dislocations;
there will. But those dislocations are going to occur whether or not
we have NAFTA. That is a structural change that is taking place
in our society.

One of the advantages we have in this country, and a tremen-
dous advantage, is that we have the most productive workers in
the world, the most competitive workers in the world. Stack us up
against any of them, and that is what the economists will tell you.

I think that President Clinton has taken NAFTA and made it
better for American workers, for the environment, and the supple-
mental agreements that were sighed yesterday will also do that for
workers' rights.



Let me make something clear. We are committed to an innova-
tive and comprehensive program of retraining and other assistance
to help any American who is hurt by NAFTA. We want everyone
to share in the benefits of more higher paying jobs.

I want to elaborate, briefly, on the border environment issue. I
know the importance of safe drinking water, adequate waste treat-
ment and solid waste disposal. This is the greenest trade agree-
ment ever negotiated.

Senator Baucus was making some of the points concerning that
one. We are committed to an aggressive border environmental ro-
gram. Remember, NAFTA did not create the problems on the bor-
der, but NAFTA will make a significant contribution to the resolu,
tion, to the solution of those particular problems.

The cost will be about $8 billion for taking care of waste water
treatment, drinking water, and municipal solid waste. We are in
negotiation with Mexico on those problems. We are proposing a
new, joint border environment administration that will involve
local people in tackling those problems. The cost of environmental
clean-up will be shared with Mexico. We want to maximize direct,
private funding to meet that need.

We also want to create a border environment financing facility
to leverage the Federal funds by borrowing in private capital mar-
kets. We expect the facility to lend or to guarantee $2 billion or
more. The additional yearly cost to the Federal Government will be
very small.

We have a proposal for environmental clean-up that meets key
concerns for the environment, and the environmental community
recognized that that agreement is good for the environment. We
had environmental organizations yesterday with 7.5 million people
endorsing NAFTA and its side agreements.

And, finally, let us look at the overall budgetary effect of NAFTA.
This agreement will raise as much as $10 billion annually in addi-
tional revenues by 1998. We will lose a small amount of revenue
from reduced tariffs, an average of $500 million a year over the
next 5 years.

Under budget scoring rules, we must find offsets for that, even
though we expect much larger revenue developing from NAFTA.
The administration is committed to finding these offsets without
raising taxes, and we will work with the Congress and with the
various committees over the coming weeks to accomplish that.

Now, let me wrap it up by saying that failing to adopt NAFTA
will leave Mexico able to jack up these trade tariffs that they have
reduced if they decide this does not work. If they go back to the
idea of the colossus of the north, and the gringos of the north, and
campaigning against them, if they decide, when we do not put in
NAFTA, to jack these tariffs back up, they can go up to as high
as 50 percent because these are not bound tariffs, and they can be
in GATT compliance as they do so. Then you put at risk not just
the 200,000 new jobs, but some 700,000 jobs that are already de-
pendent upon exports to Mexico.

So, I think that we will not have the important gains that we ex-
pect. That means that we will lose those things we want in envi-
ronmental control and labor agreements, and the cost of failure
would be significant.
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But I am convinced that a bipartisan and a forward-looking Con-
gress will see that NAFTA is good for America, and for American
workers. I know of no vote, gentlemen, that you will make in the
next 6 months that will add 200,000 jobs over the next 2 years, as
this one will.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Mr. Secretary, for a most emphatic

and fact-filled proposal. It is important to us that, to quote you, the
administration is committed to finding the offsets for the revenue
losses without raising any new taxes, and we will look forward to
working with you on that matter.

[The prepared statement of Secretary Bentsen appears in the ap-
pendix.]

The CHAIRMAN. Secretary Christopher, are you in the spirit, are
you in the mood now?

Secretary CHRISTOPHER. Well, you can see why I wanted Chair-
man Bentsen to go first.

The CHAIRMAN. We can. But we welcome you, sir, as a very spe-
cial moment for this committee.

STATEMENT OF HON. WARREN M. CHRISTOPHER, SECRETARY,
U.S. DEPARTMENT OF STATE, WASHINGTON, DC

Secretary CHRISTOPHER. $r. Chairman, members of the commit-
tee, I want to say it is an honor to appear before this distinguished
committee.

I believe that this agreement between the United States, Can-
ada, and Mexico deserves support, based upon the economic merits
alone, especially now that it has been improved by the side agree-
ments on environment and labor that were signed yesterday. Sec-
retary Bentsen has just made a strong case, and Ambassador
Kantor will continue on the economic case in greater detail.

Naturally, I would like to focus on what NAFTA means to our
relations with Mexico, and with the Western Hemisphere, gen-
erally. I firmly believe that the foreign policy- implications of
NAFTA make an already compelling economic case even stronger.

What I would like to ask, if I can, Mr. Chairman, is that my en-
tire statement be put in the record. I will try to save a little time.

The CHAIRMAN. Without objection.
[The prepared statement of Secretary Christopher appears in the

appendix.]
Secretary CHRISTOPHER. Thank you. American foreign policy be-

gins with our neighbors, naturally enough, Canada and Mexico. We
have had a successful trade agreement with Canada since 1989. As
a result of this agreement, bilateral trade and investment between
the United States and Canada have increased.

NAFTA will complement and improve the current agreement be-
tween the United States and Canada, just as it will complement
and improve our cooperation with Canada on environmental issues.

For Mexico, NAFTA is about far more than just tariffs and trade.
It is a symbol of the new relationship and the new structure of co-
operation that we have with Mexico. It is really a turning point in
the relations between our two countries, and it is this turning point
that convinces me that this agreement is in the overriding national
interests of the United States.



Today I am glad to say that United States-Mexican relations are
characterized not by distrust, but by pragmatic pursuit of coopera-
tion that benefits the people of both nations. In less than a genera-
tion, as Secretary Bentsen indicated, Mexican attitudes toward the
United States and towards the world, generally, have been trans-
formed. NAFTA will reinforce Mexico's unprecedented efforts to
open its economy and to reform its political institutions, including
the judiciary and the electoral system.

Under President Salinas' leadership, Mexico has stabilized its
economy, climbed out of much of its debt, renewed its growth,
privatized its industries, welcomed foreign investments, reduced
tariffs unilaterally by 80 percent from their 1986 levels.

Mexico is the United States' fastest-growing export market, and,
thus, we have a vital stake in further growth and openness. By
stimulating growth, NAFTA will also increase Mexico's capacity to
cooperate with us on a wide range of important issues. Let me,
briefly, just address three of them, Mr. Chairman: narcotics, illegal
immigration, and the environment.

Mexico recognizes that illegal narcotics is a shared problem that
can only be solved through close, cross-border cooperation. Presi-
dent Salinas has tripled Mexico's counter-narcotics budget and has
shown a resolve to attack the corrupt government officials and drug
barons. Some of Mexico's most notorious drug barons and traffick-
ers are now in prison. This is breakthrough progress, and it must
be sustained.

We should also consider, Mr. Chairman, the relationship between
NAFTA and illegal immigration. Legal immigration from Mexico
and other nations will continue to make an important contribution
to America's diversity, vitality, and democracy. At the same time,
the United States is committed to reducing illegal immigration.

As Mexico's economy prospers, higher wages there and greater
opportunity will reduce the pressure for illegal migration into the
United States. In the long run, this is the most effective solution
to the migration problem.

Like illegal immigration, pollution does not observe political
boundaries. Mexico recognizes its problems and is moving to ad-
dress them, both on its own and in cooperation with us.

We are continuing to work with Mexico to develop a far reaching
environmental plan that will help clean up the borders. Unlike any
prior trade agreement that I know of, Mr. Chairman, NAFTA ex-
plicitly links trade with the environment, and that is an important
achievement in itself. The side agreement just negotiated by my
friend, Mr. Kantor, will improve the enforcement of environmental
laws and increase cross-border cooperation to curb pollution.

Together, we are working with Mexico not only to resolve border
issues, but to defuse a number of the hemispheric conflicts and cri-
ses. We worked together in Guatemala; we worked together in El
Salvador. And NAFTA will solidify the productive relationship we
have had with Mexico in dealing with the problems of our hemi-
sphere.

For more than half a century, every American President, Demo-
crat and Republican alike, have stood for closer cooperation with
the countries of the Western Hemisphere. NAFTA represents a bi-



partisan commitment to widening and improving America's ties
with all of our Latin neighbors.

As with President Carter, who negotiated the Panama Canal
Treaty, but was put through with the help of his two Republican
predecessors, Presidents Ford and Nixon, similarly, NAFTA was
conceived and negotiated under President Bush, but substantially
improved through the side agreements on environment and labor
negotiated under President Clinton.

President Clinton is committed to building what he calls a hemi-
spheric community of democracies linked by growing economic ties
and common beliefs. NAFTA will encourage democratic govern-
ments throughout the hemisphere, from Argentina to Venezuela,
that have opened their economies to trade and investment with the
United States. The agreement will also provide a bridge to a prom-
ising future throughout the hemisphere.

Mr. Chairman, in the job that I have, one of the things that I
have to do is to consider the consequences of alternatives. I think
one of the most important ways for me to judge the importance of
NAFTA is to consider the foreign policy consequences if it is de-
feated.

Let me be clear about this. In my judgment, rejection of NAFTA
will seriously damage our relations with Mexico and erode our
credibility with the other nations of the hemisphere, and, indeed,
of the world.

For the United States, failure to approve NAFTA would be a self-
inflicted wound of historic proportions. First, it would undermine
Mexico's capacity to cooperate with us on a number of cross-border
issues that effect millions of Americans.

Second, it would send a chilling signal about our willingness to
engage in Latin America at a time when so many of our neighbors
are generally receptive to renewed, improved cooperation with us.

Third, it would hand a major economic advantage to our competi-
tors in Europe and East Asia. It would give them an opportunity
to move into this growing and natural market which should be, Mr.
Chairman, our market.

Fourth, it would undermine our position as a reliable negotiating
partner on global trade agreements vital to the economic renewal
of the United States.

NAFTA is a test of America's confidence. It will measure whether
Americans believe in our ability to cooperate in open markets, or
whether it will shrink from that challenge and cower in the face
of a changing global economy. We must embrace that challenge. We
must be willing to accept that change. We really cannot escape
from it.

So, in foreign policy terms, NAFTA is a test of our leadership.
It will measure our willingness to cooperate across a diverse range
of issues with our closest neighbors. Our relations in this hemi-
sphere, indeed, our global leadership, will be substantially boosted
if this committee and the Congress makes a decision to approve
NAFTA. NAFTA is good economic policy.

But I am here to tell you, Mr. Chairman, it is also good foreign
policy. It is a once-in-a-generation opportunity for the sake of all
Americans, and especially for future generations. I hope the oppor-
tunity will not be lost. Thank you, Mr. Chairman.



The CHAIRMAN. We thank you, Mr. Secretary.
Now, Ambassador Kantor, would you like to offer some thoughts

on this? We have been, of course, in regular communication with
you. You have met with us on a number of occasions in our back
room to keep us abreast of these developments. Now we welcome
you to this open hearing.

STATEMENT OF HON. MICHAEL KANTOR, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador KANTOR. Thank you, Mr. Chairman. Thank you,
Senator Packwood, and members of the committee.

I feel a little like, I think it was, Frankie Corsetti, who used to
have to follow Lou Gherig and Babe Ruth in the Yankee line-up.

I welcome the appearance here today of these distinguished Sec-
retaries. Of course, they provide eloquent support for what we are
trying to do with NAFTA and these supplemental agreements.

I will ask if the committee will allow my full statement to be put
in the record, and I will briefly summarize it.

The CHAIRMAN. Without objection.
[The prepared statement of Ambassador Kantor appears in the

appendix.]
Ambassador KANTOR. We have had an extraordinary 24 hours,

Mr. Chairman, and members of the committee, as many of you
have witnessed. Every living ex-President, three of whom were at
the White House with President Clinton yesterday, has come out
in favor of the North American Free Trade Agreement and the sup-
plemental agreements.

Forty-one of the 50 Governors of our States have come out in
favor of this agreement. Of course, as many of you know-I see
Senator Boren, an ex-Governor over there-you wake up every
morning, as the President said, as Governor, and the first thing
you think about is jobs, and the last thing you think about before
you go to bed is jobs. It is an extraordinary show of support for a
trade agreement.

Six environmental organizations came out for the NAFTA with
the supplemental agreements today. Let me say, they were skeptics
when this process began. They represent about 7.5 million Ameri-
cans, or about 80 percent of those Americans who are members of
environmental organizations in this country; 284 economists, and
12 Nobel Laureate economists, ranging everywhere from Milton
Friedman on one side, to Jim Tobin on the other-and I think that
is a very wide swath in the economic community-have come out
in favor of this agreement. But there is more, Mr. Chairman and
members of this committee, as all of you know better than I.

The question is, can we make change our friend? Will we grab
this opportunity to do the things that are so important, and can we
have a reasoned debate about it?

First, can we change the rules and make them fair? They have
been stacked against U.S. workers and U.S. businesses for years,
and we have got to make them fair. That is what this agreement
does.

Second, as a result, can we create jobs? And the answer is a re-
sounding, yes. We will create many, many jobs. And let me say,



Mr. Chairman, there has been much too much hyperbole in this de-
bate.

NAFTA will not solve every economic problem the United States
has, even when adopted. It will not solve every problem we have
-with Mexico or Canada, environmentally, with labor, worker rights,
or with jobs, but it will make the situation substantially better. It
is part of an overall administration approach, working with the
Congress, to build jobs for our people, to make us stronger economi-
cally, to compete in world markets, to take the winds of change and
put them at our back, to really take on the status quo and say, we
must change.

As we lower the budget deficit; as we invest in our people again;
as we create more private capital as the engine for growth in this
country; as we take on health reform and lower costs to make us
more competitive; and, of course, cover all those Americans who
really need to be covered; as we reinvent government and make
ourselves more efficient, therefore, making ourselves more produc-
tive and competitive in world markets, we then have to open these
markets for our businesses and for our workers.

I would like to summarize, Mr. Chairman, because you have had
a lot of rhetoric this morning from everyone, including me. So, I
know you want to get to your questions, and to the questions of the
members of your committee.

How do the rules change? What is the situation now, and how
does it change under NAFTA? One, as Secretary Bentsen pointed
out, the tariffs come down. We have had high tariffs in Mexico for
hundreds of years. Frankly Mexico has been a closed market, as
the Chairman knows.

The tariffs were 100 percent just a few years ago. They came
down to a bound rate of 50 percent. They now average about 10
percent. We are going to take them to zero over the course of the
next 15 years: half go to zero in the first year, two-thirds in the
first 5 years, and the remainder over the course of time. That is
a major improvement. Tariffs have been an impediment to export-
ing U.S. goods into the Mexican market and have been an induce-
ment to move businesses into Mexico in order to avoid those tariffs.

Congressman Houghton, a businessman before he went to the
Congress, was eloquent yesterday in talking about a business he
had in the Maquiladora region in Mexico, and stated, he did not
move because of low wage rates. He moved for two reasons; one,
because of the high tariffs, and, two, because of non-tariff barriers
which made it impossible to do business-impossible-in Mexico
without being there. The North American Free Trade Agreement
gets rid of the non-tariff barriers and the unfair rules, unfair to
American workers, Mr. Chairman and members of this committee.

Finally, NAFTA phases out the Maquiladora program.- That pro-
gram has been a disaster for American workers. It has drawn over
1,000 substantially owned American companies into that region,
employing about 200,000 people because it gave preferences to
move to Mexico.

I am not criticizing Mexico. They drew American businesses
down there and said, look, you get trade preferences. And then
what did we do as a country? We said, we will give you trade pref-
erences coming back. No wonder, if you can avoid high tariffs, and



non-tariff barriers, and you get trade preferences, and then, to add
injury to insult, not enforce environmental or labor laws, no won-
der businesses and jobs moved to Mexico over the last 28 years. We
change that with NAFTA in these supplemental agreements.

The Secretary laid out very clearly what has happened, with $40
billion in exports. They are our third-largest exporting market
today; our second-largest market for manufactured goods. Mexicans
buy, on the average, per capita, $450 a year; more than the aver-
age European, or more than the average Japanese citizen, even
though people in those two countries make much more money than
Mexican citizens. Four hundred million people live south of the Rio
Grande-400 million. It is the second-fastest growing economic re-
gion in the world.

This gives us the chance to allow them to dock to this agreement
to grow the largest single market in the world; to be competitive,
Mr. Chairman, with the Europeans and the Japanese. Shame on
us-shame on us if we allow those markets to be taken over by oth-
ers. And, surely, if we pull away from those markets by rejecting
this agreement, we know who will be in there in a moment.

Mr. Chairman and members of this committee, with the risk of
at least a slight hyperbole, and, with your permission, I believe I
could take this document to the European community or to the new
Japanese Government and put it on their desk, and it would take
not more than 5 minutes to get their signature on this agreement.

We have a very tough job ahead of us, working together on im-
plementation legislation, on the statement of administrative action,
working together to try to pass this agreement and the supple-
mental agreements.

But the biggest job we have is to work on behalf of the American
people to grow jobs in our country. There were 425,000 jobs grown
inthe last 5 years because we have just slightly lowered the tariff
and non-tariff barriers, just slightly. Those are export jobs only.
Gross jobs, Mr. Chairman, not net. I do not want to be misquoted,
gross jobs. But that is in the last 5 years.

We believe, as the Secretary has eloquently put it, there will be
200,000 more export jobs, which pay 12-17 percent higher than
other jobs in our economy, in the next 2 years if the NAFTA comes
into being.

Let me add one more thought, as we think about changing the
rules and being more competitive iri world markets. I was thinking
this morning about another fight that many of you went through
in 1977 and 1978. I was in California at the time. But I know Sec-
retary Christopher, and Secretary Bentsen, and many of you on the
committee were here.

I asked someone to look at the Panama Canal treaty, and what
were the poll results before the administration began its advocacy
for the treaty, and what were the poll results on the day the treaty
passed.

It will not shock you to know that two out of every three Ameri-
cans were against the Panama Canal treaty on the day after the
administration announced its support for it and brought it up here;
I know Secretary Christopher certainly remembers that.

On the day it passed the U.S. Senate, 68 percent of Americans
were for the treaty, and 32 percent were against the treaty. I think



that is eloquent testimony to the good sense of the American peo-
ple, the ability of the administration, working with its friends in
the Congress, to take something that is good, common sense. Let
us change the situation. We know we are substantially better off
with NAFTA than without it.

It is not perfect. I do not claim it is, I will never claim it is, nor
do I think my colleagues will claim it is. But it is so much better
than what we have today. NAFTA is good for American workers,
it is good for American business and it is good for the environment.
With the passage of NAFTA we can go forward as a country, go to
the Uruguay Round, build new markets, and really grow jobs the
way we should.

Thank you, Mr. Chairman.
The CHARMAN. Thank you, Ambassador. There can be no ques-

tion that you have warmed to this subject as you have become
more involved with it and it is very evident in your testimony.

Let us make the best use of our time, now. Senator Packwood.
Senator PACKWOOD. Let me ask a question of Secretary Chris-

topher.
The CHAIRMAN. If I may, we will use the lights this time around

because we want to make sure everybody is heard.
Senator PACKWOOD. Mr. Secretary, I know that the movement to-

ward democracy is not always necessarily a steady incline, and
there are fits and spurts. But it had been my impression that, in
Latin America, at least the direction for some period of time, has
been toward democracy.

I wanted to just quote a statement of Senator Hollings'. Previous
American initiatives to boost democracy in Latin America fell short
of their lofty goals. President Roosevelt's Good Neighbor Policy, Op-
eration Panamerican during the Eisenhower administration, Presi-
dent Kennedy's Alliance for Progress, and President Reagan's Car-
ibbean Basin Initiative failed because our commitment to demo-
cratic and social reforms never matched our rhetoric.

Just for the record, do you want to give a little recounting of
what has been the direction in Latin America and what successes,
without attributing it to any particular administrations, we have
seen over the last 15-20 years?

Secretary CHRISTOPHER. Well, there is no question that democ-
racy is on the march in Latin America. Country after country is
turning to democracy. As you say, Senator Packwood, it is not an
absolutely even progression. But, in looking back, I always measure
things, naturally enough, against how it was when I was in the
State Department 12 or 14 years ago. And things are immeas-
urably better.

More than two-thirds of the countries in Latin America are now
practicing working democracies. So, I think our policy over time-
and it has been altogether bipartisan, Senator-has proved to be
very constructive in moving toward democracy.

I would also say that, although the progress is, perhaps not as
rapid in Mexico, the direction has been correct there. As you know,
the opposition parties have begun to play a role in Mexican politics.

Senator PACKWOOD. Or they have even taken a Governorship or
two, have they not?



Secretary CHRISTOPHER. They have taken two Governorships by
election, that is, the Pan Party, and a third one by appointment.
Twelve to 15 million of the Mexicans are now represented by the
opposition party. The opposition party also controls 10 percent of
Mexico's municipalities, including six State capitals. So, there has
been real movement in the direction of opening up the political sys-
tem in Mexico, with still some distance to go.

Just, if I could add, perhaps, a footnote to that, Senator Pack-
wood. In a situation such as Mexico where conditions are not per-
fect and there are human rights problems, you always have an
issue as to whether you want to disengage and build walls, or you
want to, on the other hand, engage and try to tear down the bar-
riers.

And, where there is progress-and we have observed steady
progress in Mexico--we think definitely the right thing to do is to
engage and to tear down the barriers. We have seen progress to-
ward form and democracy in Mexico, and we ought to encourage it
b engaging with them in the way that we would through NAFTA.

ank you, Senator.
Senator PACKWOOD. Thank you. Ambassador Kantor, let me give

you another example that you can use. This is from Freightliner
Corporation, who makes these gigantic trucks on the road.

Last year, they became the largest manufacturer of these trucks
in the United States. They have two big plants, one in one of the
Carolinas, I cannot remember which, and the other one in Port-
land. And this letter is a year old, but I reconfirmed it and am get-
ting a new letter.

It is dated October of 1992. "Dear Senator Packwood: One of the
most important political issues of potential impact on Freightliner
is the North American Free Trade Agreement that is pending be-
fore Congress. As we have indicated to you previously, we request
your support and affirmative vote on NAFTA ratification." I want
to add here, they are organized by the machinists and is a very
high-wage employer.

'Freightliner first began selling to the Mexican market in Janu-
ary 1991. As the Mexican economy expanded during 1991, we were
successful in selling 900 trucks in Mexico, representing nearly $50
million in additional business for Freightliner. In 1992, that busi-
ness has increased dramatically.

"As we approach year-end 1992, we expect to have sold over
2,400 new Freightliner trucks in Mexico, representing over $150
million in sales. Today, we are building 12 units per day in Port-
land for ultimate delivery to Mexico, and have begun a $10 million
ex ansion to our Portland plant," and what not. I am going to par-
aphrase a little bit more.

The units they are selling are kit form because they have to send
them down to Mexico in kit form and assemble them there. They
go on to say in this letter that when this is in effect, they plan to
end that.

I will conclude here. "The effect on employment for Freightliner
under a NAFTA cannot be predicted precisely, but I can say with-
out hesitation that we will grow our employment in the United
States, and, in particular, Oregon. We will not export jobs to Mex-
ico."



So, this is the closest equivalent I have to an auto industry, but
it is a major employer with several thousand employees and very
high-wage employees. And they have ever intention of closing down
their kit operation in Mexico and selling their entire line from the
United States. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, sir.
Ambassador KANTOR. Just one comment on that if I might, very

briefly, Mr. Chairman.
The CHAiRMA. Please, Ambassador.
Ambassador KANTOR. Whether it is Quaker Fabric in Fall River,

Massachusetts, 'or Hayworth or Springs Industry in South Caro-
lina, or Atlantic Saw in Atlanta, Georgia, or Keaver Corp. in Phoe-
nix, Arizona, the story is repeated thousands and thousands of
times in this country as those tariffs came down.

There is eloquent testimony that, for instance, Atlanta Saw
brought people back from Mexico, brought jobs back to the United
States because those non-tariff barriers came down. go, that is elo-
quent testimony to what you are referring to, Senator, and I appre-
ciate that.

Senator PACKWOOD. Could I just ask one short question for Mal-
colm Wallop?

The CHAIRMAN. Please do. Please do.
Senator PACKWOOD. This is from Senator Wallop for Ambassador

Kantor. "I am concerned about right to work States. When the ad-
ministration was asked whether right to work States would be af-
fected by some of the provisions of the labor side agreement, the
administration replied that this agreement does not affect any sub-
Federal statutes. However, State right to work laws are authorized
by Federal statute, Section 14B of the Taft-Hartley Act. Could this
Federal authority be eroded by any of the labor side agreement
provisions?"

Ambassador KANTOR. No, sir. Not at all. The only thing these
side agreements do is provide dispute settlement when a unit of
government fails to enforce its existing laws. So, therefore, it does
not change the law, nor does it alter it in any way whatsoever.

Senator PACKWOOD. Thank you.
Secretary BENTSEN. Let me say, too, Senator Packwood, again,

on this question of trade, what you had was a situation where, if
we wanted to sell a car to Mexico, we had to buy 21/2 cars from
them. They have now brought that down to two to one, but still
quite discriminatory. If we wanted to do it on automobile parts
now, we have to buy from them $20,000 worth of automobile parts
before they buy $10,000 from us. That is the type of thing we are
trying to do away with.

The CHAIRMAN. Thank you, sir. For the record, I do want to note
that we have read into our journal the judgment of Americas
Watch, which is a respected human rights organization. It is the
1993 edition. "A part only from Cuba, the most authoritarian State
in the Western Hemisphere is Mexico." It may be less than it was,
but it is more than any other is.

Now, Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman. I will be very mind-

ful of the time pressure here. I would like tight answers, if I may,
because there are subjects that I want to cover. But, Mr. Kantor,



do you have the figure of the disposable income of the average
Mexican worker?

Ambassador KANTOR. I think the average Mexican disposal in-
come is around $3,300 a year in U.S. dolls, or something like
that. It could be $3,323, but I think I am close enough.

Senator RIEGLE. Well, a number like that is used as sort of the
average income. Obviously, certain things-they have to pay taxes,
they have to do certain over things.

Wat I am trying to get at-and you may not have this, but Iwould like you to get it for me, if you would-the issue of how
much money is left at the end of a pay period by a Mexican worker,
on average, to even think about buying a $10 wall clock, or a $90black and white or color TV set, let alone an automobile, like Sec-
retary Bentsen speaks about.

Everything I have been able to see tells me that, for the greatmass of Mexican workers and people, that their disposable incomes
are so small that the notion that, somehow or another, there is

ng to be all this buying power unleashed by goods made by
ericans, really, is just implausible and fanciful. They do not

have the money, frankly, to do that.
And, of course, there is no guarantee that if they did, with whatsmall amount of disposal income they have, that they would spend

it on something that we would make versus something that might
be coming in from Japan, or somewhere else in the hemisphere, or
even made in their own country. But, if you could get that figure
for me, I would like to have that.

Ambassador KANTOR. If I might, I can give you a very tight an-swer. Number one, the fastest growing item of exports to Mexico
today are consumer goods. Number two, the Mexican average
wages per employee have risen each time in the last 5 years, and
21 percent last year.

And, number three, President Salinas has now placed himself-
which is not part of even our law-to pass a law in Mexico with
a national wage board which would tie real minimum wage in-
crease to productivity. And, of course, as we know, all other Mexi-
can wages are tied to the minimum wage. And, of course, that will
raise these wages even further.

Senator RIEGLE. Well, let me just say-and we do not have the
time here, because I, frankly, think the portrayal of the statistics
by the administration is not accurate. I think it is distorted in
terms of its basic presentation. The fact is, the minimum wage is
about 60 cents in Mexico.

So, when you talk about increasing it over a period of time, it
would take decades before it would get to a point where it would
even come close to approaching ours. But, leaving that aside and
leaving aside an accounting of the way the exports and imports are
done, we will do that when more time permits.

I made a reference earlier to the Nation Magazine, Secretary
Christopher. I do not know if you have had a chance to see this.
This is a journal that I think enjoys some respect. It has been
around since 1865, and they have just devoted an issue in opposi-
tion to NAFTA.

I want to read you one paragraph from it. And I do not know
whether it is accurate or not, but I want to know-and you may



be able to tell me now, and, if not, I really do want a detailed re-
sponse for the record. And, in this issue on page 834, published on
June 14th of this year, they say this.

They say in September-now, they are reaching back into Sep-
tember of last year, 1992. National Journal, which you are familiar
with, which is a weekly journal that is put out here in Washington
on issues, it says, "National Journal reported that the Mexican
Government had retained O'Melveny & Myers, the law firm of fu-
ture Secretary of State Warren Christopher, who advised Mexico on
technical issues in the NAFTA negotiations, such as antidumping
laws and countervailing duties." It then goes on to say, which I
think is more important, if accurate, is, "O'Melveny & Myers did
not disclose these activities to the Justice Department."

Now, just reading it, my presumption would be that this may
well be inaccurate, although the fact that it is in print in a legiti-
mate journal that has a long history, to me, is just troubling on its
face.

I would like to know what the facts are, insofar as you know.
And, if you do not know what the facts are, I would request that
we get full response to this. And, if this is not accurate, then I
want to be able to make it clear that it is not accurate and it can
be taken off the record.

Secretary CHRISTOPHER. Senator, I did not see the article in Na-
tion Magazine and would like to have an opportunity to reply more
fully. But I can say two things now. I personally had-

The CHAIRMAN. Mr. Secretary, may I say that you can ignore this
light for purposes of a response. Take all the time you want.

Secretary CHRISTOPHER. Thank you. I had nothing personally to
do with the representation of Mexico. I have a vague recollection
that there was work done for Mexico by the Washington office of
O'Melveny & Myers. But you can be sure that whatever there was
was disclosed in the course of the conflict of interest, and so forth,
procedures that I went through before coming into office. But I will
reply more fully, now that I know the nature of your question, Sen-
ator.

Senator RIEGLE. Thank you.
The CHAIRMAN. Thank yQu,_sir. Thank you. Senator Danforth.
Senator DANFORTH. Secretary Bentsen, remembering when my

party was in the White -House, oftentimes we, as Republican Sen-
ators, were called on to vote on matters that were supportive-of the
administration's position. And sometimes we really had to choke
over them, but we tried to be supportive of the administration.

We were not always supportive of the administration; each one
of us deviated from time to time. But, on a matter that was viewed
as really essential to the administration's policy, there was a tre-
mendous presumption by Republican members of the Senate to try
to be supportive of our President.

The question I would like to ask you is, how important is NAFTA
to the President of the United States? My impression yesterday,
from being at the White House, was that he could not have been
stronger in his support of NAFTA.

My impression, from seeing three members of his Cabinet ap-
pearing today before us, is that the administration is solidly behind
NAFTA. Then, when I read in Ambassador Kantor's statement our
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economic strategy, and then he talks about our trade policy, includ-
ing NAFTA as an essential part of that strategy, I read that to say
that NAFTA and the approval of NAFTA by the Congress is essen-
tial to the economic program of the Clinton administration.

Am I correct in my interpretation that this is a very, very impor-
tant matter from the standpoint of President Clinton?

Secretary BENTSEN. Without question. I thought that the com-
ments of the President yesterday left not the slightest doubt of his
total commitment and the support of the NAFTA policy and the
agreement, and getting it into force. We would put ourselves in a
very difficult position if we were not trying to put this one through
at the same time we are trying to support reforms in GATT to open
up markets in foreign countries.

So, the commitment is without equivocation of any kind. I must
say, in addition to that, as I look at the polls, there is a division
in the public's opinion as to NAFTA, as to what it will do.

I think that is because, in effect, we have seen a lack of the facts
and information apprising the American people what this will do.
And we are totally committed to accomplishing that. We cannot
win this fight in the U.S. Congress without winning the support of
the American people, and we fully understand that. We are dedi-
cated to doing that.

Senator DANFORTH. All right. I would like to ask Mr. Kantor a
question. You would think, from hearing the opposition to NAFTA,
that we are really giving up a lot. I mean, we are giving up some-
thing in NAFTA that is essential to the economic well-being of the
United States.

Now, my question to you is, what are we giving up in this deal?
Now, my understanding is that what we are giving up is average
tariffs of 4 percent, compared to Mexico which has average tariffs
of 10 percent, and that half of the goods that are now imported
from Mexico into the United States enter duty-free as it is.

And my question is, what is it that we are giving up in NAFTA,
and if what we are giving up is 4 percent average tariffs and if 50
percent of Mexican goods now are coming in duty-free, that would-
seem to me to Le a very small thing and a very shaky foundation
for an economic policy for the United States.

Ambassador KANTOR. Number one, you are right. We agreed to
reduce our tariffs over the course of the agreement to zero. Theirs,
of course, are 21/2 times higher, so we gain, not give up.

Number two, non-tariff barriers come down. We have, of course,
very few, if any, in this country, the largest open market in the
world; they have had many. That will spur goods going south, as
Secretary Bentsen said, not jobs.

Number three. We open up trade and services for the first time,
which will be good for U.S. service industry, and we will do very
well in that sector. It will protect intellectual property rights for
the first time, which will be enormously important.

Senator DANFORTH. But my question to you is, what are we giv-
ing up? I mean, if we say, oh, my gosh, we are going to just fall
into a hole by giving up our 4 percent tariffs, what are we giving
up for whatever we are getting?

Ambassador KANTOR. We are giving up very, very little, if any-
thing, and we are gaining a huge amount. Let me say, either we



join together now or we are going to pay the price later. This agree-
ment is really stacked in our favor, not against us.

The CHAIRMAN. Thank you, Mr. Kantor. Senator Danforth, how
can I say that we will not get any progress whatever if there is an
attempt on your side of the aisle to impose the conformist, uniform,
structure of stratified obedience of the Republican Party on the
Democrats. [Laughter.]

We are not that sort of person. As an example, I offer the floor
to Senator Daschle. I wonder how difficult he will now be. Senator
Daschle.

Senator DASCHLE. Thank you, Mr. Chairman, for that introduc-
tion. Senator Danforth asked what we give up. Obviously, there is
a lot that we gain, and some questions about what, if anything, we
give up. Of course, one of the concerns that some of us have articu-
lated now for some time, and that I view as the anomaly in the
whole agreement, is the fact that we could not come to an agree-
ment with Canada on agriculture. We have an agreement with
Mexico, they have an agreement with Mexico, we do not have an
agreement with Canada. Why did that happen?

Ambassador KANTOR. First of all, I think others could be more
eloquent and probably more factual than I, because I was practic-
ing law in Los Angeles as a colleague of, or at least a colleague in
the Bar, of Secretary Christopher and not here. Let me just say,
it is a weakness in the agreement, but it is not a flaw, or even a
fatal flaw.

It is interesting, Senator Daschle, as you look at what has hap-
pened in the last 5 years. We barely begin to reduce tariff and non-
tariff barriers in agriculture. I will give you a couple of examples.
Cereals went up 297 percent in exports; meat went up 66 percent;
nuts went up 250 percent. We have done very well. It is estimated,
as you know-and I think these figures cannot be challenged-we
will increase agricultural exports every year to Mexico by $2-$2.5
billion dollars.

Even Senator Hollings, who was here earlier, an opponent of
NAFTA, a person that I respect greatly, said that that is one of the
problems he sees because so many Mexican farmers might leave
the farm, and, in fact, migrate north rather than going to the cities
or into other jobs, and that is something we can discuss. But there
is no doubt agriculture is a huge winner in this agreement.

Senator DASCHLE. Mr. Ambassador, you use some interesting ad-
jectives here. You say it is a weakness, but not a flaw. Then, with-
out answering my question, you go on to say what kind of growth
we might anticipate in the market.

The question is, why did it happen? Why is it that Canada re-
fuses to come to negotiate with the United States in a free trade
agreement that is truly free for everybody? That is the question.

And, I must say, I think the answer is pretty obvious: they think
they got a better deal than we did. That is the answer. They look
at what we did with Canada in grain, especially in wheat, and they
see a $600 million advantage. They see what they have done in
Mexico over the last 5 years. They now have 75 percent of the
wheat market in Mexico, and they do not want to change that.

So, while I think there is every reason to believe there is some
potential for growth and gain in the market, I think that the lack



of a trilateral agriculture agreement is a weakness that may be a
flaw. The bottomline is, how do we deal with it? I do not think it
is appropriate that we ignore it.

I do not think that it is appropriate that we write it off, that we
rationalize it, that we do things to negate the impact because, I
must say, it is a problem that will be there for a long period of
time, and one that I think we will all regret if we do not deal with
it effectively.

So, what I would like to ask, if you can tell me, is, first of all,-
with whatever specificity you can, maybe for the record, why is it
that Canada refuses to negotiate a true free trade agreement with
Mexico and the United States on agriculture, and what are we pre-
pared to do today in light of their reluctance.

Ambassador KANTOR. Mexico and Canada do have their own sep-
arate agreement. We have an agreement with Canada, and we
have an agreement with Mexico. It is triangular. It is not like the
other areas of the NAFTA, you are absolutely correct, where we all
three agree on all other aspects. But we are prepared, and we have
already taken action, as you know.

We have increased our export enhancement program on wheat
into Mexico and China as a result of the Canadians, I think, unfair
and subsidized practices of wheat coming in, durum wheat, espe-
cially, into this country. We are looking at other actions, of which
you are well aware. We ought to have legislation which, unfortu-
nately, did not come through with the Reconciliation Bill Which we
supported in this administration for end-use certificates.

We are prepared to work with you, as we have been and as we
have, to make sure American wheat farmers are treated fairly, the
Canadians do not take unfair advantage of a Canadian free trade
agreement which allowed them, in fact, to subsidize and to hide the
real cost of their wheat, which we have talked about. And we are
prepared to take vigorous action, as we already have.

Secretary BENTSEN. Mr. Chairman, if I might say to Senator
Daschle, that I endorse what the Trade Ambassador said, and I
also acknowledge to you that we have a serious problem with Can-
ada. But we should not lose sight of the fact that Mexico is our
third-largest agricultural customer. We should not lose sight of the
fact that in the mid-1980's, our exports on agriculture to Mexico
were approximately $1 billion. Last year, 1992, they were $4 bil-
lion; an incredible increase. We should not lose sight of the fact
that we anticipate another $2-$2.5 billion increase in those ex-
ports, while acknowledging exactly what you have said on the Ca-
nadian agreement.

Senator DASCHLE. I ara out of time. Thank you.
The CHAIRMAN. Thank you, Senator Daschle. Senator Conrad.
Senator CoNRAD. Thank you, Mr. Chairman. I want to thank my

colleague, Senator Daschle, for providing a perfect lead in to the
questions that I have, because we have been on the front lines of
the so called Canadian Free Trade Agreement, and I say it is so
called because, with respect to grains, we do not see it as free trade
at all.

We see an absolute flood tide of Canadian grain coming across
that border, truckload after truckload, hour after hour because of
an unfair agreement that had nothing to do with free trade with



respect to wheat and grains, and had everything to do with nego-
tiated trade. And our previous negotiators-I want to make that
clear-blew that negotiation with respect to agriculture.

Let me just say that perhaps the reason we do not have an
agreement with Canada is because they have looked to their self
interest, as I hope we would look to ours. In 1989-1990, the United
States sold 219,000 tons of wheat to Mexico; Canada sold zero,
none, nada, nothing. By 1991-1992, we were down to 185,000 tons,
Canada was up to 431,000 tons.

Is there any question why Canada has not entered into an agree-
ment with us? They are taking us to the cleaners day, after day,
after day, and there has been no response. They see us as falling
over, of allowing the northern border just to be a sinkhole for their
grain, and it is getting worse.

The question is, are we going to respond, are we going to stick
up for our people? I was sent here by the people of North Dakota
to fight for them. The Senator from South Dakota was sent here
to fight for his people.

And, when we sit on the front lines and see what is happening
to us, our people are angry. They look at this agreement and they
say, there is nothing here. There is no fix here. We are just going
to continue to be taking it on the chin. What is the answer?

The CHAIRMAN. Briefly.
Ambassador KANTOR. Briefly, the answer is, not only do we agree

with you, we follow the policy that I think you support on the ex-
port enhancement program into Mexico and China. I talked to Sec-
retary Espy this morning. We are looking at moving very quickly
on the petition regarding the Section 22 action with regard to
wheat. We have moved very quickly.

We would love to have legislation. We supported it on end-use
certificates. Unfortunately, it did not pass the Congress in the Rec-
onciliation Bill. We will try again in some other way. We will work
with you on it in every way possible. We agree with you. We are
working on trying to get an accounting out of the Canadian Wheat
Board, as you know. We are doing everything possible that has
been suggested to us by both Senator Daschle and yourself, Senator
Conrad, and by Senator Dorgon, and others, because you are cor-
rect. You are not incorrect.

But, let me point out for the record, Mr. Chairman, from 1987
on we have had a huge surplus in agricultural products going into
Mexico, and we had a deficit before that as these barriers began
to come down. I know that is not a direct answer. I have tried to
give you a direct answer. This agreement is good for U.S. agri-
culture. We have to do more with regard to wheat.

Senator CONRAD. Mr. Chairman, if I might, I really urge the ad-
ministration to go forward with a Section 22 action because, unless
our neighbors to the north understand that we are very serious on
this matter, nothing is going to happen. I understand the sensitiv-
ity with the Canadian election on the horizon. I understand that.

But, at the earliest opportunity, I urge the administration to go
forward with a Section 22 action because it is going to take that
kind of action to convince the people of my State that we are seri-
ous about protecting American producers, though not in an unfair
way.



I mean, I hear a lot of talk about protectionism. We don't want
protection in an unfair way. We wait to be treated in a fair way
so that Canadian producers are not given an unfair advantage in
our markets. I very much appreciate the attitude Ambassador
Kantor has brought to this problem. There is no question there has
been a dramatic change from what we have faced in the past.

The CHAIRMAN. Thank you, Senator Conrad. I wonder if I might
not suggest, so that it is clear to you, that three members of this
committee are very concerned about this matter. I wonder if we
could not have one of our informal meetings just to go over meas-
ures that are available to us. You obviously have specifics; Senator
Baucus does, Senator Daschle and Senator Boren.

Senator BAUCUS. Senator Dole, too.
The CHAIRMAN. And Senator Dole. We can do that, and I am sure

you would be willing to.
Ambassador KANTOR. At your convenience, Mr. Chairman.
The CHAIRMAN. Fine. I think that needs to be addressed, and we

will. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. I would

like to try to get a little focus on not only what NAFTA does, but
what it does not do, and I would like to pose a series of questions
to Ambassador Kantor.

Does NAFTA limit our ability to prevent the import of goods with
harmful pesticide residues? Does it limit our ability to prohibit
that?

Ambassador KANTOR. No, sir. It does not.
Senator BRADLEY. Does it allow trucks that do not meet U.S.

standards-to enter the United States?
Ambassador KANTOR. Nor sir.
Senator BRADLEY. Does it limit our ability to stop drug smug-

glers?
Ambassador KANTOR. No, sir, not at all. In fact, it enhances, to

some degree, our ability, but it does not affect it in a direct way.
Senator BRADLEY. Does it allow Canada or Mexico to evade our

National laws against dumping products in our market?
Ambassador KANTOR. No, it does not.
Senator BRADLEY. Does it make it easier for illegal immigrants

to enter the country?
Ambassador KANTOR. No. In fact, even opponents of NAFTA

agree that we will stem the flow of immigration by 1.6 to 1.8 mil-
lion people. Those are their numbers, not mine.

Senator BRADLEY. Does it, as a Senator maintained earlier today,
prohibit us from producing automobiles in the United States and
selling them to Mexico, or does it, as the President said yesterday
and the Secretary reiterated today, allow for the export of U.S.-
made automobiles to Mexico?

Ambassador KANTOR. Yes, it does, for the first time. And we are
going to go to the first year estimate of 60,000 cars exported. Right
now it is about 1,000, I think, is it not, Mr. Secretary?

Secretary BENTSEN. Yes.
Ambassador KANTOR. It will have a major growth in the export

of light trucks and automobiles into Mexico.



Senator BRADLEY. So, the statement made earlier that there are
severe restrictions on American assembled autos export to Mexico,
and you have to produce in Mexico to sell in Mexico is not true?

Ambassador KANTOR. That is the situation now. That is looking
at the future through a rear-view mirror, if I might say that. That
is the past, not the future.

Senator BRADLEY. Let me ask Secretary Christopher, could you
elaborate a little bit as to, if this was not passed, how much more
difficult it would be for you in trying to achieve some of our other
objectives?

Secretary CHRISTOPHER. Senator Bradley, I have laid out a num-
ber of things in my statement. But let me emphasize some of those
that seem to me to be the most trenchant. First, it would be a tre-
mendous setback in our relations with Mexico. They have nego-
tiated this agreement in good faith, and then they negotiated the
side agreements.

I think it would color our relationships for years ahead if we can-
not follow through if this agreement is cast aside. The atmosphere
that has been created by President Salinas in what I say is a new
day between the United States and Mexico, I think, would evapo-
rate very quickly.

Second, it would have much broader consequences throughout
the hemisphere and throughout the world. Frankly, the hemisphere
is looking forward to this free trade agreement as a prototype for
comparable agreements, not identical agreements, that might be
negotiated for our benefit with other countries. I think there would
be a great dashing of those hopes if that happens.

It also, I think, calls into question our credibility in negotiating
international agreements if they are not passed, especially where
the country has gone as far as Mexico has to accommodate our
needs in negotiating these side agreements.

And, finally, I think it would, from an international standpoint,
open the door for opportunities for our principal competitors
around the world, rather than preserving them for the United
States. So, it would be a big blow from the standpoint of foreign
policy. As I said, Senator, I have to try to deal in the alternatives,
and this is an alternative that would be a most unattractive one
for the United States.

Senator BRADLEY. On your last point, that it would open up the
Mexican market to our competitors, that, under NAFTA, the Mexi-
can market would be ours. That is how I took your statement.

Secretary-CHRISTOPHER. That is correct. We have a tremendous
advantage in that market because of the reputation that our prod-
ucts have there. But, if this agreement goes down, others are going
to move in and take that advantage.

Senator BRADLEY. Secretary Bentsen, I know of no member of
Congress, nor any member of the administration who has a deeper
feeling and a deeper understanding of the dynamic between Mexico
and the United States than you do.

Could you share with us a little bit your thoughts about what
this means for the United States-Mexican relationship and what
opportunity you see this to turn a page?

The CHAIRMAN. Do not let that bother you. I interrupted, so
please take your time.



Secretary BENTSEN. Mr. Chairman, Senator Bradley, I have
spent a great deal of my life on that border. Always Mexican politi-
cians ran against the colossus of the north, against los gringos.
They did not look on us as a trading partner, but someone trying
to impose our will on them. And that was a successful political po-
sition for Mexican politicians to take. There has been an incredible
reverse on policy and attitude toward the United States, first, by
De la Madrid, and now by Salinas. Also, it is not just in Mexico
that we are seeing this revolution taking place.

When they are talking about democratization, go down and look
at Chile after Pinochet and see what Alwin has done, what
Alejandro Foxley has done. Go to Argentina. Look at Menim. A
Peronista comes in, privatizes, lowers tariffs, cuts back on inflation.
Govalo, his economist there, is doing a superb job. That is happen-
ing in a great part of Latin America.

Look at Asia, exploding, from an economic standpoint, in growth.
No question but the Japanese and the Chinese have an advantage
over us there. That does not mean we back away from that, we
have to pay attention to that, we have to emphasize that. But
Latin America is number two in growth of all of these areas, and
we have an enormous advantage there. We must not give it up, we
must not lose having them buying considerable amounts of our
products. Currently, of the products imported into Mexico, 70 per-
cent come from the United States.

The CHAIRMAN. Thank you, sir. Thank you, Senator Bradley.
Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman. I would like to fol-

low up a bit on two points, really. The first, is following on ques-
tions of Senator Daschle and Senator Conrad. I would just like to
reemphasize for the three of you the degree of depth of frustration
and anger in northern tier States against NAFTA.

These are farmers, primarily. Agriculture is extremely important.
It is the major industry in several of our States. The agricultural
segment believes that the problems that they have with the flood
of Canadian subsidized imports into the United States, particularly
northern tier States, was caused by the Canadian Free Trade
Agreement, and it is going to be further exacerbated by NAFTA.
That is what they believe, and they believe it fervently. I hear it
all the time.

Now, the fact is, that the Canadian Free Trade Agreement did
not cause this flood of Canadian grain into the United States. In

-fact, I remember when Secretary Baker, who was then Treasury
Secretary in charge of Reagan administration negotiations on the
CFT, called me up to get my support. I said to him, keep Section
22.

The Canadians wanted it out. They do not like American Section
22. But I said to the Secretary, if you keep Section 22 in, it will
go a long way toward getting my support for the Canadian Free
Trade Agreement.

Fortunately, we still do have Section 22. I firmly believe that
there are about six or seven Senators who will change from opposi-
tion to NAFTA to support for NAFTA if we solve this problem with
Canada in the context of NAFTA.



We certainly cannot reopen the agreement, but we certainly
could solve the problem in the context of NAFTA by taking certain
unilateral U.S. action. We have sent Export Enhancement Program
wheat to Mexico. That has helped to counter the subsidies the Ca-
nadians have. We also need to get end-use certificates. That helps.
Canadians' end-use certificate our wheat; there's no reason in the
world why we cannot end-use certificate theirs.

And, as before, it is critical to keep Section 22. And I know, Sec-
retary Christopher, that the State Department may have a little bit
of problems with Section 22 in hearing objections from Canada.
But, I must say to you, what we would do with Section 22 is essen-
tially just protect our rights so that Canada does not continue to
take advantage of the United States. That is what they are doing.
They are taking advantage of us. They are getting away with it
thus far. That just cannot continue.

And I say to you that the millers in the United States are split.
Some millers are opposed to Section 22, but some are in favor of
Section 22. But, politically, in terms of getting six or seven Sen-
ators turned around on this, I strongly urge you to enact it on
track of Section 22 so we can solve this problem. It is critical.

The second major point here. You know, I referred to your friend
from Texas, Secretary Bentsen, when you said that he is deaf and
the giant sucking sound is actually products going to Mexico, not
jobs to Mexico.

I wonder if you could just expand that a bit further, particularly
if you know about an OTA study which reveals that the cost of pro-
ductioi of wa average car in Mexico is actually higher than the cost
of production of the same car in the United States, and also that
wages are only 2 percent of the production of that car in Mexico,
and only 8 percent of the total production cost to the United States.
Could you just elaborate a little bit?

And, also, your friend says-I know he is not figuratively your
friend-that he believes that there is going to be 5.9 million jobs
at risk as a consequence of this, and he had all his figures. Could
you just elaborate a little bit on what you think the facts are, and
what's actually going to happen with respect to wages and jobs a
little bit more?

Secretary BENTSEN. Well, you have referred to the Office of Tech-
nological Assessment study comparing the cost of building a car in
the United States to building one in Mexico. The cost of building
a car in Mexico is $410 more than it is in the United States.

And the reason is that in spite of the differential in wages, it is
far more than made up for by infrastructure, problems, transpor-
tation being a very material one that adds to the cost of the Mexi-
can car. That is why you see situations like some of these compa-
nies that went down there coming back. You will see a lot more of
that happening once we see these restrictions taken care of. So, I
would say that my friend from Texas does not have the facts and
has not given us the correct interpretation as to what the results
will be. So, we find ourselves in strong difference.

Senator BAUCUS. Thank you.
The CHARMAN. Thank you, Senator Baucus.



May I report what our distinguished witnesses'will not know?
We have a vote on, so we are going to have to bring our morning
to a close very shortly now. Senator Grassley.

Senator GRASSLEY. Thank you. My question is about small busi-
ness. But, before I ask the question, I know you believe and I be-
lieve that, just generally speaking, freeing up trade is better for ev-
erybody. You know, the tide lifting boats helps everybody sort of
philosophy.

I wouldlike to have you forget that, though, just for a minute
because we are talking about the real life of people in small busi-
ness, and people that are big corporations, big business generally
know how to do it.

What is your judgment of the impact on small business of the
North American Free Trade Agreement, minimal, or is it going to
help, particularly, in easing red tape and restrictions? That is my
question.

Ambassador KANTOR. Yes, sir, Senator. I assume that is directed
to me. This is a major winner for small business. One, because
small business, as a necessity, operates on a smaller margin than
large business: a "mom and pop store" cannot compete with large
business. And, second, small business cannot move to Mexico and
reestablish themselves.

So, for both reasons, the situation before of high tariffs and those
unfair rules, non-tariff barriers, the Maquiladora program, gave
large business a great advantage over small business because small
business literally was locked out of the export market into Mexico.

Today, if you look at Quaker Fabric, or you look at Atlanta Saw,
a very small business in Atlanta, or Kiva Plastics, they are already
expanding into Mexico their exports, not jobs, because the tariffs
and non-tariff barriers are coming down. Now, when we get rid of
them, you can imagine the help it will be to small business in this
country.

Senator GRASSLEY. Are you satisfied with the general support
from small business trade organizations in support of NAFTA that
you get, or are you disappointed?

Ambassador KANTOR. We are having a tremendous amount of
support out of small business, in fact, not only the organizations,
but individual businesses around the country. We would always
like more. I am never completely satisfied because I think it is so
important to win this. But they have been very adamant, vocal,
and eloquent in their support of this agreement and these supple-
mental agreements.

Senator GRASSLEY. Then my last question would be for Mr.
Christopher, but it would follow on a question that I believe Mr.
Bradley-I was out-asked Mr. Kantor about the impact upon ille-
gal immigration. And I think you estimated it would help us with
2.5 million less.

Ambassador KANTOR. The actual numbers-these are of those
who oppose NAFTA-said it would slow immigration by 1.4 to 1.6
million people. That is-

Senator GRASSLEY. That is illegal immigration.
Ambassador KANTOR. Illegal immigration. Yes, sir.
Senator GRASSLEY. All right. Now, my point to Mr. Christopher

is, maybe from the standpoint of your being our chief diplomat, and



this is kind of a sensitive issue, but it is also becoming a very sen-
sitive political issue in America as it was 10 years ago. Do you see
this as a selling point for NAFTA, or do you kind of shy away from
that sort of rationale behind another reason for being for NAFTA?

Secretary CHRISTOPHER. Not for a minute, Senator. I think that
the United States has benefitted greatly from legal immigration,
but illegal immigration is in a different category. I think that it is
common ground between us and the government of Mexico that we
should try to stem the flow of illegal immigrants to the United
States.

And, this agreement, by providing for more jobs and more pros-
perity in Mexico, is likely to have a profound effect toward stem-
ming the flow of illegal immigration to the United States. I do not
have any hesitancy in making that argument, or endorsing it.

Senator GRASSLEY. And, do you feel that the Mexican Govern-
ment feels that it will stem the flow of illegal immigration, and, be-
yond that, outside of the agreement, that it would be a conduit for
greater Mexican-American cooperation in regard to illegal immigra-
tion?

Secretary CHRISTOPHER. 1 es, on both points. Your second point
is particularly important, Senator. I think that if an agreement
were to be turned down, the era of cooperation that we have at the
present time would come to a screeching halt, and I think we could
expect more difficulty on the immigration front. As things stand
now, we can expect good cooperation and enhanced cooperation if
the agreement is improved.

So, it is not a cure-all on that issue. The issue will continue to
be one that the United States will have to deal with, especially in
such border States as California. But, nevertheless, this agreement
will have a positive effect on dealing with that problem, which, as
you say, is very much in the news.

The CHAIRMAN. Thank you, Mr. Secretary. Thank you, Senator
Grassley.

I'm afraid, Senator Roth, you have to have a somewhat attenu-
ated period, but the finale is yours, sir.

Senator ROTH. Time is running out. But I would like to raise a
question in respect to the auto industry. If my going around my lit-
tle State of Delaware is any example, it does seem that the admin-
istration is losing the battle of minds on NAFTA.

Now, that may be changing as a result of yesterday, although
there is so much on the platter I think it is going to be very dif-
ficult. But I have two huge auto assembly plants at home, and they
are very concerned. These are good, hard-working people. They are
very concerned about what is happening. They see themselves los-
ing their jobs to Mexico.

Now, it is true that the obstacles are being phased out, but that
takes 10 years. And that is a matter of concern to my workers. The
auto industry's management, of course, are very enthusiastic about
the agreement. Have they given you any kind of assurance that, or
have you met with them on whether they will not begin moving fa-
cilities down to Mexico? Because it seems to me a lot of your oppo-
sition stems from these very people.

Ambassador KANTOR. As you know, Senator, General Motors just
moved 1,000 jobs from Mexico back to the United States. The three



automakers have assured the administration that NAFTA is an
agreement that not only they support, but will allow for the export-
ing of cars to Mexico, not jobs. As, you know, 25 years ago and up
to this date, the reason they moved to Mexico in the main were
these unfair rules and the high tariffs, which were 100 percent at
some point.

Let me talk about the phaseout. If I am not mistaken, the tariff
on light trucks is phased out immediately. The other tariffs are cut
in half on cars and then, of course, are phased out over 10 years.
They estimate, as we have heard today, 60,000 cars will go into
Mexico as a result. And I am sorry for-

Senator ROTH. We have to go and I am sorry to be rude and cut
you off, but my question is, has any effort been made to see wheth-
er the Big Three are willing to agree that they are not going to be
moving to Mexico?

Ambassador KANTOR. The answer is yes, Senator. This is a deli-
cate time in union and management relations in that industry, and
I think you can expect that, later this fall, you will hear some
statements out of the auto companies.

The CHAIRMAN. I think it is a good question, Senator Roth. I am
glad you asked it.

Senator ROTH. I am sorry time ran out.
The CHAmRMAN. Time ran out. We cannot thank you enough for

being patient with us. We took a long time this morning with won-
derful briefs which we will be absorbing for a long time. We just
want to say thank you all. You have had a lot to do this week. Mr.
Secretary, in particular, you have had a big week. I wish a happy
new year to Mr. Kantor, and take the afternoon off.

Ambassador KANTOR. Thank you, Mr. Chairman.
The CHmAIRMAN. Thank you very much.
[Whereupon, at 1:18 p.m., the hearing was concluded.]



Roo



NAFTA AND RELATED SIDE AGREEMENTS
(LABOR ISSUES)

TUESDAY, SEPTEMBER 21, 1993

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:10 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Riegle, Rockefeller,
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[The press release announcing the hearing follows:]
(Press Release No. H-31, September 17, 1993]

FINANCE COMMrITEE ANNOUNCES HEARING ON NAFTA LABOR ISSUES; LABOR
SECRETARY REICH, DONAHUE OF AFL-CIO TO TESTIFY

WASHINGTON, DC-Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee has scheduled
a hearing concerning labor issues in the North American Free Trade Agreement
(NAFTA).

Testifying at the hearing will be Secretary of Labor Robert B. Reich. Also testify-
ing will be Thomas R. Donahue, Secretary and Treasurer of the AFL-CIO and
Chairman of the President's Labor Policy Advisory Committee for Trade.
The hearing will begin at 10:00 a.m. on Tuesday, September 21, 1993, in room

SD-215 of the Dirksen Senate Office Building.
"As the Finance Committee considers the NAFTA and develops the legislation to

implement it, labor issues--including the Agreement's impact on U.S. jobs and the
covered of the supplemental lakar agreement-will be of great interest, Senator
Moynihan said.

"The Administration states that, by increasing our exports to Mexico, the NAFTA
will create 200,000 additional high-wage jobs in the United States by 1995. Orga-
nized labor, in contrast, argues that disparities in wages and working standards be-
tween the United States and Mexico will cost us hundreds of thousands of jobs if
the NAFTA is approved. I know of no better people than Secretary Reich and Mr.
Donahue to provide us with these very different perspectives on the jobs issue and
other critical labor matters," Senator Moynihan added.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
The CHAIRMAN. A very good morning to our distinguished wit-

nesses, our guests, and to our colleagues. Senator Packwood is on
the floor at this moment in the course of a special order debating
the North American Free Trade Agreement on the part of Senators
who are actively in support of it. So his absence, Mr. Secretary, is
to be taken as a sign of support. Let me put it that way.
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Chairman Riegle has to go to the Banking Committee to mark
up the community development bank legislation. I believe, sir, you
wish to make an opening statement.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JIL, A U.S.
SENATOR FROM MICHIGAN

Senator RIEGLE. I thank you, Mr. Chairman. The Banking Com-
mittee, which I chair, is about to mark up the community develop-
ment bank legislation-a top administration and urban revitaliza-
tion initiative. I must leave this hearing to go do that now.

I want to finish the Banking Committee work as quickly as I can
and come back this morning. I am very interested in having time
with the Secretary, if I am able to get back in time. If not, certainly
with the Labor representative, Tom Donahue, who will be here
later.

I just would say that -on this one issue, obviously, there is a real
division of opinion on NAFTA and on the job loss impact of
NAFTA. I am struck by the article today in the Wall Street Journal
on page A2 where it indicates that the administration may be at-
tempting to put together a $5 billion worker retraining program,
related importantly to the effort to try to sell the NAFTA package.

I, obviously, am opposed to the NAFTA package. But I think it
helps illustrate the question of job loss. And beyond the question
of job loss, it's the question of retraining for what.

I cannot engage in it right now. Time does not permit. But I got
a letter the other day from a gentleman in Texas who wrote a very
clear and compelling letter. He has a master's degree, has been
through three retraining programs, and still cannot find a Job. Part
of the difficulty is giving up jobs that we do now have in the hopes
of somehow replacing the work later.

I know the Secretary has a keen interest in this. I have a great
concern about it. Not just from a Michigan point of view, but the
point of view of all 50 States.

So thank you, Mr. Chairman, for allowing me to make that brief
comment. I must excuse myself to go mark up our bill in the Bank-
ing, Housing and Urban Affairs Committee. I will come back at the
earliest moment. __

The CHAIRMAN. Thank you, sir.
I, too, know the report in the Journal and that is an important

issue yet to be resolved.
Senator Baucus, did you want to make a statement?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Yes: Thank you, Mr. Chairman. Mr. Chairman,
I thank you for scheduling this hearing, particularly the labor -as-
ects of NAFTA, as I believe it is very important we debate
AFTA's potential impact on American jobs, obviously, and also on

North American jobs.
The debate on NAFTA. I think, has been long on exaggeration

and distortion and short on facts. But nothing has made me per-
sonally more angry than those who hold up pictures of Mexican
workers laboring in squalor and using that as a reason to oppose
NAFTA.



Those pictures represent the state of affairs in Mexico today. But
after NAFTA and after the side agreements are in place, the situa-
tion of those workers will improve markedly. Despite all distor-
tions, there can be little doubt working people in the United States
and in Mexico will benefit, both be better off after NAFTA is en-
acted.

The economic evidence is overwhelming that NAFTA will create
jobs and economic prosperity in both the United States and in Mex-
ico. By removing Mexico's barriers to U.S. imports, studies show
that NAFTA will create between 95,000 and 200,000 net new jobs
in America.

And almost every single study published on NAFTA concludes
the agreement will result in a net gain of jobs in the U.S. Every
living American Nobel Prize winning economist recently wrote to
President Clinton endorsing the NAFTA as a job creator.

Now in some sectors jobs may be lost, but far more jobs will be
created in other sectors. And in sectors where jobs may be lost, the
Clinton Administration has embarked, as reported in the paper
today, on a bold plan to set up a one-stop worker retraining center
to improve skills and help those workers find new employment.

In Mexico NAFTA will directly improve working conditions and
give the United States the tools to combat some of the problems
that exist now in Mexico. Like many in this room, I have traveled
to the United States-Mexican border region. I have been there
three times. And I have witnessed firsthand the squallid conditions
that exist.

I saw families of 10 people living- on meager paychecks of the
young children, workers living in fear of losing their jobs, and very
unsafe working conditions. It was a real eye-opening experience.

But my trip to Mexico did not make me want to reject NAFTA,
just the opposite, because NAFTA, with the Clinton Administration
side agreements, represents the only chance to change the status
quo and give those workers a better life.

The labor side agreement will force Mexico to enforce its child
labor, minimum wage, health and safety laws. And the agreement
contains teeth, fines and trade sanctions, to use against Mexico if
it does not enforce its laws. Right now we are powerless against
such violations.

I believe the crux of the debate on this agreement is whether
NAFTA improves the status quo for the United States and for Mex-
ico and for United States and Mexican working people. When you
look at thie facts, clearly the answer is yes.

Do not believe the crocodile tears of the critics. They want to
make a political point. They care little about poverty in Mexico.
The NAFTA is a step forward for all people of North America.

Thank you, Mr. Chairman.
The CHAImRMAN. Thank you, Senator Baucus.
Senator Grassley, good morning, sir.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. Good morning, Mr. Chairman. I thank you
very much for holding these hearings. I think-that the employment
picture as it relates to NAFTA is the basis for the success or failure



of this treaty in the end and I believe that lively and enlightening
discussions like we are going to have in several committees on this
issue is very important for getting the facts out on the table and
clearing the air and getting the legislation passed.

Regardless of one's position on NAFTA, everyone I have spoken
to raises the question about the potential impact upon labor. CBO
concluded that there would be a net gain of between 35,000 to
170,000. The net gain of 170,000 jobs assumed that the industries
whose employment would increase because NAFTA would gain
about 300,000 as compared to other industries that might lose
about 150,000.

CBO in the same study questioned the analysis of the potential
loss of between 300,000 and 500,000 jobs and concluded that those
estimates appeared to be derived from highly questionable assump-
tions.

Rudy Donbush, Board, International Professor of Economics,
MIT, made the following statement at the CSIS Summit on
NAFTA, and this is what he said: "In the period of 1984 to 1987
our trade balance with Mexico averaged the deficit of $5.5 billion.
Today there is a surplus of $4.1 billion. That shift of $.96 billion
translates unquestionable into a net U.S. job gain."

Ann Kruger, Arts and Science Professor of Economics, Duke Uni-
versity, at the same summit on NAFTA stated: "Rapid and sus-
tained Mexican growth will help the American economy in a num-
ber of ways. One, it will provide a larger, more rapidly expanding
market for exports.

"Two, if capital in-flows continue in response to the increasing
productive efficiency of resources, those in-flows will be offset by a
current accounts deficit for Mexico and is our largest trading part-
ner. American exports, too, in trade surplus with Mexico will in-
crease.

"And third, labor intensive processes that are expensive in the
United States can shift to Mexico improving the competitiveness of
U.S. exports and given the desire of the United States to contain
immigration, reduced flows of immigrants will result in the longer
run."

Now, despite all these benefits, it is fair to say that there are as
many criticisms of NAFTA on the other side. While I myself see
some of the benefits of the North American Free Trade Agreement,
for Iowa was well as the Nation, there are some concerns, particu-
larly in the home appliance industry.

A recent ITC report concluded the following likely impact:
"NAFTA will result in a decline in the U.S. major appliance pro-
duction and employment of about 5-percent short term, 10 to 15
percent long term. Any decline in the U.S. production and employ-
ment will likely occur in the Midwest where a majority of the do-
mestic production takes place."

Now, ironically, the majority of these losses will be borne in
those industries that are good corporate citizens in my State and
have chosen not to move all or any of their production of their cor-
porate structure to Mexico.

Now, Mr. Chairman, I realize that with or without NAFTA low-
skilled workers in the United States will continue to face competi-



tion from low-skilled workers in other countries. NAFTA will not
amount to much of a reprieve for these workers.

I am concerned about any worker losing his or her job as all of
us are very concerned. But I look forward to the Secretary's re-
sponse on how the level playing field for the workers and the stable
good-paying jobs like those for Amana, Maytag and Frigidaire in
my State, who the ITC has already identified as losers under the
NAFTA agreement as currently crafted, can be worked out to mod-
erate those negative impacts.

Mr. Chairman, the rest of my statement I will put in the record.
The CHAIRMAN. So ordered. Thank you, Senator Grassley.
[The prepared statement of Senator Grassley appears in the ap-

pendix.] -

The CHAIRMAN. Senator Conrad has arrived. Good morning, sir.
Senator CONRAD. Good morning.
The CHAIRMAN. Would you like to make an opening statement?
Senator CONRAD. I will waive my opening statement for ques-

tions, Mr. Chairman, so we can get right to the business.
The CHAIRMAN. Fine.
[The prepared statement of Senator Conrad appears in the ap-

pendix.]
The CHAIRMAN. We have a very special witness,, of course, this

morning, the Secretary of Labor, as has been remarked. This trade
proposal is the first of its kind in the United States in the post war
period where there is a true division in the nation at large. It is
also the first in which the American trade union movement is op-
posed. They have been valiantly supportive of our efforts to expand
world trade from the time of Cordell Hull in the mid-1930's, but
most particularly in the postwar period when they have seen trade
as an instrument of expanding the influence of democratic values
in the world, of increasing the stability and prosperity of develop-
ing nations. They have seen it as an aspect of a large struggle with
totalitarianism, with communism; and they have been there from
the first when American business was sometimes heard from,
sometimes not.

So it cannot but be a difficult fact for you, Mr. Secretary, as one
very strongly associated with the interests of working people. There
is this division, but it will be a civil one and we will debate these
matters on 'heir merits, as you have always done and will do
today.

I see Dr. Katz, Lawrence Katz. I believe, sir, that you were one
of the negotiators of the labor agreement with Canada and Mexico.
You are a rising economist in your own right and we welcome you.
I believe this will be the first time you are before the Finance Coin-
mittee.

Dr. KATz. Yes, it is.
The CHAIRMAN. I am sure it will not be the last. You are very

welcome, sir.
Mr. Secretary, if you would proceed, sir.



STATEMENT OF HON. ROBERT B. REICH, SECRETARY, U.S. DE-
PARTMENT OF LABOR, WASHINGTON, DC, ACCOMPANIED BY
DR. LAWRENCE KATZ, CHIEF ECONOMIST, DEPARTMENT OF
LABOR, WASHINGTON, DC
Secretary REICH. Mr. Chairman, members of the committee,

thank you for giving me this opportunity to talk about NAFTA and
its effect on American workers. For the sake of brevity and also to
give us more of an opportunity to have a give and take, and debate
and discuss, I will submit my formal remarks for the record.

The CHAIRMAN. Fine. We will place that in the record as if read.
You take all the time you wish or be as compact as you desire.

[The prepared statement-of Secretary Reich appears in the ap-
pendix.]

Secretary REICH. Well, I will try to be quite compact. That has
been my principle in life.

The CHAIRMAN. Stop that.
Secretary REICH. Let me just make a few general points and thensome more specific points. The general points are these. Everyone's

goal here, I believe, in this deliberation is precisely the same. That
is, more jobs and better jobs for Americans.

The Clinton Administration is committed to that. That is one
reason that the President was elected. I am personally deeply com-
mitted. Indeed, that is why I came to the Labor Department-more
and better jobs for Americans.

The question is one of means. Does the North American Free
Trade Act contribute to more and better jobs or does it not? It is
my considered opinion, Mr. Chairman, and members of the commit-
tee, and it is the considered opinion of the Clinton Administration,
that the North American Trade Act with the side agreements does,
indeed, contribute the more and better jobs for Americans.

The simple logic is as follows. Right now it is fair more difficult
to get products from the United States into Mexico than from Mex-
ico into the United States. Their tariffs are 21/2 times ours-10-per-
cent tariffs on average against American goods. And yet notwith-
standing their very, very high tariffs, and our very, very low tariffs
on their goods, not withstanding that disparity, we now have a
trade surplus with Mexico. They are one of our major trading part-
ners.

We have seen since the liberalization measures that began in
1987, we have seen greater and greater exports to Mexico. It
stands to reason that if you got down both their high tariffs and
our rather low tariffs that exports boom would continue. About
700,000 Americans are now exporting directly to Mexico. Their jobs
are dependent on exports directly to Mexico.

Now, let me back up and say something about American export
patterns in general. We need exports in order to sustain job growth
in the United States. The fastest growing export markets in the
world are markets like Mexico-Latin America, Asia. Many of
these markets have wages that are substantially below U.S. wages.
But trade is not, as mathematicians would say, a zero sum gain,
in which either they win or we win.

There is not a finite number of jobs to be parceled out. What we
have learned in the postwar era, Mr. Chairman, as you pointed outinitially, the United States pioneered a system of international



trade. And in that system of international trade we traded on and
on with low-wage countries all over the world. In that system of
international trade, we gained and they gained. Both sides gained
from a system of international trade.

The tentative opening of the Mexican market already has reaped
tremendous advantages for America, notwithstanding the fact that
their tariffs are still very, very high. It is still very hard to get into
Mexico. But even so, we have been exporting.

From 1986 to 1992, U.S. shipments to Mexico grew from $12.4
billion to $40.6 billion. Our $5.7 billion trade deficit in 1987 has
been transformed, given the liberalization measures that have oc-
curred just in those years to a $5.4 billion surplus in 1992.

Now, again, I want to stress, that is notwithstanding their tariffs
on average are still quite high. Merchandise exports to Mexico
today account for an estimated 700,000 jobs and these are good,
high-skilled jobs.

Between 1987 and 1992, 48 of the 50 States in the United States
increased their exports to Mexico. In 38 States the current dollar
value of exports more than doubled; and fully half of the States
saw shipments to Mexico increase three-fold or better.

For example, New York State's exports totaled $944 million in
1992., An 80-percent increase since 1987. Growth markets included
industrial machinery and computers, electronic equipment, chemi-
cal products, plastics. Michigan's exports grew by nearly 32 percent
between 1987 and 1992, increasing to over $1.4 billion, with large
gains in most manufacturing categories.

Pennsylvania's exports th Mexico totaled $742 million in 1992
with primary metal industries, electric and electronic equipment
registering the largest gains. Illinois has enjoyed more than $1 bil-
lion in export sales growth, creating approximately 17,000 new
jobs. Gains in industrial machinery, computers, transportation
equipment.

I could go on and on-48 States out of 50 have been creating jobs
and exporting to Mexico. Again, let me stress, that is notwithstand-
ing the fact that their tariffs are still very, very high relative to
ours.

Many American companies are going down there in order to sell
in Mexico because the only way they can sell in Mexico is to leap
over those tariffs. There is evidence that if we did not have those
very high Mexican tariffs, many American companies will stay
here.

Now, why will they stay here people ask. If there is a wage dif-
ferential, if it is cheaper to get labor in Mexico, why do American
companies stay here? And they do stay here. The reason is, we
have an infrastructure, a superb infrastructure-communication
systems, highway systems. We have a labor force that is a skilled
labor force. We have equipment, machinery. We have a stable gov-
ernment.

We have all sorts of systems in place that make it desirable to
produce goods in the United States. If low wages were the key to
where manufacturers located, manufacturers would be locating in
Bangladesh and Haiti. Those would become the manufacturing cap-
itals of the world.



Our key competitors internationally are not low-wage nations.
Our key competitors internationally are high-wage nations, like
Japan or the former West Germany. Wages in the form of West
Germany are now 60 percent higher than they are in the United
States.

Does that stop companies from manufacturing in Germany? No.
They are flocking to Germany. Even American companies. In part
because of German skills, the infrastructure and all of the sur-
rounding support systems in Germany.

I recently talked to a manufacturer whose headquarters is in
Boston. He told me he had a choice where he was going to locate
the next factor-in Singapore where wages and skills and infra-
structure are far inferior; in Germany where they are far better
than in the United States; or in the United States in Boston.

I asked him where did he decide ultimately to locate the factory.
Now if he had been interested in the low wages only, he would
have gone, obviously to Southeast Asia. If he were interested in
other things, well, the choice was between Boston and Germany.
But German wages, remember, are 60 percent higher. He told me
sadly, Germany, because of the skills, because of the infrastructure,
because of the capacity to produce.

If we want a high-wage future for ourselves and our children, we
cannot get into the trap of seeking lower and lower wages, compet-
ing on the basis of low wages around the world.

That is not what created a strong American middle class to begin
with. We have got to improve and go upward. We have got to get
better jobs and new jobs.

In addition to generating more jobs in the United States, NAFTA
will lead to better jobs. Jobs created by expanded trade typically
are the sorts of higher wage, higher skilled jobs in which the future
of the American work force depends. Missing the boat on NAFTA,
we will prevent us from reaping these potential gains.

- Now, let me turn to the side agreements. The President's early
support for the North American Free Trade Act was conditioned on
the development of additional accords, to bolster the core agree-
ment's terms in the areas of labor and environmental standards
and import surges.

Negotiations over the side agreements were concluded last month
and signed by the President last Tuesday. I want to briefly summa-
rize the side agreements and then we can talk about them in de-
tail.

The supplemental agreement satisfies the imperative that
NAFTA not come at the expense of the environment or at the ex-
pense of labor workers' rights, labor conditions in Mexico.

To give this imperative force, the supplemental labor agreement
was developed around three fundamental principles. First, en-
hanced collaboration, cooperation and information exchange among
the three countries. Second, increased efforts to make explicit and
highly visible each country's labor laws and their implementation.

Let me stress with you that Mexican labor laws and labor stand-
ards are as high, and sometimes higher, than labor laws standards
in the United States. The issue is one of enforcement. Now, some
people would say that we do not do all that good of job of enforcing
our own labor laws and labor standards. Many people contend that



Mexico does a worse job of enforcing its own labor laws and labor
standards. The issue here is one of enforcement.

I want to stress one other point. We continue to have Section 301
authority. We continue to have the authority to impose unilaterally
trade sanctions against any nation that violates internationally ac-
cepted rules with regard to labor-labor treatment, labor relations.

Nothing in NAFTA takes away that authority we already have
under Section 301 of the international trade laws to unilaterally
stop trading with a nation that we feel abrogates those basic
rights. What NAFTA gives us for the first time, and this is the first
time in any trade treaty, what NAFTA gives us is the opportunity
to influence the way in which Mexico enforces its labor laws.

We have an opportunity to shed some light to provide a delibera-
tive forum to institute a process which will, to the extent nec-
essary, prod and push Mexico toward better and better enforcement
of its labor standards.

Now, again, let me stress, it takes away nothing. We still have
Section 301. But if we are concerned about making sure that Mex-
ico is indeed enforcing its labor laws, we now have the equipment
to push and prod and provide consultation and sunlight and inves-
tigation and bring it all out into the open. That is a great addition
to the extent that Mexico needs that.

There is another issue here and that has to do with the adjust-
ment of our workers. To the extent that any workers may need to
have new jobs, to the extent that any workers may need to move
from job to job, we obviously want to make sure that they are held
harmless. The benefits of NAFTA are enormous for this country,
but we should hold harmless anybody who might have to change
jobs as a result.

By the way, the percentage of Americans that are going to have
to change jobs because of NAFTA, relative to the percentage of
Americans that have to change jobs all the time because of military
downsizing, corporate downsizing, technological changes or inter-
national trade in general is minuscule.

The administration is concerned about the broad issue of job
change. Americans are anxious right now. I do not have to tell you,
you know. You have been back in your States. You hear it all the
time. There is a great deal of job anxiety out there. And I think
that to some extent NAFTA has become a symbol, a lightening rod,
for a lot of that anxiety.

Even though we rationally, economists and others, can argue and
argue and argue and show data and show export figures and show
no end of numbers indicating that NAFTA will create jobs and
more and better jobs in the United States, that to the average
American who is worried about his or her job, that is small com-
fort.

Even though jobs are beginning to come back after that long re-
cession, a lot of them are not terribly high quality and there is a
lot of job insecurity nevertheless. We hear and we read every day
about big firms closing down. That job insecurity, I am afraid, is
playing itself out in a way that may be somewhat isolationist.

And again, NAFTA has become the lightning rod for that fear,
that isolationist tendency. NAFTA is not to blame, but there is job
insecurity.
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What we need and what the administration will be proposing
very shortly is a comprehensive program to help workers to get
from job to job.

Mr. Chairman, members of the committee, I will not go into
great detail on this point now, but let me just say very briefly, be-
cause we are going to be dealing with it shortly with extended un-
employment insurance, we have in this country now, and we have
almost created it unwittingly, a very, very large system for keeping
people intact financially until their old job comes back.

It was called unemployment insurance. And, indeed, beginning in
the 1930's and extending up quite recently, it did a great job. It
still does a very good job. But it was geared to the business cycle.
You were given some money to tide you over until you got the old
job back.

We use the term "layoff," temporary layoff. That is how we
thought about job change. But in this new economy the jobs are not
coming back. Most people who lose their jobs in the last recession
have to change.

The CHAIRMAN. Some are not coming back.
Secretary REICH. I am sorry?
The CHAIRMAN. Some are not coming back.
Secretary REICH. Most of the jobs, that is most of the people who

lose their jobs, have to find new jobs. And, therefore, to have an
unemployment insurance system geared toward simply waiting
until you got the old job back may be less effective than a kind of
reemployment insurance system that emphasizes job search assist-
ance, job counseling, and retraining for those who need it.

Now, again, I will not get into the details. But just let me say
that it should not be in my view, and in the administration's view,
NAFTA-specific because the job change is endemic. And what we
saw with trade adjustment assistance, which I think was an ex-
tremely good program as initiated, it still is a very important pro-
gram, but unfortunately by the time someone qualifies the adminis-
trative cost of figuring out whether someone qualifies for trade ad-
justment assistance often is very high. And many people who de-
serve to be helped are not helped.

So we need to think differently about how to ease the adjustment
of Americans to the next economy, regardless of cause. Again,
NAFTA, I believe, is a very tiny, tiny element with regard to a
huge tide of change that is sweeping over America.

I want to end with a personal note, if I may, Mr. Chairman and
members of the 'committee. I said at the start that I took my
present job because I care deeply about helping Americans with re-
gard to creating more jobs and better jobs. Would not be here, and
the administration would not take the position of supporting
NAFTA if I did not believe, and we did not believe, that NAFTA
was a major, major step in that direction.

It is true that organized labor takes a different view. We respect-
fully disagree. We view this as a kind of squabble in the family.
Most issues we stand shoulder-to-shoulder or should I say in my
case perhaps shoulder-to-waist.

But I do believe, and I think the evidence does support me, that
NAFTA is a step, just like the steps we have taken many times in
the postwar era, toward a free trade regime in the world which ul-



timately creates more and better jobs for us and helps everyone in
the process.

Thank you.
The CHAIRMAN. Thank you, Mr. Secretary. I apologize for having

to step out for a moment. But I did in order to take a call from
the President, who when he learned what we were doing here,
spoke at some length about your proposal about taking unemploy-
ment insurance from an earlier era to the present one, where you
associate it with re-employment and training the moment you find
that you are in a different situation. You have strong support
where it matters a very great deal, based on my experience in the
executive branch.

I said earlier that Senator Packwood's absence was a statement
of support because he was on the Senate floor with some of our col-
leagues here speaking in a special order in support of NAFTA. I
wonder, sir, if I could ask if you would like to ask some questions
or make some opening remarks, whichever.

Senator PACKWOOD. I would love to ask some questions. I might
say to the Secretary in about 20 minutes I am going to leave and
go make another speech to a private group in favor of NAFTA.

You are familiar with the OTA report on the cost of producing
autos in Mexico versus the United States. I was intrigued with
their conclusion that wages in the United States are only 8 percent
of the cost of the auto and they are 2 percent in Mexico. Do you
agree with those conclusions?

Secretary REICH. Yes. And it is a general point, Senator, which
needs to be emphasized. Wage costs are a very, very small percent-
age of the cost of manufacturing, particularly factory wages. If you
take any manufactured product-this pen, for example-the per-
cent of that pen which is premised upon factory wages, particularly
very low wage factory production, is exceedingly small and getting
smaller all the time.

More and more of every manufactured product depends on higher
wage activities, whether they be design, manufacturing design,
manufacturing engineering or sales ', marketing and so forth. The
high wage factory jobs are, indeed, increasing in the United States.

Senator PACKWOOD. I have discovered the same thing. In Oregon
we have a large truck manufacturer, Freightliner, which makes
these big over-the-road trucks. 1i fact, they have how become the
biggest manufacturer in the United States of these trucks.

At the moment, they are having to send their trucks to Mexico
in kit form and then they assemble them in Mexico because of the
content laws. When this is done, they are going to expand their
plant in Portland, hire more workers, and they are going to send
the finished trucks from Portland. They have no intention of mov-
ing down there.

was struck when they said 75 percent of their cost is compo-
nents. I do not know what the wage content of the components is.
They are union organized. They are high, high-wage operations.

In talking with most of the electronics industry in Oregon-and
we have for the size of our State a disproportionately large elec-
tronics industry-and you ask what are your wage costs. They say,
well, you mean floor labor and by that they mean the manufactur-
ing and not the research and development, which they would not



move, and not their top management, which they are not going to
move, oh, they will say, 7 percent, 8 percent. It is not worth mov-
ing.

They might move for reasons of being in the market. They might
move for reasons unrelated to wages. But they are not going to
move for wages.

Secretary REICH. Well, that is a terribly important point. Some
companies do move to Mexico because it is so hard to get into Mex-
ico other than moving there. And once we get those tariffs down,
that incentive to move to Mexico in order to sell in the Mexican
market will no longer be there.

Senator PACKWOOD. A question on the job retraining. I noticed
Chairman Ford in the House indicated today he does not want it
tied to NAFTA. Is the administration wedded to tying an overall
retraining program to NAFTA or not?

Secretary REICH. Our desire would be a broad-gauged com-
prehensive retraining program. Americans need-and it is not just
retraining. It is job search assistance and job counseling at one-
stop centers.

Senator PACKWOOD. Or does it need to be tied to NAFTA?
Secretary REICH. No. Regardless of why you lost your job, we

have military downsizing now that is affecting many, many more
Americans that will ever be affected by international trade, such as
NAFTA. We have even a health care proposal which is going to re-
quire a tremendous shift of people out of the paper health care pro-
fession, let us put it that way-insurance, and monitoring, and fil-
ing, and forms, and entering data into computers and taking data
out of computers-and moving into other occupations, such as
home health care.

In fact, a recent study by Joshua Wider at Brookings suggested
that there will be 750,000 new jobs in home health care as a result
of the President's health proposal.

Well, again, Americans faced with this tremendous change in
jobs need help in moving from job to job. In the old days, you could
stay with your old employer, perhaps for 10 years or for your entire
career. Those days are over. And it is not because of NAFTA, the
North American Free Trade Agreement. It has absolutely nothing
to do with that.

Senator PACKWOOD. I understand. But I did not understand your
answer. Does this portion of the legislation have to be tied to
NAFTA or can it be done separately?

Secretary REICH. It can be done separately.
Senator PACKWOOD. The next question. It would seem to me, if

there are any industries we might lose it might be not high-wage
capital intensive, but low-wage very labor intensive industries
where wage costs are 20 or 25 or 30 percent of the total cost of the
product. Do we run any risk in those areas?

Secretary REICH. My judgment, Senator, is that we have already
lost most of those, not just to Mexico but also to places where
wages are far cheaper and far lower than Mexico.

If a company is interested in low wages, per se, if that is the cen-
terpiece of its strategy and its cost structure, if it is very labor in-
tensive and it is very, very low wage, low skill labor intensive, it



can go to places around the world where it can get much cheaper
labor than in Mexico.

Let me also add that given the Maquiladora Program, American
firms that are interested in getting low-wage labor and then having
essentially duty-free access to the American market already have
that-already have that. That is the present status quo.

Senator PACKWOOD. A good example is the apparel industry in
Japan. Twenty-five years ago Japan was in the top 10 on the ex-
ports of both apparel and textiles. They are still in the top 10 today
in textiles. It is a capital intensive industry. They do not even rank
in the apparel export. They gave up on that. They figured this is
not an industry we aregoing to compete in.

You are hard pressed to nd any kind of a piece of closing that
says made in Japan sold in this country. I think that is the kind
of industry we might risk losing. I think we ought to face up to it.
The countries we are going to have these agreements with are
going to have to have some capacity to buy from us and they are
going to have to some industries.

If we try to save every job in every industry under all cir-
cumstances, no matter what-I mean save it; I do not mean retrain
somebody, I mean save it-then I think we would be making a mis-
take.

Secretary REICH. Senator, that has been our attitude in the en-
tire postwar era. That is, we have consistently through open trade
regimes-and, Mr. Chairman, you mentioned it in your opening ad-
dress-that we said over and over to ourselves, trade not aid. Let
us trade in terms of-well, even stemming the communist menace
in those days, trade was viewed as a way of making sure that all
boats were rising.

Our attitude had been that, yes, they may take some very, very
low wage occupations involved in international trade, but we will
have the benefit of that and we will all rise together.

Let me make one other point, very briefly. Even were we to do
something, which I absolutely do not recommend, I think it would
be a disaster, and that is put sort of walls all around the United
States and not trade with anybody who had very, very low wages,
even were we to do that, the very low-skilled, very low-wage jobs
in America would still be vanishing because of technology.

Because any individual producer would have an incentive to
automate those jobs. Recently I had occasion to tour a factory in
Cleveland, the electrogalvanizing plant. It was putting zinc plating
on steel. Those workers were not low-wage workers. They were not
low-skilled workers. They were sitting behind computer consoles.
They were making very subtle judgments in terms of the strength
and the amount of coating to be put on that steel according to cus-
tomers.

They had to be right there with the customers, working with the
customers on that design. I talked to those factory workers. They
were getting a lot of training. They were not the unskilled factory
worker of another nation. These people were earning good livings
because they were adding substantial value.

Those are the kinds of jobs we can keep. Indeed, those are the
kind of jobs that will expand as we have more and more of develop-
ing nations to export to.



Senator PACKWOOD. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Packwood.
We will just follow our regular order. Senator Baucus, who is

Chairman of our Subcommittee on Trade, and who would have
been on the floor except he thought his first duty was to be here.
Sir?

Senator BAUCUS. Thank you very much, Mr. Chairman.
Mr. Secretary, a lot of people who-were opposed to NAFTA point-

ed out to nominal low wage rates in Mexico, 60 cents a day some
say. If you calculate in productivity and all compensation, what in
your judgment are the wages in Mexico today compared with the
nominal low rate? What are the actual wage rates that a business-
man faces today in Mexico?

Sel tretary REICH. If you factor in-you put a clause in your ques-
tion xhich is a terribly important clause-that is, if you factor in
prod activity. Now let me come back to that because productivity is
of the essence.

Given our infrastructure, given our skills, our educational and
training systems, given our communication systems, our ability as
a nation to be productive, we have been able to maintain a rel-
atively high standard of living. That is the key to maintaining a
high -tandard of living.

Businesses will locate here even if our nominal wages are higher
because the unit costs, the costs -of producing and individual widg-
et, are still lower here and delivering it to a customer, given that
our productivity is so much higher.

The key to our future standard of living is not lower and lower
wages. It is higher and higher productivity. So the answer to your
question very briefly is, the reason business people still do an awful
lot of their work here instead of going to lower waged nations or
even to Mexico where they could get in-as I said, Maquiladora,
they can get in duty-free to the United States-is because of our
high productivity in the United States.

Senator BAUCUS. My question really gets at, what are the prac-
tical wage rates of Mexico from, say, 60 cents an hour, the cal-
culated productivity and to calculate in other compensation on
wage-based compensation? Is it not true that for industrial wages,
as a practical matter, wages go around $5?

Secretary REICH. Well, there is a great debate on that point, Sen-
ator. I have seen figures ranging from anywhere from 60 or 85
cents an hour all the way up to $4.50 or $5.00 an hour, if you fig-
ure in all of the benefits and all of the other nontangibles that are
not nominal wage rates.

I can say that I do not feel confident, on the basis of what I have
seen in the study, giving you a precise figure on that. There is no
question that wage rates in general are lower in Mexico, and again,
they are lower in most of the rest of the world. If that was going
to be our criteria for whom we are trading with, then we would not
trade with the rest of the world.

Senator BAUCUS. I got those figures from Brookings and also
from the IMF.

I guess to a next question. I am a little concerned that when the
common market was put together Spain and Portugal were put off.
Those are countries with lower wage rates, more per capita income.



And it took quite a few years for the common market to finally in-
tegrate Spain and Portugal. But Mexico is a low-wage rate country-
wide, more per capita income. So we should incorporate Mexico into
the American economy. Your response.

Secretary REICH. Let me make two points there. Portuguese
wages before Portugal entered the common market, I believe, were
about 19 percent of average European economic community wages.
Mexican wages, again, given the caveat I just gave you, because it
is very, very difficult to say, but let's take a very conservative esti-
mate, an estimate on the low side, around 13 to 15 percent of
American wages, not all that different between Mexico and Por-
tugal.

Well, what happened? What happened after Portugal entered the
common market, like Spain, is that their wages went up but every-
body else's wages went up as well. That is, it was, as I said in the
beginning, what mathematicians would call a positive sum gain.
Everybody gains from trade.

Now it did take some time. Certainly it did take time to do that.
But also let me emphasize that it is not as if we have not been
trading with Mexico; we already have been trading with Mexico.
We already have been putting plants in Mexico.

What we are contemplating here through the North American
Free Trade Act is not a radical departure from the past. Mexico is
already a major trading partner with the United States. What we
are contemplating is a step toward more economic integration,
which brings those huge tariffs down and enables us to export
more to Mexico.

Senator BAUCUS. One quick point here. When I and others point
out that Mexican barriers, as you did in your opening testimony,
are 2/2 times U.S. barriers, so logically with barriers eliminated
more product is going to go from the United States to Mexico.

Some counter by saying, well, gee, that might be true with re-
spect to the products, but the actual effect of all this is going to
increase U.S. investment opportunities in Mexico. The argument is,
although with lower barriers, there are fewer incentives now to lo-
cate a plant in Mexico.

Still, NAFTA will enhance Mexico's status in the world. It is
going to be a better place to do business. And perhaps
infrastructural problems will be addressed. Therefore, that is more
incentive for American companies to invest in Mexico. So that is
going to be a job loss in America in response to that.

Secretary REICH. Let me make two points there. Number one,
right now many American companies are investing in Mexico be-
cause that is the only way of getting- access to the American mar-
ket. We get those tariffs down; we remove that incentive.

But number two, we want a prosperous Mexico. That does not in
any way take away from our prosperity. In fact, quite the opposite.
The more prosperous our neighbor to the south, the likelihood, the
more prosperous we will be. It is not as if their prosperity comes
at our expense or our prosperity comes at their expense.

The history of trade-particularly we have seen it since the Sec-
ond World War is that the more trade, the more economic integra-
tion, the better everyone is. And the mere fact that you start from



different socioeconomic conditions or different wages does not
change that fundamental proposition.

Mexico has become a major export market for us-$5.4 billion
more are exported to Mexico from the United States than are ex-
ported from Mexico to the United States, even though we have
those high barriers; 700,000 Americans are now exporting to Mex-
ico. That is what their job actually is in terms of the kinds of work
they do. They would not have those jobs were it not for Mexico.

The CHAIRMAN. Thank you, Senator Baucus.
Secretary REICH. I just want to say in very quick summary-
The CHIRMAN. Mr. Secretary, you can say the same thing to

Senator Grassley.
Secretary REICH. Okay.
Senator GRASSLEY. On my time, I suppose. [Laughter.]
Mr. Secretary, is there anything in the side agreements that in-

fringes upon any of the political sovereignty of any of the three
countries involved in NAF TA?

Secretary REICH. Absolutely not, Senator.
Senator GRASSLEY. My next question may sound awful parochial,

but I want to get it from the standpoint of your interest in job-re-
training. First of all, you know, Mexico is Iowa's seventh largest
trading partner. And generally speaking, for agriculture and even
for business and manufacturing it is pretty good for upper Midwest
States.

But in this one area I mentioned in my opening comment about
the home appliance industry. We have Amana, Maytag and Frigi-
daire, 7500 jobs, awfully good paying jobs in our area, and it hap-
pens that GE and Whirlpool went over into Mexico and made joint
agreements there.

So when this NAFTA gets in place immediately there will not be
any duty on home appliances coming to this country, but there will
be a ten-year phase-out of whatever tariff there is on our products
going into theirs. So I think that creates a very unlevel playing
field for Amana, Maytag, Frigidaire versus Whirlpool and General
Electric.

So particularly from your standpoint that you are saying we will
have to spend money on job retraining. I think most of that you
think will be in the area of lower paying jobs. In this particular in-
stance, it could be in higher paying jobs.

Considering the fact that we also want to-it seems to me like
we want to reward or at least not encourage goods jobs in America
to go to Mexico, good jobs of Amana, Maytag, they chose to manu-
facture in this country-and export out rather than taking their
manufacturing overseas.

So from two standpoints, it seems to me like this is disincentive
to those companies that want to stay in America. And secondly,
from the standpoint of money you are going to spend on job retrain-
ing, would it not be better to work these tariff problems out rather
than spend money on the retraining.

Secretary REICH. Well, now, two points, Senator. First of all,
with regards to the appliance provisions, Ambassador Kantor is at
the moment looking into this issue. We will get back to you, and
I will get back to you, and we will make sure that that playing field
is level.



On the second point of training, retraining, job counseling, job
search assistance, let me just say that this is an issue that under-
scores all of the changes affecting America from defense build-
downs, corporate downsizing, international trade, health care, al-
most everything that is going on. Americans do need to move more
easily, with greater security, from job to job.

If job security is a thing of the past, well, employment security
should not be. And the unemployment insurance system on its own
is probably not adequate. But I do not want to suggest, and I did
not in any way mean to suggest, that the North American Free
Trade Act, per se, is going to create a lot of displacement. I do not
believe it will.

Senator GRASSLEY. Another a question that I think is awfully
well-a point that is in opposition in NAFTA that is awfully well
received by opponents and then spreading a lot of misinformation
I think comes from Mr. Perot when he makes the point that the
reason we are exporting and we have a surplus in our exports to
Mexico because of capital machinery and other capital investment
that is going south of the border to manufacture things that are
coming back in.

I do not happen to agree with that, but I think we ought to em-
phasize. So I am asking you to speak to that point. Because in a
recent year we had $34 billion investment overseas and only $2 bil-
lion of that was in Mexico. I do not really think that that is factu-
ally correct that we have a lot of capital machinery going south to
create jobs and that is the reason we have this massive trade sur-
plus.

Secretary REICH. No, that is not the reason we have the massive
trade surplus. That $5.4 billion trade surplus-actually, I think it
is growing even as we speak; some estimates have it higher than
$5.4 billion-is not due primarily to capital machinery. I believe
that even if we get their tariffs down, capital goods will not be a
primary export.

But if you look at the strategy that Japan has been using, for ex-
ample, or even the former West Germany or any high wage nation,
what you see is that more and more of their exports to developing
nations inevitably do become capital goods because they have a
comparative advantage in exporting capital goods and they are not
afraid that developing nations will start manufacturing with low-
skilled, low-waged labor because the developed nations-Japan and
the former West Germany-continue developing better and better
capital goods machinery.

Again, it is not as if there is a sort of finite limit to either the
number of jobs or the degree of innovation. I recall at the turn of
the century the American Buggy Whip Manufacturers Association
was very distressed at the possible job loss from the horseless car-
riage.

Technology does not stop. Technology continues to move. And as
long as we train and retrain our workers, as long as we have work-
ers who are capable of being trained and retrained, and companies
willing to move to higher and higher value-added production, we
are in fine shape.

My greatest worry over the last couple of weeks has not come
from NAFTA; it has come from the report of the degree to which



Americans are illiterate, functionally illiterate, adult Americans.
That is what we should be debating, not NAFTA.

The CHARMAN. Thank you, Senator Grassley; and thank you,
Mr. Secretary, once again.

Senator Conrad, at long last.
Senator CONRAD. Thank you, Mr. Chairman, and thank you, Mr.

Secretary, for being here this morning. You indicated in your initial
remarks that the 48 States have experienced growth and trade
with Mexico. Can you tell us what are the other two States?

Secretary REICH. That is a very, very, good question, Senator.
This is the kind of occasion where I rely on our Chief Economist,
Larry Katz, who is going to scramble right now and find out which
are the two States.

Dr. KATZ. One of the them is North Dakota and the other is
Utah.

Secretary REICH. North Dakota and Utah. But let me add
that-

The CHImRMAN. I would like to congratulate Dr. Katz. Your mo-
ment came and you rose magnificently. [Laughter.]

Dr. KATZ. Thank you.
Secretary REICH. But the mere fact that those two States are the

exceptions, or the glaring exceptions, to the rule does not mean
that those States will not share in the export boom to follow a re-
duction in Mexican tariffs. It simply means that since 1957, the be-
ginning of liberalization, those two States have not had the same
benefits that other States have had.

But if you extrapolate on the basis of where all States have been,
I would expect that all States will benefit from those exports.

Senator CONRAD. Well, I asked the question because I knew that
my State had not seen an increase. In fact, from 1987 to 1992, ac-
cording to Commerce figures, we have seen a dramatic reduction,
a 63-percent reduction in exports to Mexico. That gives us great
concern about what we might see over the horizon.

Let me ask you this question. In listening to you this morning,
I do not think you are saying-I would be interested in what you
are saying-that no one has gone to Mexico because of low wages.

Secretary REICH. No.
Senator CoNRAD. You are not saying no one has gone because of

low wages?
Secretary REICH. No. There are two reasons why any American

manufacturing company might have gone to Mexico. One reason is
for access to a very, very rapidly developing Mexican market. As
I said, there one of the primary incentives was to leap over very
high tariffs. If we got that tariff down, presumably that incentive
would go away and we would have more American companies ex-
porting to Mexico than going there.

The second reason is to utilize low-wage labor undoubtedy. But
my point there was that because we have a Maquiladora region al-
ready, the chances are that any company that went there to utilize
low-wage labor has already gone there to utilize low-wage labor.
There Js no great new incentive that is going to be created because
of NAFTA to move to Mexico to utilize low-wage labor. They can
do it right now.
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Senator CONRAD. Isn't there though, really? I mean, if you were
a U.S. business and you were a labor intensive business and you
had not gone to Mexico because you were concerned about insecu-
rity in Mexico, and you were concerned about the differential that
exists between labor standards and environmental standards, and
you were concerned about infrastructure and all the other things
you mentioned; and if NA fA does hold out the prospect for devel-
opment and growth and, just because there is an agreement, there
is some greater security in going to Mexico, would that not provide
an increased incentive for companies, especially those that are
labor intensive, to consider the very attractive differential in
wages?

Secretary REICH. Senator, there is undoubtedly a set of compa-
nies, and I do not know how large it is-I would expect based on
data that I have seen, a very, very small set of companies-pre-
mised on very low-skilled, low-wage labor whose business strategy
depends upon low wages, not on high productivity through machin-
ery and infrastructure or access to market who have not already
gone to-a low-wage, low-skilled nation and who might be tempted
to go to Mexico because it is slightly more stable as a result ofthe
United States-Mexican or the North American Free Trade Agree-
ment.

But I would venture to say that all of those conditions I applied
to determining what that set is suggests that that set is very, very
small. I am not going to tell you that there are not such companies.
Obviously, there are.

On net, 24 out of 25 studies, which have been done recently look-
ing at the likely affects of NAFTA, have concluded that the net job
effects will be positive. Now that is 24 out of 25 studies.

I am the first one to admit because of my previous Jife that there
are a lot of studies around and you can almost prove anything by
studies. But these are neutral studies. These were not done on the
basis of any particular sponsor or trying to sell any particular point
of view. And 24 of the 25 studies have concluded that on balance
NAFTA means net job growth, because of all those exports; and
also on balance NAFTA is good for the American economy.

The CHAIRMAN. Thank you, Mr. Secretary.
Thank you, Senator Conrad.
Mr. Secretary, do not say things like you can prove almost any-

thing with a study.
Secretary REICH. That is very sacrilegious of me, I realize.
The CHIMAkN. Dr. Katz is nodding approval this very moment.
Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.
Mr. Secretary, I would like to clarify just a few points on the

labor side agreement and then move to some other questions. Does
the agreement limit any rights currently enjoyed by U.S. workers?

Secretary REICH. No.
Senator BRADLEY. Can you think of-any way that American or

Mexican workers would be better off without this side agreement?
In other words, the side agreement is an improvement over the
current circumstance.

Secretary REICH. Yes, that is right. And again, you are raising
a very important point in general. That is, we must compare the



.present, the status quo, with the future, which we are seeking. And
undoubtedly the side agreement improves the plight of Mexican
workers over the status quo.

Senator BRADLEY. The previous question from Senator Conrad
went to the question of is there a class of low-wage, low-skilled em-
ployers who might move to Mexico.

If we could come at it from a slightly different angle, in the last
decade many of those low-skilled, low-wage jobs have gone to Asia.
Is there any possibility in your mind that some of those jobs that
have gone to Asia might relocate in Mexico and that the workers
who are paid those wages might spend $7 out of every $10 of im-
ports on U.S. goods, thereby generating jobs in the United States?

Secretary REICH. Yes, there is some evidence that jobs that have
gone to Asia purely because American-based manufacturers, or for
that matter European or other high-wage country manufacturers,
have needed for strategic reasons to utilize low wages might come
to Mexico because of its proximity to the U.S. market. That is abso-
lutely correct.

Senator BRADLEY. Earlier you made a point about-I think you
used the word minuscule-that every year there are a certain num-
ber of job changes in America. Those job changes are related to de-
fense downsizing, technology, competition from Japan or Europe or
other countries. You said that the job changes related to NAFTA
would be minuscule.

Do you have a more specific range? I have seen a number in one
study that says that the job loss directed directly from NAFTA
would be 1 percent of the annual job changes. Was that what you
mean by minuscule?

Secretary REICH. Well, let me give you a couple of statistics on
that. First of all, about 2 million-actually it is 2.2 million-Ameri-
cans are losing their jobs each year and have to find new jobs. The
vast majority of those people are losing their jobs because of either
defense downsizing, corporate downsizing, international trade in
general -or technological change, which is responsible for many,
many job losses, particularly at the low-wage area because so much
is being automated. And if you do not have the skills necessary to
use new automated machinery, you are often supplanted.

The amount of displacement caused by the North American Free
Trade Act is estimated to be very, very small. I do not have a spe-
cific figure. Perhaps Dr. Katz has a specific figure on that.

But the point I made is, relative to the gale force winds that are
affecting American workers right now, this displacement, the ne-
cessity for finding a new job, is going to be very small. And the net
effect-I want to emphasize the net effect-is creating more jobs,
not destroying jobs.

Do you want to add anything to that, Larry?
Dr. KATz. There is no definitive way of getting a number of the

workers who would be dislocated. It is true that over 20 million
workers have been dislocated in the last decade. Estimates of
NAFTA are in the range of 10,000, 15,000 a year. Comparing that
to a static status quo should be remembered that not having
NAFTA also is a shock and will dislocate workers. It is not clear
that there will be more.



Secretary REICH. That 20 million figure I want to clarify, is
American workers who have-been displaced over the past 10 years
for all causes.

Dr. KATz. Right. All causes.
Senator BRADLEY. Is it also true that those numbers relate to

Mexico-United States? And if you have a NAFTA that makes the
United States more competitive against the real threats to jobs in
America, meaning Europe and Japan and China that that consoli-
dated economy might create jobs that exceed even the marginal
displacement due to the NAFTA on a bilateral basis?

Secretary REICH. Yes, absolutely. Another point needs to be made
that has not been made so far, Senator. Mexico as a rapidly grow-
ing market is a very attractive target for any Rdvanced nation with
regard to forming a trade agreement. There are other advanced na-
tions-I would not be surprised, for example, I would not be sur-
prised if Japan were to form a trade agreement with Mexico if we
failed to form a trade agreement with Mexico. I say that not in a
threatening way because I think again trade agreements that are
in the general direction of opening markets are good, but Japan in
that case would gain many of the benefits that we otherwise would
gain.

Senator BRADLEY. And their only hurdle would be a 4-percent
tariff?

Secretary REICH. Yes.
Senator BRADLEY. For exporting to the United States?
Secretary REICH. Yes.
Senator BRADLEY. Mr. Chairman, I hear the buzzer. I would have

one more.
The CHAIRMAN. Please do.
Senator BRADLEY. I would like to get clear on this point because

I think that this is one of the arguments that are made against
NAFTA. You pointed out that 24 of 25 studies demonstrate net job
creation. The one study that does not I assume is the Perot study.
But that is a separate issue.

My question to you is-
The CHAIRMAN. I do not think in Secretary Reich's data resources

he would consider that book a study.
Senator BRADLEY. Okay. Fine. [Laughter.]
Well, Mr. Chairman, with that-
Secretary REICH. That's right. I did not include the Perot what-

ever it is. I included the Economic Policy Institute study.
Senator BRADLEY. Okay.
Secretary REICH. That was the one.
Senator BRAI5LEY. That is the one?
Secretary REICH. Yes.
Senator BRADLEY. Now, the argument that is made by people

who are concerned that 24 studies might be wrong and it is the one
study that might be right is that none of the 24 studies took into
account the question that Senator Baucus asked which was invest-
ment flows.

The assumption is that investment automatically means loss to
the United States. It seems to me that one of the issues that we
have debated with regard to Japan, ad infinitum, is that the Japa-



nese get into a market with an investment and that then is a mag-
net for their dramatically expanded exports to that market.

So my question to you is: How would you choose to address this
concern that somehow or another if there is investment in Mexico
that that is a loss to the United Statea, even though 24 studies will
say that net job creation in the United States is positive?

Secretary REICH. Interestingly, Senator, you point up an irony.
Many of the people who are an have been concerned about Japa-
nese investment in the United States do utilize the argument that
Japanese investment is a magnet for other forms of Japanese
trade, that it causes more and more trade benefits to Japan.

And, of course, the logical implication there, followed through-
Mexico, would be that our investment in Mexico would be a magnet
for American exports.

Let me also suggest, as I did with a number of jobs and also
technology, investment is not a finite source as well. We are talk-
ing about global investment. Right now many investors from Eu-
rope and from Japan are coming into the United States- and they
are setting up good factories, good jobs. Why? Because we have the
environment which attracts those investors.

The CHAIRMAN. Thank you, Senator Bradley.
Senator Danforth?
Senator DANFORTH. Mr. Secretary, I have been attempting to put

myself in the place of people who are opposed to NAFTA by asking
myself if I were a protectionist, if I really believed in keeping out
the goods and the services of other countries, what are we losing
by entering into NAFTA.

My understanding is that under the present state of affairs half
of the Mexican exports are entering the United States duty-free
right now; and that the average U.S. tariff is only 4 percent. So if
you were a protectionist, it would seem to me to be a pretty flimsy
version of protectionism that the United States now has that it
would be giving up by NAFTA.

Have I missed something?
Secretary REICH. No. I think, Senator, you are correct and per-

haps many of us have missed something because I cannot quite un-
derstand the logic on the other side. Your question, I think, is very
well put. Because half of the exports to the United States are en-
tering from Mexico and are entering duty-free, three-quarters from
the Maquiladora are entering already duty-free, and because all of
the rest have a very-tiny 4-percent tariff relative to a much, much
larger barrier set on American goods entering Mexico, we do have
for all intents and purposes a free-trade relationship with Mexico
with regard to American companies or any companies getting goods
from Mexico into the United States.

Senator DANFORTH. One way.
Secretary REICH. One way. It is a one-way relationship. It would

seem to me we have everything to gain from making that a two-
way relationship.

Moreover, the labor side agreements permit us some leverage in
improving labor standards in Mexico, which we now do not have.

Senator DANFORTH. Now, the other thing I do not understand is
all of this business about the flight of jobs. I mean, it is just an



assertion that Mr. Perot and others make-we are going to have
this flight of American jobs to Mexico.

I do not understand how that is supposed to happen under
NAFTA. What is it? I mean, just trying to look at it from their
standpoint, what is it in NAFTA that conceivably would cause a
flight of jobs from the United States?

Secretary REICH. Senator, I think that the-and again, trying to
look at it from the standpoint of many opponents-and I respect-
fully disagree. I think many opponents, some of my best friends are
opponents of NAFTA, but I respectfully disagree. I think looking at
it from their standpoint, there is simply a straightforward fear that
has-it is simply looking at the Mexican nominal wage relative to
the American wage and simplistically assuming that because that
is so attractive more American companies will go down there, with-
out considering any of the other factors we have been talking
about.

Senator DANFORTH. Well, what does that have to do with
NAFTA?

Secretary REICH. In my view it has very little to do with NAFTA,
because as you said, it is right now very easy for American compa-
nies to go there, manufacture on the basis of low wages-they are
already doing it-and come back in the United States.

By the way, again I want to emphasize, if an American company
is interested in low wages, per se, there are lower wage places
around the world than Mexico already.

Senator DANFORTH. But doesn't Mexico now have artificial in-
ducements for American and other companies to locate in Mexico,
which artificial inducements would be eliminated or phased out
under it?

Secretary REICH. There has been a series of trade liberalizing
measures under the leadership of President Salinas, which have
gradually phased out artificial impediments to export into Mexico
and also various artificial subsidies. NAFTA would accelerate that
trend in terms of getting rid of those subsidies.

Senator DANFORTH. Now, the Maquiladora program is an artifi-
cial program that is designed to draw factories, draw job opportuni-
ties in an artificial manner to Mexico. Do you know how the
Maquiladora program works? My understanding is that it basically
is a free-trade zone.

Secretary REICH. It is a free-trade zone on which there is no duty
upon the value added in Mexico.

Senator DANFORTH. Provided that the goods are exported some-
where and the plants are located on the U.S. border, right?

Secretary REICH. Yes. The NAFTA would essentially eliminate
that Maquiladora special trade zone.

Senator DANFORTH. Now, again trying to put myself in the posi-
tion of Mr. Perot and others, how would America be disadvantaged
by eliminating the Maquiladora program?

Secretary REICH. It would not be, Senator.
The CHAImAN. Mr. Secretary-
Secretary REICH. Let me make a more general point.
The CHAIRMAN. Mr. Secretary.
Secretary REICH. Yes?



The CHAIRMAN. Sir, with great respect, Mr. Donahue of the AFL-
CIO is testifying next and give them some semblance of equal time.

Senator DANFORTH. I am sorry.
The CHAIRMAN. I do wish we could go directly with our-
Senator DANFORTH. Mr. Chairman, I apologize. I did not notice

the light.
The CHAIRMAN. -You are very generous, sir.
Senator Wallop?
Senator WALLOP. Thank you, Mr. Chairman. As part of my time,

Mr. Secretary, go ahead and conclude your answer to Senator Dan-
forth, if you wish.

Secretary REICH. Well, I wanted to make a more general point.
That is, we must acknowledge-we must knowledge-the degree of
job anxiety in the United States right now. This cannot be papered
over. We have had a very prolonged recession. Americans still are
deep in debt, many of them. Americans are very, very worried
about their jobs. They are easy prey, Americans, to demagoguery
of all sorts; and not just demagoguery, but to differences of opinion
and simply mistaken assumptions which are, in my view, very sim-
plistic.

But at base, I think the opposition to NAFTA has to do with a
very legitimate concern about the future of jobs in America. And
we all need to be concerned about that.

Senator WALLOP. Let me follow that then because I am struck by
the sort of shamelessness of Mr. Perot as he runs about the country
trying to terrify Americans. Would it not be a fair thing to say that
whatever "sucking sound" existed is south to north at this moment
in time?

I mean, how many people do you think we have coming across
annually?

Secretary REICH. There are no good estimates of the numbers of
Mexicans coming illegally into the United States. We do know that
the rate has been very high. It seems to be increasing.

We do also know that a lot of that, in fact probably a majority
of it, is motivated by the need, the desire for jobs.

Senator WALLOP. Fleeing poverty to prosperity.
Secretary REICH. Yes.
Senator WALLOP. So that America, really, in looking after its own

self-interests needs a prosperous neighbor to its south.
Secretary REICH. Well, we need a prosperous neighbor to our

south not just because we may want to stem the tide of immigra-
tion, but also because we want a stable neighbor to our south.

Senator WALLOP. And for our own prosperity in the North, so
that we can trade more.

Secretary REICH. And for our own prosperity in the north. But
we have not talked about in this hearing so far the importance of
this trade agreement for Mexican stability, continued prosperity,
and the unfolding of Democratic reforms.

Senator WALLOP. Mr. Secretary, the administration was asked in
a briefing about whether right-to-work States would be affected by
some of the provisions of the labor side agreement; and the admin-
istration replied that the agreement does not affect any sub-Fed-
eral statutes.



However, the State right-to-work laws, as you well know, are au-
thorized by Federal statute. Could this Federal authority be eroded
by any of the labor side agreements?

Secretary REICH. No.
Senator WALLOP. So that is a fight that we would take on, if it

is to be taken on, through Congress?
Secretary REICH. Yes.
Senator WALLOP. The re-employment program of which you

speak, as I understand, is a $5 billion program .s it is currently
conceived.

Secretary REICH. I'm sorry?
Senator WALLOP. The re-employment program.
Secretary REICH. Yes.
Senator WALLOP. When our staffs were briefed about it, about

the financing, it was suggested that the payroll tax would be one
way of doing it. I wonder, in light of the payroll taxes that are im-
plicit in an employer mandate for health care, and other kinds of
things, if that might not be something at which we would look
rather carefully. That might create more of a flight to Mexico than
the trade agreement.

Secretary REICH. We would not do anything, and we would not
propose anything which in any way deterred employment in the
United States. No decision has been made on that, Senator. Right
now we are in this time of belt-tightening, we are trying to locate
sources of funds.

Senator WALLOP. I think honestly that one of the ways in which
we would lose jobs is to create, not a labor-expensive, but a condi-
tionally expensive job market in the United States where people
might seek relief by going to Mexico or anywhere else.

Do you have any idea how much we, at the Federal and State
level, spend on providing health and human services and education
to illegals that are coming across the border?

Secretary REICH. I have not seen a good estimate.
Dr. Katz, have you seen a good estimate of that?
Dr. KATz. I do not know a good aggregate estimate. There are

some for California.
Secretary REICH. We could try to get that to you, Senator.
Senator WALLOP. It is an interesting figure. How much do we

spend just providing the border patrol on the southern border? Do
we know?

Secretary REICH. And, again, we could get that estimate to you.
I do not have that information.

Senator WALLOP. Mr. Chairman, it seems to me that one of the
things that is a benefit, a potential benefit, of this agreement is
considerable relief from the extraordinary pressures that exist on
that southern border today. Ross Perot notwithstanding, the "suck-
ing sound" is from prosperity north of the border.

I thank you, sir.
The CHAIRMAN. Thank you, Senator Wallop.
Can we get that data, Mr. Secretary? I am sure you can. We

would appreciate it.
Secretary REICH. Yes.
[The information requested was not received at press time.]



The CHAIRMAN. Senator Wallop, though, could I suggest that you
do not really mean to refer to the statute of the State of Wyoming
as sub-Federal, do you?

Senator WALLOP. No. That is precisely why I took exception to
the idea. The administration said that they did not affect sub-Fed-
eral statutes.

The CHAIRMAN. The administration referred to Wyoming as
something sub-Federal?

Senator WALLOP. It was implied and I just wanted to make cer-
tain that we understood.

The CHAIRMAN. Check that out, Mr. Secretary.
Secretary REICH. We will check it out.
The CHAIRMAN. It will not help you-
Secretary REICH. I am sure it is not sub-anything.
The CHAIRMAN. [continuing]. The least little bit.
Senator Hatch?
Senator WALLOP. Mr. Chairman, could I ask that a statement be

inserted in the record in the appropriate place.
The CHAIRMAN. Please and I am happy to do.
[The prepared statement of Senator Wallop appears in the ap-

pendix.]
Senator HATCH. Thank you, Mr. Chairman.
Welcome, Mr. Secretary. We appreciate all the hard work you are

trying to do. I read with interest the statement of the AFL-CIO
Executive Council which was made at its annual meeting in Bal
Harbor, Florida.

It seems to me their strongest objections to the agreement with
Mexico are based on their perception of the American worker and
the nature of United States-Mexican trade. They say, for example,
Mexico's per capita income is one-tenth that of the United States.

One half of all trade is between branches of U.S.-owned corpora-
tions. The average Mexican manufacturing wage is about the same
as the hourly wage in the United States and the Maquiladora re-
gion is a shanty town that further impoverishes Mexican workers.

Now am I not correct in saying that NAFTA will virtually elimi-
nate each of those particular grievances?

Secretary REICH. The North American Free Trade Act should im-
prove the wages and working conditions of Mexicans, particularly
the side agreements are designed to give us leverage, toprod and
push Mexico to the extent that Mexico needs prodding and pushing
in the direction of improving its enforcement of labor standards.-

I want to add that the labor standards, the official labor stand-
ards, are actually quite good. It is the enforcement issue again.

Senator HATCH. Right.
Secretary REICH. Which is in question. The Maquiladora region

exists right now. The environmental standards will help improve
that condition.

Senator HATCH. So in every case it will be an improvement.
Secretary REICH. So that we are dealing as Senator Bradley and

I were talking a moment ago, the real choice is not between some
ideal state and NAFTA; the real choice is between what exists
right now and NAFTA. It seems very, very clear on the issues of
labor, wages, working conditions, environmental conditions, and
also our exports to Mexico and the necessity of many American



companies leaping over their high tariffs to invest in Mexico, that
on all those pounds the situation will improve through NAFTA.

Senator HATCH. I appreciate that. We are told that Mexican
wages which were admittedly lower than the United States will
drive U.S. companies south. I realize that the average Mexican
manufacturing wage is $26 a day, as I understand it. This is less
than what many auto workers make in an hour and a half some
people think.

I have my own ideas as to why wages alone will not be a suffi-
cient magnet. But I would like to hear your opinion on it.

Secretary REICH. There are several reasons why American com-
anies do not center their manufacturing strategies or even move

a of their plants to low-wage nations. As I said initially, if that
were the case, if low wages were the primary ingredient or the pri-
mary incentive, then nations like Haiti or Bangladesh or other
very, very low-wage nations, much lower wages than Mexico, would
be the manufacturing capitals of the world.

No, quite the contrary. The manufacturing and production cap-
itals of the world with regard to high wages, which is the direction
we want to move in, are there because of the productivity of the
people and the infrastructure surrounding those individuals-ev-
erything from highways and communication systems, stable gov-
ernments, to the skills of employees, the ability of subcontractors
to form a unit with regard to the ability of indeed the entire indus-
trial sector to perform at a high level of productivity.

And finally, closeness to customers, which is becoming an in-
creasing factor with regard to much manufacturing; in fact, many
activities.

I have toured a number of plants in the United States over the
past 6 months which could have gone to Mexico, where managers
tcid me that there was a debate in the company about whether to
go to Mexico or not. One stands out in my mind, a plant in Atlanta,
an AT&T plant, a unionized plant.

The plant decided, the managers decided, not to put it in Mexico
because they felt productivity was higher, infrastructure was bet-
ter, skills were better, and it was closer to customers. So they pre-
ferred to be here in the United States.

Senator HATCH. Let me endorse those comments and let me just
tell you a story. Utah has a well-known firm called Iomega. It
makes the Burnoli box. This is a large computer data storage de-
vice that is used by the Pentagon or used in the Defense Depart-
ment and elsewhere.

Now Iomega moved a substantial part of its production of that
device to Mexico in the early 1980's. The original magnet really
was the wages of Mexican workers. They were good workers, too,
but they simply lacked the right combination of skills.

So Iomega started crunching the numbers and the company cal-
culated that the cost of upgrading their Mexican workers would
incur time and costs so steep that they could afford to move the
work back to Utah and still keep a decent profit margin.

Now that is not an uncommon story, but I relay that only to re-
mind you of a point I made in my statement that I asked me placed
in the record.

The CHAIRMAN. Which it will be.



[The prepared statement of Senator Hatch appears in the appen-
dix.]

Senator HATCH. That worker productivity is a function of skills
and training as well as other work place technology, such as com-
puter software and sophisticated manufacturing techniques and
equipment.

This is what we have in the United States that will continue to
give us a margin of difference with Mexico. I think it is a worry
that is really unfounded. I personally have appreciated listening to
your remarks here today. They have been very enlightening and
very interesting to me. Thank you. I will end with that.

The CHAIRMAN. Thank you, Senator Hatch.
Senator Roth?
Senator ROTH. Thank you, Mr. Chairman.
Mr. Secretary, I would like to go back to the worker training pro-

gram. It does seem to me that there is a way to pay for that, at
least insofar as those workers who are hurt by these trade agree-
ments.

We got as part of the 1988 Omnibus trade legislation authorizing
the GATT negotiations a provision requiring the administration to
negotiate a very small border fee-less than 1 percent, three-twen-
tieth of 1 percent as a matter of fact.

It does seem to me that there is great logic in that kind of ap-
proach. What we are really saying is that a lot of people are going
to benefit by a liberal trade agreement through lower costs on
consumer products and so forth. But there are some who are going
to be hurt. So why is it not a question of fairness, of equity, to say
those that are benefiting will pay a very small fee to help retrain
and help those who are hurt.

Now I know the-purest say, well, you cannot do that because we
are trying to lower tariffs and to put a border fee is contradictory.
That is tunnel vision in my judgment. What I am saying is that
we already have on the books instructions to the executive branch
in the GATT negotiations that they should negotiate such a fee.

Now the last administration purportedly tried, but I do not think
they tried very hard. I would like to see this administration do
something either in the GATT Round or if necessary with the
Mexicans. To me, it offers real relief. Let me point out there is
some precedent. Hong Kong, for example, has a small fee to pro-
mote exports. So it does seem to me that this is a possible solution.

Secretary REICH. Now, Senator, let me very strongly agree with
the first part of your proposition. That is that any economic change
which on net improves society ought to at the very least hold harm-
less anyone who may be inconvenienced or may b. hurt by that
change.

Those who benefit, who are in the majority, ought to make sure
that anyone who is not helped is at least as good off, if not better
off, than they were before. I think that is a terribly important prin-
ciple underlying everything here.

But the question is how to do that and where to get the money
from. I and the administration would not be supportive of a border
tax simply because that moves us back toward a trade impediment.
There may be other ways of financing it. There may be some
problems-



Senator ROTH. Let me ask, because this is the heart of my pro-
posal, I strongly disagree with you. I mean, if you have a $10 tariff
and you reduce that just to a few cents, for that few cents to help
retrain, to me this is purest philosophy that you cannot do it.

It is an exception that I think makes possible the kind of adust-
ment that is necessary. If we had some other available, but if you
go to payroll tax or something, you are going to hurt jobs in gen-
eral. This is a way of paying for something that is essential to this
program if we are going to get it adopted.

It seems to me, I urge you to reexamine and look at it. We did
pass this legislation, pushing, I think, my colleague, the Chairman,
as a matter of fact was a co-sponsor with me of this legislation.

The CHAIRMAN. Yes, sir.
Secretary REICH. I certainly will look at it and I do not in any

way want to give anyone the impression, Senator, ever of being a
purest with regard to this other matters. But I think it is worth
looking at. But I did want to just give you that initial feedback
with regard to how the administration now views that.

Senator ROTH. That is the traditional myopic approach in my
judgment.

Let me ask you another question. Senator Levin, when he was
before this committee last week, alleged that NAFTA's job-creating
claims are based on a major distortion of facts. He went on to em-
phasize that the government presents only half a picture by focus-
ing on U.S. exports to Mexico and not showing the import statis-
tics.

How do you respond to Senator Levin's claim that almost 90 per-
cent of the job gains disappear when you calculate jobs based on
net trade figures?

Secretary REICH. No. The job gains are net job gains. Those are
the job gains that are being anticipated on the basis of simply look-
ing at the jobs that have been created through exports.

Senator ROTH. Two hundred thousand, in other words. Does this
figure take into consideration the impact of imports to this coun-
try?

Secretary REICH. Absolutely. It is looking at net job gains, net of
any job shifts that may have to occur.

Senator ROTH. Well, I see my time is almost up and I know you
are anxious to move ahead.

The CHAIRMAN. Thank you, Senator Roth. We are. Our last ques-
tioner will take up some of the themes of Senator Levin.

Senator Riegle? -
Senator RIEGLE. Thank you very much. First the good news, Mr.

Chairman, andMr. Secretary, and that is we have just reported
out of the Banking Committee a community development bill,
sought by the administration. We also reported out a mall loan
securitization bill. We reported it oit by the vote of 18 to 1, a bi-
partisan vote.

I can report there is no gridlock in the Senate Banking, Housing
and Urban Affairs Committee. This is a very important initiative
of the administration. I think it is an illustration that the adminis-
tration and Congress, both parties, can come together and get some
important work done.

The CHARMAN. That is great.



Senator RIEGLE. So that is the good news.
Let me now turn to NAFTA, which I think is the bad news. I

want to make two or three-points.-- apologize for having been up-
stairs and not here. But I have gone through your statement care-
fully as we were working on that legislation I just cited.

But it is the kinds of jobs we are losing to Mexico, the kinds of
jobs we have lost before, up until today, and the kinds of jobs that
my economic analysis and common sense tells me we will lose in
the future.

If you take the Maquiladora area, the reason that American
firms-half of our exports by the way to Mexico go to the
Maquiladora area. They go down there and they make a U-turn.
They go down there and work is--i-ie and 99 percent of that pro-
duction comes back into the United States.

Now, why would American firms go to the trouble of sending all
of that work down there and getting it done and then bring it back
into the United States? I mean there is really obviously only one
reason-the economics drive that, the quality of the work drives
that.

What we are doing here is not just eliminating the Maquiladora
area, which has been said, you are turning all cf Mexico, all of
Mexico, into a Maquiladora area. That is really what is happening
here.

And the economic hydraulics of this, because the wage standards
are so much lower, about one-seventh of ours here-the minimum
wage there, for example, is 60 cents an hour versus our $4.35-and
when you take in addtion the absence of meaningful work place
standards, which cost money, -meaningful environmental standards,
which cost money, and things of that sort, the economic differen-
tials are so vast that already hundreds of thousands of U.S jobs
have in effect moved down to the Maquiladora area where work is
done and then sent back into the United States.

Now the proposal is to do that for the whole country. We are de-
stroying a larger and larger part of the middle class of this country.
I think there is a very serious social implication to what has been
going on and what would be greatly accelerated by this package.

I want to give you an illustration back in Flint, MI, which is a
place we are both familiar with. You lived part of your life out
there I know. I went back to the old neighborhood, Mr. Chairman,
where I grew up, which is the industrial side of Flint. We are an
auto making town. Almost everybody on my block in small row
houses worked down at the Buick plant.

When I was back there about 3 weeks ago I was struck that on
the intersection of Fraiflin and Dakota Avenue, five houses from
where I spent my first 20 years, there is now an all-night laun-
dromat. It was not there when I was a kid growing up.

As I got around and talked to people in the neighborhood, the
reason it is there is that more and more people in that neighbor-
hood cannot afford to own their own washing machines. So they are
now taking their laundry in plastic baskets down to this all-night
laundromat, dropping their quarters in, to get their laundry done.

It is just one measure of the backwards slide of so many people,
particularly in our manufacturing base, but more and more out of
the middle class, back down-Tw-economic ladder. We know that



has been hidden in part because two people in a family have gone
to work in recent years to earn as much as one person could earn
several years ago in terms of real income. o

We do not have any answer for how we are going to reemploy
people who lose their jobs. And to be very specific about it, I just
visited a radiator hose plant in Wall Lake, MI. The women, prin-
cipally a work force of women, were earning $6.25 an hour. That
plant has since been closed and moved to Mexico. The work has
been moved to Mexico.

When I went to visit the plant, Mr. Chairman, I came near the
end of the shift change and got word out that I hoped some of the
women would come out and speak to me at the end of the shift
change. They were warned that if they did come out and talk to
a U.S. Senator on the sidewalk in front of the building that they
would not be allowed to finish their last two weeks in that plant.
I mean, that is just part of sort of the ruthlessness that is being
carried out in terms of people who are losing their jobs.

Now those are $6.25 jobs. There are much more valuable jobs in
the computer and technology industry from California that moved
wholesale from California to Mexico. It is one of the reasons that
Senator Boxer, from a State quite different than Michigan, has
come out against the NAFTA as have many other people in that
State.

The problem is the administration, nor anybody else who are sort
of fostering this idea, has no notion of how we replace the lost jobs.
I mean, there is partly an effort to minimize the notion of lost jobs,
but that is a manifest reality. We do not know what to retrain peo-
ple for today, quite frankly.

As brilliant as you are, and I can see that you are, and I am de-
lighted that you are in the job, as a practical matter, you do not
have an answer, nor does this country have an answer for those
women, most of them single mothers, who just lost their jobs at
that radiator hose plant in Wall Lake, MI.

So all of this is lofty and very cosmic. But I have people and they
are just one of countless examples I can cite who need jobs now.
There are no jobs for them and, quite frankly, there is no plan to
provide jobs for them. That is just wrong. I do not think we should
add to the problem until we answer that problem.

The CHAIRMAN. Thank you, Senator Riegle.
Mr. Secretary, we thank you so much indeed for your thoughtful

testimony; and we congratulate you on the good sense of bringing
Dr. Katz alongside you with lots of tables and answers. We have
got some questions which we have left with you and we hope to

ear back from you.
[The questions app ear in the appendix.]
Senator BAUCUS. Mr. Chairman, if I might just as one very, very

brief question.
The CHAIRMAN. Yes, of course.
Senator BAUCUS. This will take less than 30 seconds.
Mr. Secretary, you explained that Section 301 will still be avail-

able if NAFTA passes. Would you mind some clarifying language
somewhere in the implementing language or something to make
that quite clear, because there are some who are saying that with
the passage of NAFTA, Section 301 would no longer apply.



Secretary REICH. No, Section 301 will be there. I will definitely
talk with Ambassador Kantor this afternoon and seek to ensure
that there is clarifying language there.

If you will permit me, Mr. Chairman, 30 seconds.
The CHAIRMAN. Sure.
Secretary REICH. Let me just say and say both to Senator Riegle

and others, I did spend part of my young life in Flint, MI. I share,
and a few people care as deeply as I do about what has happened
to Flint and what has happened to the American manufacturing
base.

But in Michigan alone, bear in mind, that exports to Mexico from
1987 to 1992 grew over $1.4 billion; and most of those gains were
in manufacturing. Had we not had those exports to Mexico, that
erosion might have been worse.

What I worry about is that we mix up a tremendous problem, the
problem of the erosion of the American manufacturing base and
what is happening to non-supervisory workers. We must do some-
thing about it. There are efforts that the administration is taking,
and you are taking, and we are working together. But we mix that
up. We confuse that with the issue of NAFTA and it is a different
issue.

Senator RIEGLE. Well, you have put a fact on the table and I
want to nail it down. When you cite that export figure to Mexico,
I want to know what part of that export figure to Mexico went to
the Maquiladoras and, in fact, came back to the United States.

Secretary REICH. That is a net figure with regard to export
growth.

The CHAIRMAN. Let us get from you, sir, the whole spreadsheet
as you might say.

Secretary REICH. I will give you that.
The CHAIRMAN. And while you are at it, if Senator Riegle wishes,

I would like to know what the National Labor Relations Act has
to say about a management that was prepared to fire employees
who dare to talk to a U.S. Senator.

Senator BRADLEY. I would, too.
The CHAIRMAN. There was a time when Secretaries of Labor did

not allow such things like that, and I am sure you are one such.
Secretary REICH. That is disturbing to me.
The CHAIRMAN. Yes, let us find that out. All right?
Senator RIEGLE. I might say that some of the women there did

come out and speak to me and others were afraid to and just drove
on by.

The CHAIRMAN. I mean, let us just find out about that.
Secretary REICH. Absolutely.
[The information requested was not received at press time.]
The CHAIRmAN. Thank you very much, Mr. Secretary. Thank you,

Dr. Katz. We will take one seventh-inning stretch here. It is the
seventh inning.

Senator RIEGLE. Mr. Chairman, if you would indulge me just one
personal comment as we are waiting for the shift change here at
the witness table.

When I made the observation about the all-night laundromat
that is now down on the corner of Franklin and Dakota Avenue I
should have added the fact that back 30 or 40 years ago when I



was growing up there almost everybody in the neighborhood had
their own washing machines. They were the old Maytag type with
the rollers on the top to drain the clothes.

But the point is, it is a measure of the backwards slide in living
standard from what I knew as a young man growing up in that
neighborhood when we were not, it seemed, earning a lot then, that
workers by in large were better off than they are even today.

The CHAIRMAN. Well, we do know that average earnings ceased
to grow in 1973 and we have no name for a generation in which
there is no increase in real incomes.

Now, we are about to have the honor of hearing from Hon. Thom-
as R. Donahue, who is Secretary-Treasurer of -the AFL-CIO and
chairman of the Labor Policy Advisory Committee for Trade.

Good morning, Mr. Secretary. You have been very patient. I saw
you come in at 10:00 and you have sat back and listened with great
care. We welcome you.

I would like to ask our guests to come back to order. The tele-
vision is out in the corridor.

Mr. Secretary, you are accompanied by?
Mr. DONAHUE. I am accompanied by Mark Anderson, who is the

Director of the AFL-CIO's Task Force on Trade, Assistant Director
of our Economic Affairs Department.

The CHAIRMAN. Mr. Anderson, we welcome you, sir.
Mr. ANDERSON. Thank you, Mr. Chairman.
The CH MAN. Would you proceed exactly as you like. We have

your statement. You can read it directly or you can put it in the
record. We will put it in the record and you can proceed exactly as
you want.

Sir, I want you to understand, take as much time as you want.
If we cannot finish today, we will ask you back. All right? It was
the nature of this subject, that it is a long negotiation. You have
been through negotiations before.

STATEMENT OF THOMAS R. DONAHUE, SECRETARY-TREAS-
URER, AFL-CIO, AND CHAIRMAN, LABOR POLICY ADVISORY
COMMITTEE FOR TRADE, WASHINGTON, DC, ACCOMPANIED
BY MARK A. ANDERSON, DIRECTOR, TASK FORCE ON TRADE,
AFL-CIO
Mr. DONAHUE. I have a statement and I would like to just high-

light some parts of it for you if I may.
The CHAIRMAN. Fine.
Mr. DONAHUE. We obviously appreciate the opportunity to ap-

pear and talk about this trade agreement and supplemental ac-
cords.

The AFL-CIO believes that the interest of American companies
is great. We believe that the consequences of NAFTA are not min-
uscule. We believe that the adoption of this agreement would seri-
ously harm the U.S. economy and result in the loss of hundreds of
thousands of American jobs and a decline in the nation's standard
of living.

The President contended last week that the debate was essen-
tially a debate about whether or not we embrace change. Others
say that supporters of NAFTA look to the future while the oppo-
nents look to the past. Nothing is further from the truth.



The question is not whether we change or whether we stagnate
as a nation, it is whether or not government is capable of shaping
change in ways which benefit the majority of the citizens of the
country, not just the powerful elites. That is, after all, what demo-
cratic government is about and why it was brought forth.

Trade and investment relationships have to be structured so that
the benefits of economic activity are spread as widely as possible.
Workers long ago learned that when market forces are left to their
own devices they cannot be expected to bring sustained equitable
economic growth and social progress to a nation.

Free markets literally need to be civilized. They need to be chan-
neled in democratically agreed upon directions if the economy is
going to serve the people. Many, many of the major achievements
of this Nation, the establishment of our minimum wage, the aboli-
tion of child labor, the development of work place health and safety
laws, collective bargaining itself, all of our environmental protec-
tions, all of them were intended to temper and to restrain some of
the most brutal affects of the free market.

What is that stake? In the current discussions it is not more or
less trade with Mexico, but the nature of the quality and the re-
sults of that trade. As it is written and as it is agreed upon,
NAFTA contains no protections against a further
deindustrialization of the American economy.

There are no protections against the transfer of our technological
edge. There are no counter incentives to the massive transfers of
investment and production which will flow and there are no protec-
tions for Mexican workers to help ensure that they, and not just
their employers, might reap some benefits from that increased in-
vestment.

There is no doubt that U.S.-based multi-national corporations are
going to benefit from NAFTA. The United States as a whole, how-
ever, stands to lose an enormous amount. Ultimately NAFTA sup-
porters have one very simple argument.

All things being equal, increased international commerce results
in greater general prosperity. I will not disagree with that. But the
fact of the matter is that there is very little that is now equal be-
tween the United States and Mexico and, indeed, between the
United States and all the other nations--Japan and the EC most
particularly-which manage trade to their advantage.

You know the statistics. In 1992 the average hourly compensa-
tion of American manufacturing workers, $16.17; Mexican manu-
facturing workers, $2.35; in the Maquiladoras, according to the Bu-
reau of Labor Statistics, $1.64 an hour.

As a result, the Mexican consumer market is depressingly small.
Mexico is a country with one-third of our population, 5 percent of
our buying power. It has a 40-percent poverty rate, a 20-percent
unemployment rate, and a GDP one-twentieth the size of ours.
Many Mexican workers, particularly Maquiladora workers, live in
cardbard shanties without electricity or running water. They
drink and bathe in unfiltered streams filled with toxic run-off from
nearby plants. That is the fact.

The average Mexican family simply cannot afford to purchase the
products that they make, much less contribute to American pros-
perity by buying goods that are made in the United States.



The existing trade patterns prove that reality. While it is per-
fectly true that we now have a small trade surplus with Mexico-
and I would note that that surplus in the first 6 months of 1993
is half of the number which Secretary Reich quoted for 1992-but
we have a small trade surplus even in that first 6 months.

But there is every reason to believe that that is only temporary.
Capital goods and intermediate goods accounted for more than 80
percent of all- U.S. exports to Mexico in 1992. The vast majority of
the finished products from those plants flow back to the United
States and Canada where for now workers still earn enough to be
consumers.

U.S. exports to Mexico of consumer and agricultural products ac-
counted for only 19 percent of our trade in-1992. When the Mexican
peso is devalued, a move that is rumored for next year, but is cer-
tainly likely within the next 2 years, Mexican workers are going to
be even poorer relative to the U.S. dollar and far less capable of
buying products manufactured in the United States.

We should be clear about this. Mexico is not a huge market for
U.S. exports; and NAFTA will not make it so. It is a low-wage pro-
duction location for U.S. factories.

The current NAFTA was not designed to improve that picture
but to expand on it. It is not about trade. It is about investment.
It is not about our buying Krona Beer and their buying Ben & Jer-
ry's ice cream. It is about investment in Mexico.

President Clinton acknowledged this is really an effort to in-
crease and protect U.S. investment in Mexico and the agreement
meets those goals with flying colors. NAFTA guarantees the repa-
triation across borders of all profits, dividends and capital gains,
guarantees the convertibility of currency at market rates, guards
against the expropriation of property, guarantees prompt com-
pensation.

It is fascinating to compare the enforcement of those protections
for business with the enforcements of the rights of working people
or more precisely the lack of such enforcement. NAFTA spells out
in exquisite detail the remedies, including trade sanctions, that can
be taken by inventors or invention owners whose trademarks, pat-
ents or copyrights are exploited by people who might refuse to pay
a fair price.

The men and women who make those products, however, are of-
fered no guarantees of their right to a fair wage or decent working
conditions in Mexico.

The labor supplemental agreement, rather than advancing labor
rights and standards, actually represents a weakening of existing
remedies available under U.S. law. The accord contains no agree-
ment on or definition of minimal worker rights and standards.
Remedies can only be sought for persistently poor enforcement of
a narrow group of standards, not for singular gross violations of
labor rights-persistently poor enforcement of a very narrow group
of standards.

No remedies are offered for infringements against workers' rights
to free association, to collective bargaining, or to withholding labor
through strikes. The consultation and the dispute resolution proce-
dures of that supplemental agreement, even for the few things that



are covered, is so protracted and tortuous as to make the timely
resolution of disputes almost inconceivable.

For covered practices, it appears that the enforcement process
could take more than 1,225 days after there is an essential agree-
ment that there is a problem. The enforcement process could take
1,225 days.' Mexico's chief trade negotiator assured the Mexican
Congress that the process was, and I quote, "so exceedingly long"
that it is "very improbable that the stage of sanctions could be
reached."

We agree wholeheartedly with the Mexican negotiator, Mr.
Chairman. It is very unlikely, very improbable that sanctions could
ever be reached.

Even with its many inadequacies the supplemental agreement on
th' environment is far stronger than the labor agreement and we
keep asking, why is the protection of workers somehow less impor-
tant than the protection of business owners or the protection of the
environment.

Beyond the inadequacies of the labor supplemental agreement,
the NAFTA contains dozens of specific provisions which would also
be extremely harmful to domestic employment. It contains weak
rules of origins, inadequate safeguard procedures, inequitable rules
for investment, inequitable market access. Those are, I submit, just
a few of the provisions that would be detrimental to U.S. workers
within the basic agreement.

Our written testimony, Mr. Chairman, describes the situation in
auto, apparel, land transport, and on the question of the temporary
entry for business persons.

Let us take a look at the investment possibilities in Mexico. Last
year the Wall Street Journal published a survey of 455 senior ex-
ecutives of manufacturing companies-55 percent of executives
from companies with at least $1 billion a year in sales said that
if this agreement goes through it is very likely or somewhat likely
that they would shift some production to Mexico within the next
few years; 24 percent said it was likely that they would use the
threat of job loss to Mexico to bargain down the wages and benefits
of U.S. employees.

And according to a report of the conference board, during the
next 2 years business spending will grow almost three times faster
in Mexico than in the United States. I think we ought to take those
business leaders at their word. I think we ought to take them seri-
ously.

But the fact is, we ignore them and we ignore the whole history
of the Maquiladoras and the current history of non-enforcement of
law in Mexico. The AFL-CIO, Mr. Chairman, will enthusiastically
support any new framework for trade and investment that truly
protects the jobs of people who need them, that strengthens the
democratic rights of workers throughout North America, that raises
living standards and promotes economic development in the poor
areas of the continent, and that ensures that we will all have a
healthy and safe environment.

But when NAFTA and the side accords are measured by those
criteria, they are a complete failure. Just for a moment, contrast
our Nation's performance with that of the European community
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when it was asked to integrate economically with the less devel-
oped Greece, Spain and Portugal.

Both the EC and the U.S. claimed to want to foster democratiza-
tion. The EC demanded and achieved it; we never tried. Both said
they want to have higher living standards for their poorer partners.
The EC protected workers' rights to form independent unions and
to negotiate for higher wages and then backed that up with devel-
opmental funds. We never tried.

Both were said to want to prevent social dumping, not allowing
competition based on low wages. The EC tried to raise up the poor
and provided disincentives against job flight. We never tried.

Change is the inevitable result of those failures to confront the
political and social effects of economic globalization, but it is
change that is regressive. The real story is not that NAFTA has the
support of five former Presidents, rather it is the fact that NAFTA
is understood and opposed by the majority of American citizens- -
auto workers in Illinois, truck drivers in California, maritime work-
ers on the east coast.

NAFTA moves the trade debate for the first time from the econo-
mists and former Presidents down to the level of the people. It is
a debate to be carried out in terms that they can understand and
they are going to decide the outcome of it.

NAFTA does for trade, I submit, what televising the Vietnam
conflict did for war, it enables people to understand it and the peo-
ple understand the consequences of the NAFTA agreement. They

ow that no promise of worker retraining, no breakthroughs in
technology, no government-business partnership schemes are going
to bring back the jobs and the investment dollars that NAFTA is
going to take from the United States under the conditions which
would be enshrined by the passage of NAFTA.

We submit the people have a right to expect more from the peo-
ple who represent their interests. We think this country can do bet-
ter and it must.

Thank you, Mr. Chairman. I would be happy to try to address
any questions.

The CHm MAN. Thank you, Mr. Secretary. That was powerful,
direct, concise. At the opening of today's hearing I mentioned that
in the opening of our first hearing I said this was the first major
trade agreement in the last half century on which our Nation is di-
vided. We are not in agreement here.

But more importantly, it is the first time in a half century that
the American labor movement has stated its opposition to a specific
agreement, not to the general proposition. For a half century,
whether the business community was for or was with the govern-
ment or not, the AFL-CIO has been. It has insisted that opening
trade would raise standards of living elsewhere in the world, and
at home as well, and on the issue of democratization, the issue of
the defense of the free world in a grim confrontation that went on
for two generations, the AFL-CIO has been there.

I have been involved in some of those negotiations. The one
group in this Nation and one organization in this capital that a
President could depend on, it has been the AFL-CIO. And when
you speak as you do, you have to be heard. I thought it was a very
powerful statement.
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You said, contrast our Nation's performance with that of the Eu-
ropean Community, when asked to integrate economically with less
developed Greece, Spain and Portugal, both the EC (the European
Community) and the U.S. claimed to want democratization. The EC
demanded and achieved it. We never tried.

I do not know that that is a dispositive fact, but I think it is an
accurate statement.

I will leave my statements at that. So we can go through our se-
quence. Senator Baucus?

Senator BAUCUS. Thank you very much, Mr. Chairman.
Mr. Donahue, I think a core essential question here is whether

U.S. workers are better off or worse off with NAFTA. Secretary
Reich has one view; you have another. I just would like you to ex-
pand upon that basic point because, frankly, as I see it, if you com-
pare what the U.S. workers' condition would be with NAFTA, with-
out NAFTA, based on how I see it, it seems that the evidence con-
cludes that the U.S. workers are better off with NAFTA compared
without NAFTA. I say that because of several reasons.

Number one, trade barriers would be reduced, eliminated. Mexi-
can trade barriers are 21/2 times the U.S. trade barriers. So that
would be a benefit for the United States to export products to Mex-
ico.

Second, there is a labor side agreement, It is not perfect, but it
is better than the status quo. Also, Mexico has agreed to tie wage
increases to productivity increases. You know, otherwise without
NAFTA Mexico would not agree to do that.

Add to that the environmental side agreement, which because it
enforces--tends to enforce; it is not perfect-it tends to enforce
Mexico to abide by its environmental laws, that that will have the
effect of leveling, you know, the competitive playing field between
the United States and Mexico insofar as with hired environmental
enforcement in Mexico, Mexican business will be less likely able to
produce products at a lower cost because it is not complying with
Mexican environmental standards.

Also, let us remember that Section 301 is going to be available
with or without NAFTA. GSP is available with or without NAFTA.
So we add it all together, it just seems to me that the net effect
is going to be more incentives to ship more products to Mexico.
There is going to be greater incentive with NAFTA for wages to go
up higher, more quickly in Mexico than they otherwise might with-
out NAFTA and there are fewer incentives for companies, as Sec-
retary Reich said, to go above or around, to avoid the higher trade
barriers because they are going to be eliminated.

Also, without NAFTA it seems to me there is a higher likelihood
the Japanese investment is going to exceed in Mexico. It is very
possible there could be a Japanese-Mexican Free Trade Agreement.
t gives me the shudders because Japan would use Mexico then as

a platform to ship product to the United States.
I am just curious why you think, I will say it again, why given

all that which I have just outlined why wouldn't U.S. workers be
better off with NAFTA compared with no NAFTA. '

Mr. DONAHUE. I am trying to say, Senator, that'! think to sup-
port NAFTA you have to be willing to suspend any belief you have
in an analysis of past history. I heard Secretary Reich say low



wages will not draw companies to Mexico. There are 2,200 plants
on that border, providing over 520,000 jobs to Mexican workers.
They did not go there for high wages. They went for low wages.

The Mexicans you say have agreed to tie wages to GDP. I do not
mean to caval about this, but that is not in the agreement and the
Mexicans specifically refuse to make it part of the agreement. It is
in a gratuitous remark, which Salinas made in a speech the daj
after the agreements were signed or the day they were signed, say-
inghe believed that Mexico would do that. -

That was specifically refused as a part of the agreement. It was
specifically one of the things-we argued most strongly for. That if
the wealth of the nation rises, if the GDP rises, there ought to be
an understanding that would be shared with the people in spite of
the best efforts of American employers in Mexico not to share that
wealth. We did not get that in the agreement. It is not in the
agreement.

The environmental agreements, sure, you can say that a focus on
the environmental agreements or on the environmental conditions
is better than having no focus on them.

We have had a bilateral commission on the Rio Grande for 30
ears, 40 years. I think longer than that. In fact, I think it goes
ack to the 1920's. It does nothing. It has accomplished nothing.

You know what the Rio Grande looks like. You know about disease
and sickness along the border on both sides.

We argued that the environment ought to be cleaned up and the
polluter ought to pay. The Mexicans did not cause the pollution
along the border. Now they do have to be responsible for the bad
air in Mexico City. But the pollution along the border was caused
by American companies that went down there and polluted because
nobody policed them.

Now what the agreement says is, I ought to pay for that. Well,
I do not want to pay for that. I do not think the American taxpayer
ought to pay to clean up the border. I think GM ought to do it. I
think the companies which did not apply U.S. standards ought to
do it.

If I may just conclude on this, Mr. Chairman.
The CMAIRMAN. Please, there is plenty of time.
Mr. DONAHUE. This 301 question is a very serious question that

is being danced all around. The Secretary said 301 would continue
to be available. You said you believed that and you believed the
GSP is still available. I don't know. But I am told that the 301 au-
thority remains, unless the implementing legislation could change
that. But for the moment, it remains.

But its only authority. To exercise that 301 authority you will
have to rip up the North American Free Trade Agreement. Once
it is signed and in place, it provides for the resolution of disputes.
It provides the process for handling surge complaints or any other
kind of complaint.

If you were to assert a 301 labor case and say, now, we are going
to use this authority, the Mexicans will tell you you have destroyed
the NAFTA. You have ripped up that part of the agreement and
the same is true, I am afraid, with GSP.

Senator BAUCUS. I hear that. But that would not apply and is an
argument you are making with respect to other labor areas that



are not covered by the labor side agreement. Because you know
better than I, the labor side agreement only covers your perspec-
tive.

Mr. DONAHUE. Right.
Senator BAUCUS. Worker rights, labor conditions, health and

safety conditions.
Mr. DONAHUE. Right.
Senator BAUCUS. And minimum wage. But there are many areas

that are not covered and I would think that 301 would be available
for the areas that are not covered. Because there is not a dispute
settlement panel for the areas not covered.

Mr. DONAHUE. Mr. Anderson is telling me no and I would defer
to him for a moment.

The CHAIRMAN. Mr. Anderson?
Mr. ANDERSON. Yes, thank you, Mr. Chairman.
I only say, Sen-ator, that the remedies that are available to this

country under Section 301 for violations of internationally recog-
nized worker rights include such things as putting quotas on goods
from a violating country, increasing tariffs from a violating coun-
try._

It is my judgment, and I believe it is the case, that the NAFTA
agreement governs those remedies. So while 301 will remain, there
will be no remedies behind it once NAFTA is in place.

Senator BAUCUS. Well, that obviously is a question that is going
to have to be cleared up.

On the other point you made, I very respectfully listened to you,
but as I heard them, essentially your points were that avoided the
basic question, are conditions going to be better after NAFTA or be-
fore NAFTA.

You mentioned the lower wages in Mexico. That is true, they are
low. But as I look at the data and the evidence, it seems fairly com-
pelling t/ me that with NAFTA wage rates are more likely to rise
more quickly than without NAFTA.

Mr. DONAHUE. With additional U.S. investment in Mexico.
Senator BAUCUS. That is another question. The question is, what

is the net consequence of that additional U.S. investment in Mex-
ico. On balance, that is murky because to some degree one can
argue it is lost U.S. jobs. On the other hand, one can argue it is
increased U.S. jobs because as Senator Bradley pointed out, when-
ever there is a foreign company invests in another country, a very
large percentage of the purchases, equipment and capital goods- and
so forth, comes from the so-called parent country. So that creates
a lot of jobs.

So if there is some investment in Mexico, that is going to create
new jobs both places, some in Mexico but some in the United
States as American companies manufacture more components and
more capital goods to be shipped to that country. That is the evi-
dence generally as to what happens.

Mr. DONAHUE. To beg the question of investment substitution, is
the dollar invested in the United States worth more to the United
States than a dollar invested in Mexico for which we get 70 cents
back? I think the former is the case. -

The CHAIRMAN. May I say, I think the question of 301 has to be
addressed. It may not be-let us see if we cannot, indeed, resolve



it. We will ask for a memorandum of law from our own staff. I
think we should ask it from Mr. Kantor as well.

Thank you, Senator Baucus.
Senator Riegle?
Senator RIEGLE. Thank you very much, Mr. Chairman. Let me

just say how much I appreciate the presentation of the AFL-CIO
today. This issue is so clear cut that it just astonishes me that we
are even engaged in this debate as we are.

I have looked at the labor side agreement, the so-called labor
side agreement, and if there was ever a bandaid that does not deal
with the terrible problem, that is it. You have touched here on that
today.

I think the record should also show, and the discussion that you
had with Chairman Moynihan, when you take what the EC did
with respect to Spain and Portugal and Greece, to insist on democ-
ratization and lifting of standards in those countries if they wanted
to come in to a trading arrangement with the European countries,
there was another country that was turned down. That was the
country of Turkey.

Turkey really is much more comparable to Mexico because the
differentials there were so much greater as they are between our-
selves and Mexico. The thought was that because the differentials
were so vast with Turkey that they really could not be accommo-
dated on an equitable footing in the EC. So they were not allowed
to join.

I think we face comparable problems here with Mexico. I know
of no instance-and in your quote from President Clinton, I think
he may have made that quote prior to being President; I am not
sure what the date was-but there is no example that I am aware
of of an advanced nation going into a "free trade agreement with
an underdeveloped country," a Third World economy, where the dif-
ferentials are as vast as these.

This is a brand new endeavor and there is no historic record
comparable to the differentials here, particularly when you look at
the fact that you have this enormous common geographic border.

Now, having said all that, I want Mexico to do well and I want
the Mexican people to do well, but not at the expense of our people.
So when you attempt to go into a free trade agreement with a bor-
dering country, where you have the prospect of massive trade back
and forth and a common trucking system and so forth, essentially
an open border, it is a profoundly different question.

We are a very fragile and vulnerable economy right now. Our
manufacturing base is struggling in many areas. And it is a prime
candidate to be relocated to Mexico; and much of it already has
been relocated to Mexico. I mean, literally billions and billions of
dollars of investment to build modern factories in the Maquiladora
area have been done by multi-national corporations.

Ford, Chrysler, and GM alone have over 70 plants down there.
They did not make those investments casually. They made them
very purposefully.

One of the problems we are going to run into here has not been
highlighted yet, Mr. Chairman. Any public company, if this goes
into effect, any public company that has competitors in its industry
that go down to Mexico to take advantage of the lower operating
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costs, the lower wages rates, the lower environmental standards
and so forth, and therefore widen out their operating margins and
improve their profitability, in fact drive up the price of their shares
in the stock market, any other company in that industry that fails
to do that will come under enormous direct pressure from the pen-
sion management people of this country who will say, you know,
you must do what your competitors are doing. We are not going to
tolerate having the price of stock being lower because you have not
taken advantage of the lower costs in Mexico.

He will either move to Mexico to widen out those margins or we
will replace you. They are quite blunt about saying this to CEOs.
We have had a lot of them washed out in this country just in the
last 2 or 3 years. So this is not an uncommon practice.

So then you have the situation where corporate managers, who
may even want to stay in the United States, are going to find that
they have no choice. Of course, then they will be able to say, well,
do not blame me. This is not something I want to do; this is some-
thing I am compelled to do.

I might also say this, and I do not know that time will fully per-
mit me to develop this today, but I have talked to the Chairman
about this before, but as I put this in context with the 27 years of
work that I have done here as a member of Congress now, through
7 administrations, I see a kind of elitism in these arguments that
is really stunning to me.

I say that because people who are not in the line of fire of losing
their jobs are quite willing to feed somebody else into that meat
grinder. It has in its own way some very eery parallels to Vietnam
if I may say so. I am not saying they are the same. Please do not
misunderstand me on this.

But we had a situation there where again sort of the establish-
ment elite by in large thought the Vietnaw War was a great idea.
They just did not want to go and sort of deal with it themselves
directly. I am talking about people in corporate leadership posi-
tions, high positions of government, what-have-you, at that time.

And if you go down and read the names on the wall, they are
not, for the most part, well-known names. They are not prominent
names. They do not by in large represent the power elite of this
country at that time. It is sort of anonymous rank and file people.

I find the same thing to be true now in terms of the jobs that
have already gone to Mexico. They are anonymous rank and file
middle-class families and people who have lost their jobs. Many of
them come back into the labor force, cannot find replacement work
or if they do they have surrendered a $25,000 a year job and maybe
end up finding a job at $15,000. So there is an enormous backward
slide.

But I find that the people who were willing to basically surren-
der the other guy's job are out of the line of fire themselves. I will
finish very quickly here, Mr. Chairman.

The CHAmRMAN. Please, take your time.
Senator RIEGLE. I asked a very prominent news personality in

Michigan this morning. I was doing an interview with a man I re-
spect very much. We were talking about these differentials. I asked
him how he would feel if he were faced with direct job competition



by somebody who could come in and would do his job for one-sev-
enth of what he is now being paid.

And there was a long pause and he was frank to admit that that
was not a very attractive idea for him. So for people who are out
of the line of fire, it is a wonderful cosmic abstraction. They say,
let us just go ahead and do this. Let us just be tough about it.

But they really mean is, let somebody else be tough about it,
whether it is the women that worked in the radiator hose plant
that I spoke about or any number of countless other people. You
know, if we allow any more destruction of the middle-class job base
of this country, we are going to have a social condition on our
hands that literally we cannot manage.

I mean, you know, all economic theory and all the academics and
all the elite that think this is wonderful and who are not in the
line of fire, I think are doing this country a great harm; and you
have, in effect, said that today. I would like you, if you would, just
to briefly comment on what I have said.

Mr. DONAHUE. I must say, Senator, with all due respect to five
former Presidents of the United States, the Washington Post ad the
other day asked what do these ex-Presidents have in common, and
with due respect to them, I would note none of them is going to
lose their job because of NAFTA.

I think that is the parallel of your comment about the editorial-
ists, the corporate elite making those decisions.

I would just like to add one point on the question of the move-
ment of jobs to Mexico and the argumentation now that not much
will move, some will move, very little will move. We have the ex-
ample in the Maquiladora of what happens. We have watched that
for 25 years now; and we have seen them grow inexorably, and the
line from 1984 to 1992 went up just like that, from about 200,000
to 525,000.

American companies have apparently a great interest in invest-
ing in Mexico and in those Maquiladoras. Those whole
Maquiladoras need to be understood. But what needs to be under-
stood is that we are not talking about low-wage, low-skilled jobs.
Those are manufacturing plants. Those are good assembly jobs.
These are Detroit jobs.

Senator RIEGLE. They are middle-class jobs.
Mr. DONAHUE. These are the jobs that built American families

and they are now in Mexico. And the Mexican work force is suffi-
ciently trained and sufficiently skilled, wages are low enough, and
a vast pool of people quite available enough to take all kinds of
time to train those people in skills sufficient to a fair level, semi-
skilled, if you will, assembly job.

That is what we are losing. We are losing good manufacturing
jobs. We are not losing drudge work. We are not losing, you know,
minimum wage work. We are losing good manufacturing jobs and
that is what is going to Mexico.

Can I just add one point on the Maquiladora to your comments?
This debate keeps shifting back and forth. We need NAFTA be-
cause it protects 700,000 U.S. jobs. It will create 200,000 more. In
the next voice we are told, this really has a very small effect. Do
not pay any attention to it, it is not going to bother anybody.



On the Maquiladoras we are told, well, the Maquiladoras are
bad. Now people tell me they are bad. I have said that for a lot
of years. They are bad and NAFTA will solve that problem. Well,
NAFTA will not solve that problem at all. What NAFTA will do,
those Maquiladoras have to ship all of their product back to the
United States. The NAFTA will make that rule go away, will make
it possible to open the back door of those plants and pump their
product into Mexico as well as the United States.

The Delco radio plant, Deltronico in Matamoros which makes all
the radios for General Motors cars, is going to beef up its produc-
tion and try to sell its radios in Mexico. So those plants are now
going to be able to go both ways, not just back to the United States.

That goes against everything we are beink told about how once
we get this agreement, then we will ship more product into Mexico.
Why would we manufacture product here and ship it into Mexico
when we can make it in Mexico much cheaper? They will keep on
manufacturing in Mexico.

So doing away with the Maquiladoras, I do not know how to
argue against that, but it is a false idea that somehow this agree-
ment is going to change something in the Maquiladoras. It is going
to enlarge the Maquiladoras. It is going to make all of Mexico open
to the creation of the Maquiladoras, not just the border areas or
what we thought were the border areas.

The CHAmRMAN. Tank you, Mr. Secretary.
Thank you, Senatur Riegle.
Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.
Mr. Donahue, it is great to see you. I have tremendous respect

for you and I have tremendous respect for the way you have
worked this issue, the knowledge that you possess about it, and I
think that knowledge was demonstrated in great detail in your
statement and in other comments that you have made related to
this subject.

We have a real problem in this country and there is no question
about that. I do not know what the exact number is, but we have
lost, what, about 2.6 million manufacturing jobs in just the last
decade. And it is a very serious problem.

I think that the issue comes down to defining where we think the
greatest continuing threat is to those jobs. Does it come from tech-
nology? I mean, are we at a point now where the farm was in the
late 19th Century or are we just going to have fewer people work-
ing in manufacturing?

Does it come from international competition? And if so, what are
the sources of that competition? I think that those are two pretty
important questions to deal with. I think that our difference of
view on this, or at least the difference between the proponents and
the opponents, seems to be on whether a North American Free
Trade Agreement would make America in the North American con-
text more competitive with Japan and with Europe than if we did
not have the North American Free Trade Agreement.

I think that there is evidence that it would make us more com-
petitive and that we would create more jobs in America because of
it. Opponents argue only that it would create job loss.



Assume that the opponents are wrong. Assume that, you know,
NAFTA is defeated. And although proponents who say, look, we
could create jobs with NAFTA do not have the chance to dem-
onstrate that, then we are left with how are we then going to com-
pete with Europe and with Japan if you believe international com-
petition is the threat. Or, what are we going to do about the ad-
vancement of technology if you believe technology is the threat.

It seems to me that that's the point of disagreement between the
proponents and the opponents. So if you could maybe share your
opinion about that. Then I would just like a couple of other specific
questions.

Mr. DONAHUE. Sure. Senator, I thank you for your generous re-
marks in opening. You have, as usual, raised the question to a
higher level than the details of the agreement. I happen to think
that is where the debate ought to take place.

Just a side comment. When you say that perhaps manufacturing
is where the farm was, and now we know where the farm is or
where agri-business is, I submit that other nations made other de-
cisions and have a very healthy farm economy and millions of very
happy farmers. You can find them in the streets in Paris dem-
onstrating almost any day the GATT is discussed.

But those nations made a decision that they were going to main-
tain a farm industry, that it was good for the nation, that it was
desirable as a value to have small farms and farm families and we
are telling them now they have to change that. But that debate is
still to play out.

I submit that is the higher level of consideration on the manufac-
turing side. The NAFTA folks and the proponents of competitive-
ness-and I do want to get to that point-are saying that, well,
perhaps we just have to shed our manufacturing jobs. Well, per-
haps we do not. Other nations have not. The Japanese have not.
The EC has not.

They have protected their industries. They have managed trade
to their advantage and we go on pretending that free trade exists
in the world and you know very well it does not, except in the mind
of this Nation.

When you raised the question about it is evident that a NAFTA
agreement would make us more competitive with Japan, you raised
a debate to the level it ought to be held on. What we are talking
about is putting together an alliance where we can utilize and ex-
ploit the low-wage workers of Mexico to produce product cheaper
and ship it abroad somewhere else, hopefully.

I mean, that is what it is about. that is what NAFTA is about.
It will make us more competitive is a phrase I cannot deal with be-
cause I do not know who the "us" is. If the us is not us, it is not
us 250 million people. The us is the corporation. The us is the cor-
poration who will produce a cheaper product, sell it higher, and
perhaps enlarge its profits and benefit its stockholders.

That may or may not enrich the nation. I submit destroying our
manufacturing industry, continuing to allow that destruction, ship-
ping jobs offshore, encouraging the concept that the way for us to
compete in the world is to have a low-wage partner is the wrong
way to go.



Senator BRADLEY. Could I ask you, Mr. Chairman, a specific
point because you raised this in your testimony. The issue of tying
wages to productivity.

Mr. DONAHUE. Yes.
Senator BRADLEY. I think that that idea might have-I do not

know who suggested it, but I think that that is something that you
would be supportive of.

If Mexico passed a law to that effect, do you think that would
improve the situation a little bit, if they passed a law tying wages
to productivity?

Mr. DONAHUE. I do not really know. I mean, I would have to take
a look and see. Did it improve the situation that they passed the
law on intellectual property? Yes, for the beneficiaries of the intel-
lectual property protections.

Senator BRADLEY. Right.
Mr. DONAHUE. The desire that we expressed was that that be ex-

pressed as a goal of the Mexican government in these negotiations
and that the benefits of the NAFTA would be passed on to Mexican
workers. That is at least one rough measure that was suggested I
think originally by Congressman Gephart.

Did you want to say something on that?
Mr. ANDERSON. Yes. I only wanted to say, Senator, that certainly

we would welcome any statement on the part of the Mexican Gov-
ernment to do that. But I think the fundamental economic concern
that we are faced with is not productivity relative to Mexican mini-
mum wage, which I think is the discussion now going on in Mexico
City, but the fact that in the export sector in Mexico, particularly
the U.S.-owned firms, the workers today are not being paid relative
to their productivity.

That is where the wages need to be increased. I do not believe
that is what the Mexican Government is going to address.

Senator BRADLEY. You also made a point about the proponents
who are trying to have it both ways. In a sense they are saying,
well, this will create 200,000 jobs; and then at the same time, this
will have very little affect on the overall size of our economy or im-
pact on our economy.

If you figure we have 18 million manufacturing jobs and 112 mil-
lion jobs generally in the country, non-farm jobs, could it not be
both? Could it not be that it will create 200,000 jobs and, indeed,
those 200,000 jobs is the percent of 18 million or 112 million is not
very great?

Mr. DONAHUE. You gave me a shifting formula there. Job loss,
if it is one job, is terribly significant to the person who loses that
job.

Senator BRADLEY. Absolutely.
Mr. DONAHUE. So if we are talking about something that is going

to create 200,000 jobs, then we are talking about something. One
framework for the debate, I only say I want to have it one way or
the other. You cannot say this has a minuscule affect. This has a
very small affect, and then I have to watch the television ads that
say it will protect 700,000 jobs and create 200,000 more.

The truth is, that you know and I know that this is not a small
deal. That is part of an administration sell now. Well, this will not
change things very much. Do not get too excited about NAFTA.



This room is filled and the line out in the hall will tell you how
much corprate interest there is in the NAFTA and how much the
people believe this is a big deal and this is a major change in the
United States' future, and this is a question of public policy that
affects millions and millions of people.

Senator BRADILEY. Just one final point. That is, as the Chairman
has said any number of times, organized labor signed on to the
proposition of open trade and part of that was also going to be kind
of a series of programs that would cushion the impact of that inter-
national trade. And, of course, we have had the open international
trade, by in large, but we have not had to any significant degree
the programs that would cushion the impact of that.

I think that is what the 2.6 million people who have lost their
jobs in the last decade are feeling and expressing and their families
as well.

At a minimum, do you not believe that what we need in this
country-and Secretary Reich I think got it part right when he
said, you need to have essentially life time education. But in addi-
tion to that you do need to have what I call kind of a security plat-
form that includes guaranteed health care, guaranteed pension se-
curity, in a true sense, not underfunded peDsions that are just
pushed off into the future and left for the taxpayers, and a real life
time education.

You need that platform and then you need to put it in the con-
text of a growing economy. If I have had this discussion I have had
it 100 times, you know, retrain to what. If the economy is not grow-
ing and generating jobs, then it does not make a lot of difference
if you are retrained. So you need basic management of the economy
first because that keeps things moving. We have not had that in
12 years. Look at the debt.

Then you do need to have this security platform there. So that
if a worker loses his or her job, they know they are not going to
lose their health insurance; they know they are not going to lose
the pension security that they have achieved after 15 years of work
or 20 years of work; and they know they have some option if they
are able to take advantage of that option to move out and to learn
some new skill.

It seems to me that that is a minimum that we should have. I
know that is not an answer to this issue. But it is something that
I hope we are going to address fully in the course of the next year
or two on all of those areas.

I can assure you that an issue of pensions, the Chairman has
given maneuver here on and to explore that possibility. I would
h that we could work together on that.

r. DONAHUE. We would be anxious to explore that with you,
Senator. If I may just comment, the security platform was part of
the basic deal that was made in the 1960's and the 1970's, tha we
know there will be dislocations from trade, but we will give you
trade adjustment assistance in rather good format and far superior
to unemployment insurance.

You heard the Secretary of Labor say today that we should take
care of unemployed workers but not any differently-their treat-
ment should not be differentiated on the basis of the cause of their
unemployment.



The Secretary of Labor believes, and this administration is going
to propose, a dislocated worker program that will not differentiate
between workers who are displaced by governmental actions, e.g.,
the NAFTA, or trade dislocations or workers who are laid off be-
cause the drycleaner closed, because the boss died or whatever.

His program s apparently going to propose that everybody be
treated equally. Well, that is just wrong. I have to say that is just
wrong. If the nation chooses a policy of sacrificing some of our jobs
in order to advance some larger interest, or some perceived larger
interest, of trade, then we are entitled to be protected in very spe-
cial ways, not just in the ordinary ways.

That is not apparently what is going to be. We were told at the
outset of the NAFTA debate incidentally that that would never
happen. That, of course, anybody who was displaced would be
taken care of, very special treatment. We are not getting special
treatment.

The CHAIRMAN. That seems to be a cogent point. You are not
asking for special treatment. You are saying that if the U.S. Gov-
ernment, as a policy decision, closes down this sector or shrinks
this sector of the economy in favor of some other, well, the people
who lost out have a claim on the larger economy. That was the un-
derstanding in the 1960's and the 1970's, Mr. Donahue. You were
right; and it has been lost.

Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman.
Mr. Donahue, we have been repeatedly told that Mexico has an

average tariff rate of 10 percent; that we have an average tariff
rate of 4 percent; and, therefore, not to worry everything is going
to work out fine. What is wrong with that argument.

Mr. DONAHUE. Averages do not mean much to the people who
might not fit exactly that average for one thing. The size of those
tariffs may average 10 and 4, but they vary rather broadly as you
well know, on both sides of it.

What is wrong with that analysis further is that this agreement
is not about tariffs. We have never made a big deal about tariffs.
The agreement is about the encouragement of U.S. investment in
Mexico. That is what the agreement is about. That is why the
Mexicans want it. That is why our American companies want it. It
is about providing a platform for low-wage production. It is about
a whole series of things, but it is not about a 10 percent and a 4-
percent tariff rate.

The President of the United States has the authority, quite with-
out a North American Free Trade Agreement, to reduce tariffs. He
can do that by executive order, by executive agreement. I do not
even think he has to consult the Senate to do that. He could not
negotiate a tariff agreement. But to offer the protections that the
American companies want to go to Mexico to protect their invest-
ments there more fully, he had to negotiate a NAFTA.

Senator CONRAD. Well, I thank you for that answer. I tell you,
I think you see this debate in many ways rapidly focusing on thisquestion of tariffs and over and over we are told 10 percent, 4 per-
cent-10 percent is the average Mexican level; 4 percent is the av-
erage U.S. level. So we are told that we are going to benefit by a
removal of those tariff limits. The fact is that that is not an unim-



portant part of this agreement, but there are many other elements
to it that really overshadow the tariff part. Is that not correct?

Mr. DONAHUE. Sure. The purchasing power on each side of those
tariffs is a terribly important factor. If the tariffs going into Mexico
are down to zero, but nobody has any money to buy our product,
it is not going to help.

Senator CONRAD. And, in fact, if they devalue the peso they
would completely wipe out the effect of any tariff change.

Mr. DONAHUE. Yes.
Senator CONRAD. In fact, it could totally swamp any tariff

change.
Mr. DONAHUE. Sure. And we should note that this is the first

free trade agreement that I know of that attempt to bring together
a market of nations where nobody dealt with those questions. No-
body has dealt with currency valuations or what each of these
three nations can do on currencies.

Nobody has dealt with the question of what each of these three
nations does on external tariffs. If the Mexicans cut their tariffs in
preferential style for someone else, that is their business. We have
made them our broker for the rest of the hemisphere, I believe.

Senator CONRAD. Just to draw this out a little further, if, in fact,
they did away with the 10-percent tariff, but then had a 20-percent
currency devaluation, in effect they would have twice the burden
put on the United States as currently exists; is that not correct?

Mr. DONAHUE. And twice the advantage in their products coming
in.

Senator CONRAD. Exactly, twice the advantage coming in here. Is
there anything in this agreement to prevent them from pursuing
such a policy?

Mr. DONAHUE. Nothing that I am aware of at all. The question
of the currency valuation were not even talked about.

Senator CONRAD. There is absolutely no protection on currency
movements? I think that is an important point to make.

Let me ask you a broader question, if I could. The United States
has an economy that is roughly seven times as large as the Mexi-
can economy with respect to per capita GDP; on wages, estimates
are all over the block, but I understand basically the average wage
in Mexico with benefits is maybe $2 and here it is maybe $16;
something like a seven or eight to one differential. Is that your un-
derstanding?

Mr. DONAHUE. Probably greater than that. The wage differential
is probably nine to one.

Senator CONRAD. Nine to one would be your estimate?
Mr. DONAHUE. Yes.
Senator CONRAD. Let me ask this. In terms of what we have seen

in other countries, just as a basic proposition, is it wise for two
countries with that kind of differential to in effect merge their
economies?

Mr. DONAHUE. On that point, Senator, I am always amazed at
the 300 economists who say this is a wonderful agreement. Those
are people who apparently study sales in a market, but nobody
every taught them about work force economics or labor force eco-
nomics. Because what we are doing is taking two entirely different



100

work forces at about a 9 to 1 or 10 to 1 differential in wages, and
we are in effect merging them.

And any economist will tell you that if you do that, then some-
where or other you have to find equilibrium between those two
rates. The 10 comes down. The one may come up, but the 10 comes
down.

Nobody in this debate, nowhere, has anybody discussed labor
force implications of this agreement. I just do not understand why
that is not talked about.

Senator CONRAD. Would not one conclude-
Mr. DONAHUE. We are adding 50 million people to the work force.

We are always told that we are adding 90 million or 86 million con-
sumers to this huge conglomerate of nations we are putting to-
gether. Nobody ever talks about the fact we are adding 50 million
people who are 40 percent unemployed to our work force, which is
7 percent unemployed or 12 percent unemployed, depending on
which figure you use.

Senator CONRAD. It seems to me, I mean I have my own paro-
chial concerns, you understand, with wheat and barley and sugar
and dry edible beans and potatoes. Those are impacts directly in
my State that I am very concerned about.

But I have this larger question as well-the whole question of
what happens to the country as a whole. It seems to me that logic
would tell you that you put pressure in this country on low-wage,
blue collar, even medium-wage jobs when you merge your economy
with another country that has that kind of tremendous wage dif-
ferential. Is that a conclusion that has merit? I mean, what is your
view of that?

Mr. DONAHUE. You are asking the questions that get beyond
again the numbers of this debate. In the real world of labor nego-
tiations, for example, collective bargaining negotiations, there is al-
ways present that bargaining table. You want more money? Well,
I do not know if we can pay more money. I mean, we may have
to go to Mexico. If you keep pushing here, we may have to go to
Mexico. We may have to go to Asia. We may have to go some place.

That is the real world. People make decisions as to how they can
be advantaged. And what we are doing for that company negotiator
is giving him one more ability to say to the union negotiator, we
have to keep wages down; or to say to the employees directly, we
have to keep wages down here. You know, we have to meet the
Mexican competition now because this is all just one big common
market.

Senator CONRAD. So the almost inevitable result, it would seem
to me, in jobs that are labor intensive, jobs and maybe even some
skilled jobs given the Maquiladora experience, would be downward
pressure on wages in this country?

Mr. DONAHUE. Oh, absolutely, Senator. Absolutely. It is already
present.

Senator CONRAD. To what degree? I mean, would this be a sig-
nificant downward pressure in wages in this country or it would be
relatively insignificant? I mean, what is your judgment on the mag-
nitude of it?

Mr. DONAHUE. Smith Corona says they are going to close their
plant in upstate New York.
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The CHAIRMAN. Cortland.
Mr. DONAHUE. And they are going to move to Mexico and they

are going to save $5 million in wages. It is going to cost them $5
million to move. They will pay that off in the first year. They will
also write off the $5 million cost of moving against their taxes, so
the tax code in effect will be subsidizing their move.

What does anybody think happens the next time the union goes
in to negotiate with Smith Corona on another plant or on another
piece of the corporation? They are looking at a negotiator who says,
you guys remember what we did in Cortland. Of course, it has a
downward pressure on wages and that will be universal.

That willaffect not only the organized corporations in the collec-
tive bargaining arena; it will affect the non-union companies as
well, because basic theory of the agreement is, we want to make
American companies more competitive with Japan. We need, there-
fore, a low-wage platform or we need to lower wages. That is not
what we need to do.

What we need to do is manage our trade in such a way that we
will be as strong a country as Japan is in the manufacturing area.
We are not doing that.

The CHAIRMAN. Now, may I just say that I cannot think of a
more emphatic way to conclude our hearing. That is your view. You
have said it very well, Mr. Secretary. I see that our party caucuses
have commenced.

Mr. Riegle, would you like to make one last comment?
Senator RIEGLE. Mr. Chairman, I will not trespass on your gra-

ciousness throughout the day. If I could just make one point, if I
mrcause every once in a while something gets said that, you

know, may be the most important things that is said and it comes
at the end; and I think you just said it. That is that this agreement
in effect adds 50 million people to the U.S. work force and it relates
directly to the kinds of questions that Senator Conrad is asking.

No one I have heard said that before. I heard one illustration put
slightly differently. That was, if you took the State of California,
say, for the next 5 years and you had in California the lower wage
rates that we now see in Mexico and lower environmental stand-
ards, what would happen to the jobs in America?

Well, a vast number would quickly migrate to California. Well,
why doesn't exactly the same economic hydraulics apply in terms
of moving not here to California in that hypothetical, but in fact
moving to Mexico? That is really what the agreement is all about.

The CHAIRMAN. And as usual in our hearings, a Senator has the
last word.

Mr. DONAHUE. Thank you very much.
[The prepared statement of Mr. Donahue appears in the appen-

dix.]
The CHAIRMAN. We thank you, Mr. Secretary.
Thank you, Mr. Anderson.
Mr. ANDERSON. Thank you, Senator.
The CHIRMAN. I believe this is your first time before the com-

mittee. We welcome you, sir.
We now stand in adjournment.
[Whereupon, at 12:57 p.m., the hearing was adjourned.]
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FINANCE COMMITTEE ANNOUNCES THIRD NAFTA HEARING; TO HEAR FROM
BUSINESS, AGRICULTURE, AND ENVIRONMENTAL WITNESSES

WASHINGTON, DC--Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee has scheduled
its third in a series of hearings concerning the North American Free Trade Agree-
ment (NAFTA).

The hearing will begin at 10:00 a.m. on Tuesday, September 28, 1993, in room
SD-215 of the Dirksen Senate Office Building.

The hearing will include testimony from representatives of business, agriculture,
and environmental organizations, both those supportive of the Agreement and those
opposed to it.

As the Finance Committee continues its review of the NAFTA, the perspectives
of experts from the business, agriculture, and environmental communities will be
invaluable," Senator Moynihan said. "One feature of the NAFTA debate is the ex-
tent to which these communities are divided in their views on the Agreement's like-
ly effects.

"By hearing from witnesses with contrasting perspectives, Members of the Fi-
nance Committee will be better able to reach their own conclusions about the prob-
able consequences of the NAFTA for American firms and their employees, farmers,
and the environment," Senator Moynihan said.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE
Senator MOYNIHAN. A very good morning to our witnesses and

our guests. This is the most recent in a regular series of hearings
we are holding in the Committee on Finance on the proposed North
American Free Trade Agreement.

This morning we are going to hear from representatives from the
business, environmental and agricultural communities; some will
be for the proposed agreement, others will have a different view.

(103)
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We are interested in all of them. And, with those brief remarks, I
turn to our former Chairman and ask if he would like to speak.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Well, Mr. Chairman, I do not think anybody
has ever said that the NAFTA agreement means that every single
employer in the country is going to increase employment. There are
some winners and some losers.

I think what everyone has said is, on net balance the United
States gains employment, the U.S. exports more, and is better off.
If we try to have, an agreement that affects no one-I mean no
one-adversely, then we will have no agreement.

So, what we have to do with those businesses that can make a
genuine case that they are not able to compete-and I do not mean
that in a critical sense-because of this agreement, what can we do
to help in the transition period? But it should not be the reason
that we will have no agreement at all.

The CHAiRMA. I think that, clearly, that was the reason that
Trade Adjustment Assistance was developed. When you enter a
trade agreement it is with the understanding that there will be
changes in each economy and that will mean some dislocation on
both sides. And, there you are.

Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you very much, Mr. Chairman. I under-
stand we will have two panels today on the North American Free
Trade Agreement, discussing implications for America's business,
America's agriculture, and America's environment.

As we listen to this testimony, and, in a large sense as we ap-
proach the debate in NAFTA, I think we must ask ourselves fun-
damentally, bottom line, whether NAFTA improves the status quo.
I believe that in all three of these issues, in business, environment
and agriculture, it does.

Take business first. NAFTA opens an export market of 88 million
people to American manufactured goods and services. High-tech
companies, auto workers, steel, capital goods, and more will all
benefit. The consensus of all reputable studies is that NAFTA will
create a net gain of at least 95,000 new jobs in the United States.

It will strengthen the trends which raised American exports to
Mexico from $12.5 billion in 1987 to $40.5 billion last year, and
converted a $1 billion trade deficit with Mexico to a $5.4 billion
trade surplus, and it would permanently raise American gross do-
mestic product.

Agriculture. NAFTA, to quote Ross Perot, will allow us to export
an unlimited quantity" of feed grain to Mexico. It will remove tar-

iffs of 15 percent on cattle, 20 percent on fresh beef, 25 pe rcent on
frozen beef. It will allow us to solve our problem with the Canadian
wheat subsidy. Overall, it will mean an increase of $2-$2.5 billion
in American agricultural products.

Environment. The environmental side agreement is a landmark
in the history of American trade agreements. It sets a permanent
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precedent for making environmental protection a top priority in
trade negotiations. It allows us to use trade sanctions to retaliate
when governments do not enforce their environmental laws.

The NAFTA is good environmental policy, and it looks even bet-
ter when you think about the alternative: sticking with the status
quo, letting the Maquiladora program thrive, watching as 24 mil-
lion gallons of industrial sludge and 55 million gallons of sewage
pour out of Juarez to the Rio Grande every day. That is why the
vast majority of American environmentalists support the NAFTA.

As to those who do not, I think that Raymond Mikesell and C.
Ford Runge of Sierra Club's Economic Committee sum it up: "By
allying themselves with groups whose agenda has little to do with
environmental protection and much to do with protectionism, they
have lost their bearings in the environmental community."

And, finally, look at NAFTA in the larger sense. Today, our tariff
on Mexican goods averages 4 percent. Thirty percent of all Mexican
goods enter the United States duty free under the Generalized Sys-
tem of Preferences, or the Maquiladora program. Mexico's tariff on
our goods averages 10 percent. So, by eliminating both we will turn
today's one-way free trade agreement into a two-way free trade
agreement.

We looked at last year's text. Many of us demanded a better
agreement, and we got it. President Clinton has given us a NAFTA
that will be good for America. Success on this issue is crucial for
him at home and abroad. Now is the time for us to stand with our
President for growth, for environmental protection, for agriculture,
and for jobs. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Baucus.
Senator Grassley, good morning, sir.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRAssLEY. Thank you, Mr. Chairman. To some extent,
I was delighted to read in the Washington Post yesterday that
Douglas Frazier, former president of UAW, endorsed the North
American Free Trade Agreement. He was speaking at Georgetown
University Law School.

He said that opposition to the agreement, which is being led by
labor and some environmental groups, is based "upon emotion, ad-
mittedly, and fear and insecurity. I happen to believe that NAFTA
will uplift our country, uplift the Mexicans and make them better
customers for American products."

I think it is somewhat ironic that five former Presidents of the
United States, and now a former president of the UAW support
NAFTA. Yet, as Mr. Frazier noted, we're still plagued by innuendo,
emotion, fear and security over an agreement all have said are in
the best interests of the United States.

I wonder if we are not on the path of deja vu trade. In the early
1800's, a group of English workers led by Ned Ludd led a charge
to destroy labor-saving machinery, fearing that new machinery
would wipe them out.

Economists knew that machinery allowed workers to produce
more, thereby raising standards of living, but Ned Ludd's followers
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seized on the emotional, appealing claim that labor-saving devices
destroyed jobs.

The arguments against NAFTA mirror the Luddites' arguments
against technology. Fortunately, Ned Ludd and his followers did
not succeed in protecting workers from machines. If they had, we
would still be working in sweat shops.

The question that we are faced with during this debate is wheth-
er or not passing NAFTA will come at the expense of better jobs
for workers in other industries and improve living standards for fu-
ture generations.

I have heard from farmers, I have heard from business people,
I have even heard from some environmentalists in my home State
about the potential benefits NAFTA will have in Iowa.

Conversely, though, I have also heard from many individuals in
labor groups, people employed in the appliance industry, for in-
stance, in the Midwest. I want to mention that their concerns are
real, since the International Trade Commission has reported a loss
of 5-15 percent in employment and production in that industry is
NAFTA is implemented as originally crafted.

Now, I am working with the administration to attempt to correct
the inequities and also have legislation prepared should they not.
People who are members of Perot's United We Stand Organization
I have also heard from, and just everyday citizens who have vio-
lently opposed NAFTA, all who have expressed a deep fear of what
the future holds for American jobs.

But, Mr. Chairman, this is one issue that the legislative body,
like the American people, are sharply divided on, like so many is-
sues before us today, from NAFTA to health care reform, to
reinventing government. I hope that we are able to put partisan
politics aside and put the interests of the American people and the
United States in the forefront. I hope that we won't act upon the
fear, the emotion that Mr. Frazier talked about, or special interest
groups that are putting 30 second sound bites on TV.

But, if we act on fact and reality, I think it will be adopted be-
cause we are obviously looking at something that is going to have
a long-term impact on not only our country, but upon the world.
As we have seen the freeing up of trade in at least the last 45
years paved the way for a better standard of living for the genera-
tion that just passed, including our own.

I yield the floor.
The CHAIRMAN. I thank you, Senator Grassley. But I would take

the liberty of reminding us all that the Secretary of Labor testified
in our last hearing, among other things, making a point that low-
wage countries are not necessarily the most productive by any
mean.

But industrial wages in Germany-what was West Germany-
are 60 percent higher than in the United States. We have seen no
change or increase in real incomes in the United States in 20
years, which is what is troubling a great many people, as you
would share the same concern.

Senator Hatch.
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OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Thank you, Mr. Chairman. I want to join in wel-
coming our panelists today. I think I will be very interesting in the
important issues that they have decided to discuss with us.

And, increasingly, Mr. Chairman, opposition to NAFTA is becom-
ing heavily protectionist-oriented. Many commodity groups, envi-
ronmentalists, and especially labor fear substantial injuries from
the NAFTA agreement.

Labor Secretary Rice, in his appearance before this committee on
September 21st, hinted at this, but he pointed out that the under-
lying U.S. trade laws that prevent unreasonable, unfair, unjustifi-
able, or other discriminatory practices against the United States
would not be changed. That is a very important point.

Let me take Secretary Rice's one important step further. The re-
sidual protections in the U.S. trade statutes against such practices
offer a form of double indemnity insurance policy to U.S. trade in-
terests.

And I say this, because if you do not like the anti-surge or dis-
pute resolution, or other remediation procedures in the NAFTA
agreement, or if they do not apply, you never forfeit your recourse
to such U.S. statutory mechanisms in Section 301 of the Trade Act
of 1974.

In this point I would disagree substantially with my friend Tom
Donahue of the AFL-CIO, and very likely some of our panelists
who feel that agricultural, environmental, or labor interests are not
protected by Section 301. On the contrary, Section 301 continues to
apply to Mexico in precisely the same way it applied to Canada
after passage of the Canadian Free Trade Agreement.

In fact, we have had several significant Section 301 actions
against Canada, notably the beer and magnesium cases, the latter
involving Mag Corp of America, a large mining company in my own
home State of Utah.

My friend, Dick Gephart, also misconstrued the general authority
of Section 301 in his well-publicized September 21st anti-NAFTA
speech. The House Majority Leader said that Mexican duty-free
benefits would no longer be subject to violations of internationally
recognized worker rights. There simply is no basis whatsoever for
reaching that conclusion through any accepted standard of analysis
in reviewing the NAFTA text.

I believe that the Majority Leader intended to say that there has
never been a Section 301 investigation regarding internationally
recognized worker rights. The supplemental labor agreement ad-
dresses the issue of child labor, for example. The agreement then
puts in place an organizational framework which includes a dispute
settlement panel.

If the panel were to establish a persistent pattern of failure to
effectively enforce child labor provisions, fines, even trade sanctions
could be imposed. But here is where the "double indemnity" feature
kicks in. Even if the NAFTA dispute resolution mechanism rejects
child labor law findings of violations, U.S. trade interests that see
themselves injured by the practice can still file a Section 301 inves-
tigation, as can the U.S. Trade Representative.
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Section 301's legislative history, which will always be part of the
court's statutory interpretation materials, makes it quite clear that
Section 301 is intended by Congress to provide the authority and
procedures for the President to enforce U.S. rights under inter-
national trade agreements and to respond to certain unfair foreign
practices.

This authority was actually strengthened under amendments to
Section 301 in the Trade Agreements Act of 1979, which, among
other features, improved enforcement of U.S. statutory rights and
responses to actions by foreign countries inconsistent with, or oth-
erwise denying U.S. benefits under trade agreements.

Finally, the Omnibus Trade and Competitiveness Act of 1988, a
landmark trade legislation of our legislative generation, mandated
the USTR to obtain the "elimination of the act, policy or practice"
which I have just discussed about.

Mr. Chairman, like you, I await the several legal memoranda
that are now under preparation on the applicability of Section 301
to NAFTA. However, I am confident that NAFTA alone cannot de-
feat the antidumping, p rice undercutting, or other unfair or unrea-
sonable practices that have been fully aired in the long NAFTA ne-
gotiations process.

So, in closing, let me just thank the Chair for allowing my re-
marks at this time.

The CHAIRMAN. I would like to thank Senator Hatch for his
statement, and say our counsel, Ms. Miller, agrees that section 301
obviously is still in place. There is a question of what happens if
we should, in fact, retaliate as 301 provides, and we are looking
forward to receiving a legal memorandum on that subject from the
Trade Representative, Ambassador Kantor.

Thank you, Senator Hatch.
Senator Breaux.

OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you, Mr. Chairman. I am for NAFTA if
we fix the sugar provision. I look forward to hearing our witnesses.

The CHAIRMAN. Nothing like simplicity and clarity.
Senator BREAUX. Right.
The CHAIRMAN. Well, then, our witnesses, and off we go. If they

would come forward. We are going to have Mr. Jerry Junkins, who
is chairman, president and chief executive officer of Texas Instru-
ments, and chairman of the International Trade and Investment
Task Force of the Business Roundtable. Mr. Junkins will be accom-
panied by Mr. Albert Black, Jr., who is president and chief execu-
tive officer of On-Target Supplies and Logistics, of Dallas.

Our panel will continue with Mr. Randy Cruise, who is president
of the National Corn Growers Association from Pleasanton, NE;
and Mr. Fred Krupp, who is executive director of the Environ-
mental Defense Fund, located in New York.

Good morning to you all. We will follow our pattern of hearing
witnesses as they randomly appear on our list. So, Mr. Junkins,
you are first. Good morning, sir. Are those your charts?

Mr. JUNKINS. Those are not my charts. I think they are Mr.
Krupp's charts.
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Mr. Krupp. I will claim responsibility for those, Mr. Chairman.
The CHAIRMAN. Well, Senator Packwood asked me if I could read

them from here. I said, I have no trouble reading them at all.
Senator GRASSLEY. We will see them on C-SPAN tonight.
Senator PACKWOOD. The Chairman assured me, however, when

I get my health security card I will be able to see them all right.
[Laughter.]

Mr. Krupp. We have provided 8V2 x 11 copies of them, also.
The CHAIRMAN. Oh. We have them up here. Good. Thank you.

Well, Mr. Junkins, good morning, sir.

STATEMENT OF JERRY R. JUNKINS, CHAIRMAN, PRESIDENT
AND CHIEF EXECUTIVE OFFICER, TEXAS INSTRUMENTS,
AND CHAIRMAN, INTERNATIONAL TRADE AND INVESTMENT
TASK FORCE, THE BUSINESS ROUNDTABLE, DALLAS, TX
Mr. JUNKINS. Thank you, Mr. Chairman, and members of the

committee. I am appearing today on behalf of USA*NAFTA, which
is a coalition of some 2,700 large and small companies and associa-
tions that support the approval and implementation of NAFTA,
and I am also testifying, as you mentioned, on behalf of the Busi-
ness Roundtable, and I appreciate the opportunity.

One thing I have discovered since becoming actively involved in
the NAFTA debate is that you can be against this agreement in a
whole lot fewer words than you can be for it. Following true to
form, we have submitted a detailed statement for the record that
lays out the facts and figures.

The CHAIRMAN. Which we will place in the record, and happy to
do so.

Mr. JUNKINS. Thank you.
[The prepared statement of Mr. Junkins appears in the appen-

dix.]
Mr. JUNKINS. But, judging from the recent anti-NAFTA news-

paper advertisements, I am afraid the facts and figures are not the
real issue any longer. It appears that the issue really is fear; fear
of the changes that have taken place in our economy over the past
20 years, fear of the intensifying global competition that our com-
panies and our workers must face every day, and, frankly, fear of
the future.

If you listen closely to the anti-NAFTA lobby's message, you hear
that we cannot compete for the jobs of tomorrow in a world econ-
omy; we must close ourselves off and preserve the jobs that we
have now.

I believe what we should be asking ourselves is, very simply,
whether the United States will compete in the economic growth of
this hemisphere. If we do not, I believe we create a vacuum that
our world competitors will rush to fill, and they will do so in our
own back yard. And the result, undoubtedly, would be the loss of
American jobs and a weaker United States.

Now, the electronics industry-and particularly the semiconduc-
tor part of that industry of which we are a part-has operated in
one of the most competitive environments in the world for more
than 30 years. We have lived through massive dumping in the mid-
1980's, and we have struggled with uncompetitive costs of capital
for a decade because of poor fiscal policy, and, I might say, with
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the help of this committee, have fought against tariff and non-tariff
trade barriers that have kept markets closed to us.

Throughout all this, I believe one of the most important things
we have learned is that if you cannot compete everywhere in the
world, ultimately, you will not be able to compete anywhere. There
are no permanent sanctuaries to avoid world competition.

In evaluating NAFTA, I really asked myself three questions: will
it help Texas Instruments, will it help our people, and will it help
the country? And, to all three, I come down on the side of an em-
phatic yes. First, NAFTA will help our company by eliminating
many of the barriers that make it hard for us and other U.S. com-
panies to do business in Mexico.

Now, we estimate that NAFTA will result in additional Texas In-
struments revenues of roughly half a billion dollars a decade from
now. These additional revenues would support about 2,000 more
jobs, largely in the United States.

But, importantly, every dollar's worth of revenues we produce in
the world, generates 15-20 cents of new capital, and 10-15 cents
of new research and development investments, with roughly half of
those investments remaining here in the United States.

So, if you take those numbers and assume the $500 million in
additional revenues is accurate, that says we would spend $75-
$100 million in new capital, and $50-$75 million on new research
and development every year. And these are funds that, clearly,
would enhance our competitive position.

Conversely, if we preclude ourselves from effective participation
in these markets, our competitors are going to spend those same
funds on research and development and capital equipment, increas-
ing their competitiveness and generating jobs who knows where.

Second, as TI gains from NAFTA, so will our people through in-
creased job opportunities. NAFTA will result in a net increase in
jobs in the United States. And, despite all the wrangling over this
issue, almost every study reports net job gains.

In addition, the gradual elimination of tariffs through NAFTA
will reduce the incentive for U.S. companies to move to Mexico for
that reason. And, again, we are an example of that.

We have a small facility, some 600 people, in Central Mexico,
Aguascalientes, a part of which assembles and tests integrated cir-
cuits. And the primary reason that this operation was set up was
because, in the past, our customers have demanded local content,
as required by Mexican law.

Let me, further, try to debunk the myth that once NAFTA is in
place companies such as ours will rush mindlessly to move our
U.S.-based operations to Mexico. And, again, let me use our own
company as an example.

Although we have got facilities in 30 countries around the world
and have made investments all over the world over the past 30-
40 years, we just recently announced a decision to invest $700 mil-
lion to $1 billion for a new semiconductor facility in Dallas.

I can assure you that wages are just one of many, many factors
that business considers in locating a manufacturing operation. The
existence of NAFTA would not have changed our decision to locate
this facility in the United States.
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Third, NAFTA will be good f:r our country. It is an opportunity
to place the country at the center of a $7 trillion market, 370 mil-
lion people. Therefore, we and our neighbors gain an advantage
over the competitors outside North America.

So, in summary, as you try to cut through all the rhetoric, and
the facts, and the figures, I believe what you are deciding is how
effectively the United States will participate in the economic
growth of Canada, Mexico, ard the rest of Central and South
America, and how much of our advantage you want to cede to our
world competitors. NAFTA clearly is an opportunity to keep the
United States in the game, and 'we cannot afford to pass it up.

Thank you.
The CHAIRMAN. Senator Packwood, could I ask you, you have

been on this committee almost a quarter of a century. Have you
ever had a witness come before us who has said, I am going to talk,
first of all, about what is good for my firm, then I will get around
to democracy later and things like that? It is very refreshing.

Senator PACKWOOD. As a matter of fact, I tell almost all lobbyists
who come in in that regard, lobbying is an honorable profession. I
would appreciate if they would tell me how it affects their client
or their business.

It is really up to us to weigh thr. merits of democracy and the
merits pro and con. But, you are right. Most people come in and
equate what is good for General Motors is good for the country and
attempt to sell it on that basis.

The CHAIRMAN. Thank you very much, sir. We will get back to
questions.

Mr. Black, good morning. You are from-forgive me.
Mr. BLACK. Dallas, TX.
The CHAIRMAN. You are from Dallas, also, are you not?
Mr. BLACK. I sure am.
The CHAIRMAN. Both firms. Good morning, sir.

STATEMENT OF ALBERT C. BLACK, JIL, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, ON-TARGET SUPPLIES AND LO-
GISTICS, INC., DALLAS, TX
Mr. BLACK. Good morning, Chairman Moynihan, and Senators.

This is my first day in Washington, DC. It is a beautiful day. And,
hopefully, my testimony can shed some light on how people in
small business and minority business feel about NAFTA.

Let me give you a brief background on my company, On-Target
Supplies and Logistics. We have been in business for 11 years,
struggling most of those years. Recently, we have had some oppor-
tunities with large corporations. We have grown, on average over
the last 4 years, 400 percent. We now employ 20 people in South
Dallas, TX which is an area that the Census has gauged average
income at 19,000. We are paying people $23,000.

We are re-educating people in South Dallas. We are becoming
smarter, and we feel like it is time for us to become part of a re-
gional, and then a world economy. NAFTA gives us an opportunity
to do that. It reduces the barriers that are so difficult for small, mi-
nority business to get over. It gives us an opportunity to really feel
as if we can supply our corporate clients, no matter where they are,
in the United States, Mexico, or Canada.
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The gradual elimination of these trade barriers is very impor-
tant. Recently, we had a corporate client that wanted paper sent
to Singapore. It took us 2 weeks to figure that out. The NAFTA
agreement will give us assistance with experiences like this.

Small and minority business is important to us. If we are going
to produce an economy of African American business people, His-
panic business people, and other ethnic minorities, we have got to
look at this thing in a global perspective. It is time for us to be a
part of the big picture and make a contribution so that the United
States positions itself to be a world leader.

On-Target, my company, will seek a lot of opportunities from
NAFTA. We intend to export a tremendous amount of services to
Mexico, as well as Canada, services from the distribution of copy
and computer paper, to services such as inventory control systems
and some warehousing for Mexican manufacturers that want to
warehouse here in the United States of America.

Hopefully, all of these things will make some sense as the rhet-
oric is sorted out in this country. Senators, I ask for you to also
consider the fact that it is just too expensive for a small business
to get involved in trying to reduce these barriers alone. We do not
have the resources that large corporations have. We cannot go and
set up plants in Mexico if we want to export there just to have
some sort of provision where we are participating. It is necessary
for us to be able to export.

Let us look at the educational system. In the inner city, neigh-
borhoods like South Dallas have an education crisis that is just un-
believable. We do not see ourselves as being a part of a new econ-
omy. We do not understand why we ought to study subjects like
Spanish or French, or anything like that. We do not believe that
there is a reason.

But, if you give us the perspective that we will be supplying
Mexico and some of the French provinces in Canada, well, all of a
sudden those subjects become a reality for us and we begin to have
a different perspective on education.

It is the challenge that we deserve in the inner city, to condition
ourselves to be true global business people. It gives us an oppor-
tunity as entrepreneurs, not just employees. For so long we have
conditioned ourselves just to work for someone. NAFTA gives us an
opportunity to explore different horizons and to work for ourselves.

NAFTA also has a very, very outstanding humanitarian aspect
to it. One trip to Mexico, and you can see that something has to
be done with that sick economy down there. NAFTA gives us an
opportunity to stimulate that economy. "

Well, my experience-and I am not a historian-tells me that we,
as U.S. citizens, are going to get involved witlj, people if they are
hurting, no matter where they are around the forld. I am suggest-
ing that trade, not aid, is the answer. Let business people provide
some of the solutions. Let us create an economy that all America's
citizens can be a part of. I think that is important.

These are my comments on NAFTA. I have submitted to you, Mr.
Chairman, some written comments for the record. If there are any
questions, please let me know. Thank you.

T -
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The CHAIRMAN. We thank you, Mr. Black. Do I take it that your
firm is in that area that I understand is called just-in-time inven-
tory?

Mr. BLACK. Absolutely.
The CHAIRMAN. Well, you finished your testimony just in time.
Mr. BLACK. Thank you, sir. [Laughter.]
The CHAIRMAN. Remarkable.
[The prepared statement of Mr. Black appears in the appendix.]
Mr. Randy Cruise, who is President of the National Corn Grow-

ers Association, and comes from a town with the pleasant name of
Pleasanton, NE. Good morning, sir.

STATEMENT OF RANDY CRUISE, PRESIDENT, NATIONAL CORN
GROWERS ASSOCIATION, PLEASANTON, NE, ON BEHALF OF
AGRICULTURE FOR NAFTA

Mr. CRUISE. Thank you, Mr. Chairman. I appreciate being asked
to testify in front of the Senate Finance Committee today. I amn
here, also, as a spokesman for Ag for NAFTA.

The CHAIRMAN. Oh. Agriculture for NAFTA. Right. I am sony.
Yes, sir.

Mr. CRUISE. I am both the President of the National Corn Grow-
ers and spokesman for Ag for NAFTA, which is a coalition of 150
farm organizations, businesses, and related groups. Ag for NAFTA
represents the majority of American farmers.

The North American Free Trade Agreement comes at a very crit-
ical time for American agriculture. We are fighting for our export
market which, in many cases, including corn, have dropped signifi-
cantly in recent years.

The European community continues to distort world trade by en-
couraging the over-production of commodities and dumping those
surpluses on the world market, not only robbing us of our cus-
tomers, but lowering our prices as well. In addition, the trade is
restricted by the European community members, Asian countries,
and even Mexico, through tariffs and non-tariff barriers.

The former Soviet Union has gone from our best ash customer
to one that is hanging on by its fingernails. We are seeing our ex-
ports continue to spiral down, and we must stop that trend.
NAFTA is a rallying point for mounting new export offensive.

As you are all well aware, rural America is suffering from chron-
ic unemployment and a continued sluggish economy. While the
plight of our cities gets most of the attention in the news, we in
rural America need help, too. We do not want handouts, but we
need better prices for our commodities so that we can afford to buy
goods, and we must have more rural jobs. NAFTA can achieve both
of these basic needs.

Mexico has gone from being a closed economy in 1986 to one that
is opening further and further. With this agreement, it will engage
a totally free trade with Canada and the United States in just 15
years.

The USDA has projected by the end of the 15-year transition a g-
ricultural sales to Mexico will increase by $2-5 billion. We simply
cannot afford to turn our back on a potential $6.5 billion market.
We desperately need jobs in rural America, and NAFTA will help
to achieve this goal.
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Mexico is a tremendous market for value added goods. Increased
demand in value added goods means construction jobs to build
more processing plants, jobs to process our raw materials, jobs to
export those value added products, and higher prices for farmers'
commodities. Passage of NAFTA will protect these jobs already
here as a result of trade with Mexico, and it will create new jobs
in rural America.

From the perspective of the U.S. corn farmer, Mexico has been
a steady market, until recently. Mexico has choked off our ship-
ments of corn through an export licensing program. The removal of
this barrier was absolutely necessary for us to deem the NAFTA
negotiations a success.

The pact before us today would eliminate the export licensing
program and replace it with a tariff rate quota. The initial level of
duty-free imports would be about 2.5 million metric tons, which a
compounded rate of growth at 3 percent a year for 15 years. At the
end of that period, all the trade of corn would be unhindered.

While one always hopes for immediate free trade when it benefits
us, or for a higher tariff rate quota, the level negotiated is certainly
a substantial improvement over the recent trend. The 2.5 million
metric ton base level would place Mexico back among the top five
importers of corn.

The good news for the American corn farmers does not end with
more sales of raw materials. Meat exports would also increase dra-
matically under NAFTA. In the beef industry alone, the industry's
revenues would increase between $200-$400 million annually
under NAFTA. Poultry and pork industries have seen their exports
to Mexico rise over the last several years, and this trend would
continue under NAFTA. Simply put, we need the Mexican market
for value added farm products.

The creation of the largest and richest free trade zone, which, of
course, includes Canada, is, in itself, good policy. Also unfortunate,
we need NAFTA to ensure against the failure of the General Agree-
ments on Tariffs and Trade. As we all are very painfully aware-

The CHAIRMAN. Do not say that, Mr. Cruise. Do not even men-
tion that possibility. But it is real, of course.

Mr. CRUISE. It is real, I am afraid. GATT has been continually
delayed, allowing the European community to continue to dump ag-
ricultural products on the world market, lowering our prices here
in the United States. While I hope the Europeans will begin to ne-
gotiate in good faith, I am not willing to bet on that occurring.
Therefore, we need NAFTA. We should aggressively move forward
in a bilateral agreement and address this free trade agreement.

There are a lot of other reasons why we should support NAFTA:
illegal immigrations, environmental practices, and more. I am
going to leave those subjects to others to discuss.

However, I feel strongly that this agreement is something that
we need to help turn around our farm exports, increase our prices
to our farmers, and create jobs for our constituents in rural Amer-
ica. Thank you very much.

The CHAIRMAN. Thank you, Mr. Cruise.
[The prepared statement of Mr. Cruise appears in the appendix.]
The CHAIRMAN. And, now, Mr. Krupp. We do discover, at the

back of your testimony, the charts. Go right ahead.
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STATEMENT OF FRED KRUPP, EXECUTIVE DIRECTOR,
ENVIRONMENTAL DEFENSE FUND, NEW YORK, NY

Mr. KRUPP. Thank you, Mr. Chairman, and distinguished Sen-
ators. My name is Fred Krupp. I am the executive director of the
Environmental Defense Fund, an environmental advocacy organi-
zation representing more than a quarter of a million Americans.

I would like to briefly explain to the committee why the Environ-
mental Defense Fund, the National Audubon Society, the Natural
Resources Defense Council, the National Wildlife Federation, the
World Wildlife Fund, Conservation International, in all represent-
ing 8 million environmentalists, deeply hope that NAFTA and its
environmental side accord will be approved.

Environmental conditions on both sides of the Rio Grande have
deteriorated significantly. These problems have been carefully doc-
umented and abound without NAFTA. Meanwhile, more generally,
in the United States we have forged ahead with national, State and
local environmental laws; in some cases making great strides, in
other barely inching along.

Yet, these laws which we have fought to obtain are today's sub-
ject to challenge under GATT. The current and proposed GATT
rules give too little weight to environmental protection and specifi-
cally discourage State and local laws which are more stringent
than Federal laws. Certainly, the tuna/dolphin decision which is of
such concern to conservationists, is a GATT decision.

The truth is, there are real trade-related environmental prob-
lems. The truth is, these problems have occurred without NAFTA,
and, without NAFTA, they will get even worse. Without this
NAFTA there will continue to be increased trade and investment
between the countries of North America and more industrialization
along the United States-Mexican border.

Without this NAFTA, our rights to enforce trade obligations con-
tained in the Montreal Protocol and in the Convention on Inter-
national Trade and Endangered Species, and other international
environmental agreements will be left to GATT rules and will not
be secure.

Without this NAFTA, we have no agreement among the countries
to resolve differences in their environmental standards by working
jointly to enhance the level of environmental protection. Some be-
lieve, despite the gains which could be made with this NAFTA,
that we could get a better deal for the environment if we reject this
trade agreement and negotiate a new one.

I am hardly a political forecaster, but I do know that this trade
agreement has already been renegotiated once in the form of the
environmental side accord. And, while the negotiations did not
achieve as much as I would have hoped, they did achieve real re-
sults.

In the environmental side accord, called the North American
Agreement on Environmental Cooperation, the countries have
agreed to specific commitments designed to improve enforcement of
environmental laws, to enhance cooperative environmental problem
solving, and to promote public participation. These are very impor-
tant commitments.

If the side accord is adopted, a person or NGO who believes that
a country is not enforcing its environmental laws will be able to
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make those allegations to the new Commission for Environmental
Cooperation. Allegations are subject to thorough and open inves-
tigation.

And, if a country believes that another country persistently fails
to enforce its environmental laws, it can demand a consultation.
And if, after consultation, there is still a dispute, there can be a
process which ultimately leads to fines, and, in the case of the
United States and Mexico, trade sanctions.

The commission's council will advise the NAFTA's Free Trade
Commission on specific environmental provisions, develop rec-
ommendations on the conservation of natural resources, and regu-
larly monitor the environmental consequences of freer trade.

I have no way of knowing whether the Mexican and Canadian
Governments are bluffing when they say they have gone as far as
they can go on the environmental side accord. But, I fear, even if
today they were suddenly to reverse themselves, it would be years
before we would be back in this room talking about approving an
agreement which would represent such great strides.

As the committee moves forward to draft an implementing bill,
State of Administrative Action, and a committee report, we urge
you to adopt recommendations that will reaffirm the protection of

.S. laws, promote the use of binational agreements, provide nec-
essary funding for United StatcG-Mexico border clean-up, and the
new Commission for Environmental Cooperation and ensure open-
ness and opportunities for public participation in solving environ-
mental problems. Details on each of these are also attached to my
written testimony.

Because our border environmental problems have been ignored
for so long, I believe it is critical to demonstrate quickly and clearly
that this situation will change. An excellent opportunity to do just
that is in sister cities of Juarez, Chihuahua, and El Paso, TX. We
would ask for your help in getting the administration to move
quickly on creating an international air quality management dis-
trict.

We, in the environmental community, will continue to press our
concerns, with or without NAFTA. This trade agreement, nor any
trade agreement, will not solve all environmental problems. But we
do sincerely believe that this trade agreement has moved the proc-
ess forward, including setting the stage for long overdue reform of
the GATT.

Mr. Chairman, these charts basically elaborate on my testimony
to show what the situation is, both with NAFTA and without
NAFTA. And, in case after case, I think it is clear that the environ-
ment is better off with NAFTA.

The CHAIRMAN. Well, that clearly is your view, Mr. Krupp.
[The prepared statement of Mr. Krupp appears in the appendix.]
The CHIRMAN. And, may I thank each of our witnesses for being

concise and giving us a chance, now, to ask questions. Do not hesi-
tate to comment on what others have said. I mean, we are here for
that purpose. Senator Packwood.

Senator PACKWOOD. Mr. Junkins, the principal argument that
you hear, or at least I hear, against NAFTA is the 50-cent an hour
Mexican wages which, of course, are not truly 50 cents an hour, but
how can we possibly compete when we are paying $16 an hour.
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Take Texas Instruments. What percent of your total costs, what
we would call floor wages, the kind of wages, the kind of people
that could be moved, or the kind of jobs that could be moved to
Mexico-not your R&D. You will probably keep that here. I do not
think you are going to move to Mexico, and your CFO is probably
not going to move to Mexico. How much of a part of your cost is
floor labor, or manufacturing labor? Call it what you want.

Mr. JUNKINS. With that definition, Senator, certainly less than
10 percent, in some cases less than 5 percent across our products.
Our total payroll is in excess of 20 percent of revenues. But, in the
context that you ask the question, you are talking about something
that is a very small percentage.

Senator PACKWOOD. And that small percentage would be conceiv-
able if you moved.

Mr. JUNKINS. Yes. You are talking about anything that would
move or anything that you would set up generally tends to be, in
the early stages of development, manufacturing operations.

Now, as world markets develop, they can turn into design and
business marketing and activities on their own. But, in the early
stages-our history has been over 30 years-certainly, those are
the things that you would consider.

Senator PACKWOOD. Well, your answer corresponds to other wit-
nesses. We have a lot of electronics manufactured in Oregon, as
you are well aware. The three big ones are Hewlett Packard, Intel,
and Testronics. Their answer, I do not think, varies a percent from
what you have said in terms of their floor labor costs.

Mr. JUNKINS. In our own situation-and part of it has to do with
how much investment is there, and how much investment you
might make-our specific wages there are in the $2.50 range, with
about 77 percent of benefits on top of that. But it is almost a mir-
ror image of productivity. That is just about the productivity dif-
ference, also. So, it is not that big of a difference at all.

Senator PACKWOOD. Take us through your thinking, now, as,
after you looked around the world, you decided to locate this im-
mense, additional operation in Dallas.

Mr. JUNKINS. The main issue today in terms of, where do you put
a factory, is how best can you serve the world market. This particu-
lar one will be the most advanced facility that we will build. Prod-
ucts will not flow from it for another 3, 4 or 5 years. The early
stages will be in research and development.

We put it in Dallas because it was close to our R&D facilities,
we have put it in Dallas because it was close to our most experi-
enced technical staff, and we will extend this to a full production
facility as the market develops.

Looking around the world, we could have put it in Japan, we
could have put it in Europe. We have made recent investments in
other places to pursue the marketplace. But it was, plain and sim-
ple, the best thing for us to do in terms of return on that invest-
ment.

Senator PACKWOOD. Nbw, Mr. Black, I take it you do not have
quite as many employees as Mr. Junkins.

Mr. BLACK. Not quite. We are working on it.
Senator PACKWOOD. How many do you have?
Mr. BLACK. Twenty employees.
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Senator PACKWOOD. So, you are a very typical small business.
Mr. BLACK. Absolutely.
Senator PACKWOOD. You have been going for how many years?
Mr. BLACK. We have been going now for 11 years.
Senator PACKWOOD. And tell me the principal thing your busi-

ness does.
Mr. BLACK. We supply inventory control systems, warehousing,

distribution services, as well as a line of copy and computer paper
sup plies to Fortune 1,000 companies.

Senator PACKWOOD. And you face the challenge of the Mexican
market quite optimistically.

Mr. BLACK. Sure. Absolutely. We have to be a part of this world
market. No longer can we have a narrow paradigm of just supply-
ing Dallas, Texas. Our goal is to supply the world.

Senator PACKWOOD. Today, Texas.
Mr. BLACK. Tomorrow, the world.
Senator PACKWOOD. Does small business, as opposed to Texas In-

struments, need any unique help from the Federal Government, or
do you feel that just the agreement, in and of itself, will be all you
willneed and you will make your way beyond that?

Mr. BLACK. Oh, I think we need some more assistance. I think
we have to look at our education system and do a better job of in-
forming, especially inner city education systems.

Senator PACKWOOD. That is not unique to small business,
though.

Mr. BLACK. No, it is not. It is really not. But small business
seems to suffer the most because we cannot recruit the best, but
larger business oftentimes can. We are stuck with those that are
functionally illiterate. And when we get a chance to have a world
paradigm, I think that it encourages all to become more intelligent
about different cultures in different parts of the world.

Senator PACKWOOD. You were very expansive and an excellent
witness. I appreciate it.

Mr. Cruise, tell me the advantage, from the standpoint of corn,
when we convert all of the licensing and other procedures to tariffs
so at least that you know what the dollar amount is.

Mr. CRUISE. Well, immediately we will see our exports to Mexico
increase to 2.5 million metric tons, comparing that to this year's ex-
ports of less than 500,000 metric tons. That is almost a five times
increase immediately upon that. And the market will continue to
grow for 15 years at a 3 percent growth rate, and, from that period,
we move into an unhindered trade relationship with them.

But corn has a second plus to it because of the value added prod-
ucts that we relate to, and the meats, and the poultry, and the
other products that will be able to be shipped to Mexico through
those increases. I come from the State of Nebraska where livestock
is a big part of our production also, and we are addressing those
value added products as a real plus for us also.

Senator PACKWOOD. Thank you.
The CHAIRMAN. Thank you.
If I may say, I am required to be at the Foreign Relations Com-

mittee to produce a quorum on important matters, and I wonder
if I could ask Senator Baucus, who is the Chairman of the Trade
Subcommittee, to preside. Thank you, gentlemen.
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Senator BAUCUS. Thank you very much, Mr. Chairman.
Mr. Junkins, if NAFTA does not pass, how will that affect your

company?
Mr. JUNKINS. Senator Baucus, I suspect there is too much rhet-

oric in terms of how good things are going to be or how bad they
are going to be the moment this either passes or fails, but I think,
if you look beyond that, what it does is continue to throw road-
blocks in the path of people like us as far as pursuing markets
around the world. And my judgment is that we have a unique op-
portunity here that if we do not do it, we will see worldwide com-
petitors begin to take advantage of this.

There was an article in yesterday's Dallas Morning News written
by the Mexico City Bureau that I can put in the record, and maybe
there is some saber rattling here, looking at the alternatives foi
Mexico and what President Salinas is or might be looking at as far
as discussions with Europe and the Far East.

So, in my mind, it just inhibits our ability to participate in the
economic growth of this hemisphere. What will we do? We will still
find places in the world to try to be competitive as far as building
product and try to find places in the world to pursue markets. But
it inhibits our ability to do that.

Senator BAUCUS. I would like to ask Mr. Krupp a couple of ques-
tions. Mr. Krupp, looking at the testimony of the next panel, par-
ticularly of Ms. Lori Wallach, who is Director of the Trade Program
for Public Citizen's Congress Watch, on page 2 and 3 of her testi-
mony she summarizes her testimony and her reasons for opposing
NAFTA. I would like to read them and summarize them for you,
and I would like your response.

Mr. KRUPP. Sure.
Senator BAUCUS. First, is that essentially, existing U.S. Federal,

State, and local environmental laws are exposed to challenges and
illegal trade barriers under NAFTA. She is saying that trade laws
will somehow damage or harm existing U.S. Federal, State, and
local environmental laws, that that would be the case under
NAFTA.

Mr. KRUPP. Well, I think that is clearly true under the GATT,
and I think NAFTA improves the situation. However, I think we
have requested, in my testimony, that in the implementing legisla-
tion you reinforce the clarity that State laws are given pre-
eminence. Under GATT, as the chart shows, there can be chal-
lenges, and NAFTA represents an improvement in the situation.

Senator BAUCUS. Let me ask the question this way. Is there any-
thing under NAFTA that you think undermines the status quo
with respect to the U.S. environmental section?

Mr. KRupp. No. I think it is an improvement of the status quo
in every area that I can think of.

Senator BAUCUS. And those areas would include, for example,
clearly establishing the burden of proof on the party claiming that
U.S. environmental statute contravenes NAFTA. That would be
one improvement, would it not?

Mr. KRUPP. Right. The burden of proof would be switched, so the
burden would go on the party challenging the standard. And any
statute that has any scientific basis would prevail.
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Senator BAUCUS. Which is to say that, today, it is unclear who
has the burden of proof, at best, in the international arena.

Mr. KRUPP. At best. And we, as I have tried to make clear in my
testimony, are upset and think GATT needs to be substantially re-
formed.

Senator BAUCUS. But the point is that NAFTA does clearly estab-
lish the burden of proof is on the party claiming that the environ-
mental law contravenes NAFTA.

Mr. KRuPP. That is right. So, with respect to Canada and Mexico,
if NAFTA were to be defeated, we would be left in the unpleasant
situation of having the GATT rules apply.

Senator BAUCUS. So, that is an improvement for the environ-
ment.

Mr. KRUPP. Yes.
Senator BAUCUS. Second. Is it not also true that, under the

GATT today, a country can successfully challenge a State or local
environmental standard if it is higher than the national standard?

Mr. KRuPP. Yes, that's true.
Senator BAUCUS. Generally, the answer is yes. Now, is it also

true, therefore, that under the NAFTA that is corrected, because
under the NAFTA a higher State or local environmental standard
cannot be successfully challenged by GATT so long as it is non-dis-
criminatory and is clearly an environmental statute?

Mr. KRuPP. Yes.
Senator BAUCUS. So, that is an improvement for the environ-

ment. Is that correct?
Mr. KRuPP. That is an improvement. The provision of billions of

dollars of financing represents an improvement.
Senator BAUCUS. That is the next point I am getting to.
Mr. KRPP. Right.
Senator BAUCUS. The next point. Is it also true with respect to

the border and the clean up that provisions whereunder both coun-
tries agree-I have forgotten the latest figure, it is either $6 billion,
or $8 billion, that there definitely will be a much greater clean up
of the border under NAFTA than without it.

Mr. KRPP. Yes. I think, Senator Baucus, what you are illustrat-
ing is that, although the environmental groups-those that have
come out opposed to NAFTA and EDF, and the others that favor
it-have the same goals, we have a difference of tactics.

We believe that there is an improvement with NAFTA. I think
some of the others believe if NAFTA is rejected there can be an
even stronger agreement with more goodies thrown in approved.
And I just disagree, as a political matter, that that is very likely
to happen.

Senator BAUCUS. And, is it your view that even though the side
agreements are not perfect, that they are, from an environmental
perspective, better than the status quo?

Mr. KRuPP. Unequivocally.
Senator BAUCUS. Thank you.
The CHAnMAM. Thank you, Senator. Senator Grassley.
Senator GRASsLEY. I will start with Mr. Junkins, because you

were on the Advisory Committee on NAFTA, and I would hope you
would have known something about the intricacies of the NAFTA
debate.
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I mentioned in my opening statement my concerns about the ap-
pliance industry and the phaseout of tariffs over a 10-year period
of time of our home appliances exports into Mexico, yet Mexico tar-
iffs into the United States are immediately done away with.

Would you have any knowledge as to why the agreement was ne-
gotiated so disproportionately for the appliance industry on this
side of the border?

Mr. JUNKINS. Senator, you give me more credit than I deserve in
terms of knowing the intricacies of this agreement. In specific an-
swer to the question, no. I think, certainly, the negotiators them-
selves would have to answer that.

There are certainly parts of our membership that have similar
problems with NAFTA that you describe, where a particular seg-
ment of industry has a slower phase-out than we would prefer. And
I think we have encouraged Ambassador Kantor to re-engage as
soon as possible to see if some of these can, in fact, be speeded up
from some of the specific agreements that have been put in place,
but that is not the only place where that problem exists. Generally,
I think it is felt that, across the board, there is a fair phasing out
of these tariffs on both sides of the border.

Senator GRASSLEY. Maybe you could comment for me, since I
really do not have a feel, other tl~an just the fact that Mr. Kantor
said that they are going to try to work something out to solve these
problems, what your feelings are as to whether or not we will get
some response from this effort?

Mr. JUNKINS. Well, I agree with the discussions earlier that to
re-open the negotiations is probably an impossible, and certainly an
impractical situation. There is language in the agreement that-

Senator GRASSLEY. And I accept that, too.
Mr. JUNKINS [continuing]. Allows for re-engaging and seeing if

some changes can be made in that. And, as I said, there are cer-
tainly some parts of the business community that would prefer that
that be done, and there have been comments made to the adminis-
tration on that. So, from comments that Ambassador Kantor has
made, I would assume that he would re-engage as quickly as pos-
sible to see if, in fact, that can be sped up.

Senator GRASSLEY. Now, as I indicated, he has said that he
would try to do that, to me and other people in Congress inter-
ested. Have you gotten that same indication?

Mr. JUNKINS. He has made that same indication.
Senator GRASSLEY. Might I also ask you a further question? We

do not want to assume that the House of Representatives is going
to defeat this, but if the vote were held today I think we believe
that that would be the case. Do you believe that the Mexican Gov-
ernment is poised to bring in either the Europeans or the Japanese
to fill a void if we do not approve this treaty?

Mr. JUNKINS. Well, Senator, I referred to yesterday's article in
Dallas Morning News that had those kinds of indications of the
Mexican Government looking at what alternatives might be there,
and beginning to at least have some discussions. And, as I said, I
am not sure how much that is reality and how much that is saber
rattling at this stage of the game. But I think it would be imprac-
tical to assume that the status quo was going to be here.
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I think that, politically, that would be difficult for the Mexican
Government, and, practically, I think they see the advantages of
opening these trade walls. And, for their own self-interest I suspect
they would look elsewhere. And, from my personal point of view,
that is a very serious situation, to create that vacuum, as I said
in my testimony, and let others fill it because we disadvantage our-
selves.

Senator GRASSLEY So,-you see some very serious consequences.
Mr. JUNKINS. That is a concern to me. Yes.
Senator GRASSLEY. Do you think that if NAFTA is agreed to that

it will lead, as some people in this country believe, U.S. companies
to move their operations to Mexico to avoid environmental stand-
ards?

Mr. JUNKINS. No, I don't accept that at all. I think the agreement
itself covers and touches most of those areas. And, again, from our
own experience around the world, we basically have a policy of
meeting our own standards or local standards, whichever are high-
er. I think that any business that would move for some short-term
gain on that basis would be making a bad investment anyway, and
I cannot conceive of that.

Senator GRASSLEY. Will a NAFTA, if improved, increase immi-
gration to the United States from Mexico, illegal or otherwise?

Mr. JUNKINS. I would not think so, sir. I think it would have the
opposite effect. It would build affluence in Mexico and we will take
some of that pressure off.

Senator GRASSLEY. Yes. Do you think Mexico, in any way, would
lower its wages and working standards to encourage American
business to come to Mexico?

Mr. JUNKINS. Well, I cannot speak for what Mexico would do.'
But the history of development in developing countries around the
world has not been that. Developing countries certainly have start-
ed with low wages, and we begin with capital exports. And, as they
become more affluent, they become consumers in their own right,
and that is what we have seen happen in developing countries
around the world. I would not think this would be any different.

Senator GRASSLEY. On that last point, I do not have a question.
But I would sure like to have-I think he raised a good point at
the tail end here where he talks about, over a long period of freeing
up trade with other under-developed nations, what has happened
in these countries. Maybe we need to remind the American people
that we have had 40 years of freeing up of trade and we have bene-
fitted from it as nations that have freed up their trade have bene-
fitted from it as well.

The CHARMAN. Thank you, Senator Grassley. If I could just, not
in any adversarial mode, say that we do not want to not know the
history of the trade in cereals, wheat and corn in the great migra-
tions from Europe in the 19th century.

That swarm of folk who came through Ellis Island starting in the
1870's, 1880's, 1890's, and the first decade of the century came in
direct response to the arrival in the Baltics of corn and wheat from
Iowa and Nebraska, which was so much cheaper than the products
of a still baromal-agriculture economy. And the Junkers closed
down and everybody moved to Brooklyn, which has been great for
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Brooklyn. What that means for East Prussia, I cannot say for sure,
but that was the effect.

Senator GRASSLEY. But, likewise, Mr. Chairman, in Korea, Tai-
wan, Singapore, and a lot of the Pacific Rim countries that, after
World War II were really destitute, and we had a lot of farmers
that were concerned if we helped them improve their economies,
like growing their own food, that it would cut down on our sale of
agricultural products to those countries.

But, just the opposite occurred. As we helped them to produce
food and they got their standard of living up, they improved the
protein within their diet, they became more productive, they
learned what a better standard of living was, they wanted more.

And they may not be importing as much raw grain from us as
they used to, but, because of their better standard of living, they
are importing a lot of value added agricultural products as well as
manufactured products.

The CHAIRMAN. A fair point.
Senator GRASSLEY. And we are selling more, agriculturally, to

them now than we were in the 1950's when we were worried about,
if they produce more that maybe we would not sell as much.

The CHAIRMAN. A fair point, sir.
Senator GRASSLEY. So, you know, if you are looking far ahead,

there are plenty of examples of freer trade benefitting everybody,
including agriculture.

The CHAIRMAN. Right. Now, why do we not let-
Senator GRASSLEY. Or even helping people to produce themselves

even benefitting American agriculture.
The CHAIRMAN. Why do we not let Senator Chafee make this

point for awhile?
Senator CHAFEE. I am weak on agricultural matters, Mr. Chair-

man. Is it my turn at bat?
The CHAIRMAN. Yes, it is.
Senator CHAFES. Well, thank you, Mr. Chairman. I would like to

ask Mr. Junkins if he would comment on Mr. Hubner's testimony,
who is going to come on later. And Mr. Hubner said, in discussing
why companies left the State of New York, on page 3, "The answer
is simple: high wages, extensive regulation, high taxes left little or
no margin to survive in business. Most of these factors are the
same ones that will drive companies to Mexico under NAFTA."

In other words, Mr. Hubner seems to rebut what you are saying.
He says, in effect, high wages, extensive regulation and high taxes
are the factors that would drive companies to Mexico under
NAFTA. Now, I am curious. Is there any reason that a company
would go to Mexico under NAFTA that they would not go there
now?

Mr. JUNKINS. Senator Chafee, from our experience and what we
know, no, there are no barriers at all to moving down there now.
Other people have, if they deemed it made economic sense to do it.
But there have been no barriers. In fact, it has been easier to move
down there in the last 2 or 3 years than it has been previously. So,
I cannot think of any reason.

Senator BAUCUS. If the Senator would yield just very briefly on
that point.

Senator CHAFEE. Sure.

75-546 - 94 - 5
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Senator BAUCUS. Some might argue that, while it is true that the
Mexican's higher trade barriers are being lowered, but, on the
other hand, Mexico is opening up its country to more investment.
That is, it is relaxing some of the present investment restrictions.
So, I do not want to take the Senator's time here, but to what de-
gree would that help encourage a company to go to Mexico, that is,
more after NAFTA than before NAFTA?
- Mr. JUNKINS. Certainly, freeing up the abilities to invest, and li-
censing, and all those issues make it an easier environment in
which to invest. But that by itself, in my mind, is not the governing
issue.

It is part of the whole liberalization of the trade itself, and in-
vestment will take place if it makes sense. But just the fact that
it has been liberalized certainly did not make a difference in the
decision that I mentioned earlier in terms of our placing our new-
est plant in Dallas.

Senator BAUCUS. Right. Thank you very much. I thank the Sen-
ator.

The CHAIRMAN. Senator Chafee.
Senator CHAFES. Well, I would just like to point out for the

record this discussion about jobs fleeing where wages are lower-
and I think Mr. Junkins rebutted that-but I would like to also
point out that my State, Rhode Island, if you can believe it, has the
second-lowest manufacturing wage in the country. And we are not
flooded with companies coming in, regrettably. I wish that the area
of low wages attracting business in-flow in manufacturing were a
little truer, as far as it applies in the United States, but it does
not. And, regrettably, we are not having an influx of manufacturing
jobs, we are having, to some degree, an exodus. So, I can cite from
personal experience, having seen our State and having been inti-
mately involved with it for many years, that it simply does not
work that way.

The points Mr. Junkins made are very valid: what your tax rates
are; what your workers' compensation is; what the cost of your im-
ports is; what kind of infrastructure you have; what kind of overall
taxes; and the training and skills of the workers are what can and
do make a tremendous and crucial difference.

I must say, I thought your testimony was surprising on the point
that only a small amount of your total expenditures are devoted to
manufacturing on the floor-not design, not sales, not engineering.
I think you said about 5 percent.

Mr. JuNKINs. Yes. Between 0-10, but typically 5 percent or so.
Senator CHAFEE. Now, Mr. Cruise, what have you got to say

about Mr. Rohland's statement. You talked about the great exports
that we are going to see in corn. I think you said corn exports are
going to increase about 150 percent.

He says, "Mexican basic grain farmers will suffer disproportion-
ately under NAFTA as they lose their supported corn price. These
farmers will be forced to compete with the cheaper U.S. grain and
other foreign suppliers due to our export-driven, low loan rate. corn
policy. Large scale displacement of Mexican farmers is estimated
anywhere from 800,000 to 3 million families."

This is exactly pursuant to what the Chairman was saying about
the latter part of the 19th century affecting northern Europe. If
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you are going to sell all this corn, it means, presumably, that the
Mexicans are buying it in place of corn that they were presumably
buying from their own farmers. Is this not going to have dramatic
displacement problems with farmers in Mexico?

Mr. CRUISE. Well, the overall effect back in 1987, I think it was,
that Mexico actually imported about 4.5 million metric tons of corn
because of a very short crop that they produced that year. This is
a 15-year transition period that we are going to be going through
for the corn industry. That is why it has been stretched out for a
lengthy time. A lot of their corn that they produce in their country
is produced on less than 2 acres of size on the farm. It has been
hardships to the farmers and their country.

The overall benefit to that consumer, to that producer, within the
structure of their economy, is going to increase in value because
that producer is going to, if he does, translocate to a higher-paying
job, one that will return a larger benefit to his family because of
some displacement that will take place, there will be some displace-
ment, there is no doubt about it, if that product from corn and
other commodities come into Mexico. But, the overall net effect to
that is going to be positive for that producer and his family.

Senator CHAFEE. Well, I suppose what happened to displace-
ment, if Mr. Rohland is correct, in Mexico, is the Mexican's con-
cer. Obviously, they are enthusiastic for the treaty, so presumably
they have thought through this.

Mr. Rohland then goes on to say something that, I must say, I
cannot quite understand. In the same paragraph he says, "Farm
labor wages in the United States will be pushed downward." I do
not quite see that. Certainly, under the scenario you point out
those wages would not be pushed down if our exports are going up
150 percent, would they?

Mr. CRUISE. They definitely would not in our industry, whatso-
ever. We are going to see a continued population growth. They
have a population over 90 million people today. It is going to con-
tinue to increase.

If their standard of living increases, they are going to demand
more product. They are not going to be able to meet that demand
of that product for the people within their country if that increase
takes place.

With the continued increase, someone has to supply that product
to them. And our goal is that the U.S. farmer, who is very competi-
tive worldwide, will have that opportunity to supply that market.

The CIAIRMAN. Senator Chafee, why do you not go on?
Senator CHAFEE. No, that is fine. That completes the questions

I have, Mr. Chairman. I am sorry I cannot stay for Mr. Rohland's
testimony, and that of Mr. Hubner. But I was curious what the an-
swer would be. Thank you.

The CHAIRMAN. Thank you. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. I was

interested in your comments about East Prussian immigrants to
Brooklyn, and the efficiency of American agriculture in the late
19th century's impact on those agricultural areas of Europe be-
cause, not only was that the case that worldwide exports were
probably at one of the highest points ever, Put that U.S. agriculture
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was becoming much more efficient and the number of people work-
ing on the farms in the United States were dramatically declining.

And that is really the point I think Mr. Rohland is making, that
the Mexican agriculture is much less efficient, much more labor in-
tensive, and will not be able to compete with American agriculture
in some products. In other products, they will. So, that will create
some displacement.

But the real question is whether we shy away from taking this
step forward because of some displacement in some sectors of the
economy. And I think that the Mexicans have answered, no. Fif-
teen years is not overnight. There is 1a long period of transition
here. There are real opportunities to break down some of the agri-
cultural systems of Mexico and bring it into the 21st century, lit-
erally and figuratively. And, in that sense, there is much less pres-
sure.

At the same time, once you have access to the market, you never
know what is going to happen, particularly with consumer goods.
I mean, just taking another example in another part of the world,
in China, the average Chinese consumes one Coca Cola per year.
The average American consumes one Coca Cola per day. In terms
of a market of a billion people, that is a significant market of
consumer goods.

The idea is, with a market of 90 million people in Mexico and
growing, once you have access to that market and you have laid the
foundation for export of consumer goods, it has potential growth in
areas that have yet to be decided. But I want to get to questions,
I do not want to make this speech.

Senator ROCKEFELLER. And I would point out to the Senator,
Coca Cola has Russia, Pepsi has China.

Senator BRADLEY. I would beg to differ you on that point.
The CHIRMAN. No, no, no. Pepsi has Russia. [Laughter.]
Senator BRADLEY. I would say to the Senator from West Virginia,

if he would like to dispute those figures, I would very much like
to take him to Atlantic City. [Laughter.]

Let me ask Mr. Junkins, if I can, because I think this is really
one of the key points of this whole debate, why are wages-and
each of us have asked you that in another way-not determinative
for a plant location decision? There are other factors, as you have
said. I wish to know, if you could, to try to describe in as simple
and clear language as possible, what are those other factors? You
are running this large company. Say you are paying, what $3.20,
$3.27. And, in this country, your wage is what?

Mr. JUNKINS. $12.5.
Senator BRADLEY. $12.5.
Mr. JUNKINS. Plus 30 percent, or so.
Senator BRADLEY. So, why would you not take a $3.27 wage in

Mexico as opposed to one four times as high in the United States?
Why would you not just move it all down that? That is what the
opponents say is going to happen, they are just going to move it
all down there. Why would you not?

Mr. JuNKINs. There is a host of reasons. The first, end most sim-
ple is-

Senator BRADLEY. Just take your time and lay it out.
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Mr. JUNKINS. Senator, there is about that big a gap in the pro-
ductivity between the two countries.

Senator BRADLEY. And what does that mean to the guys up
there-

Mr. JUNKINS. That means that output per person here is five
times or six times better than equivalent output there.

Senator BRADLEY. So, you have got that worker working an hour,
but what he produces is one-fifth the amount.

Mr. JUNKINS. And that is partly because of capital investment,
and it is partly because of education and training of the work force,
it is partly because of regulati )n, the critical mass, in terms of how
big factories are. There are a lot of things that go into the decision.
But, specifically, if you look across the broad range and in our own
example, wages are about right compared to the output per person.

Now, as the output per person grows, as capital equipment flows
into the country over the years, the standard of living will go up,
wages will go up, and, in the world market, it will match whatever
competitive wages there are in terms of output.

Senator BRADLEY. How important is infrastructure to you?
Mr. JUNKINS. Infrastructure is extremely important, in fact.
Senator BRADLEY. What does that mean to you as a business-

man? What is not present in Mexico now that must be present to
meet this need?

Mr. JUNKINS. For our most critical operations, the one that we
just placed in Dallas, it is uninterruptable power, it is transpor-
tation, it is the level of-

Senator BRADLEY. Uninterruptable power. And that comes from
what?

Mr. JUNKINS. That comes from having a power supply or a power
grid that does not allow you to miss one cycle because of a power
outage where it scraps everything in the production line.

Senator BRADLEY. And Mexico does not have that.
Mr. JUNKINS. Today, where we are today, it would not be reliable

enough to do that.
Senator BRADLEY. And what would you say is the investment

that Dallas has put into its power grid to be able to guarantee you
the ability to plug in and take off?

Mr. JUNKINS. I have no idea, Senator.
Senator BRADLEY. It is literally in the billions. Right?
Mr. JUNKINS. Yes.
Senator BRADLEY. And if this were to take place in Mexico,

where would Mexico buy these power grids?
Mr. JUNKINS. I would presume that a great deal of them, if we

sign an agreement like this, that kind of capital and infrastructure
capital, whether it is power grids, computers, control, or tele-
communications, much of that will flow from this country.

Senator BRADLEY. And are those things, once you buy them, they
last forever?

Mr. JUNKINS. Certainly not in the computer industry. It is rolling
over about every 3 years, in terms of new generation.

Senator BRADLEY. So, that there would be a new demand for
these goods that are produced in the United States. So, that the
fear that, somehow or another, there is going to be this big move,
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and suddenly, overnight, they are going to be set up as competitors,
ignores a lot of things.

Mr. JuNKu S. That is correct. There are many more aspects to it.
Senator Chafee's questions about taxes, environment, and regula-
tions, clearly, those are issues that we look at every time we make
an investment.

Senator BRADLEY. Now, who are your biggest competitors in the
world?

Mr. JUNKNS. Our biggest competitors in the world today are
largely out of Japan, the major electronics firms in Japan, plus ex-
cellent companies here in the United States, Motorola, people like
that.

Senator BRADLEY. And what are the barriers to Japanese exports
to the United States?

Mr. JUNKINS. I have not found any in our industry.
Senator BRADLEY. So, is it conceivable to you that they might set

up in Mexico at some point?
Mr. JUNKINS. I think the rules of origin address that issue very

well in terms of-
Senator BRADLEY. Under the North American Free Trade Agree-

ment.
Mr. JUNKINS. Under NAFTA. Exactly.
Senator BRADLEY. But, if there is no NAFTA-
Mr. JUNKINS. If there is no NAFTA, you know, they will do what

they have done in other places in the world.
Senator BRADLEY. Which is set up-
Mr. JUNKINS. Which is set up and-
Senator BRADLEY. And jump over that little hurdle here called 4-

percent tariff and into the United States.
Mr. JUNKINS. Certainly possible. Probable.
Senator BRADLEY. Displacing American jobs.
The CHAIRMAN. The prosecution rests. [Laughter.]
I have got to say something about New York before this is fin-

ished. Mr. Donald Kendall, of the Pepsi Cola Co., located in Pur-
chase, NY, brought Pepsi Cola onto the restaurant tables in Mos-
cow in the 1970's, and I think the trade was Pepsi Cola in return
for Stoyichnaya Vodka, which is-

Senator BRADLEY. A great market transaction.
The CHAIRMAN. A great market transaction. Senator Rockefeller.
Senator ROCKEFELLER. Mr. Chairman, far be it for me to dispute

that, and I will not. The reason I raised it is because I have rel-
atives, to wit, my wife, who is a board member of Pepsi.

And, about 4 years ago, they went to China-the same gen-
tleman that you have just mentioned, although he was retired at
that point but went with them-and they made an amazing ar-
rangement, which was that Pepsi would be allowed to be at loose,
so to speak, in China if they would agree to quarry marble.

Now, Pepsi is not in the business of quarrying marble, but they
had a brief meeting, decided they were going to be in the business
of quarrying marble and that 1 billion customers stared them in
the face.

But I will not accompany the Senator from New Jersey to Atlan-
tic City; I will sit here pondering the difficulties of life.
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Senator BRADLEY. Well, whether quarrying marble in a bartered
deal is the way to penetrate a country who is rapidly moving to a
market economy-the other soft drink bets the other way and is
just dealing with the market economy and not dealing with the bu-
reaucrat and the quarrying of marble. But, then, that is different
strokes for different folks and we will see who gets ahead.

The CHAIRMAN. Senator Rockefeller, would you address your
questions to the panel?

Senator ROCKEFELLER. I have none. I will wait for the next
panel, because I did not hear this panel's testimony.

The CHAIRMAN. Well, that is very generous of you.
You have been wonderfully responsive and very helpful to the

committee. We thank each of you.
Mr. Cruise, I am particularly aware that our witness list has it

as Agriculture for NAFTA, but you prefer it as Ag for NAFTA.
Mr. CRUISE. Yes.
The CHAIRMAN. And I see that Senator Packwood has a list of

the members of your organization, and I think that should be
placed in the record, as well. Thank you all very much.

[The information appears in the appendix.]
The CHAIRMAN. Now, we thank our next witnesses for their pa-

tience. It just happened that they were the second panel.
Mr. Cornelius Hubner, who is chairman and president of the

American Felt and Filter Co. of New Windsor, NY, and he is speak-
ing on behalf of the U.S. Business and Industrial Council. Good
morning, sir.

Mr. HUBNER. Good morning.
The CHAIRMAN. Mr. Karl Platt, who is director cf the Blenko

Glass Co. in Milton, WV. Mr. Platt, are you here?
Mr. PLATT. Here, sir.
The CHAIRMAN. Good morning, sir.
Mr. Curt Rohland, who is President of the National Family Farm

Coalition of Withee, WI. Mr. Rohland, good morning, sir.
And, finally, Ms. Lori Wallach, who is eirector of the Trade Pro-

ram of Public Citizen's Congress Watch, here in Washington. Ms.
Wallach, we welcome you.

In our established practice, we will start with Mr. Hubner, who
comes from the Hudson Valley. It is very nice to have you here, sir.

STATEMENT OF CORNELIUS E. HUBNER, CHAIRMAN AND
PRESIDENT, AMERICAN FELT AND FILTER CO., INC., NEW
WINDSOR, NY, ON BEHALF OF THE U.S. BUSINESS AND IN-
DUSTRIAL COUNCIL
Mr. HUBNER. Well, thank you, Mr. Chairman. And, members of

the committee, I thank you for this opportunity to appear before
the Senate Finance Committee today. I am Bud Hubner, president
and chairman of the American Felt and Filter Co. whose head-
quarters are in Newburg, NY. In a personal observation-

The CHAIRMAN. It says here, New Windsor, which is on the other
side of the river.

Mr. HUBNER. Yes, sir. On the other side of the creek. And I have
two plants; one in New Windsor, and one in Newburg, NY.

The CHAIRMAN. I See.
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Mr. HUBNER. And I note that Senator Chafee has left us. He said
he was going to, but I also have a plant in his State, in Westerly,
Rhode Island.

I am somewhat surprised to see as many Senators here-per-
sonal observation. I have been sitting behind this billboard and I
was unable to see anyone over to the left.

Senator GRASSLEY. You are better off. I am sorry.
Mr. HUBNER. Let me offer an explanation of the kind of company

that we are. We are an industrial textile manufacturer. We have
been in business directly since about 1899. I acquired the business
in 1978, and moved into Newburg when other companies were mov-ing out.e manufacture these industrial textiles which are essentially

products for filtration, both liquid filtration-everything liquid
today is filtered-and dry filtration, such as the stuff that comes
out of smokestacks to prevent your lungs from being harmed. We
are also in the business of making respirators.

I come, also, as a director of the U.S. Business and Industrial
Council. And, just a brief explanation, if I may. We are over 1,000
members of small- and medium-sized companies, mostly privately
held and owner-managed. We are the largest, or next to the larg-
est, employers in many towns and cities across the country where
we have provided jobs for many years.

Our members are auto parts manufacturers, furniture makers,
oil exploration companies, textile manufacturers, Roger Milliken's
company, Adolph Coors, and people like that, and myself.

Our aim, Mr. Chairman, is to preserve the business in America
and the jobs that they support, and, if possible, to help re-establish
the industrial base of the United States to its former preeminence.

I come to address you about two specific aspects of NAFTA. One,
is the sovereignty issue, and the other is the issue of job evapo-
ration. Let me, first, address sovereignty, if I may.

We, in the council, and I, as a businessperson, am concerned
about a sovereignty aspect of NAFTA. This superimposes, in our
opinion, as we read the sections pertaining to this, a governmental
commission or commissions above our own domestic government.

The separation of powers that I learned about in my civics class-
es as a young person was very precise in forming our own govern-
ment, and it gave us, any one of us that has problems vith out gov-
ernment, the right of redress, the right to approach our courts, our
politicians, our representatives, with hope to get some satisfaction.

We think that the binational, possibly tri-national groups that
will be set up by NAFTA can and will affect that right. We are
troubled by the side agreements. For example, the U.S. Trade Rep-
resentative, Mr. Kantor, said, specifically, that the North American
Commission on environmental cooperation would have broad au-
thority, including-and this was frightening to me as a producer of
goods-"a right to review environmental implications of products
throughout their life cycle."Also, commissions or a commission can be formed that will have
to do with wages, hours, and those things that can threaten our
businesses.

The CHIRMAN. Mr. Hubner, you finish your testimony. We do
not want to rush you.
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Mr. HUBNER. Well, thank you very much, Senator.
We have, as a last resort in our business, when everything else

fails, our dumping laws. We think that the commissions set up by
NAFTA would negate some of the power of those dumping laws,
which is our last resort as citizens and business people in the Unit-
ed States.

Also, I call your attention to the fact that many States over the
last few years, and hundreds of cities, have installed what they call
"Buy America" in their conditions of purchase. I think there are
about 35 States, did I say-

The CHAIRMAN. Yes. It says so in your testimony.
Mr. HUBNER. [continuing]. And a number of cities. And we are

very much afraid that NAFTA would impinge upon those regula-
tions and those habits.

Let me go, next, please, to our considerations and my prime per-
sonal feelings about the loss of jobs. As a New Yorker, I have been
in the unique, but unfortunate position to witness the outflow of
companies and their jobs to lower-wage areas in less regulated
States.

Mr. Chairman, the loss of manufacturing companies like DuPont,
and other well-known names into the Carolinas, TN, and other
Southern States ini the 1960's and 1970's devastated our once pros-
perous Newburg and New Windsor areas.

I know I do not need to invite you to tour these areas once again;
you have been there and certainly in the other cities in our State,
to witness the industrial decay and the chronic unemployment,
even the moral and spiritual malaise that follows in the wake of
industrial relocations.

Those companies I stated in my letters to you, I would put it dif-
ferently at this point. I would not say that high wages forced those
companies out. I would turn it around 180 degrees and say that the
low wages of the Carolinas and the southern States invited, grand-
ly, those companies to come in.

Can we sit by and approve erosion of our jobs in this country as
we have over the last few decades where product after product and
industry after industry has gone overseas? I refer to our standard
of living, Mr. Chairman.

You brought up the immigration of our forefathers in the 1880's
and 1890's. May I continue from there? My grandpa and my grand-
ma, and many grandpas and grandmas, I think, worked very hard
in this country and their sons, and now their grandsons and grand-
daughters, to raise our standard of living to the point where we are
socially and economically among the highest living standards in the
world. I hope, happily, that we can continue that way.

It is my fear, however-and, indeed, I have fear-that the stand-
ard of living that we once experienced is slowly eroding and will
continue to erode and NAFTA will be a great help to that erosion.

NAFTA, in our opinion, is a beautiful present to Mexico by the
people of the United States. It opens up a vast hallway for the in-
flow of all kinds of low-priced products into the greatest market in
the world. And I, for one, am terribly upset by that prospect.

The CHAIRMAN. Mr. Hubner.
Mr. HUBNER. Yes, sir.
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The CHAIRMAN. We will have to ask you to hold there, and we
will get back to you in the questioning. You have made your points
very effectively and very well.

Mr. HUBNER. Thank you, sir.
The CHARMAN. And I was impressed by the reference to the

amount of industry that has relocated from Canada to the Buffalo
area, and analysts suggesting it is in response to lower wages in
the United States. So, that is the pattern.

[The prepared statement of Mr. Hubner appears in the appen-
dix.]

The CHIRMAN. Mr. Platt, we welcome you, sir. You are, of
course, in the glass manufacturing business. Please proceed.

STATEMENT OF KARL P. PLATT, DIRECTOR, BLENKO GLASS
CO., MILTON, WV

Mr. PLATT. Yes. I wish to make it clear that I come here alone.
I do not have suits and my boards and all that, so you have to put
up with me.

I am a glass maker, and I work to furnish consumer and archi-
tectural markets with handmade glasswares. It has been my pleas-
ure to work with the Usher's Office of the White House to cultivate
domestic sources for handmade window panes for the Executive
residence. This work was undertaken with the excellent craftsmen
at the Blenko Glass Co. in Milton, WV.

Many hand glass factories, like those in West Virginia, particu-
larly those making low value added items, simply will not endure
open commerce with Mexico. The fact is, Mexico enjoys absolute
rather than comparative advantages in this sector.

But I did not come here to cry the blues. On the contrary, the
NAFTA seeks to make relocation of capital into Mexico secure.
Therefore, it handily enables us making a mix of high- and low-
value added items to shift low-end production to Mexico where it
can be made much more profitably.

Yes, this gesture and its kin ultimately come at the expense of
domestic employment. The NAFTA, however, recognizes quite nice-
ly that domestic employment does not always accrue the most effi-
cient profit. Given the raw economic circumstances, one wishes the
tariff adjustment period -for sector 7013 were absent.

But, of course, this has very little to do with why I accepted your
kind invitation to come here today. I believe that the NAFTA de-
bate has become mired in insoluble macroeconomic theory, shrill
parochialism, and host of high-minded platitudes, none of which
have anything to do with a substantial discussion of the NAFTA.

Instead, we must consider the NAFTA in terms of whether it is
good for the United States and whether it is consistent with our
constitution. In this light, I wish to briefly consider the agreement's
Articles 19 and 20, which set out the protocols for dispute settle-
ment, and I believe that they are very, very poorly understood.

As I read it, Annex 2004, a nullification and impairment clause
attached herewith, arguably opens up State, and, indeed, local ordi-
nances to scrutiny under Chapter 20's panel process. Pertinent ex-
amples would be electrical codes, trucking regulation, professional
licensure, insurance regulation, or service certification, say, for ex-
terminators.
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The determination as to whether or not a State or local ordi-
nance is compatible with the NAFTA does not take place in any
sort of court anybody in this room would recognize. In fact, the
mattei is handedoff to ad hoc dispute settlement panels who meet
in secret proceedings.

Panelists are chosen from a roster of lawyers and trade experts
who may well be beholden to non-party governments and trade in-
terests or employment. There is nothing in the NAFTA to preclude
this occurring, and experience with the United States and Canada
Free Trade Agreement are troubling.

We also cannot ignore that the Article 20 calls for the Panelist's
Code of Conduct to be determined ex-post-facto, or that Annex
1903.15 calls for you to give panelists explicit immunity for their
conduct.

I, finally, wish to call attention to Article 1904, paragraph 11,
which states, in part, "No party shall provide in its domestic legis-
lation for an appeal from a panel decision to its domestic courts."

And, to contrast that with the 10th amendment, the powers not
delegated to the States by the constitution, nor prohibited by it to
the State, are reserved to the States or to the people. It would ap-
pear that the NAFTA circumvents the 10th amendnfent.

NAFTA parties are bound to either rescind or ignore any meas-
ure which a panel deems an impediment to the NAFTA, otherwise
the party faces some largely unspecified suspension of benefits.
However, I notice that the benefit suspension need not be made
against the same sector as that being disputed.

One can, thus, plausibly imagine that a future refusal by a recal-
citrant West Virginia to rescind its prohibition on triple semi rigs
could result in coercive tariffs on U.S. telecommunications hard-
ware going into Mexico. Here, a traffic stop becomes an inter-
national incident.

Let me return to Articles 19 and 20. Is it plausible that we could
enact a law that eviscerates our useful courts by subordinating ju-
dicial review of local ordinance to ad hoc panels which mediate in
secret, are void of culpability, and from which there is no appeal?

I will go on record as having politely pressed Ambassador Kantor
and his General Counsel, Mr. Ira Shapiro, for clarification. They re-
sponded with what sounds life obfuscation and hyperbole.

I understand there is a strong, albeit very quiet trade foreign
policy initiative afoot which aims to combine the whole of t e
Americas in union as a trading block. While this may or may not
be good, it cannot proceed upon the faulty premises of the NAFTA's
Articles 19 and 20.

I urge you all, Senators, to allow this hastily conceived agree-
ment, with its imprudent dispute settlement protocol, to die the
death it deserves. Out of this unfortunate experience, I believe the
United States, Canada and Mexico can draft a better agreement
that preserves national sovereignty, better protects valuable do-
mestic industries, and cushions workers against severe disloca-
tions. Thank you.

The CHAIRMAN. Thank you, Mr. Platt. That was very concise and
very forceful, and you raise questions we will return to in question-
inThe prepared statement of Mr. Platt appears in the appendix.]
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The CHAIRMAN. Mr. Rohland, on behalf of the National Family
Farm Coalition. We welcome you.

STATEMENT OF CURT ROHLAND, PRESIDENT, NATIONAL
FAMILY FARM COALITION, WITHEE, WI

Mr. ROHLAND. Yes. Thank you, Chairman Moynihan, and the
rest of the Senators. I believe my written testimony will exceed the
allotted time, so I will read selectively and skip paragraphs.

The CHAIRMAN. We will place it in the record.
Mr. ROHLAND. And if you are trying to follow me, I hope I do not

cause too much trouble for you.
The CHAIRMAN. Fine. Your statement will be put in the record

as read in completion.
Mr. ROHLAND. So I understand.
[The prepared statement of Mr. Rohland appears in the appen-

dix.]
Mr. ROHLAND. I will omit the first summary page of my testi-

mony and move to the second page. I am pleased to testify on the
important issue of agriculture and the North American Free Trade
Agreement. I am president of the National Family Farm Coalition,
representing 39 family farm and rural organizations across 32
States. I, myself, run a struggling family dairy operation in Withee,
WI.

Today's media and political message that NAFTA is good for the
U.S. economy is certainly missing the mark. Whether from an envi-
ronmental, consumer, labor, or farmer perspective, the current
NAFTA text and the supplemental agreements are devastating. Ag-
riculture was totally ignored during the supplemental agreement
process.

The 2-page description of the Early Warning System and the
commission, as part of the Import Surge Agreement, failed to de-
velop solutions as to what will be very immediate consequences for
both dairy policy and broader impacts on the rural economy.

I speak as a farmer and a resident of a struggling rural commu-
nity, one that is trying to maintain its education system, its infra-
structure, and its rural economy. When USDA and other econo-
mists calculate who wins and who loses under the NAFTA and the
GATT, they seem to forget that there are people, jobs, and liveli-
hoods behind the luminous commodity export numbers.

Last week, both USTR Ambassador Mickey Kantor and USDA
Secretary Espy claimed that increased exports would result both in
higher farm income, and the creation of more jobs. The figure of
56,000 new jobs in the farm and food-related industries sounds like
quite a few, but not when compared to the hundreds of thousands
of on-farm jobs and rural manufacturing jobs that will be lost as
a direct consequence of the implementation of the agreement. I
question both of these assertions based on the experiences in my
region of the country and across rural communities during the past
decade or more.

Two weeks ago, let me interject, we had a Free Trade/Fair Trade
Symposium in our capital of Wisconsin, Madison. There were be-
tween 300-350 people present, farmers, extension, university peo-
ple, representatives of farm organizations, farm co-ops, and people
who had taken part in the negotiation of the NAFTA.
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About half-way through the day the moderator asked for a show
of hands of who was opposed to the NAFTA, and who was in favor
of it, and the undecided. Those opposed from my State of Wisconsin
at that symposium were over half of those present, and the other
50 percent were divided more or less equally between those unde-
cided and those in favor of passing the present NAFTA agreement.

Let me continue. Our failed feed grain policy is being exported
to Mexico with the outspoken support of corporate agribusiness. It
is clear that they care more about the volume of exports, not by
whom and how the product is grown.

We assert that NAFTA is a direct extension of the Reagan-Bush
agricultural and economic policies, that is, increased concentration
of land and production, continuing lower world commodity prices,
lower food safety standards, and the elimination of a country's ca-
pacity to determine its own agricultural programs and manage its
own food supply.

The previous speaker has pointed specifically to how a country's
ability to determine its own domestic policies-in this case, food
and farm policies-is eroded under this international agreement.

The NAFTA will displace farmers and their rural economic base
in Mexico and the United States. Since the Canadian Government
opted out of the agricultural section of NAFTA, Canadian farmers
have been given a short-term reprieve on the future of their suc-
cessful domestic supply management programs in dairy, poultry
and eggs.

But, if a GATT agreement based on the Dunkel text is approved,
it would end their programs, as well. Those at greatest stake in
this country are the producers of the commodities that now have
a sensible and workable farm program that is based on a producer
contracting with the government to limit production in return for
a stable price from the marketplace.

Supporters of NAFTA hinge their entire argument on the
premise that the agreement will create jobs through increased ex-
ports to Mexico. For evidence, the supporters point out that after
the Mexican Government reduced its trade barriers in the mid-
1980's, our exports to Mexico improved. The improvements in our
trade surplus in 1991 and 1992 have been reversed in 1993, where
it is falling and less than 50 percent of the level compared to last
year.

NAFTA supporters and the administration contend that the
trade agreement will create 200,000 new jobs. Claims range from
this as a minimum or a maximum, despite many other economic
studies claiming far lower increases. This is predicated on the jobs
multiplier concept, a theory which holds that a figure of net jobs
increases can be calculated based on the size of the U.S. trade sur-
plus with Mexico.

As a farmer and a client of USDA and a taxpayer supporting
USDA, let me include, at this point, that I am rather upset over
the fact that, if this year, when farmers are suffering disaster from
floods and too much rain across the entire Midwest, from heat and
drought in the entire- Southeast, and we are having a great deal
of difficulty getting word out to farmers as to what disaster relief
programs are available, the USDA has seen fit to prepare a very
glossy portfolio of pro-NAFTA literature which I hesitate to think
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what it is going to cost just in postage alone to mail this out across
the country. I think the money could well have been much better
spent on taking care of the problems we have at hand and not pro-
mote this agreement. I do not think it is the place of the USDA
to do this in the first place.

Let me go to the bottom of that page, please. This export-driven
emphasis prevails within the agriculture and agribusiness commu-
nity favoring NAFTA. Increased exports are presented as a pana-
cea, which will allow U.S. agriculture to survive and prosper into
the 21st century.

This line of thought pervades much of USDA, has fostered poli-
cies encouraging farmers to plant from fence row to fence row, and
get bigger or get out. This year's low acreage reduction program,
ARP levels, are just one more indicator of this persistent policy di-
rection.

A thorough examination of NAFTA's effects upon the agricultural
community must take into account farmers' forced dependence on
all farm jobs, since their own farm income is, as calculated by
USDA, hovers under $6,000. As all farm jobs disappear from rural
America, the effect will be even greater, piled on top of the loss of
farm income. I see you have given me the red light, Mr. Moynihan.

The CHIMAN. Mr. Rohland, take your time and get to your con-
clusion, of course. Then we will get back to questions.

Mr. ROHLAND. Yes. On the next page, the third from the last
paragraph, I would like to point out that NAFTA guts the Meat
Import Act and Section 22. Section 22, as you well know, has pro-
vided some leveling effect for those commodities such as dairy and
peanuts in this country, against unfair foreign competition, as well
as the remaining protection. The NAFTA guts that and the remain-
ing protection for Mexico's most important domestic crop, corn,
through the elimination of import restrictions. And that issue came
up on the previous panel, and I will move on from there.

Let me go to the second to the last page, at the bottom. Agri-
culture and the Accession Clause. NAFTA's biggest agricultural im-
pact may reside in the Accession Clause, which allows any country
or group of countries to accede to the NAFTA if they comply with
the conditions imposed for admittance. Little or no research has
been done on the implications of liberalized agricultural trade with
these other countries using Mexico as a pipeline to the United
States and Canadian market.

Now, we will go to the conclusion. We appreciate that you are
holding this hearing-to better investigate the potential impacts of
NAFTA. This NAFTA, based on the Dunkel text of the General
Agreement on Tariffs and Trade, will eliminate the most effective
farm programs in North America, both in Canada, the United
States, and in Mexico, and it will prevent better programs from
being enacted any time in the future. We will lose the only pro-
grams that have established supply management and reasonable
prices for farmers if Section 22 provisions are converted to tariffs
that will ultimately be eliminated.

Canada has a short-term reprieve in NAFTA, but will lose it
under the Dunkel text. Mexican farmers will suffer the most as
NAFTA, coupled with changes to the Mexican land tenure system,
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places an unprecedented burden on family farmers to enter the
global food economy at a serious disadvantage.

And, may I make my final statements from the last two para-
graphs of my cover page. The North American Free Trade Agree-
ment has little to do with trade, free or otherwise, between the peo-
ple of Canada, Mexico and the U.S.A. Rather, it will drive the citi-
zens of these countries into senseless, self-destructive competition
with each other for the lowest farm prices, lowest wages, lowest
standards of living, and the lowest levels of food, environmental
and consumer safety.

In reality, NAFTA is not about free trade but rather about the
control of capital investments, control of labor and the supply of
food. And opposition to NAFTA cannot and should not be called
protectionist, but rather represents the need for expanded economic
opportunity and reward for all North American people, not just the
giant corporations, their major investors, and those who are poised
to benefit from the exchange of goods, services and capital across
borders.

NAFTA as it now stands must be rejected. President Clinton
must initiate new negotiations for a truly fair, democratic and
workable trade agreement for the entire hemisphere. Thank you
very much.

The CHAIRMAN. We thank you very much, Mr. Rohland.
And, now, our final witness for the morning, who has waited pa-

tiently all through this, is Ms. Lori Wallach, who appears for the
Trade Program of Public Citizen's Congress Watch, but whose testi-
mony is endorsed by the Sierra Club, the Humane Society of the
United States, the Public Interest Research Group, and Clean
Water Action. Good morning, Ms. Wallach. We have 1 minute still
of the morning.

STATEMENT OF LORI WALLACH, DIRECTOR, TRADE PRO-
GRAM, PUBLIC CITIZEN'S CONGRESS WATCH, WASHINGTON,
DC
Ms. WALLACH. Thank you for inviting me to testify. Public Citi-

zen is an environmental and consumer advocacy group founded in
1971 by Ralph Nader. Public Citizen is also a member of the Citi-
zen's Trade Campaign. That is a national coalition of 70 labor, fam-
ily farm, environmental, consumer, civil rights, religious, and other
citizens' groups who are now banded together to fight against this
NAFTA.

As the Chairman mentioned, I am joined in my written testi-
mony by the Sierra Club, the Humane Society, Public Interest Re-
search Group, PIRG, and Clean Water Action. Those groups are
among many environmental conservation and consumer groups
who feel that the NAFTA, the side agreement on the environment,
and the border documents taken together, if approved, would be
worse than the currently regulatory status quo for environmental
protection and consumer health and safety.

Joining us are other very large environmental and conservation
groups. I bring up this point, because the whole issue of the split
has been a hot one. As well as Greenpeace, the ASPCA, Citizen Ac-
tion, big national groups, there are 300 State and local groups who
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consider this NAFTA not good for the environment. United, we
have over 8 million members.

Now, why have we come to this conclusion? Our focus is actually
on the terms of the NAFTA. And, at core, our concern is the nu-
merous provisions in the NAFTA text itself that directly conflict or
otherwise undermines existing international and domestic environ-
mental, consumer health, and safety protections.

Basically, boiled way down, NAFTA's first chapter reiterates the -
general trade rules of GATT: no qualitative or quantitative import
or export restrictions unless the trade agreement says you can.
That is why it is 2,000 pages long, there are lots of exceptions.

Now, the problem is, many U.S.-
The CHmRmAN. You look to have a much thumbed copy there.

Can you say you have read all that?
Ms. WALLACH. It is embarrassing to admit, but I have.
The CHAIRMAN. Congratulations. You may be our first witness to

have done so.
Ms. WALLACH. And several parts time and time again. It is a lit-

tle bit of gobbledy-gook. You have to learn your NAFTAese and
then you can read it.

The provisions that we are concerned about affect many U.S.
consumer and environmental protections that use access to our
market as their means of enforcement. So, for instance, we keep
out of our U.S. market food that does not meet our pesticide stand-
ards, fish caught with drift nets. We, as well, limit export of raw
logs in the Pacific northwest under several Federal and State laws.

NAFTA, at best, offers vague exceptions to some of those provi-
sions that come into our market, but, largely does not protect them
as it does certain commercial limitations.

In other chapters, NAFTA sets forth rules for trade on natural
resources, energy procurement rules, and agricultural rules that we
feel conflict with existing policies that we have all fought hard for
in environmental protection, in consumer health, and safety.

NAFTA also establishes a tribunal system that other witnesses
have discussed that allows one NAFTA country to bring another's
laws before a tribunal of five trade officials who judge if they meet
with the NAFTA rules.

If the law is found not to meet such rules, the United States
must either stop enforcing it against imports, or pay fines, pay
sanctions to keep the law. The thought of that happening to many
existing U.S. environmental consumer and conservation programs
is why these groups are very concerned about NAFTA.

Now, to some degree, President Clinton agreed with these prob-
lems, and, to that end, he started the supplemental negotiations.
He thought President Bush's NAFTA was the old way of thinking
about trade.

And you will see adjoined to my testimony two charts. Those
charts lay out the issues that President Clinton raised in his
NAFTA policy statements about fixes to NAFTA, and, as well, a
consensus statement of 25 national environmental and consumer
groups who laid out environmental, health, and safety problems
that would result from the approval of this NAFTA tax.

Now, unfortunately, as those charts show, the majority of those
issues simply were not addressed in the side agreements. So, our
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issue is about neutralizing this tax. We do not want the cover to
turn green, we just do not want it to undermine existing laws.

What was focused on was enforcement of domestic environmental
laws. What came out of the side agreements is a commission. Now,
it could have been a good idea. The commission's main focus is co-
operation in study discussion. That is certainly not a bad thing.
But the commission was trumped as finally providing a mechanism
for review of non-enforcement of domestic laws.

Now, unfortunately, the procedures that were put in place in this
commission and its jurisdiction are so limited and so complicated
that basically all it can do is through a very long process-I count-
ed, 470 days from the initiation.

The CHAIRMAN. How many days?
Ms. WALLACH. 470 from the initiation of a complaint before a

fine could set in for a very limited set of existing domestic environ-
mental laws that are specifically defined and the repeated failure
not to enforce them.

With my limited time, I would sum up the effectiveness of this
mechanism by quoting the top Mexican negotiator, Jaime
Serapuche. This was a statement that he made to the Mexican
Congress on August 19th concerning the environmental agree-
ments; many people have heard it.

Basically, he was trying to calm fears about sovereignty and en-
vironmental laws being shoved down the Mexican people's throats.
He said, "The timeframe in the process makes it very improbable
that the stage of sanctions could ever be reached."

So, with that as summing up what the commission actually cre-
ates and the fact that the environmental problems of the text were
not dealt with, if I may have 1 more minute to describe a final
problem, which is that of funding.

Now, certainly the border environment is a mess, and no one de-
nies the status quo is not good. But our concern is that the
NAFTA's investment rules, through a variety of different mecha-
nisms, will increase investment in Mexico by U.S. companies with-
out regulating their behavior, and, as well, without providing any
new money to either clean up the existing mess or to deal with the
added mess.

Now, when I say new money, it is a wonderful thing that has
happened to NAFTA's debate, but there has been more focus on the
border. But the bottom line is-and there are a variety of different
options, a limited cross border tax-no mechanism was created to
come up with new money.

So, it would be this committee and the Ways and Means Commit-
tee's situation in trying to dig up the money through the Budget
Agreement before the vote for the environmental clean-up; for the
Worker Adjustment Assistance Retraining, and, as well, tariff re-
ductions. We are glad there has been focus on the border, but the
new money is not there.

These problems, taken together, lead us to our conclusion, unfor-
tunately, that this NAFTA package is worse than the status quo.
And, hopefully, in questions I will be able to address the point of,
yes, we do think it is reasonable and it is certainly possible to ne-
gotiate trade agreements between the three countries that would
obtain the business goals t at people are interested in, but, as well,
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make sure that our domestic, environmental and consumer laws
are protected, and, generally, that there is financing to clean up en-
vironmental pollution in North America. Thank you.

[The prepared statement of Ms. Wallach appears in the appen-
dix.]

The CHMmAN. Thank you, Ms. Wallach. And I do point out to
all members of our committee that, for starters, we have to find
$2.5 billion for the tariff reduction cost.

Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
Ms. Wallach, you heard Mr. Krupp say unequivocally that, in his

view as head of-what is his organization?
Ms. WALLACH. The Environmental Defense Fund.
The CHARMAN. The Environmental Defense Fund.
Senator BAUCUS. That is correct. That he believes that NAFTA

is, clearly, a significant improvement over the status quo from an
environmental point of view. I would just like to ask you why you
disagree, particularly when he agreed with me that there are cer-
tain very precise, very definite gains in the environment.

One, is that it clarifies the present ambiguity over who has the
burden of proof in GATT in challenging a country's environmental
law. As you well know, currently, it is ambiguous at best as to who
has the burden of proof. NAFTA clearly states it is the challenging
country, whether it is the United States, Mexico, or Canada, that
has the burden of p roof in alleging that environmental statute is
a barrier to trade. So, that is a definite plus for the environment.

Second, currently, in existing GATT provisions a higher State or
local environmental standard can be challenged under GATT. That
is, it is only the national environmental standards that are pro-
tected under the GATT, whereas, if a country in the GATT today
has a State environmental standard or a local city or county envi-
ronmental standard which is higher and more protective of the en-
vironment than national standards, it falls. Under the NAFTA,
that is turned around so that a higher environmental standard,
State or local, would not fall but would prevail.

Third, there is the side agreement. It is not perfect-nobody is
saying that-but it is an environmental improvement because it,
for the first time, provides that sanctions-may be applied against
a country that fails to enforce its environmental statutes.

And, as we all know, Mexico's environmental laws and standards
are virtually the same as the United States. That is, Mexico, in
about 1988, adopted U.S. environmental laws lock, stock and bar-
rel. The problem is, they do not enforce it as well as we tend to
enforce ours. NAFTA addresses that. It does not do this perfectly,
but indefinitely does begin to address it.

So, in view of all those obvious pluses for the environment, I
would like you to name one U.S. environmental provision which
you think would be weakened as a consequence of NAFTA.

Ms. WALLACH. Well, there are a variety of differences. For in-
stance, USTR has, off the record, listed a variety of wildlife con-
servation laws that are extra-territorial process based, based on
how something is caught, like drift net type laws, which could find
the same fate as the tuna/dolphin case did under GATT. NAFTA
does not deal with that issue.
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But, to address your specific points, the fact is that, under the
standards provision of NAFTA, the burden of proof is the proof of
the fact is reversed, which is a good advancement of NAFTA over
GATT.

Senator BAUCUS. From an environmental perspective.
Ms. WALLACH. That is correct. But, the same sorts of tests about

the level of protection and the means a measure can use to get to
a level of protection that exist in the GATT are in the NAFTA.

So, the rules that you have to meet, the standards that you have
to meet-it is good that the burden has flipped. For instance, an
ambiguous amount of science, provision of risk assessment, a no-
tion in NAFTA that lobbying not more trade restrictive than is nec-
essary, a word which has a lot of GATT jurisprudence attached to
it, those all exist. And the U.S. law that is higher than an inter-
national standard, for food, the standard of Codex Alimentarius,
would still have to meet those tests.

Senator BAUCUS. Well, on that point, is that really accurate?
That is, it is not the environmental standard which is subject to
that language in the text, it is the means by which that standard
is attained which is in question in the text.

That is, today, for example, Europe has a ban on U.S. beef ex-
ported from the United States into Europe, Europeans alleging that
the growth hormones that the United States' industry uses is a
health and safety problem in Europe.

Now, it is the means that is in question here, not the standard.
That is, Europe is using the means of banning all beef shipments
over which would be in question, but it is not the test.

Whereas, if Europe were to agree to a scientific test to see
whether, in fact, it had environmental standards and the scientific
test agreed that it is causing a health problem to Europeans, that
would be fine. That would be permissible. So, what we are getting
at is not the standard. The NAFTA text does not deal with the en-
vironmental standard. You mentioned the risk assessment provi-
sion.

Ms. WALLACH. The NAFTA text deals with both elements.
Senator BAUCUS. In fact-
Ms. WALLACH. The level of protection. To quote you an

article-
Senator BAUCUS. Well, let me just finish.
The CHAIRMAN. Ms. Wallach, Senator Baucus is asking you a

question.
Senator BAUCUS. Anyway, that is what the text says. And, be-

yond that, if there is an ambiguity-and let us assume your argu-
ment that there is an ambiguity-Ambassador Kantor has fully
said that that is not his intent in negotiating. And, beyond that,
in the implementing language we can make it clear that there is
no ambiguity on that point.

So, let me ask this question. If we can clear up ambiguity, either
by the Ambassador's statement or in implementing language, can't
one conclude on a net basis that it is a net plus to the environment
compared to the status quo?

Ms. WALLACH. We tried to have those provisions clarified. In fact,
EDF and the coalition of groups with whom they have been work-
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ing on NAFTA listed these same ambiguities in the language as
something that concerned then.

I would say, our concerns were heightened when the administra-
tion's main argument about why we should not worry about this
was that all the NAFTA parties in the negotiations had come to a
common understanding of definitions that would, in fact, ensure
our laws are protected.

Well, we said, that is wonderful, it is one thing you will not have
to fight about in the supplemental negotiations; please just write
down those definitions you all agree upon and put them in the sup-
plemental document. That did not happen. That was where the fix
needed to happen.

Now, I understand there is a white paper being written by USTR
that explains the U.S. definition of what these terms mean, and it
could get incorporated into enabling legislation. The problem is,
that has no status in the jurisprudence of the tri-national panel set
up under Chapter 20.

So, in fact, to answer your question, yes, it could have been fixed
and that would have reduced one area of our concerns totally. How-
ever, the place was in the supplemental agreement and it did not
get done.

On this issue of States that you have raised several times, the
issue about State laws is not whether they are stronger than the
national law, NAFTA and GATT allow them to be stronger than
the national law.

Senator BAUCUS. GATT does not. NAFTA does, GATT does not.
Ms. WALLACH. But, under neither agreement is the lobbying

stronger than national law. It is not a federalism question, it is
whether or not the State law is stronger than the international
standard laid out. And, if it is, it has to meet the same series of
tests. Under NAFTA, protection of certain standards that meet
those tests are specifically, as you noted, extended word for word
to State and local laws.

The CHAJRMAN. Fine. Ms. Wallach, you have been arguing very
ably. You must know, you are arguing against the Chairman of the
Committee on Environment and Public Works and the Chairman
of the Subcommittee on Trade.

Senator BAUCUS. She is doing very well.
The CHAIRMAN. You are doing very well. I wonder if you would

be good enough to put down in writing your understanding of the-
take a couple of days to think what Senator Baucus has asked you
and give us an answer in writing?

Ms. WALLACH. It would be my pleasure, because Senator Baucus
knows this issue in detail.

The CHAIRMAN. We would appreciate that.
[The information requested was not received at press time.]
The CHAIRMAN. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman. I do not

want to go over this in great detail again, but could you tell me,
what is the concern from which your view flows; the concern you
just expressed to Senator Baucus, what is your worry?

Ms. WALLACH. Well, I would say, as a lawyer and an analyst
looking at the language abstractly, there are provisions in the
NAFTA that conflict with our existing laws and that, combined
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with the Chapter 20 dispute resolution, could have, as part of a
trade challenge under NAFTA, legitimate environmental or
consumer laws, State, local, or federal, either a required stop being
enforced against imports, or the United States would have to pay
a fine to maintain it.

Now, I would say that was a general concern, and we had that
concern looking at the GATT text, the Uruguay round text. And
then, in August 1991, it actually happened with the tuna/dolphin
case where existing United States and environmental law was in-
deed held by a trade tribunal to conflict with GATT's rules.

Now, since then there have been a variety of different challenges;
none of them have come to that final stage. Some of them have just
been threatened and laws have quietly been withdrawn. We believe
that you can, compatible with the general trade rules of non-dis-
crimination in national treatment, set up tests that would not over-
power legitimate existing domestic, environmental and consumer
laws. We do not think NAFTA did that.

Senator BRADLEY. In the real world, your concern is what, that
Mexico is going to try to undo our environmental laws?

Ms. WALLACH. Well, the challenge could come from any country.
For instance-

Senator BRADLEY. But, under the NAFTA.
Ms. WALLACH. Right. But, as an example right now-
Senator BRADLEY. That is what this hearing is on.
Ms. WALLACH [continuing]. Canada, under the United States-

Canada agreement has just challenged Puerto Rico's milk stand-
ards. Up until about 6 months ago, Puerto Rico had a standard
that was lower than the U.S. Federal standard. They did not re-
quire Pasteurization, just ultra-high temperature milk, UHT. And
Canada provides-

Senator BRADLEY. But, that is your concern. Your concern is that
Mexico would file a-

Ms. WALLACH. Any NAFTA country. Right now, we have Canada
or Mexico to pick from. If the record is to be-

Senator BRADLEY. Or Canada could file a clean air challenge. Is
that-

Ms. WALLACH. Along the lines of the milk challenge that they are
doing right now, for instance.

Senator BRADLEY. So, they could force us to do more on acid rain,
or-

Ms. WALLACH. No. The concern we have is basically being to ef-
fectively control the U.S. market so as to enforce our laws. So, for
instance, we have a variety of different standards.

There is one that is about to kick in under the Clean Air Act for
post-harvest fumigants. They are fumigants of crops that dissolve.
There is no residue left on the product. There is no product dif-
ferentiation. It is a like product under trade jurisprudence. Yet, the
procedure has environmental problems. It is an ozone-depleting
chemical, the particular one I am speaking about. That is why it
was phased out in the Clean Air Act.

If we, under our Clean Air Act, would say, I am sorry, but that
Canadian wheat that was fumigated in that method cannot come
into this country, under neither NAFTA nor GATT would we be al-
lowed to limit trade in that way, while our law would be chal-
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lenged. And a panel of trade officials, trade experts, lawyers, would
rule if it was a conflict to the law. That one, pretty clearly,
would-

Senator BRADLEY. No. But, I mean, people take actions for var-
ious reasons, right? So, is there a parallel between Canada taking
an action against the United States, saying that we are not doing
enough on acid rain, that our laws say such and such and we are
not enforcing those laws versus Mexico saying that the NAFTA
overrides certain environmental laws? Is there a parallel there?

Ms. WALLACH. The concept you are talking about is actually
something people theorize about in a green trade future where you
would consider that kind of behavior as a subsidy.

Senator BRADLEY. Right.
Ms. WALLACH. That is not even what we are talking about. We

are just talking about safeguarding our existing laws from chal-
lenge, basically being able to effectively control our market.

Senator BRADLEY. So, Canada could challenge the Clean Air Act,
under NAFTA, in your view.

Ms. WALLACH. In the case of this example I gave where the prod-
uct, the wheat was kept out on the basis of process differentiation,
yes, I suspect they could, and I think they could do it successfully.

Senator BRADLEY. Do you think NAFTA overrides GATT?
Ms. WALLACH. There is very specific language, both general and

specific in that question. As a general matter, what NAFTA says
is that, unless specifically stated otherwise-and, as well, GA
Article 25 makes that clear--GATT trumps. But there are very
many places in NAFTA where NAFTA trumps. And, for instance,
in the food safety standards, thank goodness, NAFTA trumps. In
all the other product and environmental standards, GATT trumps.

Senator BRADLEY. So, Ross Perot is not right on that one, is he,
the food safety standards?

Ms. WALLACH. NAFTA trumps on food safety standards.
Senator BRADLEY. All right.
Ms. WALLACH. I am not familiar with Mr. Perot's comments on

that.
The CHAIRMAN. Thank you, Senator Bradley. May I note, so you

will not wonder, we have our weekly party caucuses on Tuesday,
and the Republican caucus begins earlier than the Democratic cau-
cus, and, hence, we do not have the questions from that side that
we might otherwise have. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. And I will try
to be brief.

Obviously, I would address my questions to Karl Platt, whom I
also had a chance to meet when I convened a meeting of business
and labor in West Virginia to discuss NAFTA. You were very good
then, and you were very good today.

West Virginia, now, has gone from 12.5 unemployment down to
about 10 percent. And one would look at that and say, gee, that
is great news. One out of every 10 people not working is not good
news. So, I am obviously job sensitive.

Glassware, stemware, chinaware, apparel, all of which have a lot
of jobs in West Virginia, would be deemed, I would guess, to be at
risk if NAFTA were to go through. And, certainly, the folks that
represent them say that is the case.
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You used, in your own words, "craftsman who will, without ques-
tion, be displaced." And then you go on to say, "value added items
to ship low-end production to Mexico workers where it could be
made more profitably." In other words, industry is saying, we are
going to move.

Now, let me shift to draw you out. You also said some would say,
some would stay. Health care is a very large industry in this coun-
try. We are being bombarded from all sides with different advo-
cates of different parts of health care who say that if health care
reform takes place they will go out of business, that eveyhing will
change, that quality will disappear, and certainly that they cannot
reduce their costs to the extent that health reform would con-
template.

Yet, I note with interest that, in the first quarter of 1993, with-
out a single act of intervention or even a miscue on the part of the
Federal Government, that inflation in health care was cut in half.
It went from 14 percent down to 7 percent in the first quarter. Ex-
traordinary. Government did not do a thing.

Obviously, therefore, industry was contemplating the prospects of
health care reform and was able, within its own jurisdiction, within
its own set of decisionmaking rights in the private sector, decided
to do, in fact, what they have been saying they cannot do.

Incidentally, Alan Greenspan told me that trend is beginning to
edge back upwards again, but it is still a very interesting point.

So, what I would need to ask you is, you say that you will have
to move, or parts of you will have to move. Phillips Lighting in
Fairmont, WV, has already moved. This had nothing to do with
NAFTA, it is part of their business decisionmaking.

Can you, if you are willing and I am not invading your privacy,
separate yourself from the hidden skepticism behind my question
and describe, in terms of the bottom line math involved, why it is
that, without question, jobs would have to move to Mexico?

Mr. PLATT. I would be pleased to do that, Senator. My business,
forming and finishing glass at the fire by hand has not changed at
all since the Senate of the Ptolemy's ruled. This business has been
mature for 2,000, 3,000 years.

The CHAiRMAN. Nice point.
Mr. PLATr. However I make glass is the same way that some-

body in Mexico makes glass. We melt it, we get it out, we blow it,
we shape it, we do whatever. It is done by hand. And where the
advantages come in have more to do with issues we have no control
over. I mean, we pay what we pay because we have to. We have
our legislated overhead, et cetera, et cetera. There are a lot of dif-
ferences on that plane.

Moreover, I will point out that energy costs in Mexico are deter-
mined by Pemex, which is all hands-off in the NAFTA. That is an-
other point of concern of mine, simply because we are playing busi-
ness here, and we are playing hard ball business, what precludes
Pemex from low-balling energy costs to the point where all sorts of
people go over, and then raising it back up after they have had
their way? I do not feel that that should have been left off the
table.

Be that as it may, the nominal efficiency of the enterprise has
not changed at all. And, subseque itly, factors that really have
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nothing to do with the way the work gets done preside over deter-
mining the cost.

In the case of glassware, we are looking at about 40 percent in
direct labor-40-45 percent, depending on what it is. Some of those

ieces, of which, of course, you have seen many, can only be made
ere because we have developed the skill and competence to be

able to render that by hand. May I finish, Senator?
The CHAIRMAN. Oh. Please do.
Mr. PLATT. All right. On the contrary, we also make things like

candle holders. We just plop glass in a mold and squish it, and it
is done. So, why should I not have some of my acquaintances in
Mexico make those under the firm's name and bring them back up?

In our case, in particular, we have a blend of high- and low-value
added items, and any decrease in the work force, of course, comes
through attrition. Now, Phillips Lighting is one thing, but then we
have got to look at-and I should not name names, but there are
lighting ware plants, some very nearby the Blenko facility, that
have had it.

I mean, they just simply cannot make this-if somebody needs
a white bulb, it is a matter of, how many white bulbs do you have
to make in an hour to cover the bills? If you can make 10 in Mexico
and you have got to make 50 here, well, why not make the 50 in
Mexico and put the money you would make on the other 40 in your
pocket and proceed on? I hope that answers your question.

Senator ROCKEFELLER. It does. You would be then, quite certain
of what you would have to do.

Mr. PLATT. Oh, yes.
Senator ROCKEFELLER. All right. Thank you, Karl, very much.

And, Mr. Chairman, thank you for your indulgence.
The CHAIRMAN. Thank you, sir. I note the point that Mr. Platt

makes, which is that the fact is, Mexico enjoys absolute rather
than comparative advantages in this sector, which is a very clear
point. Mind you, there would be other sectors in which this would
not be the case, but you are speaking for yours.

Mr. PLATT. Yes. Such as the electronics business.
The CHAIRMAN. Such as the electronics business. We heard from

that. But we are going to have to be brief, because our party caucus
begins in a few minutes, and it is our rule not to go over.

I would like to ask Mr. Hubner, or, rather, say to Mr. Hubner
that I thought your suggestion that factory production and manu-
facturing has moved from Canada to the United States in con-
sequence of a discernible 10 percent wage differential was a very
powerful thought, and I do not think we know enough about it, into
the Buffalo area, for example.

This is the view of the-you are speaking on behalf of the U.S.
Business and Industrial Council. Have you picked this up? You
think this is something that has been established, that the wage
differential brought about a shift in location?

Mr. HUBNER. Oh. I cannot think of anything else, Senator, that
would have done it. Everything else, pretty much-

The CHAmRMAN. The weather is better in Buffalo than in some
places in Canada.

Mr. HUBNER. Most of the other features of society are the same
just across the border.
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The CHAMAN. Sure.
Mr. HUBNER. The only difference, really, is the wages. And the

wages, the differential, as I stated, is roughly about 10 percent,
which is really infinitesimal when one compares the wage dif-
ference between our Nation now and Mexico-

The CHAIRMAN. Yes.
Mr. HUBNER [continuing]. Which is about 10 times difference.

$2.30 an hour.
The CHAIRMAN. This is something this Senator certainly wants

to know more about. Well, thank you for bringing it up.
Mr. Rohland, I thought yours was a very--Senator Packwood

commented on how strongly your feelings about social justice were,
and it seems to me you were speaking as much for the family farm-
ers in Mexico as you were for those in the United States.

Mr. ROHLAND. That is right. With our organization, National
Family Farm Coalition, in our alliances and coalitions with other
farm organizations in Europe, Canada, and in Mexico, our concern
is with them as well as with our own economic and social base.

The CHAIRMAN. If it were not for progress, we would all be on
the farm today, as -it were, or scratching a hillside with pointed
sticks. And Mexican agriculture has not been far from that until
very recently. But the idea that those Mexican farmers, on four
hectares of corn, are going to be able to compete with Iowa does
not strike me as very probable, does it?

Mr. ROHLAND. I agree with you.
The CHAIRMAN. As I said, when Kansas wheat reached East

Prussia, the Junkers were no more. I mean, it was just not equal,
and a huge population dislocation took place. Sometimes it is for
the better.

But, on that note, I see the clock. I am under obligation to call
the hearing to a close. I want to thank you all very much.

I want to assure Ms. Wallach that she was arguing before a
sometime, and no doubt future member of the Supreme Court, or
a formidable lawyer, at the very least. We are going to get those
papers from you.

We thank you for your testimony. It has been very helpful, very
moderate, and firm. With that, we close.

[Whereupon, at 12:30 p.m., the hearing was concluded.]
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PREPARED STATEMENT OF SENATOR MAX BAUCUS

I'd like to thank the chairman for scheduling this hearing on the labor aspects
of NAFTA. I believe it is very important that we debate NAFTA's potential impact
on American jobs and North American workers.

The debate on the NAFTA to this point has been long on exaggeration and distor-
tion and short on facts, But nothing has made me more personally angry than those
who hold up pictures of Mexican workers laboring in squalor and use it as a reason
to oppose the NAFTA. Those pictures represent the state of affairs in Mexico today.

But after NAFTA and its side agreement are in place the situation of those work-
ers will improve markedly. Despite all the distortions, there can be little doubt
working people-in the U.S. and Mexico-will benefit from the NAFTA.

The economic evidence is overwhelming that the NAFTA will create jobs and eco-
nomic prosperity in the U.S. and Mexico. By removing Mexico's barriers to U.S. im-
ports, studies show that NAFTA will create between 95,000 to 200,000 net new jobs
in America.

Almost every single study published on NAFTA concludes the agreement will re-
sult in a net gain of jobs in the U.S. Every living American nobel prize winning
economist recently wrote to President Clinton endorsing the NAFTA as a job cre-
ator.

Now, in some sectors, jobs may be lost. But far more jobs will be created in other
sectors. And in sectors where jobs may be lost, the Clinton Administration has em-
barked on a bold plan to set up one-stop worker retraining centers to improve skills
and help those workers find new employment.

In Mexico, NAFTA will directly improve working conditions and give the U.S. the
tools to combat some of the problems that exist now in Mexico. Like many in this
room, I travelled to the U.S.-Mexican border region and witnessed first-hand the
squalid conditions there. I saw families of 10 living on the meager paychecks of
their young children, workers living in fear of losing their jobs, and unsafe working
conditions. It was a real eye-opening experience.

But my trip to Mexico did not make me want to reject NAFTA. But just the oppo-
site. Because NAFTA, with the Clinton Administration's side agreements, rep-
resents the only chance to change the status quo and give those -workers a better
life.

The labor side agreement will force Mexico to enforce its child labor, minimum
wage, health and safety laws. And the agreement contains teeth-fines and trade
sanctions to use of Mexico doesn't enforce these laws. Right now, we are powerless
against such violations.

I believe the crux of the debate on this agreement is whether NAFTA improves
the status quo-for the U.S. and for Mexico and for U.S. and Mexican working peo-
ple. And when you look at the facts, clearly the answer is yes.

Don't believe the crocodile tears of the critics. They want to make a political point.
They care little about poverty in Mexico. The NAFTA is a step forward for all the
people of North America.

Thank you.

(149)
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PREPARED STATEMENT OF LLOYD BENTSEN

Mr. Chairman, members of the committee. I'm delighted to have the opportunity
this morning to give the committee an overview of the North American Free Trade
Agreement.

NAFTA is about jobs for Americans--creating jobs and protecting jobs. And while
NAFTA at its core is a trade agreement, it also creates an alliance that will produce
prosperity. By establishing a $6.5 trillion market with 370 million people, the larg-
est in the world, we provide the opportunity for trade to create jobs-high paying
jobs-and provide a higher standard of living, for all Americans.

This isn't a theoretical exercise for me. This face looks lived in because it's lived
a good many years in the bright sun of the U.S.-Mexican border. I learned some
good sense about Mexico, and about trade, and about what they both mean to the
United States. I've seen good deals with Mexico, and bad deals. This is a good deal.
Let me tell you why.

First, NAFTA will generate 200,000 higher paying U.S. jobs in the next two years
alone. For that reason, it is an integral part of our domestic economic agenda. Like-
wise, it is an important part of our international agenda to promote more job-creat-
ing exports. In addition, it is a significant step on the path to opening foreign mar-
kets, to trade reciprocity, and to creating even more jobs for Americans with agree-
ments such as the Uruguay Round and what we expect will come from our negotia-
tions with Japan.

If we've learned anything from the past half century of trade history, it's that re-
moving trade barribrs is the way to build healthy, prosperous and growing econo-
mies. Trade is a way of life for us. One job in every eight in the United States de-

ends directly on trade. Trade keeps us competitive and makes our economy vi-
rant. It makes our economy grow. That's why I scratch my head in disbelief every

time I hear'someone talk about passing up important opportunities to increase ex-
ports and missing chances to open markets.

I don't know a time when fewer exports meant more jobs for Americans. I can't
recall when less trade meant more prosperity.

Too often, trade is a one-way street. We buy someone else's goods, but we can't
sell to them. NAFTA reverses that trend. Mexico is adopting the principles of open
markets to make its economy an equal player in the global arena. They have signed
on to the trade bandwagon. You only have to look at what's happened since 1986
to see the importance to us of a reduction in Mexico's trade barriers--even if the
reductions so far still have Mexico with barriers over twice as high as ours.

The trade figures are impressive. We've gone from a deficit of nearly $6 billion
in 1986 to a surplus of over $5 billion on $40 billion in export business last year.
When Mexico started bringing down its trade barriers in 1986, we had fewer than
300,000 Americans working in jobs depending on the Mexican export market. Since
then, and even though there's still a sharp difference in our tariffs today, more than
400,000 new jobs have been created, and they're higher paying ones. Now, 700,000
Americans depend on trade with Mexico for their jobs.

And things are going to get even better with NAFTA. We calculate that we'll pick
up 200,000 more jobs in the next two years alone, and jobs related to trade with
Mexico pay about 12 percent better than average. And as for exports, we believe
they will rise another $10 billion over the next three years with NAFTA.

This agreement is clearly good for America, and it's clearly good for American
workers. We're getting a deal here.

Mexico's barriers to our goods have been coming down, but with this last step,
Mexico is droppin tariffs that are 2V2 times what ours are. Now they've got the
advantage. N will level a sharply tilted playing field. In short, we're giving
up very little, and we're getting quite a lot.

And, let's not forget these tariffs that are coming down are only on our goods and
Canada's goods, not for Japan's or the EC's.

Let me give you a quick case in point. From day one, an American automobile
will be 8 percent cheaper in Mexico City than it is today. Over the long run, our
cars will be 17 percent cheaper. That's a powerful incentive to buy a U.S.-built car.
And by the way, there's a tremendous market there because half of all cars there
are over 10 years old and only one person in 16 in Mexico owns a car now. Do you
know how many Ford Taurus' and Saturns we exported to Mexico last year-abso-
lutely none. But the best forecast around right now says sales of U.S.-made cars are
going to leap from 1,000 year to 60,000 a year in the first year alone. It will take
the Big Three four years to export that many cars to Japan.

And, it's not just tariffs that are coming down. Mexico is getting rid of some very
restrictive rules about auto import quotas. There is such a web of rules on autos
that, for instance, it makes virtually no sense, for instance, for Chrysler to try to
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sell Jeeps in Mexico. They sold all of five last year. Those rules will be taken off
the books, not to mention trade balancing regulations, local content rules and re-
strictions on our financial services industry. On top of that, we get intellectual prop-
erty protection.

Sector by sector NAFTA's success story is going to be the same. It's true for
consumer goods, for farm products, for chemicals and pharmaceuticals, and for ma-
chine tools and telecommunications. Nearly every segment of our economy will feel
some benefit from NAFTA.

Why would Mexico agree to such a deal? Mexico realizes that its consumers have
been the losers of past protectionist policies. And, Mexico sees NAFTA as an impor-
tant step toward preparing its economy for the next century. They want to be able
to attract investment that otherwise might be going to Eastern Europe or Asia. For
them, this is the road toward development and prosperity. For us, it's the road to
more jobs, better paying jobs, and a bigger market and prosperity.

How will this create jobs in the United States? Mexico will lower its barriers to
our goods, and Mexicans don't just like American goods, they love American goods.
Mexico buys 70 percent of its imports from the United States. Consumer goods are
the fastest rising component of our trade there. Mexico spends more with us on a
per capita basis, than do the more affluent Europeans or Japanese. ($450)

Walking away from demand like that, ignoring a market like that, makes as much
sense as locking the doors to the store with a crowd of customers outside waving
handsful of money. I was in business for 16 years, and I don't know any business-
man who does well by refusing to do business.

One of the important aspects of NAFTA is that it will do more for immigration
control than putting the 1st Armored Division, the 82nd, the 101st, and all the rest
down on the border. We've got 2,000 miles of border and all the soldiers in the Army
couldn't do what NAFTA will do. NAFTA will let Mexicans earn a higher standard
of living, at better paying jobs, and give them better homes and a better environ-
ment. NAFTA will go a long way toward eliminating the lure of the United States
to Mexican citizens.

There are some powerful arguments for NAFTA, but there is also a myth I want
to knock down. A friend of mine from Texas talks about hearing a sucking sound
of jobs headed south. I think he has a hearing problem. What is rushing south al-
ready is billions of dollars in products made by American workers. I'm not the only
one who believes NAFTA will mean more jobs for Americans and more exports to
Mexico. Private forecasters, the nation's governors, Nobel Prize-winning economists,
the Congressional Budget Office and the General Accounting Office all agree with
that.

There's nothing stopping jobs from moving to Mexico now, or Malaysia, or Hun-
gary, or any place else where wages are lower. If low wages were the sole criteria
or where to locate, Sri Lanka would be an industrial giant and Germany and Japan
would be dwarfs. Jobs have stayed in the United States-115 million of them. They
stay not because we have import barriers, but because of the productivity of Amer-
ican workers-the most productive worker in the world-and because of the com-
petitiveness of American business.

With NAFTA, it's a real good bet that a new factory built in Mexico will be built
with U.S. construction materials, and the assembly lines will have our machines
and tools on them. That will save American jobs. And when that factory is up and
running, it's workers are going to be more likely to buy our goods, and create jobs
here.

I know those who use the job argument, like my friends in the labor movement
and my close friends on the committee, are sincere. But I also believe they are mis-
taken.

No one will deny there will be dislocations. Even if you use the highest estimates,
at most one worker in 300 who leaves their job in the next 10 years will leave be-
cause of the effects of NAFTA. Meanwhile, more people will be getting jobs because
of NAFTA. Americans will be trading lower-wage jobs for higher-paying ones than
will be leaving jobs because of layoffs or lower wages. NAFTA is a net creator of
jobs for Americans.

And, there's a myth that fragile U.S. industries will be further endangered by
NAFTA. But that claim ignores the fact that some very important provisions have
been built in to NAFTA to protect them. What you don't hear is that NAFTA has
transition periods of up to 15 years for bringing down our tariffs and other barriers
in areas where we have industries sensitive to competition and trade with Mexico,
such as footwear and household glassware. That gives us time to adjust. They don't
tell you that NAFTA has a mechanism to reinstate our tariffs in case of a surge
in imports. They don't tell you that we retain our penalties for dumping, or that
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NAFTA's rules of origin will keep products from non-NAFTA countries from getting
the preferential treatment.

The basic part of this agreement was negotiated under President Bush. Last year,
President Clinton, or candidate Clinton rather, said he thought NAFTA ought to
have beefed up protections, and we have done just that. President Clinton has made
NAFTA better for American workers. And President Clinton has made this agree-
ment far better for the environment along the border.

Let me make something quite clear. This administration is committed to an inno-
vative and comprehensive program of retraining and other assistance to help any
American who is hurt by NAFTA. Secretary Reich is a strong advocate of NAFTA,
and he takes his charge to assist American workers seriously. This administration
intends to make it possible for those workers who are affected by it to be able to
find a new, better-paying job. We want everyone to share in the benefits of NAFTA.

NAFTA is a good deal also because it is the "greenest" trade agreement ever
reached. I grew up on the border and I know just how important this is. Hundreds
of thousands of households on both sides of the border do not have adequate drink-
ing water facilities, or wastewater treatment plants, or municipal solid waste dis-
posal systems. Untreated sewage from Mexico goes into our boundary waters, and
that affects costs for citizens in Arizona, California and Texas. We want to do some-
thing about that, and we're committed to an aggressive new program to resolve
these problems over the next decade. Let's be clear on this. NAFTA didn't create
the environmental problems. But NAFTA will make a significant contribution to the
solution to environmental problems in that part of the country.

The cost will be about $8 billion for taking care of wastewater treatment, drinking
water and municipal solid waste. We're in negotiations with Mexico on ways to solve
these problems. We're proposing a new joint Border Environment Administration
(BEA) that will involve local people in tackling these problems. The cost of environ-
mental cleanup will be shared with Mexico. We want to maximize direct private
funding to meet this need.

We also want to create a Border Environment Financing Facility to leverage fed-
eral funds by borrowing in private capital markets. We expect it to lend, or guaran-
tee, $2 billion or more. The additional yearly budget cost will be minuscule. This
approach borrows important concepts from a number of congressional proposals.

While we are focussing our efforts on the most critical border environmental infra-
structure needs, the Border Environmental Administration and the Funding Facility
could play a role in dealing with other infrastructure problems if both governments
agreed in the future.

We believe we have a proposal for environmental cleanup that meets the key con-
cerns for the environment and the environmental community recognizes this agree-
ment is good for the environment. Environmental groups with 7.5 million members
have announced their support for the NAFTA package, including its side agree-
ments, and the proposed border environmental cleanup program.

The Administration believes that the implementation of NAFTA will significantly
increase U.S. exports and thereby expand the U.S. economy. A growing economy will
lead to additional revenues for the federal government under existing tax laws,
helping to reduce the deficit. Based on economic studies of NAFTA's effects, addi-
tional federal revenues could be as $10 billion per year by 1998.

Under the Budget Enforcement Act, however, the macroeconomic effects of
NAFTA or any other trade agreement on federal revenues do not count for budget
scorekeeping purposes. The Budget Enforcement Act was designed to provide a safe-
guard against assuming for certain that indirect macroeconomic effects of legislative
changes will pay for direct deficit-increasing changes. The Budget Enforcement Act
insists that any deficit-increasing changes be directly offset. The indirect effects will
then go entirely to reducing the deficit.

Deficit increases must be fully offset, no matter how small. For example, the small
amount of revenue losses arising from the reduction in tariffs under NAFTA must
be directly offset under budget scorekeeping rules. These losses are estimated at
about $200' million in the first year and an average of $500 million a year over the
next five years. Even though this amounts to a mere four ten-thousandths of all rev-
enue collected by the federal government per year, these amounts must be fully off-
set.
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As noted earlier, there will be minuscule additional yearly costs to the federal gov-
ernment for border environmental cleanup. The administration intends that each of
these costs be fully offset. As part of the cooperative process of developing the legis-
lation to implement NAFTA, the administration will work with the Congress over
the coming weeks to develop appropriate offsets to ensure that none of these mini-
mal budgetary effects increases the federal budget deficit.

In closing, failing to adopt NAFTA will leave Mexico able to jack its trade barriers
right back up to where they were before liberalization began. Not only will that
wipe out any hope of providing good-paying jobs to 200,000 Americans in the imme-
diate future, it will put the 400,000 we've seen created in the past few years in seri-
ous jeopardy. Failure to adopt NAFTA means we won't get the important gains
we've made in border environmental conditions nailed down and start doing some-
thing about those problems. It means the gains in the labor side agreement and in
the environmental side agreement won't go into effect. In short, the cost of failure
is significant, and the benefits make NAFTA well worth it.

NAFTA is good for the U.S. economy, it is good international economic policy, and
it is good national security policy. Either we ride the wave of economic change, and
use our ingenuity and enterprise to create new productive jobs, with better wages,
or we accept the loss of jobs and markets, and isolation from the world economy
as the price of refusing to deal with change.

America is a proud, young and confident nation. We have never been afraid to
face the future, and now is not the time to begin.

I remember that 31 years ago President Kennedy proposed a trade bill that low-
ered tariffs, just like NAFTA. It passed with strong bipartisan support. Now comes
NAFTA, launched by President Bush, and significantly improved upon by President
Clinton. I am convinced that a bipartisan and forward-looking Congress will see
that NAFTA is good for America and good for the American worker. No vote Con-
gress will take in the next six months will create 200,000 jobs like NAFTA will.

Thank you.



Chart 1
Mexico's Average Tariff Barriers Against

U.S. Exports are 2.5 Times Higher than Equivalent
U.S. Tariff Barriers Against Imports from Mexico
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PREPARED STATEMENT OF' ALBERT C. BLACK, JR.

Test imonial Sunar

The gradual elimination of trade barriers that exist between the United States, Mexico, and
Canada is essenti-.I to the planning, development and success of a North American regional
economy that must be created to enable businesses in this region to compete successfully on a
global bass.

The proposed North American Free Trade Agreement (NAFTA) is an opportunity for the United
States to position itself and become the primary beneficiary in a strategic response to the
European Community's planned economy and the fierce competitiveness of the Pacific Rim
countries. Over the years companies in the United States have watched governments in Europe
and Asia create and develop synergistic trade agreements that have strengthened their ability to
win world market share. NAFTA is the assistance that American companies, large and small
need to assume a better role in the world economy. Small and minority business owners across
the U.S. should relish in the thought of unrestricted trade in Mexico and Canada. NAFTA
enable small and minority business to access markets that large corporations can access without
such an agreement. Because of the vast resources of major corporations, markets can be entered
throughout the world. The small and minority enterprise can not afford to remove these
barriers. The resources that large corporations are using to circumvent these barriers should be
channeled to more productive activities.

While developing a more advantageous position for U.S. companies NAFTA could serve as one
of the most humanitarian agreements ever. Free trade with Mexico will improve the standard
of living for millions of Mexican citizens that have been victims of an under stimulated
economy. I am suggesting that trade, not aid should be the objective of the United States.
History tells us we will eventually be involved in one or the other. Business and economic
development in Mexico will also work to improve the economies and standard of living of U.S.
citizens living in border towns. Poverty, health care, education and crime can be positively
addressed by eliminating trade barriers that prevent U.S. capitalism from taking root and
producing a higher standard of living for more of Mexico's citizens. A stronger economy will
also result in a more stabilized government. As neighbors we have to be concerned with the
stability of the Mexican government.

Minority Busines OppIortunitles

One of the key measurements of any economy is its ability to export. If the African American
and other ethnic minority economies in the United States are ever to grow, develop, and produce
more real and lasting wealth among a broader range of entrepreneurs we will have to actively
pursue a role in the global economy. Being involved in a regional economy is a positive and
assuring first step. Across the country African Americans and other ethnic minorities are
becoming more concerned with NAFTA. I am confident that as we discuss and debate the
issues, the benefits of NAFTA will be crystallized. There is a tremendous nt-iount of
opportunity for the assertive company. We plan on being a part of the construction of the
buildings, highways, roads, bridges and airports that will be needed to facilitate the trade that
will result from NAFTA. We plan on providing goods and services to Mexican and Canadian
citizens and governments.
And one of the most encouraging aspects of NAFTA is that as our current corporate clients

pursue open markets, we will continue to serve them in newly established venues.

Education and Tethnical Traimng

Most of us can agree that the current education and training of most U.S. students and
employees is less than what ihe global economy requires. NAFTA, as is creates more
international opportunities, will enable our public and private schools as well as the country's
industrial trainers to understand clearly what it is to participate in a regional and world economy.

75-546 - 94 ;- 6
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A greater demand for not technical and international training will cause a greater supli.
Businesses will insist on a more skilled work force. Because of NAFMA we have a greater
opportunity to re-engineer our educational and training systems to reflect a more productive,
efficient, and properly suited economy. Our labor force will have the opportunity to be
retrained to provide the skills and services the new economy will need.

PREPARED STATEMENT OF RANDY CRUISE

Mr. Chairman and members of the committee, I am Randy
Cruise, a corn farmer from Pleasanton, Nebraska and the
President of the National Corn Growers Association. I am
also a spokesman for Ag for NAFTA, a coalition of more than
150 farm organizations, businesses and related groups. Ag
for NAFTA represents the vast majority of American farmers.
I appreciate being asked to testify before the Senate
Finance Committee.

The North American Free Trade Agreement comes at a critical
time for American agriculture. We are fighting for our
export markets which, in many cases including corn have
dropped significantly in recent years. The European
Community continues to distort world trade by encouraging
the overproduction of commodities and dumping those
surpluses on world markets, not only robbing us of our
customers but lowering our prices as well. In addition,
trade is restricted by European Community member states,
Asian nations and even Mexico through tariff and non-tariff
barriers. The former Soviet Union has gone from our best
cash customer to one that's hanging on by its fingernails.
We are seeing our exports continue to spiral down and we
must stop that trend. NAFTA is a rallying point for
mounting a new export offensive.

As all of you are aware, rural America is suffering from
chronic unemployment in a continued sluggish economy. We
see boarded-up storefronts, schools and hospitals unable to
afford supplies and rural residents moving to cities in hope
of employment. While the plight of our cities gets most of
the attention in the news, we in rural America need help
too. We do not want handouts, but we need better prices for
our commodities so we can afford to buy goods, and we must
have more rural jobs. NAFTA can help achieve both of these
basic needs.

There is a lot of anti-NAFTA rhetoric being tossed around in
the countryside. Many statements are, at best, distortions;
at worst, many are flat-out deceptions. It is unfortunate
that some leaders of the opposition are resorting to scare
tactics. I would be much more comfortable if this debate
was based on facts and not fear. For example, many NAFTA
opponents state repeatedly that DDT is legal in Mexico and
will thus contaminate food exported to the U.S. Well, this
is deceiving because while DDT is used in Mexico, it is for
a very specific and limited purpose: to fight mosquitoes
carrying malaria in the southern part of the country. There
are many other examples of tortured logic and falsehood
regarding NAFTA. At the same time, we acknowledge many
Americans are sincerely nervous about the ramifications of
this agreement and they have every right to raise questions.
But, I believe the accord is sound. Coupled with the side
agreements, NAFTA is a truly historic and valuable trade
deal.
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Mexico has gone from being a closed economy in 1986 to one
that is opening further and further. With this agreement,
it will engage in totally free trade with Canada and the
United States in fifteen years. The United States went from
a $5.7 billion trade deficit with Mexico to a $5.7 billion
trade surplus since the mid-1980's. This change in trade
patterns has created employment in the United States, with
some 700,000 jobs directly related to exports to Mexico.
Not only will MAFTA lock in this trade situation, protecting
these 700,000 jobs, but it will also lay the groundwork that
viii continue the growth of the United States exports to
this dynamic market. U.S. agricultural sales to Mexico have
grown from $1.4 billion in the middle of the last decade to
about $4.0 billion in 1992. Mexico's population, currently
at 90 million people, is growing by 2% a year. These people
want a better and more stable food supply and the U.S. is
poised to answer their call. USDA projects that at the end
of the 15 year transition, agricultural sales to Mexico will
increase by $2 billion to $5 billion. We simply cannot
afford to turn our back on a potential $6.5 billion market.

We desperately need jobs in rural America. NAFTA will help
achieve this goal. Mexico is a tremendous market for
value-added goods. The National Corn Growers Association
has been a leader in promoting the export of value-added
agricultural products. Our nation has allowed the European
Community to dominate value-added exports and this must
stop. Increased demand for value-added goods means
construction jobs to build more processing plants, jobs to
process our raw products, jobs to export those value-added
products and higher prices for farmers' commodities.
Passage of NAFTA will protect those jobs already here as a

result of trade with Mexico, and it will create new jobs in
rural America.

From the perspective of the U.S. corn grower, Mexico has
been a steady market until recently. In the 1989-1991
period, Mexico averaged buying 2.6 million metric tons of
corn per year. The 1985-1992 average would be around 2.4
million tons. In the 1989-1990 marketing year Mexico had a
bad crop and imported 4.6 million tons. Mexico subsequently
increased its corn subsidies, resulting in more production
that began a downtrend in corn imports. In the 1990-1991
marketing year, Mexico imported 1.8 million tons and last
year just under 1 million. As a result, Mexico --
frequently the number two or three export customer for U.S.
corn -- fell out of the top ten. Given the current
uncertainties with our export market, the United States
needs a positive turn around with our southern neighbor.

Mexico choked off our shipments of corn through an export
licensing program. The removal of this barrier was
absolutely necessary for us to deem the NAFTA negotiations
are a success. The pact before us today would eliminate the
export licensing program and replace It with a tariff-rate
quota. The initial annual level of drty-free imports would
be 2.5 million tons with a compounded growth rate of 3% per
year for 15 years. At the end of that period all trade in
corn would be unhindered. While one would always hope for
immediate free trade when it is of benefit, or for a higher
tariff-rtte quota, the level negotiated is certainly a
substantial improvement over the recent trend. The 2.5
million ton base level would place Mexico back among the top
five importers of U.S. corn.



158

The good news for American corn farmers does not end with
more sales of our raw product. Meat exports will also
increase dramatically under NAFTA. In the beef industry
alone, industry revenues will increase by $200 million to
$400 million annually under NAFTA. The poultry and pork
industries have seen their exports to Mexico rise over the
last several years and those trends will continue with
MAFTA. Simply put, we need the Mexican market for
value-added farm products.

Most of the discussion of NAFTA has been focused on Mexico,
but we cannot forget Canada the other major partner in this
three-country union: Canada. Despite its relatively low
population of 27 million people, Canada is a major power in
world trade as the seventh largest free-world economy.
Canada is the number one customer for U.S. high-value
exports and is the destination of almost 10% of all our
agricultural exports. NCGA opposed the U.S.-Canada Free
Trade Agreement because it institutionalized the
countervailing duty on U.S. corn. A few years later, the
General Agreement on Tariffs and Trade ruled in our favor
and Canada adhered to the finding. I mention this to
illustrate the fact that NCGA does not take these agreements
lightly and will fight to assure U.S. interests are
protected. We welcomed Canada's entrance into these talks
and are excited about the inclusion of our neighbor to the
north in the North American Free Trade Agreement.

Creation of the world's largest and richest free trade zone
is, in and of itself, good policy. Also, unfortunately, we
need NAFTA as insurance against the failure of the Uruguay
Round of the GATT. As all of you are painfully aware, GATT
continues to be delayed, allowing the European Community
continue to dump agricultural products on the world market
and lower our prices here in the United States. While I
hope the Europeans will begin to negotiate in good faith, I
am not willing to bet on that occurring. Therefore, we need
NAFTA. We should aggressively move forward in bilateral
discussions to build an atmosphere of free trade here in our
own hemisphere. The United States is the among the most
competitive producers of agricultural products in the world
given a level playing field, and trade pacts such as NAFTA
will help level that field.

Of course, there are many other reasons one should support
MAFTA, involving foreign policy, illegal immigration,
environmental practices and more. I will Leave those
subjects to others. However, I do feel strongly that this
agreement is something we need to help turn around our farm
exports, spur on the Uruguay Round, increase prices for our
farmers and create new jobs for our constituents in rural
America.

President Clinton said it best about NAFTA earlier this
month: *It's a good deal, and we ought to take it."

Thank you.
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PREPARED STATEMENT OF WARREN CHRISTOPHER

Chairman Moynihan Members of the Committee: I want to thank you for ving
Secretary Bentsen, Ambassador Kantor, and me the opportunity to discuss with you
the benefits of the North American Free Trade Agreement.

I believe that this agreement between the United States, Canada and Mexico de-
serves approval on its economic merits alone-especially now that it has been im-
proved by the side agreements on the environment and labor that the President
signed yesterday. It gives our exporters the opportunity to sell without barriers in
what will be the world's largest free trade area---comprising about 370 million peo-
ple. It will lock in-and increase-the advantages that have boosted our exports to
Mexico more than 200 percent since 1986, creating 400,000 jobs in this country in
the process. It will create even more high-wage, high-skill American jobs, and en-
hance our ability to compete globally.

Secretary Bentsen and Ambassador Kantor will make this case in greater detail.
I would like to focus instead on what NAFTA means for our relations with Mexico
and with the Western Hemisphere more generally. I firmly believe that the foreign
policy implications of NAFTA make an already compelling economic case even
stronger.

A central insight of this Administration is the need to reinforce the link between
domestic and international economic growth. In his first year in office, President
Clinton has translated that insight into several important initiatives: a credible defi-
cit reduction package; a new framework for our economic and trade relations with
Japan; the promotion of a New Pacific Community; and a successful conclusion to
the Uruguay Round negotiations. NAFTA is a vital element in America's competi-
tive strategy to make us stronger at home and abroad-and it is a key test of our
global economic leadership.

American foreign policy begins with our neighbors, Canada and Mexico. We have
had a successful Free Trade Agreement with Canada since 1989. As a result, bilat-
eral trade and investment between the United States and Canada have increased.
NAFTA will complement and improve the current Free Trade Agreement between
the U.S. and Canada, just as it will complement and improve our cooperation with
Canada on environmental issues.

For Mexico, too, NAFTA is about far more than tariffs and trade. It is the symbol
of a new relationship and a new structure of cooperation with the United States and
Canada. It is a turning point in the history of relations among our countries. And
it is a turning point that is in the overriding national interest of the United States.

Today, U.S.-Mexican relations are characterized not by distrust, but by the prag-
matic pursuit of cooperation that benefits the people of both nations. In less than
a generation, Mexican attitudes toward the United States and the world have been
transformed. NAFTA will reinforce Mexico's unprecedented efforts to open its econ-
omy and reform its political institutions-including the judiciary and the electoral
system.

Under President Salinas leadership, Mexico has stabilized its economy, climbed
out of much of its debt, renewed growth, privatized industries, welcomed foreign in-
vestment, and cut its tariffs unilaterally by 90 percent from their 1986 levels. Mex-
ico is America's fastest growing major export market-and we have a vital stake in
its further growth and openness.

By stimulating growth, NAFTA will also increase Mexico's capacity to cooperate
with us on a wide range of important issues that spill across our 2,000-mile border.
A stronger, more prosperous Mexico will have greater resources to address these
cross-border problems that affect so many Americans.

Let me briefly address three of them: narcotics, illegal immigration, and the envi-
ronment.

Mexico recognizes that illegal narcotics is a shared problem that can be solved
only through close cross-border cooperation. President Salinas has tripled Mexico's
counter-narcotics budget and has shown the resolve to attack corrupt government
officials and drug barons. Some of Mexico's most notorious drug traffickers are now
in prison. This is breakthrough progress--and it must be sustained.

We must also consider the relationship between NAFTA and illegal immigration.
Legal migration from Mexico and other nations will continue to make an important
contribution to American diversity, vitality, and democracy. At the same time, the
U.S. is committed to reducing illegal immigration. As Mexico's economy prospers,
higher wages and greater opportunity will reduce the pressure for illegal migration
to the United States. In the long-run, this is the most effective solution.

Like illegal immigration, pollution does not observe political boundaries. Mexico
recognizes its problems--and is moving to address them both on its own and in co-
operation with us. We are continuing our work with Mexico to develop a far-reach-
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ing environmental plan that will help clean up the border. Unlike any previous
trade agreement, NAFTA explicitly links trade with the environment-and that is
an important achievement in itself. The side agreement just negotiated will improve
the enforcement of environmental laws and increase cross-border cooperation to curb
pollution.

Today we are working with Mexico not only to resolve issues along the border
but to defuse hemispheric conflicts and crises. In June, Mexico and the United
States together took the lead in calling for immediate action by the Organization
of American States to stand by democracy in Guatemala. Our cooperation there
made a difference-and symbolizes the constructive way in which relations between
Mexico and the U.S. are evolving.

Mexico and the United States also came together in the same spirit of trust and
friendship to support a successful negotiated conclusion to the war in El Salvador.
NAFTA will further solidify the productive new relationship that the United States
has been seeking with Mexico and our other Latin neighbors.

For more than half a century, every American President-Democrat and Repub-
lican alike-has stood for closer cooperation throughout the Western Hemisphere.

NAFTA reflects a bipartisan commitment to widening and improving America's
ties to our Latin neighbors. It was under President Carter that we negotiated the
Panama Canal treaty, but it was with the help of his two Republican predecessors-
Presidents Ford and Nixon-that Congress agreed to ratify the treaty. Similarly,
NAFTA was conceived and negotiated under President Bush, but substantially im-
proved through side agreements on the environment and labor under President
Clinton.

President Clinton is committed to building what he ealls "a Hemispheric Commu-
nity of Democracies linked by growing economic ties and common political beliefs."
NAFTA will encourage democratic governments from Argentina to Venezuela that
have opened their economies to trade and investment with the U.S. The agreement
will be a bridge to a more promising future for the entire hemisphere.

Another way to state the importance of NAFTA is to consider the foreign policy
consequences for our country if it is defeated.

Let me be clear: rejection of NAFTA would seriously damage our relations with
Mexico and erode our credibility with the other nations of the hemisphere and the
world. For the United States, failure to approve NAFTA would be a self-inflicted set-
back of historic proportions.

First, it would undermine Mexico's capacity to cooperate with us on vital cross-
border issues that affect millions of Americans.

Second, it would send a chilling signal about our willingness to engage in Latin
America at a time when so many of our neighbors are genuinely receptive to co-
operation with the United States.

Third, it would hand our major economic competitors in Europe and East Asia a
clear opportunity to gain advantage in what should be natural and growing markets
for us.

Fourth, it would undermine our position as a negotiating partner on global trade
agreements vital to the economic renewal of the United States.

Mr. Chairman and members of the Committee, NAFTA is a test of America's con-
fidence. It will measure whether Americans believe in our ability to compete in open
markets-or whether we will shrink from that challenge and cower in the face of
a changing global economy. We must embrace change; we cannot escape from it.

In foreign policy terms, NAFTA is a test of America's leadership. It will measure
our willingness to cooperate across a diverse range of issues with our closest neigh-
bors. Our relations in this hemisphere-and our global economic leadership--will be
substantially boosted by the decision of this Congress to approve NAFTA.

NAFTA is good economic policy-and good foreign policy. It ia a once-in-a-genera-
tion opportunity. For the sake of future generations, NAFTA is an opportunity that
must not be lost.

Thank you very much.
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Urutzd States Department of State

Wasington, D.C. 20520

SEP 1 7 1993

Dear Mr. Chairman:

At Wednesday's hearing on the North American Free Trade
Agreement, Senator Riegle asked Secretary Christopher to
respond to a statement in the Nation magazine concerning advice
by the law firm of O'Melveny & Myers to the government of
Mexico on NAFTA. The article asserts that the Mexican
government had retained the law firm to advise on technical
issues and that the firm had not disclosed these activities to
the Justice Department. Secretary Christopher had promised a
response.

The Department has consulted with the law firm and has
obtained the following information: certain lawyers in the
Washington office of O'Melveny & Myers advised Mexico with
respect to the technical aspects of the disputes resolution
provision of the North American Free Trade Agreement, but did
not contact any U.S. Government official. The firm last
advised the government of Mexico on NAFTA in February of 1992.
The firm did not register with the Justice Department because
it concluded that its activities did not require registration
under the Foreign Agents Registration Act.

During hiL nomination process, Secretary Christopher not
only fully disclosed all information about his financial
affairs required by law, but also answered a number of
questions the Senate asked of him. As the Secretary indicated
in the hearing on Wednesday, he had nothing personally to do
with the representation of Mexico. He therefore was not
required to list the firm's representation on his financial
disclosure form.

I hope this information is helpful to the Committee.
1!aaae let us knot: if we can be of further assistance.

Sincerely,

Wendy R. Sherman
Assistant Secretary
Legislative Affairs

The Honorable
Daniel Patrick Moynihan, Chairman,

Committee on Finance,
United States Senate.
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PREPARED STATEMENT OF SENATOR KENT CONRAD

[September 15, 19931
Earlier this year I wrote Ambassador Kantor to express my concern that the

NAFTA negotiated by the Bush Administration was so badly flawed that it ought
to be renegotiated; The Administration had already decided, though, that the agree-
ment would not be renegotiated but rather that it would be supplemented by side
agreements. Consequently, I urged USTR to use these side agreements and the im-
plementing legislation to fix the flaws that I perceived in the agreement.

These flaws included problems affecting the sugar and wheat industries, concerns
regarding enforcement of the rules of origin and sanitary/phytosanitary chapters of
the agreement, the widely different levels of wages and environmental and labor
standards in Mexico and the U.S., flaws in the dispute settlement process, and a
lack of protection against exchange rate manipulation.

Yesterday President Clinton signed the side agreements on labor, the environ-
ment and import surges. While the agreements on labor and the environment rep-
resent unprecedented attention to these issues in a trade agreement, I am not con-
vinced that they go far enough in addressing these important issues.

In addition, and most importantly from the perspective of my state, they do not
even address many of the issues I raised in my February 24 letter to Ambassador
Kantor. I hope that these issues will still be addressed before the NAFTA comes to
a vote because I recognize that our economy is becoming increasingly integrated
with the Mexican economy. In my view, we ought to manage this integration in a
way that benefits farmers and workers and small businesses on both sides of the
border.

But, frankly, I am skeptical that the NAFTA and its implementing legislation will
be modified sufficiently. If these issues--and others that have come to my attention
as I have studied the agreement and Mexico more closely-are not addressed, the
NAFTA will be bad for North Dakota. And I believe it will be bad for the country
as well.

There are several reasons why I cannot support the agreement in its current
form. These range from specific concerns regarding agriculture to more general con-
cerns regarding the low wages and incomes in the Mexican economy, Mexican en-
forcement of environmental standards, access to and the impartiality of the Mexican
legal system, and the state of human rights and democracy in Mexico. I expect that
there will be many opportunities over the next several months to debate these is-
sues. Today, I want to focus on the impact of the NAFTA on North Dakota agri-
culture.

North Dakota producers of durum, hard red spring wheat and barley know first
hand what a few loopholes in a trade agreement can do to their incomes. Ever since
the U.S.-Canada Free Trade Agreement was implemented, North Dakota grain
growers have suffered from a flood of unfairly subsidized Canadian imports. Canada
has used huge transportation subsidies and the secretive, anti-competitive pricing
practices of the Canadian Wheat Board to undercut U.S. prices. Imports of Cana-
dian durum have climbed from 0 before 1985-86 to an average of 15 million bushels
in the past two years. Imports of hard red spring wheat reached a record 35.4 mil-
lion bushels last year---or more than seven times the average during the five years
preceding implementation of the CFTA. As a result, North Dakota producers have
lost hundreds of millions of dollars in income, and USDA supply management and
export programs have been undermined.

The NAFTA, as negotiated by the Bush Administration, follows in the same path.
It does nothing to correct the problems created by the CFTA, even though the Presi-
dent was required by the CFTA implementing legislation to enter into consultations
to resolve these issues. In fact, the NAFTA will make things worse by allowing Can-
ada to use westbound transportation subsidies to ship wheat into Mexico.

I am encouraged that Ambassador Kantor and Secretary Espy have been much
more sympathetic to the concerns of wheat growers than their predecessors had
been. Their efforts to approve the use of EEP to counter aggressive Canadian sub-
sidies in the Mexican market is a clear step in the right direction. Yet the basic
problems of the CFTA have not been resolved; much more must be done.

I have urged USDA to recommend that the President invoke Section 22 of the Ag-
ricultural Adjustment Act of 1933 to limit Canadian imports. And I have aggres-
sively championed end-use certificates to prevent the illegal commingling of Cana-
dian grains into U.S. export programs. It is my hope that these steps will eventually
lead to a negotiated agreement that closes the loopholes in the CFTA and levels the
playing field in the North American grain trade.

The NAFTA also creates significant problems for sugar producers. Sugar is a $1.5
billion industry in the Red River Valley of North Dakota and Minnesota, but it could
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be wiped out by a loophole in the NAFTA. In its present form, the agreement could
allow Mexico, which is currently a net importer of sugar, to export unlimited
amounts of sugar to the U.S. starting in year seven of the agreement if Mexico be-
comes a "net surplus producer" of sugar. If Mexico had to increase its production
by diverting resources from other types of agriculture and dramatically increasing
the efficiency of its processors, this would seem reasonable. But Mexico doesn't have
to do this. Instead, because of an ambiguity in the text, Mexico may be able to
achieve a net production surplus simply by converting its beverage industry from
sugar to high fructose corn sweetener. This provision must be clarified in order to
ensure that the sensitive U.S. sugar industry-an industry that is highly competi-
tive in the world market and supplies sugar to the American consumer at the lowest
price in the developed world-receives the full benefit of a 15 year transition period.

NAFTA also treats potato and edible bean producers unfairly. Because U.S. nego-
tiators did not accurately measure U.S. edible bean exports to Mexico, the tariff rate
quota established by the NAFTA will cut U.S. exports to Mexico in half. While
USTR argues that the quota is a minimum amount and may be increased if the
Mexican domestic supply is inadequate, there is no guarantee that U.S. producers
and Mexican purchasers will receive adequate notice of any temporary increase in
the quota nor that other countries will not gain advantageous access to the Mexican
market in this situation. It is my hope that this ambiguity could be cleared up
through an exchange of letters with Mexico.

While potatoes did not fare quite as badly as edible beans, potato producers ap-
pear to be worse off under NAFTA than they would have been without it. Over the
past several years, potato exports to Mexico have doubled each year as Mexican
processing plants sprouted in northern Mexico. The NAFTA stops this growth in its
tracks.

To be completely fair, NAFTA will likely increase U.S. exports of a number of
commodities produced in North Dakota. Exports of corn, oilseeds, pork and beef are
projected to increase as a result of the NAFTA. However, unless something is done
to address the problems I identified above, the overall impact on North Dakota pro-
ducers will be negative.

Beyond the impact of the NAFTA on individual commodities, I have serious con-
cerns about the application of the rules of origin and sanitary and phytosanitary
portions of the agreement. On paper, the rules of origin are strong and detailed. But
the provisions enforcing these rules are weak. In practice, because agricultural com-
modities are fungible, there will be little more to rely on than the good faith of
Mexican producers and the Mexican government. Unfortunately, self-certification is
insufficient to prevent non-Mexican goods from receiving the preferential treatment
granted to Mexican products in the NAFTA--especially as Mexico concludes trade
agreements and expands its trade with other Latin American and Caribbean na-
tions. Yet the cumbersome notification requirements in the verification procedures
virtually guarantee that there will be little effective oversight beyond self-certifi-
cation of Mexican exporters. Unless the verification procedures are considerably
strengthened, I fear that the NAFTA could lead to significant transshipment of agri-
cultural goods through Mexico into the U.S.

Similarly, the agreement contains strong sanitary and phytosanitary standards on
paper. However, there is no question that food safety and consumer protection
standards in Mexico are significantly lower than in the U.S. While the agreement
allows the U.S. to maintain its current standards and apply them to Mexican im-
ports, I have two concerns. The first is that-given the realities of USDA border in-
spections-some Mexican imports will not be adequately tested. The second is that
there will be strong pressure for the U.S. to accept Mexican standards as equivalent
to our own when-because they are not effectively enforced-they are, in fact, weak-
er. We should not allow the NAFTA to threaten the safety of our food supply nor
undercut our lengthy and expensive disease control and pest eradication efforts. Not
only would a less safe food supply risk the health of U.S. consumers-and even their
lives, as the E-coli attack this spring demonstrated-it could lead to significantly
lower domestic consumption and negate any projected benefits to U.S. producers
from expanded exports to Mexico.

Finally, I am concerned about how the availability of low cost labor and lower
standards might affect the location of food processing facilities. While I recognize
that many factors other than just labor go into facility location decisions, labor costs
are often one of the most significant actors within the control of management.
Value added processing and other light manufacturing ventures have been touted
as the key to economic development in rural communities. Rural America cannot af-
ford to lose the diversification and incomes provided by these enterprises. This is
clearly a risk: as I mentioned earlier, Mexico is investing in potato processing facili-
ties, and Green Giant moved a major processing plant from Watsonville, California
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to Mexico in 1983. As the Green Giant example suggests, some of this will happen
without the NAFTA, but NAFTA will undoubtedly accelerate the process. Unless
Mexican wages rise to levels commensurate with the productivity of Mexican work-
ers using modem U.S. equipment, I fear that NAFTA could lead more value-added
processing to move south of the border.

While I have many concerns about elements of this particular agreement, I be-
lieve strongly in expanding trade. I am convinced that U.S. agriculture can compete
successfully with anyone on a level playing field. As I said at the beginning of my
statement, I hope that the Administration will move expeditiously to repair the
flaws in the agreement. And I hope to receive more than just rhetorical assurances
that sending jobs to Mexico in order to help American workers is different from the
other brands of trickle down economics preached by the previous Administration. I
am skeptical, but I will try to listen with an open mind. I look forward to the testi-
mony of our distinguished witnesses.

PREPARED STATEMENT OF SENATOR KENT CONRAD

(September 21, 1993]
Mr. Chairman, I want to thank you for calling this hearing on labor issues in the

NAFTA. The question of the impact of the NAFTA on American workers is central
to the national debate on NAFTA. And, as I expect the- testimony we hear today
will demonstrate, the answers to this question can be very different depending on
who you ask.

As I said last Wednesday at the first of this series of hearings on the NAFTA,
I am somewhat skeptical of the arguments of NAFTA supporters. I do not know that
this agreement will be good for the country, and I expect that it will be bad for my
state unless the flaws in the agriculture provisions are fixed.

A large part of my skepticism regarding the benefits of the NAFTA for the coun-
try as a whole is based on my doubts about its effect on U.S. jobs. The Administra-
tion has marshal led an impressive array of economists and studies which purport
to demonstrate with scientific accuracy that the NAFTA will create 2,400 or 42,300
or 200,000 or more jobs over the next several years. Before I get into the various
arguments, assumptions and estimates that underlie these predictions, I would just
like to dwell on these numbers for a minute.

2,400--or even 200,000-jobs over the next 10 years are awfully detailed, precise
estimates in an economy of over 100 million jobs where millions of jobs are created
and millions of jobs disappear every year. They are outrageously precise when we
look at the record of economic forecasting just one year ahead. Those of my col-
leagues who serve with me on the Budget Committee and rely on economic forecasts
in developing and analyzing the economic assumptions underlying budget estimates,
have learned to be very wary of these forecasts; their margin of error tends to be
depressingly high. When this margin of error is multiplied over a ten year period,
numbers of this magnitude in an economy as large as the U.S. economy become es-
sentially meaningless.

So I don't thin the numbers are very useful, other than to give a general ball-
park idea of the possible economic impact of the agreement. All they tell me is that
the agreement is likely, on net, to either create or cost up to 500,000 jobs. The ulti-
mate job impact of the NAFTA within this range will depend on behavioral and pol-
icy responses that can't be predicted with any accuracy before the agreement takes
effect. Judging from the analyses of the U.S.-Canada Free Trade Agreement that
I have seen, even if NAFTA passes we will not be able to identify with any great
degree of accuracy its impact on the economy. There are simply too many factors
affecting economic performance to single out the impact of a trade agreement on the
number of jobs in the economy. -- "

This doesn't mean that the trade agreement will not have an important effect on
our economy. Clearly, the NAFTA will have an impact. One thing we are almost
certain will happen is that NAFTA will accelerate the movement of U.S. plants to
Mexico to take advantage of cheaper wages. Labor costs are certainly not the only
determinant of plant location decisions; if they were, as NAFTA supporters are fond
of pointing out, Haiti and Bangladesh would be manufacturing giants. But the dif-
ference in unit labor costs-taking into account the productivity of Mexican workers
using modem U.S. equipment-between the U.S. and Mexico will be big enough to
convince many U.S. businesses to move production to Mexico.

Some of this would happen without NAFTA. And some firms will find that
NAFTA lowers barriers to exports to Mexico sufficiently that they no longer need
to relocate to Mexico in order to sell in the Mexican market. But, in my view, the
dominant effect of the NAFTA will be a change in the investment climate in Mexico
induced by the investment, financial services and intellectual property chapters of
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the NAFTA. And the dominant result of this change will be an increase in plant
relocations to Mexico.

The other thing we are almost certain will happen as the result of NAFTA will
be an increase in U.S. exports to Mexico. Mexico s tariffs are, on average, two and
a half times our tariffs. Lowering these barriers will have a positive impact on our
trade balance with Mexico. The increased investment in Mexico that I just talked
about will also likely increase Mexican incomes and the Mexican demand for U.S.
goods. However, I have yet to be convinced of the magnitude or duration of this in-
crease in exports.

While the increase in net exports to Mexico in the last five years has been impres-
sive, I fear that it might be misleading for at least two reasons. The first is that
the majority of exports to Mexico consists of capital goods and components for re-
shipment to the U.S. As Senator Levin so effectively pointed out in his testimony
last Wednesday, it is extremely misleading to suggest that, when an assembly plant
moves from the U.S. to Mexico so that the same component parts that used to be
sold domestically are sold into Mexico increased exports of components translate
into a netcreation of U.S. jobs. Similarly, exports of capital goods to Mexico provide
a short term benefit to the U.S. economy, but if these capital goods are use to re-
place domestic production of goods for consumption in the U.S. with Mexican pro-
duction of these same goods, the benefits will be very transitory.

The second reason I fear the recent export performance may be misleading is that
I believe the peso is overvalued. When it is devalued, Mexican production will be-
come relatively cheaper, while U.S. exports to Mexico will be more expensive. The
Canadian experience when the U.S. dollar depreciated relative to the Canadian dol-
lar demonstrates the negative effects of devaluation on the country whose currency
appreciates in relative terms.

However, to the extent that tariffs drop, average Mexican workers' incomes rise
and Mexican purchases of U.S. consumer goods rise, increased exports may offset
some or all of the job losses associated with plant relocation to Mexico. Unfortu-
nately, I have yet to be convinced that the rise in Mexican income will be suffi-
ciently widely distributed to generate enough of an increase in purchases of
consumer goods to offset those job losses. So long as Mexican workers are earning
$2.35 an hour and living in shacks without running water, sewage systems or elec-
tricity, they will not buy many U.S. computers--or much of anything else from the
U.S.

I am not sure what to conclude from these two offsetting trends. Plant relocations
will cost jobs. Increased exports will create jobs. While I am skeptical of the claims
of NAFTA proponents regarding increased exports, I am not yet entirely sold on the
worst case scenarios of NAFTA opponents regarding plant relocations.

I am convinced, however, that there will be a significant number of workers and
their families who will experience a negative impact from the NAFTA. Based on the
experience of the last ten years, workers who lose their jobs as a result of a plant
relocation to Mexico will permanently lose income. Some may never find another
job; they will drop out of the labor force permanently when they get too discouraged
to continue looking for work. Those who do find other jobs will likely take jobs with
lower pay and fewer benefits than the jobs they lost.

While NAFTA supporters paint a rosy picture of new high-skill, high-wage jobs
created by exports to Mexico, I see a fundamental mismatch between those who lost
their jobs and those who will benefit from these newly created jobs. Unless the Ad-
ministration's job training program is able to work miracles, I find it unlikely that
a textile worker who loses her job will be retrained as a computer consultant.

If I am going to ask U.S. workers to put their jobs at risk by voting for NAFTA,
I need to get much more convincing answers than I have heard to date about what
new jobs these workers will receive and how they will find them and qualify for
them. I also need to hear a more convincing argument than I have yet heard that
NAFTA will on net create a significant number of new jobs; economic theories and
optimistic assessments of export potential are not sufficient. Unless I am convinced
that the benefits are larger and less speculative than 1 currently think they are, I
do not think they are worth the immediate and real costs that NAFTA will impose
on an economy already suffering from a "jobs recession."

Before I conclude my statement, I want to touch briefly on the side agreements
negotiated by the Clinton Administration. While I do not think they are nearly
strong enough, they are a positive step. As the Administration has pointed out, this
is the first time in history that the enforcement of labor and environmental stand-
ards has been attached to a trade agreement. The side agreements will certainly not
be a panacea, but I hope that they will make at least a small difference in encourag-
ing Mexico to strengthen and more strictly enforce its labor and environmental
standards so that there is less pressure to compete by lowering U.S. standards. I
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also hope that President Salinas will follow through on his commitment to tie in-
creases in the minimum wage to increases in productivity, and that the U.S. will
push Mexico to go beyond this commitment and bring its wages up to levels justified
by its productivity.

I look forward to interesting testimony from the two witnesses; I hope it will clar-
ify some of the issues and questions I have touched upon.

PREPARED STATEMENT OF THOMAS R. DONAHUE

Mr. Chairman, on behalf of the AFL-CIO, I welcome this opportunity to present
our views on the proposed North American Free Trade Agreement and its supple-
mental accords.

In brief, the AFL-CIO believes that the adoption of this agreement would seri-
ously harm the U.S. economy, resulting in the loss -of hundreds of thousands of
American jobs and a decline in the nation's standard of living.

Last week the President of the United States, flanked by three of his prede-
cessors, made an impassioned plea for the congressional adoption of the North
American Free Trade Agreement. President Clinton's central contention, is that the
debate over NAFTA is fundamentally "a debate about whether or not we will em-
brace change." Others have said that the supporters of NAFTA look to the future,
while opponents look to the past. Nothing could be further from the truth.

The question is not whether we change or stagnate. It is whether or not our gov-
ernment is capable of shaping change so that it benefits the majority of citizens,

-not just powerful elites. That is, after all, the reason that democratic government
was brought forth.

Trade and investment relationships must be structured so that the benefits of eco-
nomic activity are spread as widely as possible. In ignoring this imperative, NAFTA
represents the most recent manifestation of "trickle-down" economic theories, cou-
pled with reliance on the "free market" as the only path to economic progress. It
has not worked over the last 12 years, and it won't work now.

Workers have long since learned that when market forces are left to their own
devices they cannot be expected to bring sustained, equitable economic growth and
social progress. Many of the major achievements of this nation-the establishment
of the minimum wage, the abolition of child labor, the development of workplace
health and safety laws, collective bargaining, and environmental protections-were
intended to temper and restrain some of the most brutal effects of the free market.
Free markets literally need to be civilized--channeled in democratically agreed-upon
directions if the economy is to serve the people.

What is at stake is not more or less trade with Mexico, but the nature and quality
of that trade. As drafted, NAFTA contains no protections against a further
deindustrialization of the American economy. There are no protections against the
transfer of our technological edge. There are no counter-incentives to massive trans-
fers of investment and production to Mexico. And there are no protections for Mexi-
can workers to help ensure that they-and not just their employers-will reap bene-
fits from increased investment.

There is no doubt that U.S.-based multinational corporations would benefit from
NAFTA. The United States as a whole, however, stands to lose an enormous
amount.

Ultimately, NAFTA supporters have one very simple argument: all things being
equal, increased international commerce results in greater general prosperity. We
do not disagree on this. But the fact of the matter is that there is very little that
is now "equal" between the United States and Mexico-and, indeed, between the
U.S. and all of the other nations which manage trade to their advantage.

In 1992, the average hourly compensation for American manufacturing workers
was $16.17 for Mexican manufacturing workers it was $2.35. According to the Bu-
reau of Labor Statistics, compensation in the U.S.-dominated maquiladora sector
was even lower, averaging just $1.64 an hour.

As a result, the Mexican consumer market is depressingly small. Mexico is a
country with more than one-third our population, but only 5 percent of our buying
power. Currently, Mexico has a 40 percent poverty rate, a 20 percent unemployment
rate, and a gross domestic product one-twentieth of ours. Many Mexican workers-
particularly maquila workers--live in cardboard shanties without electricity or run-
ning water, and drink and bathe in unfiltered streams filled with toxic runoff from
nearby plants. The average Mexican familY simply cannot afford to purchase the
products that they make, much less contribute to American prosperity by buying
goods made in the United States.

This is not demagoguery, it is fact.
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Existing trade patterns underscore this reality. While it is true that we now have
a small trade surplus with Mexico, there is every reason to believe that it is only
temporary. Capital goods (manufacturing plants and equipment) and intermediate
goods (parts used to make final products which are sent back to the U.S. market)
accounted for more than 80 percent of all U.S. exports to Mexico in 1992. The vast
majority of finished products from these plants flow back to the United States and
Canada where-for now-workers earn enough to also be consumers. U.S. exports
to Mexico of consumer and agricultural products accounted for only 19 percent of
the total. Once the peso is devalued (a move rumored for next year and certainly
likely within the next two years), Mexican workers will be even poorer relative to
the U.S. dollar, and far less capable of buying products manufactured in the United
States.

We should be clear, Mexico is not now a huge market for U.S. exports, and
NAFTA will not make it so. It is a low wage production location for-U.S. factories.

The current NAFTA was not designed to improve this picture, but to expand on
it. As President Clinton previously acknowledged, this is really an effort to increase
and protect U.S. investment in Mexico, and the agreement meets this goal with fly-
ing colors.

NAFTA guarantees the repatriation across borders of profits, dividends, and cap-
ital gains. It guarantees the convertibility of currency at market rates. It guards
against the expropriation of property and it guarantees prompt compensation.

It is fascinating to compare the enforcement of these protections for business with
the enforcement of the rights of working people--or more precisely, the lack of en-
forcement.

NAFTA spells out, in exquisite detail, the remedies-including trade actions-that
can be taken by inventors or invention owners whose trademarks, copyrights or pat-
ents are exploited by those who refuse to pay a fair, negotiated price.

The men and women who make these products, however, are offered no guarantee
of their right to a fair, negotiated wage or decent working conditions.

The labor supplemental agreement, rather than advancing labor rights and stand-
ards, actually represents a weakening of existing remedies available under U.S. law.
The accord contains no agreement on or definition of minimal worker rights and
standards. Remedies can only be sought for persistently poor enforcement of a nar-
row group of standards, not for gross violations of labor rights. No remedies are of-
fered for infringements against workers' rights to free association, to collective bar-
gaining, or to withhold labor through strikes.

The consultation and dispute resolution procedures, even for the little that is cov-
ered, is so protracted and tortuous as to make the timely resolution of disputes al-
most inconceivable. For covered practices, it appears that the enforcement process
would take more than 1,210 days. Mexico's chief trade negotiator assured the Mexi-
can Congress that the process was so "exceedingly long," that it is "very improbable
that the stage of sanctions could be reached." We agree.

Even with its many inadequacies, the supplemental agreement on the environ-
ment is far stronger than the labor agreement. Why is the protection of workers less
important than the protection of business owners or the environment? (See attached
preliminary analysis of the labor side accord.)

Beyond the inadequacy of the labor supplemental agreement, the NAFTA contains
dozens of specific provisions (see attached) which also would be extremely harmful
to domestic employment. Weak rules of origin, inadequate safeguard procedures, in-
equitable rules for investment, and inequitable market access-these are but a few
of the provisions that would be detrimental to U.S. workers.

In the automotive sector, NAFTA would let Mexico retain protections for its do2:
mestic producers for at least 10 years, and even longer if the Mexican government
demands future commitments from the companies. It would permit the Canadian

overnment to retain the safeguards of the Auto Pact-but the United States would
ave no comparable protection for either parts production or assembly.
In the apparel sector, where 80 percent of what's left of the work force is female

and 20 percent is of Hispanic origin, the agreement would result in massive job dis-
location without offering any prospect of reemployment.

In the land transportation sector, NAFTA would allow Mexican carriers to operate
in U.S. border states in three years, and it would give Mexican carriers access to
all of the United States for transporting freight and persons originating south of the
border in six years. But even though Mexican truck drivers and bus drivers might
work full time in the U.S., they would not be protected by our minimum wage laws.

In its chapter on "temporary entry for business persons," NAFTA departs from
one of the cardinal principles of U.S. immigration policy, which is that employers
can hire temporary entrants only when they show that they are unable to recruit
workers here.
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We have already seen the importation of nurse strike-breakers from Canada, and
now we propose to add Mexican nurses to the labor pool.

Last year, the Wall Street Journal published a survey of 455 senior executives of
manufacturing companies. Fifty-five percent of executives from companies with at
least $1 billion a year in sales said that, if this agreement goes through, it is very
likely or somewhat likely that they shift some production to Mexico within the next
few years. Twenty-four percent said that it was likely that they would use the
threat of job loss to Mexico to bargain down the wages and benefits of U.S. employ-
ees. And according to a Conference Board report, during the next two years, busi-
ness spending will grow almost three times faster in Mexico than in the United
States.

I believe that we should take these business leaders at their word.
The AFL-CIO will enthusiastically support any new framework for trade and in-

vestment that truly protects the jobs of those who need them, that strengthens the
democratic rights of workers throughout North America, that raises living standards
and promotes economic development in the poorer areas of the continent, and that
ensures that we will all have a healthy and safe environment.

But when NAFTA and its side accords are measured by those criteria, they are
a complete failure.

Contrast our nation's performance with that of the European Community, when
asked to integrate economically with less-developed Greece, Spain and Portugal.

Both the EC and the U.S. claimed to want democratization. The EC demanded
and achieved it. We never tried.

Both were said to want higher living standards in the poorer partners. The EC
protected workers' right to form independent unions and negotiate for higher wages,
than backed it up with a development fund. We never tried.

Both were said to want to prevent "social dumping," not . blowing competition
based on low wages to result in lost jobs and reduced wages ir. the richer nations.
The EC tried to raise up the poor and provided disincentives for job flight. We never
tried.
"Change" is the inevitable result of this failure to confront the political and social

effects of economic globalization. But it is change that is regressive.
In 1914, Henry Ford raised the wages of his workers so that they could afford

to buy the cars that they made. He reasoned that if he did not, there would be too
many Fords and too few consumers. At the time, the editors of the Wall Street Jour-
nal declared this to be an "economic crime."

In the 1930s, U.S. auto workers fought for and won the right to negotiate a decent
standard of living for themselves. Like Wall Street, the Washington establishment
was aghast.

By 1993, both Ford and GM had established Mexican maquiladora plants to man-
ufacture cars for the U.S. market. Their workers achieve productivity levels close
to or equal to those in U.S. and Japanese auto factories, yet their wages are a frac-
tion of U.S. wages. Most are prevented from joining independent unions.

When American workers object to a global economy based on this type of systemic
inequity, pundits and politicians accuse us of being economic criminals.

The real story is not that NAFTA has the support of five former presidents. Rath-
er, it is the fact that NAFTA is understood and opposed by the majority of American
citizens-auto workers in Illinois, truck drivers in California, maritime workers on
the East Coast.

They know that no promise of worker retraining, no breakthrough in technology,
no-government-business partnership scheme, can bring back the jobs and the invest-
ment dollars that NAFTA will take from the U.S. under the conditions enshrined
by NAFTA.

They have a right to expect more from those they elect to represent their inter-
ests.

This country can and must do better.
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preliminary Analysis

THE NAFTA SIDE ACCORD ON LABOR

The AFL-CIO believes that the North American Free Trade Agreement.
as drafted by the Bush administration, would be ruinous to the U.S.
economy, resulting in the loss of hundreds of thousands of American jobs
and a general decline in wages. One of the agreements' primary -- though
far from only -- flaws is its complete failure to promote the upward
harmonization of living standards by linking market access with the
enforcement of worker rights and labor standards.

During the 1992 presidential contest, the Clinton campaign promised
to solve the problem by negotiating a side agreement with strong "dispute
resolution powers" and "effective remedies." Unfortunately, the final
product negotiated by the Clinton administration falls far short of its stated
purpose. In fact. this labor accord actually represents a weakening of
existing remedies available under U.S. trade law.

1) The accord contains no agreement on, or definition of, minimal
international worker rights and labor standards.

The accord simply refers to such standards and commits each nation
to promote them "in accordance with its domestic laws." In other words, if
internationally-recognized rights and standards -- as defined by other
international treaties, International Labor Organization Conventions, the U.N.
Declaration on Human Rights. U.S. law or common sense -- are not
adequately protected under one country's laws, this agreement offers no
recourse.

2) Remedies can only be sought for poor enforcement of labor
standards, not for gross violations of worker rights.

Freedom of association is the bedrock liberty upon which trade unions
are built, as are all other civil institutions in a democratic society. It affirms
the right of citizens to form and join organizations of their own choosing,
hold meetings. speak and operate without fear of reprisal. This fundamental
freedom is not protected by the accord. Neither are citizens' rights to
bargain collectively, to withhold labor through strikes or to be free from
being forced to provide labor (slavery and prison labor).

-Action may only be sought if a nation "has engaged in a persistent
patter' of failure to effectively enforce its labor laws with respect to health
and safety. child labor and minimum wage." In addition, the non-
enforcement must "relatlel to a situation involving mutually recognized labor
laws and related to trade."

Under existing U.S. law -- the Generalized System of Preferences, the
Caribbean Basin Initiative, the Overseas Private Investment Corporation,
amendments to Section 301 of the 1988 Trade Act, regulations on trade
with South Africa, and some foreign assistance programs -- a violation of
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any of these labor rights and standards is defined as an unfair trading
practice. If they are infringed, trade and investment benefits can be
removed. Why is this accord weaker than what is already defined by law?

3) The consultation and dispute resolution procedures on labor
standards are so long and tortuous as to discourage complaints and
petitions.

The accord establishes a "trinational Labor Commission" with four
separate bureaucratic layers: 1) a Ministerial Council, consisting of the labor
ministers of each nation, 2) an International Coordinating Secretariat (ICS),
which assists the Council and carries out "day-to-day" activities, 3) the
National Administrative Offices (NAOs), which will act as a point of contact
between nations and provide information on domestic laws, and 4)
Evaluation Committees of Experts (ECEs), which will be convened on an as-
needed basis to deliver technical advise and analysis.

The NAOs could "receive" and "conduct preliminary reviews" of
*public communications." If the national NAO finds that there is, indeed, a
problem, then there would be "consultations" between NAOs. Then the
ministers would "consult." Then the ministers could ask for an ECE report.
Only after consultations and a report can one of the parties request further
action. Then two of the three ministers must vote to convene and
arbitration panel. Then this panel must meet and write a second report. If
the second panel also finds non-enforcement of labor laws, then the guilty
party would be given 60 days to begin an agreed-upon plan of enforcement.
if they do not, then up to 120 days after the second panel meets, it will be
reconvened to decide on a plan, and perhaps to levy a fine of up to $20
million.

In the words of Mexico's Commerce Secretary, Jaime Serra Puche,
"The time frame of the process makes it very improbable that the stage of
sanctions could be reached." At each step in the process, it must be
demonstrated that a "persistent pattern" of non-enforcement exists. What
constitutes "persistent" behavior? Would it be necessary to prove 5, 25, or
2,500 unpenalized violations of basic labor standards before action could be
taken?

And finally, laws which are simply inadequate would not qualify for
any corrective action at all.

41 The only enforceable remedies are ineffective.

The offending government will be given six months to implement the
enforcement plan and pay any fines. If it refuses, the complaining parties
have very few options. Those that exist are asymmetrical and
nonreciprocal

If the case is against Mexico or the United States, their NAFTA
benefits could be suspended through the imposition of penalty duties, quotas
or investment limits based on the amount of the fine. If the case is against
Canada. the Labor Commission must file suit in the Federal Court of Canada
to recover the fine or have the action plan instituted.
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No matter how fair the nation of Canada and its court system may
be. it is difficult to believe that the cases against it will be judged with the
same impartiality as the cases it brings. It is also difficult to believe that
persistent labor standards violations by one company, no matter how
egregious. would be allowed to impede cross-border trade with the offending
nation.

The NAFTA provisions governing intellectual property, such as -
patents; copyrights and trademarks, stand in stark contrast. Not only is fast
action possible, but specific corporate violators can be targeted by having
contraband goods stopped at the border. Why is the labor of workers given
lesser protection than the labor of inventors, businessmen and invention
owners?

NAFTA - What American Workers Asked For and What They Got

In February 1993, the AFL-CIO called on the Clinton administration
to renegotiate President Bush's flawed North American Free Trade
Agreement, in order to protect labor rights and standards, the environment,
consumer health and safety and American jobs.

How does the final NAFTA package (including the side agreements
on labor, the environment and im.prt surges) compare with what American
workers asked for?

WE ASKED FOR: A measure whereby infractions of labor rights or
workplace standards can be enforc,)d by trade actions. Areas to be
addressed Include the right to- organize and bargain collectively, the
establishment of strong workplace heath and safety standards, appropriate
minimum wage structures, the elimination of child labor, a prohibition on
forced labor, and guarantees of non-discrimination In employment.

DID WE GET IT? t.Q. -

The NAFTA side accord on labor is actually weaker than existing U.S.
trade law. Remedies can only be sought for poor enforcement of labor
s*aidards, not for gross violations of worker rights. Freedom of
association-the bedrock liberty upon which unions and all other civic
institutions are built-is not covered by the side accord. Neither are citizens'
rights to bargain collectively, to withhold labor through strikes, to be free
from workplace discrimination, or to be free from being forced to provide
labor (slavery and prison labor): The few penalties are ineffective, and can
only be imposed i it can be proven that there is a "persistent patten" of
poor enforcement of minimum wage, health and safety or child labor laws.
In addition, the procedures to Impose these weak sanctions are so long and
tortuous that Mexico's Commerce Secretary was able to reassure
colleagues that t was "Improbable" they could ever be enforced.

WE ASKED FOR: Provisions to address the existing environmental
degradation of the border area, based on the "polluter pays" principle, as
well as provisions to permit trade actions, to address violations of
environmental standards.
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DID WE GET IT? NQ.

Many corporations have circumvented U.S. environmental laws by moving to
Mexico where environmental laws are not enforced. While they have prospered, they
have also turned much of the border area into what Business Week calls a "2,000-mile
garbage dump.* The side accord on the environment does nothing to force these
companies to clean up the environmental mess they have made. Instead, the U.S.
government will use a bond issue, backed by U.S. taxpayers. The amount of money
being considered is inadequate. There are loopholes that leave U.S. environmental laws
vulnerable to challenge. And, like the side accord on labor, the environmental side
accord has an enforcement process that is so long and cumbersome that it is doubtful
whether any polluters will ever be called to account.

WE ASKED FOR: Tougher rules of origin, so that any benefits derived from an agreement
will accrue to workers and producers located in the three countries.

DID WE GET IT? 110.

The AFL-CIO believes that an 80% rule of origin would be an appropriate level to
assure that the b'inefits of the agreement accrue to workers and companies located in
the three signatory nations. The final level, as negotiated by the Bush administration, is
set at 60% of the transition value or 50% of the "net cost of the product bqing traded.
Even this 50%, however, can include administrative costs and a variety of other non-
production-re ited costs. In other words, a product could have a substantial amount of
parts made in China or Japan and still be considered made in Mexico" for the purposes
of this agreerrient.

WE ASKED FOR: The immediate elimination of duty-drawback programs.

DID WE GET IT? H9.

This ivi a program whereby a Korean company could Import parts into Mexico or
Canada. assemble them there, export the final product to the U.S., and then have
Mexican or Canadian customs duties kicked-back to company headquarters in Korea.
Under NAFTA, this practice would continue until the year 20001.

WE ASKED FOR: The Immediate elimination of export performance requirements and

Import-licering schemes.

-DID WE Gt-I" IT? HO.

In isfect, Mexico's export performance requirements mandate that some
multinginals sell their Mexican-assembled goods on the American market Under
NAFTA, V'ms program, whereby foreign-owned companies are required to export the same
amount as they import, would not be phased out for 10 years. By requiring import
licenses, Mexico has closed its markets to many types of American-made goods. Under
NAFTA, Mmixico will be allowed to continue protections on a significant i st of products for
up to 25 years.

WE ASKED FOR: The requirement that all Intemationally-traded goods are marked with

their country of origin.

DID WE GET IT? M.SLyL.yES.

However, there are significant exemptions for transistors, semiconductors,
integrated circuits and ceramic bricks, together with their respective containers. This
loop-hole will make it more difficult to spot third-country circumventions of existing trade
treaties.
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WE ASKED FOR: Safeguard provisions that protect U.S. workers against Import surges.

DID WE GET 117 ffQ.

The Clinton administration's side accord on import surges is only an agreement
that the signatory nations will "monitor" and "consult. No additional safeguards were ever
on the table. Under Bush's NAFTA, it would be very difficult to protect workers from an
unexpected onslaught of Imports. As written, the rules make any case very difficult to
prove. Even if more than one industry could prove its case, only one remedy is allowed
dunng the transition period. Thereafter, any action would require the consent of the
exporig nation. No remedy can last for more than three years, down from the eight
years currently allowed. And the only possible remedy is a "snap-back" to previous tariff
levels. Without the possibility of a more measured response, it Is improbable that any
action would ever be taken.

WE ASKED FOR: The continuation of federal, state and local "Buy American" laws and

regulations.

DID WE GET r1? NQ.

Under NAFTA, federal government purchases over a certain dollar limit will be open
to supplers from other NAFTA countries, and signatories are obligated to seek to extend
these provisions to states and localities. For the first time in any American trade
agreement the procurement of services, as well as goods, will be covered. It is unclear
what this change will mean for the federal, state and local governments in their attempts
to deliver services in ways that most benefit the community of taxpayers.

WE ASKED FOR: The enforcement of strict sanitary and phyto-sanitary standards with
no restrictions on improvements In those standards.

DID WE GET IT? HQ.

As written, N=PTA would allow strong American consumer-protection laws to be
challenged as bearers to trade. This section of the agreement (on pesticides, plant and
animal pests, and diseases that threaten food safety) promotes the equalization of
standards among the parties at the local, state and national levels. Since the text
recognizes international rules that, in many cases, are weaker than U.S. law, this may
mean a significant harmonization downward.

WE ASKED FOR: The continuation of necessary federal and state regulations concerning
the provision of financial and insurance services.

DID WE GET 117 NQ.

In fact, NAF-TA may open a pandora's box in financial services. Given the fragility
of the U.S. financial sector and the catastrophic costs borne by taxpayers as a
consequence of 1980s' bank and savings-and-loan deregulation schemes, we do not
believe that Congress' ability to regulate financial institutions should be limited. The
NAFTA, however, attempts to discipline[] government measures regulating financial
services.' It is also unclear how Mexican and Canadian financial companies will be
treated under U.S. law, and whether or not they will be subject to the same regulations
as domestic institutions.

WE ASKED FOR: 'Strict limitations on the "temporary entry" of persons to provide
services, including transportation services, and the prohibition of entry to affect a labor
dispute. Any temporary entrant must, at a minimum, be paid and work under conditions
prevailing In the host country.
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D1D WE GET IT? NOe.

In fact, the NAFTA greatly expands temporary entry and weakens current U.S.
immigration laws. Under current procedures, employers must show that they cannot find
domesbc workers before hiring outside of the country. Under NAFTA there Is no such
limtaon. NAFTA would also allow for grossly unfair competition. Mexican truck drivers,
for instance, could work virtually full-time in the U.S., while being paid Mexican wages
and operating under Mexican safety standards.

WE ASKED FOR: A prohibition on transferring work or workers across borders in the
event of a labor dispute, and a prohibition on trade while a labor dispute Is in progress.

DID WE GET IT? NO.

None of these, issues is addressed in the NAFTA or in any of the side accords.
There is certainly nothing that would prevent the work of strikers from being contracted-
out across borders, and there is nothing to prevent employers from importing
strikebreakers. The latter has already been done with strikebreaking nurses from
Canada, now Mexico will also be a hiring ground for scabs.

WE ASKED FOR: The ability of government to adopt standards and related measures to
protect pubic safety or the environment.

DID WE GET IT? N.TREAI .L.

New standards can be e"lopted, however, as detailed above, U.S. environmental
and food-safety will be subject to challenge as unfair barriers. U.S. highway-safety laws
will be almost impossible to enforce.

WE ASKED FOR: Reciprocity in the treatment of foreign investment.

DID WE GET rl? Q.

Both Canada and Mexico will be allowed to maintain regulations on a large
proportion of foreign investments, while similar actions are not allowed for the U.S.

WE ASKED FOR: Equal market access for cultural industries.

DID WE GET IT? N

Canada will be allowed to maintain restrictions on products of the American
Wntertainent industry.

WE ASKED FOR: Safeguards for U.S. automotive production, equivalent to safeguards
present in Mexico and Canada, and the continuation of existing CAFE rules.

DID WE GET IT? tN.
Canada is allowed to maintain, and Mexico is allowed to phase-out, protections for

their auto industries. American workers have no such protection. In addition, companies
can choose whether Mexican auto production is considered foreign" or "domestic" for
10 yeas for the purposes of CAFE (Corporate Average Fuel Economy) standards. (After
10 years al Mexican production will be considered "domestic.) This will have the effect
of encourage small-car production to be shifted to Mexico. Instead of learning to be
more efficient in their production of small cars, the Big Three can just use cheaper
Mexican labor and still maintain their company's U.S. environmental targets.
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WE ASKED FOR: Provisions that address the needs of import-sensitive Industries,
including, but not limited to, textiles and apparel, electrical and electronic, glass, tuna,
meat sugar and ilgt-c" Mxc

DID WE GET nl? NQ.

These industries remain particularly threatened by NAFTA.

WE ASKED FOR: A five-year review of the economic impact of an agreement that would
permt parties to suspend provisions when necessary to address labor market disruptions.

DID WE GET IT? fJQ.

NAFTA does contain a provision that allows any nation to withdraw with six months
notice, presumably because of catastrophic ill effects. However, there is no provision that
would mandate the kind of analysis that would be capable of spotting gradual job losses
or the resulting downward pressure on living standards.

WE ASKED FOR: Provision for additional debt relief for Mexico, so that it can begin
investing at home to improve the standard of living of its people.

DID WE GET IT? Q.

In the 1980s, the pressure of foreign debt sent Mexico's economy into a tailspin
from which wage rates and living standards have still not recovered. With the prospect
of economic integration, these pressures will also have an effect on the American
economy. Despite this fact, the issue was never addressed by NAFTA negotiators.

WE ASKED FOR: A cross-border transaction tax to serve as a major funding source for
needed programs including: a substantial Increase in funds for food safety inspection
and ti customs service; sufficient funds to improve the infrastructure of the border area,
including water treatment electricity, and needed housing and schools; a significantly
improved Trade Ad/ustment Assistance (TAA) program to provide guaranteed benefits to
ww*aYs harmed by trade.

DID WE GET IT? NO.

The idea of a crosvborder tax on cross-border commerce to pay for the hidden
costs of these transaction gained sone support In Congress, but was rejected by both
the Bush and Clinton admiistatiors. These costs, estimated at as high as $40 billion
over 10 years. will be borne mostly by the American taxpayer. Some of Mexico's
Infrastlucmure could possibly be funded through an environmental bond-issue (backed by
U.S. tax-dollars) and through a proposed regional development bank (which would
probably be funded by U.S. taxpayers). Thus far, legislative proposals for TAA are totally
inadequate.

WE ASKED FOR: Legislation to eliminate the foreign tax credit and deferral and to deny
ade bweft to companies ta transfer production to Mexico. For workers dislocated
/ any such transfer s, companies should be required to cover health Insurance, pay

severance, turning and job search costs.

DID WE GET IT? NQ.

No such legislation has been proposed or even contemplated. Corporations would
be free to abandon American community, enjoy the benefits of NAFTA, and write-off the
cos of transerei production on the' taxes. U.S. workers would, of course, be left In
"e ft
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PREPARED STATEMENT OF CHARLES E. GRASSLEY

Thank you Mr. Chairman. It has been a long process from the days when the
Bush administration first brought the North American Free Trade agreement to this -
Body. Today we not only have the Bush administration's original proposal; but also
the Clinton administration's support of that proposal along with the side agree-
ments on labor and the environment they have negotiated.

The debate, particularly over the August recess has been extremely acute by the
opponents of this issue. Yesterday I was pleased to see former Presidents Ford,
Carter, and Bush take the offensive along with President Clinton on what is sure
to be a long and heated debate on the NAFTA.

Numerous studies have been released on the pro's and con's of a__NAFTA agree-
ment. In all of the studies the central theme seemed to weigh heavily on the most
often asked question: '"Will the United States lose jobs to the Mexican?" While the
majority of reports conclude that there will be a net job gain, one report of particu-
lar concern to me raised the potential of a net job loss in the appliance industry
in my home state of Iowa.

The I.T.C. report concluded the following likely impact on appliance firms like
Maytag, Amana, and Fridgidaire: "NAFTA will likely result in a decline in U.S.
major appliance production and employment of about five (5) percent in the short
term and ten-fifteen (10-15) percent in the long term. Any decline in U.S. produc-
tion and employment will likely occur in the midwest, where the majority of domes-
tic production takes place."

Ironically what the agreement does is force these manufacturers to lose jobs be-
cause of their decision to stay in the United States versus moving to Mexico to com-
pete with lower import tariff rates into the United States and two other U.S. appli-
ance manufacturers who have already relocated.

Of particular concern to me Mr. Chairman is the impact on the heavy appliance
products that will be the most severely impacted. Both Iowa and the Nation have
a great deal to gain from the passage of NAFTA. Nevertheless, I feel just as strongly
that this administration should not sacrifice good paying jobs in a stable and pro-
ductive industry such as the appliance industry. I would hope the Clinton adminis-
tration can work with the Mexican Government to arrive at a amicable resolution
to this very serious problem. I am willing to work with them toward that end and
hope that a solution can be found before the final vote on this issue.

A recent CBO study concluded that: "with or without NAFTA, low skilled workers
in the United States will continue to face competition from low skilled workers in
other countries. The failure of Mexico to continue with its economic reform strategy,
or of the United States to approve "NAFTA, would not amount to much of a reprieve
for these workers, nor would the success of NAFTA greatly affect their fortunes one
way or the other." This, however, is not the case with the appliance workers in
Iowa. For these reasons I hope that the Clinton administration can reconsider their
rigid position on this issue and (without reopening the text) work with the Mexican
Government to find a workable solution for not losing these highly productive and
good payng jobs.

Mr. Chairman, I would like to support NAFTA, and it is my hope that I will be
able to do so since there are many benefits to farmers and businesses in my home
State.

PREPARED STATEMENT OF ORIN G. HATCH

[September 15, 1993]

Mr. Chairman, I join the committee's enthusiastic welcome of its distinguished
former chairman, along with Secretary Christopher and Ambassador Kantor. This
is the type of team it is going to take to make NAA a reality.

MEXICO HAS MADE REFORMS TO GET NAFTA

Senator Dole and I just returned from a visit with Presidert Salinas. His adminis-
tration has done just about everything human to lay the groundwork for an agree-
ment. To mention a few of the major c anges:

" Mexican working conditions and wages have improved greatly over the past
nine years, with the average manufacturing wage at $26.00 per day and climb-
ing.

* His environmental commitment is indisputable: he has committed $400 million
to border clean-ups, and closed hundreds of polluting businesses.

" But most importantly, he is creating a financial infrastructure suited to trade:
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-Mexican debt is now at 26% of GDP, down from 100% in 1986.
-There have been over 1,000 privatizations.
-Mexico's Standard & Poor bond rating is now at BB+ (double-B plus), just below

investment grade, which only Chile enjoys in all of South America, and which
is better than many U.S. states.

-He has stopped capital flight, and is now bringing in over $15 billion of annual
investment. This has complemented the removal of currency controls which
have resulted in a 43% appreciation of the peso.

Let me make two parenthetical comments on this last point: Mexico will continue
to seek trading partners, most likely in Europe and Asia, if NAFTA fails. Secondly,
the rapid appreciation of Mexico's peso will make their exports expensive, slowing
its development as a trade threat to us for many years.

MEXICO HAS MADE MANY OTHER CONCESSIONS TO GET NAFTA

Besides these internal changes, Mexico made concessions repeatedly during the
Bush and Clinton negotiations.

" It opened its doors to tariff-free telecommunications exports.
" It liberalized access to many parts of its financial sector.
" It agreed to the adoption of trade sanctions for environmental violations some-

thing I oppose personally as counterproductive to the very notion of a trade
agreement.

" And, it allowed the U.S. to continue maximum protections of refined sugar and
our frozen citrus juices.

U.S. SUPPORT FOR NAFTA FALLING ANYWAY

Despite what I consider to be a good deal for the U.S., there is much opposition.
In Congress, I don't think the President believes he can rely on his own House

members. But even some Houze Republicans are deliberating the political wisdom
of supporting a President which his own party is abandoning. Although Senate sup-
port is stronger, the rampant politicization of the issue is overlapping onto popular
support.

And popular support is up in the air. Worse, and I want to emphasize this point,
a recent USA Today poll shows 40 percent of the American people don't even know
what NAFTA is. In addition, we are all getting calls from people who oppose it but,
who on further questioning, can't give a good and defensible reason why!

It is hardly surprising that opponents like Ross Perot are having a field day. Al-
lied-Signal's CEO, Larry Bossidy, has been selected by 2,700 businesses, formed into
the "USA-NAFTA" coalition, to lead the fight for NAFTA. He has said that as wrong
as Perot is, he's not going to change his mind.

Nor is labor going to change, even though they have much to gain: upgraded job
skill training, higher levels of technology, and, by every serious study, more jobs.
Labor unions see themselves losing lesser skilled members, and want from NAFTA
side agreements what they can't get from Congress, like strike-breaker bans.

WE CAN STILL GET A NAFTA WIN

I think there is still time to develop a groundswell of support for NAFTA.
NAFTA is a trade treaty. Unlike other foreign policy treaties, it is more complex.

But it also has a more direct and immediate effect on the single greatest reason that
people vote and contact their congressional delegations: economic well-being.

I'm disappointed in the media. They are generally quite good at airing-foreign pol-
icy issues, even those with only a remote bearing on their viewers, listeners and
readers. Here they're presented with a pithy issue and it's relegated to tow priority.

I'm also disappointed with our academicians. Although 283 economists, including
12 Nobel Laureates support NAFTA, we are not getting the interest that many less-
er foreign policy issues enjoy.

But the leadership responsibility shifts back to the White House, and to Congress.
On the Republican side, I think we've taken a good, substantive step in our visit
with President Salinas. And I admire the USTR's rebuttals on the Perot arguments.

What we need is information relating the major sectoral benefits that Americans
will enjoy from NAFTA, and beyond NAFTA. If pocketbook issues make people act,
then those issues need to be the target of pro-NAFTA efforts.

Mr. Chairman, I am sure that many share this concern, and I thank the chair
for the opportunity to voice it.
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PREPAU[LSTATEMENT OF ORRIN G. HATCH

[September 21, 1993]
Mr. Chairman, I am pleased to welcome Secretary Reich and our other witnesses

to this hearing on the confusing messages emitting from the many conflicting stud-
ies on NAFTA's job impact.

I tend to agree with the CBO report. Over the next decade, there will be some
job losses among low-skilled workers, and they will suffer. Therefore, we have a
commitment to them which I know every member of this panel will fulfill.

But, rather than wring our hands over speculative, negativ'-aspects of NAFTA,
we need to remind ourselves of some fundamental facts underlying this agreement:

-It is the U.S. that is increasing its exports to Mexico. In two years, we went from
a trade deficit to a $5 billion trade surplus.

-Our export trade amounts to over $40 billion, supporting 700,000 U.S. jobs,
with another 200,000 created within one year after NAFTA enters into effect.

-And, export-related jobs pay anywhere from 11-17 percent more than other
jobs.

Mr. Chairman, these few statistics tell me a lot about what NAFTA can do for
our economy.

-First, exports of both consumer and capital goods are expected to increase-at
an accelerating rate-as Mexican citizens, who already spend 70 percent of
their discretionary income on U.S. consumer goods, become even greater con-
sumers of our products and services.

-And, as Mexico continues to pull itself toward "first-world" status, the country
will need, I will say demand, the technology that will help it take these steps
to open up new markets for U.S. products. I speak of telecommunications equip-
ment, computer hardware and software, capital goods needed for manufactur-
ing, and especially vehicles-autos, light medium and heavy trucks, and trail-
ers. Does anyone doubt that the great majority of these items will come from
the United States? Can anyone point to another market, anywhere else in the
world, more imminently available than the one on our very doorstep?

-- Second, we may even find a labor deficit in the U.S. for the skilled workers that
we will need to meet the demands of the Mexican import market.

The U.S. enjoys the highest individual worker productivity level in the world, and
it rose by still another 4.6 percent last year, putting us ahead of every other G-
7 country. We also saved 1.5 percent in labor costs. Overall, the U.S. has a produc-
tivity level that is more than ten times higher than Mexico. This is the real "com-
petition index" for U.S. workers. We should not be afraid to compete with Mexico.

Let me try to add some additional encouragement. NAFTA will not leave anyone
behind. For all my disagreements with President Clinton, I agree with him that
NAFTA is a good deal for American workers.

We have a good, three-part program to help displaced workers. It does not simply
rely on unemployment insurance but, provides full reemployment assistance and
training through two other elements, the Economic Dislocation and Worker Adjust-
ment Assistance program and the Trade Adjustment Assistance program.

Mr. Chairman, I know that Secretary Reich will be explaining these programs,
and I also anticipate that the witnesses will question their effectiveness. This forum
is important to the process of exchanging views.

As a NAFTA supporter, I continue to hope that the job creation value of NAFTA
will become apparent. For my part, I have yet to hear a convincing argument that
this country will be a loser in the NAFTA environment.

I thank the chair and look forward to reviewing the testimony of our witnesses
this morning.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

(September 28, 1993)

SECTION 301 OFFERS "DOUBLE INDEMNITY" PROTECTION UNDER NAFTA

Mr. Chairman, I want to join the welcome of our panelists, and the important is-
sues that they have asked to raise before this committee today.

Increasingly, Mr. Chairman, opposition to NAFTA is becoming heavily protection-
ist oriented. Many commodity groups, environmentalists, and especially labor fear
substantial injuries from a NAFTA agreement. Labor Secretary Reich, in his ap-
pearance before this committee on September 21, hinted at this. But he pointed out



179

that the underlying U.S. trade laws that prevent unreasonable, unfair, unjustifiable
or other discriminatory practices against the United States would not be changed.

Let me take Secretary Reich's argument one important step further. The residual
protections in U.S. trade statutes against such practices offer a form of "double in-
demnity" insurance policy to U.S. trade interests. I say this because if you don't like
the anti-surge or dispute resolution. or other remediation procedures in the NAFTA
agreement, or if they don't apply, you never forfeit your recourse to such U.S. statu-
tory mechanisms as Section 301 of the Trade Act of 1974.

I would disagree substantially with my friend Tom Donohue of the AFL-CIO, and
very likely, some of our panelists, who feel that agricultural, environmental or labor
interests are not protected by Sec. 301.

On the contrary, Sec. 301 continues to apply to Mexico, in precisely the same way
it applied to Canada after passage of the Canadian Free Trade Agreement. In fact,
we have had several significant Sec. 301 actions against Canada, notably the Beer
and Magnesium cases, the latter involving MAGCORP of America, a large mining
company in my own state of Urmh.

My friend Dick Gephardt also misconstrued the general authority of Sec. 301 in
his well-publicized September 21st anti-NAFTA speech. The House Majority Leader
said that Mexican duty-free benefits would no longer be subject to violations of
internationally recognized worker rights. There simply is no basis whatsoever for
reaching that conclusion through any accepted standard of analysis in reviewing the
NAFTA text.

I believe that the Majority Leader intended to say that there has never been a
section 301 investigations regarding internationally recognized worker rights.

The Supplemental Labor Agreement addresses the issue of child labor, for exam-
ple. The Agreement then puts in place an organizational framework which includes
a Dispute Settlement Panel. If the panel were to establish a persistent pattern of
failure to effectively enforce child labor provisions, fines, even trade sanctions could
be imposed.

But here is where the "double indemnity" feature kicks in. Even if the NAFTA
dispute resolution mechanism rejects child labor law findings of violations, U.S.
trade interests that see themselves injured by the practice can still file a Sec. 301
investigation as can the U.S. Trade Representative.

Sec. 301's legislative history, which will always be part of a court's statutory in-
terpretation materials, makes it quite clear that: Sec. 301 is intended by Congress:

To provide the authority and procedures for the President to enforce U.S. rights
under international trade agreements and to respond to certain unfair foreign prac-
tices. IP.L. 93-618, Jan. 3, 19751

This authority was actually strengthened under amendments to Sec. 301 in the
Trade Agreements Act of 1979, which, among other features, improved:

Enforcement of U.S. [statutory] rights and responses to actions by foreign countries
inconsistent with or otherwise denying U.S. benefits under trade agreements. [P.L.
96-39, July 26, 19791

Finally, the Omnibus Trade and competitiveness Act of 1988, the landmark trade
legislation of our legislative generation, mandated the USTR to obtain the "elimi-
nation of the act, policy or practice" discussed above.

Mr. Chairman, like you, I await the several legal memoranda that are now under
Preparation on the applicability of Sec. 301 to NAFTA. However, I am confident
that NAFTA alone cannot defeat the anti-dumping, price-undercutting or other un-
fair or unreasonable practices that have been fully aired in the long NAFTA nego-
tiations process.

In closing, let me thank the chair for its courtesy in allowing my remarks.

PREPARED STATEMENT OF SENATOR ERNEST F. HOLLINGS

Mr. Chairman, I appreciate the opportunity to ap pear before the Committee and
I thank you for your courtesy. Mr. Chairman, in the coming months we will have
an historic opportunity to break with the failed policies of the past and set a new
course for the future.

Previous American initiatives to boost democracy in Latin America fell short of
their lofty goals. President Roosevelt's Good Neighbor Policy, Operation Pan Amer-
ican during the Eisenhower Administration, President Kennedy's Alliance for
Progress, and President Reagan's Caribbean Basin Initiative failed because our com-
mitment to democratic and social reform never matched our rhetoric.
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Instead of pursuing a narrow economic agreement which preserves the status quo
in Mexico and rewards the entrenched oligarchy that for over sixty years has ruled
Mexico with an iron thumb, we should link access to the world's largest market to
the adoption of genuine political, social and economic reforms. Our previous forays
into Latin America failed because we sided with the forces of the status quo rather
than with those brave people struggling to break free of authoritarian rule.

I agree that we must not turn our back on our neighbor Mexico. However, we also
have rcn obligation not to turn our back on the millions of Mexican people who have
been disenfranchised by a corrupt political and economic system.

To seize this historic opportunity to promote change and to promote democracy,
I propose an approach binding the nations of the Americas together in a common
commitment to democracy and open markets in a Common Market for the Amer-
ican.

Unlike the NAFTA, which fails to link economic reforms to democratic reforms,
the Common Market approach puts people first by putting democracy first and by
rewarding democratic progress with economic trade privileges.

As democracy sweeps across the globe, the benefits of a truly free market will be
enjoyed only when the market is buttressed by strong democratic institutions. The
democratic institutions that we cherish do not now exist in Mexico. President Sali-
nas has embraced superficial reforms, but he has been careful not to challenge the
power structure that has ruled for the last sixty years. As Jorge G. Castenada said
in this months edition of Foreign Affairs:

Mexico's underlying problems persist. It retains a largely corrupt and un-
challenged state that possesses only the merest trappings of the rule of law.
The enduring obstacles to Mexico's modernization-its repeated failure to
transfer power democratically or, to remedy the ancestral injustice of its so-
ciety-remain and will require Mexico to continue to change itself with or
without a trade accord.

Election reforms in Mexico still rest all power in the hands of the ruling party.
For example, there are no independent electoral commissions. And one year after
campaign finance reform was introduced and President Salinas committed to spend-
ing limits, Mexico's electoral reform law, rejected by the two opposition party lead-
ers, contains no limits on individual political contributions. We will continue to see
PRI loyalists shore up their party's coffers at $25 million-a-plate political dinners.

CLOSED ECONOMIC SYSTEM

It is not just the political system that is closed; Mexico's economic system is still
not open. Far from being a model of a free market development, Mexico is following
a much different model of development. According to Business Week:

In their drive to modernize Mexico, Salinas and his planners command
nearly every variable of the economy. To smother inflation and preserve
Mexico's huge labor cost gap with the U.S. and other producers, Salinas
fixes salaries through a complex business labor agreement known as el
pacto. He anoints and boots out labor union bosses and state governors
alike. A few years ago, he quietly banished an obstreperous American presi--
dent of Chrysler de Mexico, who was quickly replaced by a Mexican. Salinas
and his technocrats juggle import t duties and steer investment from one re-
gion to another. In short, Salinas and his number crunchers run a near
command economy much closer to the Asian model than any country in the
West.

The beneficiaries of Mexico's economic reforms have not been the 20 million Mexi-
cans who earn less than $400 per year. Instead, the winners have been the stock
speculators on the Bolsa Mexicana and the families who for the past 60 years have
controlled the countries industrial conglomerates--the same families who so gener-
ously contribute to the ruling PRI. Augustin Legoretta, former president of
Banamex, proudly proclaims that "a very comfortable little group of 300 people
make all the economically important decisions in Mexico."

This comfortable little group has profited handsomely from the spate of privatiza-
tion. Top PRI supporters have won control of a number of formerly state owned in-
dustries. Financier Carlos Slim won control of Telemex, the Mexican phone company
and also gained control of one of the state owned banks. Pablo Brener, a PRI fund-
raiser, was awarded Mexicana Airlines, while Jorge Larrera, another close friend of
the President, now owns the former state owned copper mine Cannea. These are the
people who stand to benefit from NAFTA, not the Mexican worker whose wages are
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suppressed by "El Pacto" and whose right to increase his bargaining power by form-
ing independent unions is suppressed by the Mexican state.

Since Mexico has adopted its new economic policies, the gap between rich and
poor in Mexico has widened. The richest 10% saw its share of the national wealth,
increase by 15% while 25% of Mexico's tiny middle class fell into the burgeoning
ranks of the poor. As long as this country condones a free trade agreement that ex-
acerbates an inequitable distribution of income and turns its back on democracy, we
will be sowing the seeds of discontent by cementing into place Mexico's class system.

A truly democratic Mexico would not tolerate the labor abuses, environmental
abuses and human rights abuses that are taking place on its watch. As a democratic
society, the U.S. should not tolerate these abuses, much less award them with trade
concessions. Rather, to foster the development of true democratic capitalism we
must follow the example set by the European Community.

When Spain, Portugal and Greece sought admission into the Community, the EC
required each nation to adopt significant economic and political reforms to ensure
that their membership would not unduly disrupt economies of the other members
of the Community.

Indeed, unlike NAFTA, the preamble of the accession agreement states that "the
principles of pluralist democracy and respect for human rights form part of the com-
mon heritage of the peoples of the states brought together in the European Commu-
nities."

Mr. Chairman, members of the Committee, this is the essential component of
NAFTA that is missing. In basic contract law, first year law students learn that in
order to make a legally-binding contract you must have the capacity to contract.
Until Mexico becomes a fully functioning democracy it in essence does not have the
capacity to contract. You cannot have a free trade agreement if you do not have free
people.

Mr. Chairman, in the next several months a barrage of numbers will be thrown
around to support NAFTA:

(1) "NAFTA will create 200,000 new jobs"
While we are told that NAFTA will create 200,000 new jobs, we are not told that

the studies arriving at this figure assume full employment in the U.S. and no shift
in investment patterns. The studies also do not take into account any job losses
from imports. In fact, even the pro-NAFTA study done by Gary Hufbauer of the In-'
stitute for International Economics acknowledges that 15 years out the net effect
of NAFTA is a loss of jobs.

Two studies which did take into account a change in investment patterns and
less-than-full employment came to a quite different conclusion. According to the Eco-
nomic Policy Institute the U.S. would lose 500,000 jobs under NAFTA, and accord-
ing to the Economic Strategy Institute the U.S. would lose 400,000 jobs.

(2) "Mexico is a Tremendous Export Market"
According to the World Bank, Mexico has a per capita income of $3000, five Der-

cent below its per capita income in 1980. Twenty million Mexicans earn less than
$400 per year-yet the supporters of NAFTA claim that Mexicans purchase more
per capita than the Europeans or the Japanese. If you closely examine the composi-
tion of our exports to Mexico and our imports from Mexico you will see that we are
not selling goods to 80 million Mexican consumers. Instead we are sending capital
goods and industrial supplies to U.S. factories and gleaming new Mexican factories
so they ean export products back to the United States. Mexican trade data provided
to our negotiators shows that 55% of our exports to Mexico never entered the Mexi-
can market.

While we enjoyed $5 billion surplus with Mexico in 1992, for the first six months
of 1993 our surplus has been cut in half. In fact, according to Nora Lustig, of the
Brookings Institution, our trade surplus with Mexico is probably a one time phe-
nomena.

The good news [for Mexico] is that the highest increase is to be found in
capital goods (24.8) and the lowest in consumer goods (10.6) This upsurge
in import is in part a response to the expansion of productive capacity in
anticipation of Mexico's positive outlook. The current large imbalance in the
trade account may well be a one time phenomenon in the sense that it is
the result of modernization of the productive plan that will soon render its
fruits in the form of higher net exports.

NAFTA's focus is misdirected. We shouldn't be focused on trade between our two
nations; instead we should use the Common Market approach to create an outward-
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looking trade pact to capture the markets in the fastest growing economic region
of the world, the Pacific Rim.

(3) "NAFTA Will Raise Real Wages"
Since NAFTA does nothing to change the political and social system in Mexico,

its implementation will not result in wage increases in Mexico. President Salinas
has promised to raise wages in conjuction with productivity increases. This is noth-
ing new since Mexican wage increases under "El Pacto" are already tied to produc-
tivity increases. According to Harley Saiken, a visiting professor at the University
of California at Berkely, the productivity of the Mexican worker rose by 41% from
1980 to 1992 but the wages were only 61% of what they were in 1980, a 39% de-
cline.

The fact is that Mexico is pursuing a developmental strategy designed to attract
badly needed foreign investment by using cheap wages and unlimited access to the
U.S. economy as its principle attraction. The technocrats running Mexico's economy
know that they have to provide a workforce whose productivity is the equal of the
"As.an Tigers" but with lower wages.

(4) -Companies Can Move Without NAFTA"
It's true that large American companies have moved to Mexico to take advantage

of low wages and lax environmental standards. If companies already can move to
Mexico and are comfortable with the regulation of foreign investment then why was
it necessary to intrude into Mexico's internal affairs and require that Mexicans
make significant changes to the Mexican laws that regulate foreign investment? If
businesses are pleased with the Mexican business environment then why is it nec-
essary to give NAFTA investors access to binding international arbitration? Indeed,
why do we need chapter 11 of NAFTA, the investment chapter? U.S. business wants
it because they want the insurance that they don't have now so that these invest-
ment in Mexico will be protected.

CONCLUSION

Mr. Chairman, I thank you for this opportunity to testify and I hope in the com-
ing months you will give serious consideration to the Common Market for the Amer-
icas, an approach that will build a functioning middle class by bringing the institu-
tions of democracy to Mexico.
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September 8, 1993

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

I applaud your efforts to make democracy and human rights a
cornerstone of your administration. Over the past several years,
millions of people in the former Soviet Union and Eastern Europe
have shed the yoke of oppression to embrace democracy.

In the wake of the triumph of democratic capitalism abroad,
it is incumbent upon our government to do everything in its power
to nurture the development of democratic governments.

The North American Free Trade Agreement negotiated by your
predecessor falls short. It does not promote democratic reform.
In fact, the word "democracy" is not found in the 2,000-plus
pages of the treaty.

NAFTA only promotes the Mexican status quo -- a status quo
filled with abuses of human rights, electoral fraud and the tight
control of power. NAFTA only legitimizes the Institutional
Revolutionary Party (PRI) -- Mexico's ruling party that
systematically denies working Mexicans the benefits of
representative democracy.

Mr. President, the embrace of free market economic reforms
should not justify continued political repression. In 1988,
Mexico's presidential election was marred by widespread
governmental fraud, and as the State Department noted last year,
instances of electoral fraud continue to occur.

To prevent a repeat of the electoral fraud that has
characterized past Mexican elections, I encourage you to urge the
Mexican government to ask former President Jimmy Carter to lead
an independent team of United Nations observers to witness the
1994 presidential election.

Until Mexico embraces democracy, we should not reward it
with the benefits of a free trade agreement. Wages and working
conditions in Mexico will not improve until Mexico becomes a
democracy whose authority derives from the will of its people.
Instead, let us fulfill the vision offered by President John F.
Kennedy:



184

No program which is restricted to the technicalities 
of

economic development can fully answer the needs of the

Americas. Only an approach to economic progress and

social justice which is based on the wide acceptance 
of

the fundamental ideals of political democracy and 
human

dignity can conquer the many ills of our hemisphere 
and

respond fully to the aspirations of our people.

With kindest regards, I am

incerely,

ne.'Hollings

F1iz HoLLINGS
CONTACT: Andy Brack at (202) 224-6654 NEW S

MEDIA BACKGROUNDER:

S. 1444t The Common Market For the Americas

U.S. Sen. Fritz Hollings proposed the Common Market For the
Americas (CMFA) on Sept. 9, 1993, to require countries in North,
Central and South America to embrace basic democratic reforms
before they could receive the benefits of a Common Market. As he
noted on calling for the CMFA, "the word 'democracy' doesn't
appear in the 2,000-plus pages of NAFTA."

Fundamental to the Common Market approach is the commitment
to democratic ideals, as contained in the preamble of the
European Common Market charter.

Highlights of the Hollings, proposal include:

Social Charter. CMFA includes a Social Charter to ensure
that all nations protect worker rights, health and safety.
It would provide enforceable protections against the
interference in the creation of independent labor unions.

New Development Fund. CMFA follows the European Common
Market's example of establishing a development fund to raise
living standards throughout the hemisphere and to alleviate
any dislocations caused by lowering of tariff barriers.

Debt Relief. The proposal provides for debt relief
negotiations modeled on an enlarged Brady Plan to ensure
that CMFA nations can use export earnings to raise living
standards instead of using earnings -o pay interest on debt.

Export Incentives. CMFA will provide incentives to use the
Common Market area to export goods to the emerging economies
of the Pacific Rim and Europe. In contrast, NAFTA
establishes a duty-free export platform for European and
Asian nations to gain entry into the U.S. market.

Devaluation Prevention. CMFA will provide for cooperation
between finance ministers of member countries to avoid
competitive devaluations that would destabilize current
accounts and force wages down.

Quota Reallocation. COFA calls for democracy in our
hemisphere and would strip the dictatorial regime in China
of its bilateral textile quota, which would be reallocated
to Mexico and other member nations.
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- PREPARED STATEMENT OF CORNELIUS E. HUBNER

NAFTA will compromise our ability to maintain our sovereignty. This question has more
to do with where the power to make decisions rests, and whether the Constitutionally-
guaranteed right to petition the government for the redress of grievances will be rendered
hollow by NAFTA's conflict-of-laws provisions.

New York State has witnessed the effects of wage-based relocations twice in
recent history - once to its detriment and once to its benefit. In the 1960s and
1970s. many of New York's industrial cities were devastated by the movement of
major companies to the South and West to take advantage of much lesser wage
differentials than those currently existing between the United States and Mexico.

* Since the entry into effect of the U.S.-Canada FTA, many Canadian companies have
moved manufacturing jobs to the Buffalo-Rochester area. This southern migration has
left the Canadian manufacturing base in shambles. New York's exports to Canada have
soared, increasing about 75 percent.

a Massive wage differentials between the United States and Mexico will lead to significant
economic dislocation in America -- costing the United States jobs and tax revenue.
Larger corporations and their suppliers will relocate to Mexico to take advantage of the
low wages and lax regulatory environment, leaving unemployment and broken
communities in their wake.

0 Proponents of the North American Free Trade Agreement (NAFTA) have often said that
exports are responsible for 70% of America's GDP growth in recent years. In addition,
they have asserted that export-related jobs are better than domestic-related jobs because
they pay 17% more. However, the assumptions and methodology behind these statistics
make them almost totally misleading.

The *side agreements" to NAFTA create powerful incentives to increase regulation, or to
forego regulatory reform in the future. Under the side agreements, any attempt at "de-
rraulation" could be construed as an unfair trade practice, and could trigger trade
sanctions.

Larger companies have the means to escape or protect themselves from the anti-business
regulatory burdens imposed both by Washington and by NAFTA. They either have the
political clout to minimize the impact on their companies, or they can simply leave the
United States. Small and medium-sized companies like mine do not, and will bear a
greater percentage of the cost of the new regulatory burden.

CHAIRMAN MOYNIHAN and members of the Committee, thank you for the opportunity to
appear before the Senate Finance Committee today. I am Bud Hubner, Chairman and President
of American Felt and Filter Company of New Windsor, New York. American Felt and Filter
Company's primary product is liquid and air filtration, media. We have already been quite
successful selling our products in international markets. Therefore, many people might think that
I support NAFTA like many of my peers in the business community. However, I am against
NAFTA because it will destroy the economic and social fabric of our nation.

Let me begin by discussing the sovereignty issue. I am concerned about what NAFTA means
for our ability to maintain our sovereignty. I understand that sove eignty is not a measurable
quantity, and that one cannot analyze NAFTA and determine that it will take away X% of
America's sovereignty. This question has more to do with where the power to make decisions
rests, and whether the Constitutionally-guaranteed right to petition the government for the redress
of grievances will be rendered hollow by NAFTA's conflict-of-laws provisions.

In the name of 'harmonization" (required of all NAFTA signatories) American states and the U.S.
Congress may be forced to change American law to comport with that of our neighbors. At the
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very least, American political leaders will be subject to intense political pressure to harmonize
upward to more restrictive and burdensome Canadian standards. The exertion of that political
pressure is the purpose of the tri-national regulatory bureaucracy envisioned by the so-called
.side agreements." The side agreements to NAFTA would create a North American Commission
on Environmental Cooperation, in effect a North America-wide Environmental Protection
Agency. According to U.S. Trade Representative Kantor, NACEC would have broad authority,
including the right to review, "environmental implications of products throughout their
lifecycles." And according to an official document from his office, "any environmental or natural
resource issue may be addressed" by this commission.

The side agreements aLso create a similar commission charged with monitoring industrial
relations. wage-and-hour issues and working conditions in the signatory countries. According
to the. side-agrement documentation, these commissions would function by identifying a
problem" where a signatory nation or a company or individual within its jurisdiction is acting
in some manner detrimental to free trade among the three signatory countries. All three countries
would be compelled by the agreement to engage in "consultations" to decide the best way to
remedy the problem. This consultation would produce an "action plan", presumably including
schedules and goals for resolution of the problem. Failure to meet the goals of the "action plan"
would first result in fines levied against the offending nation, and could ultimately result in trade
sanctions. These sanctions would be intended to deny the offender nation the "benefit" of free
trade with its neighbor. Many environmental concerns could be subject to this process, as would
labor concerns related to wage and hour issues, child labor laws, and employee health and safety
regulations.

NAFTA could even endanger America's unfair trade laws. These laws, known generally as anti-
dumping and countervailing duty laws, provide American manufacturers a recourse against unfair
foreign government subsidies and predatory pricing practices. Under Article 1904 of the NAFTA
agreement itself, our unfair trade laws would be subject to a process similar process to that I just
described for environmental and labor law. Thus, we put America in the unenviable position of
possibly being subject to gxcale international regulation while being stripped of any means to
protect itself from unfair foreign competition.

Please note. Mr. Chairman, that this system of fins and sanctions exempts Canada, which
insisted that such disputes be referred to its own court system. Indeed, one of Canada's chief
trade officials told the press in Canada that his nation "will never be subject trade sanctions."

It is true that the side agreements do not require immediate change in any U.S. law. It is also
true that the side agreements create powerful incentives to increase regulation, or to forego
regulatory reform in the future, because either action could trigger the formulation of "action
plans," imposition of fines, and trade sanctions. In the coming year we will face legislative
questions over "reform" of the Occupational Safety and Health Act as well as raising and
indexing the federal minimum wage. It takes little imagination to envision supporters of these
measures implying that failure to pass this legislation could lead to international trade sanctions
under NAFTA.

I am not alone in my concern about the relationship between the tri-national NAFTA
bureaucracy. We believe numerous local and state statutes would be endangered by NAFTA.
Chief among these are Buy American statutes. At least 35 states and hundreds of American cities
have these laws. The Minnesota state legislature recently found 30 state laws which it believed
NAFTA would force it to overturn. While Minnesota's Governor disagreed and vetoed a
resolution expressing their concerns, The Economist magazine noted:

".4 GA TT (General Agreement on Tariffs and Trade) panel, ruling last year,
confirmed that states' laws could be successfully challenged under trade
agreements The panel, summoned by Canada, found that laws covering the
distrabution of wine and beer in more than 40 states were inconsistent witi

ternataonal trade rules.. The federal governments has been working with te
states to change the offending laws. "
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Now let me turn to my concern for the general health of the economy. As a businessman, 1 am
concerned for the general health of our economy. After all, it is performing poorly already. By
destroying jobs, lowering tax revenues, and placing American businesses in jeopardy, NAFTA
will have a negative impact on our economy.

As a New Yorker. I have been in a unique position to witness the outflow of companies and jobs
that I believe will be the precursors of the economic impact of NAFTA on America. As you
know, Mr. Chairman, the loss of DuPont and other manufacturers in the 1960s and 1970s
devastated New Windsor and Newburgh. They pulled out of our town and moved south -- not
to Mexico, but to lower-wage states. I invite you, Mr. Chairman, and any other interested
members of this committee, to come on a tour of my town to see first hand the urban and
industrial decay, the chronic unemployment, the alcoholism, the drugs, and prostitution that

- follow in the wake of industrial relocations.

And don't make the mistake of thinking that we can solve these problems simply by throwing
some federal funds into social programs, such as a large, new, governmcnt-sponsored retraining
program. New York, which was one of the nation's wealthiest states before the industrial
relocation movement started, has always had one of the nation's most extensive social safety nets.
But it was not enough to contain the damage.

Incidentally, one might ask vhy the companies left New York in the first place. The answer is
simple: high wages, extensive regulation, and high taxes left little or no margin to survive in
business. Most of these factors are the same one that will drive companies to Mexico under
NAFTA.

Another way to calculate the effect of NAFTA is to look at the interaction of the New York and
Canadian economies since January 1. 1989 when the FTA became operational. Since 1989, our
state has seen a large influx of Canadian companies. In October of last year, ]INLy Ydl
r= reported that some eighty Canadian companies has relocated just to the Buffalo area since
the implementation of the FTA: *Analysts said the agreement was the chief reason for a 75
percent jump in exports from New York State to Canada between 1989 and last year (1991)."
Some Canadians estimate Canada has lost as much as one-fifth of her manufacturing base in
recent years. The wage differential between Canada and New York was about 10 percent, that
is Canada's wages were slightly higher than New York's. That is a small fraction of the chasm
in wages today between the United States and Mexico. The article goes on to note:

Even without the Free Trade .Agreement, the New York region has lost a
successin of manufacturers to Mexico. Most of the losses have come from the
same area that has benefited most from the 1989 Canadian agreement - - Buffalo
and other western New York cities. This list of lost manufacturers includes Trico
Producs. which left Buffalo, eliminating 1700 jobs, Sherwood Medical
Instruments which eliminated 420 jobs and Sherburne, and Smith Corona, based
an Cortland, which has announced that it will move 885 jobs to Mexico.

There is a wide gap in incomes between the U.S. and Mexico -- $22,650 in annual per capita
income for the U.S.. $2,870 for Mexico. The difference in average hourly wages is equally
striking: $16.17 per hour in the U.S. v. $2.35 per houi in Mexico. Is it in America's interest,
or New York's interest, to encourage the another shift from New York southward?

NAFTA's proponents incorrectly claim the answer to this question is yes. It is not. They claim
that exports are responsible for 70% of America's GDP growth in recent years. In addition,,they
have asserted that export-related jobs are better than domestic-rclated jobs because they pay 17%
more. However, the assumptions and methodology behind these statistics are questionable and
these claims do not stand up under closer scrutiny.

75-546 - 94 - 7
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These figures. 70% of GDP and 17% greater pay, are used endlessly during debates on various
trade-related legislation. The aim: creating the impression that the U.S. economy would then
fall flat on its face if deprived of export-led growth.

The first p -,oblm in th, 70 percent figure lies in GDP growth has been anemic in recent years.
Such sluggish GDP growth makes any increase in exports, even a small one, look impressive
measured relative to this base. Tacit in the bragging about the percentage is the admission that
GDP gromvth has been abysmal.

The secone- problem lies in the export figure. Basically, any component of national income --

personal consumption, investment, net exports, government purchases, or any component thereof
- has a statistical relationship to GDP. Consequently, singling out exports as "accounting for"
70% of our economic growth is unjustified. It creates the impression that other factors have
"accounted for" only 30% percent of the GDP growth -- an impression that is simply false.

Consumption. government expenditures, and exports all contributed to growing aggregate
demand, and all can be expressed as a percentage of GDP growth. Thus it is disingenuous at
very to focus on only one of the several contributors to GDP growth.

In fact, it is deceptive to argue that exports, consumption, or government expenditures are the
source of GDP growth. All of these components of national income can create aggregate
demand stimulus. So, if the economy is below full-employment and full capacity utilization, an
increase in one of these components can raise GDP. However, if the economy is at full-
employment, expansionary aggregate demand policies will only raise prices. Real growth, that
is growth in potential output, is not fueled by exports, but rather by savings, investment,
productivity &ain and technological advances. Exports are the result not the cause of these
factors.

The claim that export-related jobs pay 17 percent more than other jobs is equally misused. It
is tue that export-related jobs do pay more, but the reason has nothing to do with exports. It
is simply because these jobs are largely manufacturing-related, and manufacturing pays more
than most other types of occupations, whether it products are consumed at home or shipped
overseas. Even the service-related components of the export process pay more, but not because
of the mere fact of exporting. Again the reason is the value-added at the higher end of the
service industry that is involved in exports. In fact, what the 17 percent figure demonstrates is
that some types of work are better than others because they pay better and create a higher
standard of living for employees and employers alike. These are the types of jobs we should be
trying to retain in America, and they arc the types of jobs that are likely to go to Mexico under
NAFTA.

Another of the favorite claims of NAFTA supporters is the oft-repeated canard that NAFTA will
ceate 200,000 new jobs in the U.S. This claim is based on a study by economists Gary
Hufbauc and Jeffery Schot. They concluded that after five years, NAFTA would cause a net
increase of about 170,000 U.S. jobs. The Office of the U.S. Trade Representative has based its
claim of 200,000 new jobs on "rounding" this figure up. But, Hufbauer and Schott's estimate is
of the impact of NAFTA and Mexico's domestic economic reforms. These reforms have already
occurred, and by Hufbauer and Schott's own estimates this leaves only about 23,000 new jobs
to be created by NAFTA.

Moreover, NAFTA proponents' approach fails to balance the export side of the story with the
import story. Talking only about exports gives a misleading picture of the effect on the economy
of America's total trade performance. Although there is no question that exports provide jobs,
imports are siphoning off demand for domestically produced goods, especially when part of a
coordinated scheme to grab market share, and thus force a drop in GDP growth and domestic
jobs. As factories come on line in Mexico, the exports to us will increase dramatically,
displacing American goods made by American workers.
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As an American, I am concerned about how NAFTA and its twin, the General Agreement of
Tariffs and Trade (GATT) will affect our future ability to steer our nation through the economic
shoals of the 21st Century.

The conventional political wisdom in Washington is that all American businessmen support
NAFA because they think they see in Mexico huge new markets and a huge supply of cheap
labor. That may be true of multinational companies whose CEOs have questionable allegiance
to the U.S. and will go anywhere the profits are. American Felt and Filter is not a large
company. Typically, a company which opposes NAFTA is the largest, or second-largest,
employer in its community. These are family-owned businesses, with strong ties to their
communities. Larger employers might wish to move their labor-intensive opetations to Mexico
to take advantage of lower operating costs. Companies like mine don't want to move and take
jobs with them, and couldn't get the capital to move even if they wanted to.

But. I would like to point out that companies like mine are finding themselves increasingly
caught in a tax and regulation vice. Clearly NAFTA will benefit very large companies with
sufficient resources to successfully do business in Mexico. We believe smaller American
companies, like mine, will ultimately be taxed and regulated to death.

NAFFA, in the end, will mean a heavier burden for small and medium-sized American business
to met. You can rest assured, Mr. Chairman, each of these new regulations will cost American
jobs. As I mentioned above, the Council's member companies are among those who saw their
tax burdens raised dramatically by the recent tax bill. There have also been significant regulatory
burdens imposed such legislation as the Clean Air Act and other environmental laws, the
Ancas with Disabilities Act, and the Family and Medical Leave Act. In addition, business
can apparenly look forward to potential new burdens from increased environmental, occupational
safety and health and other regulation.

I fear that there will be a double coup de grace from health care reform and the Dunlop
Com iossnxL This latter body is vimally certain to recommend a massive "reform" of our
federal labor law system, once more making life more difficult for American business. I am here
to tell you today, Mr. Chairman, that there is not much more in -the way of additional burdens
that companies like mine can stand before we will exit business altogether.

Larger companies, with their greater profits and armies of specialists and lawyers, have the means
to try to protect themselves from new anti-business regulation. And if they fail, they can simply
leave the United States. Small and medium-sized companies like the Council's members cannot
protect themselves readily, and will bear the cost of the new regulatory burden until it finally
kills them.

In sum. Mr. Chairman, I'd urge you to ask the following questions before you cast your vote on
NAFTA:

(1) Is it likely that the two recent flights to lower-wage jurisdictions that New York has seen
in the last thirty years will be prevented under NAFTA?

My strong belief is that under NAFTA we will see that same devastation that was visited
upon the many smaller industrial cities of New York when businesses relocated to lower-
wage jurisdictions.

(2) Will NAFTA alter America's ability to determine her own future course?

Again, my strong belief is that America's sovereignty will be seriously compromised by
NAFTA's workings.

Thank you for your time and attention. I will be pleased to try to answer any questions you may
have.
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PREPARED STATEMENT OF JERRY R. JUNKINS

Mr. Chairman and members of the Committee, I am pleased to be here to discuss the
North American Free Trade Agreement (ONAFTA"). My name is Jerry R. Junkins, and I am
Chairman, President and Chief Executive Officer of Texas Instruments. I am appearing today on
behalf of USAONAF A, a coalition of 2,700 companies, large and small, and associations that
support approval and implementation of the NAFTA. I am also testifying on behalf of The
Business Roundtable.

One thing I've discovered since becoming actively involved in the NAFTA debate is that
you can be against the agreement in a lot fewer words than you can be for it. This statement for
the record lays out with facts and figures why you should be for the NAFTA. But judging from
recent ant-NAFTA newspaper ads, facts and figures aren't the real issue anymore. The real issue
is fear.

o Fear of changes that have taken place in our economy over the past 20 years;

o Fear of the intensifying global competition that our companies and workers must
face every day;

o Fear of the future.

Listen closely to the anti-NAFTA lobby's message and you hear that we cannot compete
for the jobs of tomorrow in the world economy - that we must close ourselves off and preserve
the jobs we have. But that's not the real issue.

The real issue should be whether we will aggressively participate over the next two
to three decades in the economic development of this hemisphere. Or, will we turn our back on
this development, either hoping it won't happen or inhibiting our own ability to participate in it
with roadblocks of our own making.

If our own actions foster either of the latter two scenarios, it will undoubtedly create a
vacuum that our world competitors will rush to fill - and this in our own backyard. This loss of
world market share can have only one result - a further decline in the competitiveness of U.S.
business and loss of U.S jobs.

The electronics industry, and particularly the semiconductor part of it, has operated in
one of the most competitive environments in the world for more than 30 years. We have lived
through massive dumping in the mid-'80's, struggled with uncompetitive costs of capital for a
decade because of poor fiscal policy, and fought against tariff and non-tariff trade barriers that
kept markets closed to us.

One of the most important things we've learned is that if you can't compete everywhere,
uluratejy, you won't be able to compete anywhere. There is not permanent sanctuary to avoid
world competition.

In evaluating the NAFTA I asked myself a number of questions:

1. Will the NAFTA help Texas Instruments?

2. Wil the NAFTA help our employees?

3. W'dl the NAFTA help our country?

The answer to all of these questions is an emphatic yes.
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First, the NAFTA will help my company. Texas Instruments estimates that the NAFTA
will result in additional revenues of roughly a half a billion dollars by the end of the century. The
additional revenues would support 2000 more TI jobs, largely in the United States.

Second, as TI gains from the NAFTA so will our employees. We are committed to
investment - and that means jobs - in the United States, whatever the outcome of this debate on
the NAFTA. With facilities in over 30 countries, we recently chose Texas to begin construction
on a one billion dollar semiconductor facility. As you know, corporations base investment
decisions on many criteria including such things as the health of the local economy, level of
education in the workforce, and the stability of the host country, to name a few. The NAFTA will
only enhance the prosper for continued investment in the United States.

Third. I have no doubt that the NAFTA will be good for our country. The NAFTA is
an opportunity to place the United States at the center of a seven trillion dollar market of 370
million people. It reduces trde barriers for the United States, Canada and Mexico, without
reducing them for the rest of the world. Tierefore, we and our neighbors gain an advantage over
competitors outside of North America.

This is why so many leading Americans agree that the NAFTA is in the best interest of

our country and that the NAFTA will create U.S. jobs and strengthen our economy. For example:

* Every living former U.S. President, Democrat and Republican, supports the NAFTA.

Every living former U.S. Secretary of Commerce, both Democrat and Republican from
as far back as the Johnson Administration, supports the NAFTA.

Every living former U.S. Trade Representative, both Democrat and Republican, supports
the NAFTA.

0 Forty-one out of the fifY state governors support the NAFTA.

* Nearly 300 of our leading economists, including 12 Nobel Prize winners, support the
NAFTA. They recently wrote to President Clinton, stating that the NAFTA "will be a
net positive for the United States, both in terms of employment creation and overall
economic growth. Specifically, the assertions that NAFTA will spur an exodus of U.S.
jobs to Mexico are without basis.'

Perhaps most telling is the support of President Clinton for the NAFTA. As Mickey
Kantor, the current U.S. Trade Representative and former presidential campaign manager, has
stated. President Clinton faced "powerful political reasons for opposing" the NAFTA during the
campaign last year. Despite these pressures, President Clinton recognized the NAFTA for what it
is: "a pathbreaking trade agreement (that) will bring a better deal for American workers,
companies and consumer, while acting as a spur for a cleaner environment and a better climate
for workers on all sides of the border."

While all of these Americans support the NAFTA, many European and Japanese
newspapers and business leaders oppose it. Why? Maybe it is because the NAFTA will create the
most powerful economic bloc in the world - with the United States at its center. Maybe it is.
because with the NAFTA U.S. companies will be able to export U.S.-made products to Mexico
and Canada without any tariffs, while European and Japanese companies will not. Maybe it is
because if the NAFTA fails and our political and economic relationship with Mexico deteriorates --
as It will - the Europeans and Japanese will be able to pursue closer economic relations with
Mexico and sell goods and services to Mexico in our stead.

A review of the facts makes clear why so many leading Americans support the NAFTA,
while so many rivals of America oppose it. The NAFTA is a good deal for the United States and
for the American worker.
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The Facts About NAFTA

Fact: Mexico is a tremendous, natural maret for goods and services made and
provided by U.S. workers. Since 1986 when Me
exports to Mexico have tak= off:

0 U.S. exports to Mexico have
increased by 227 percent, from
$12.4 billion in 1986 to $40.6
billion in 1992. (U.S. Dep't of
Commerce)

0 The U.S. trade balance with
Mexico has gone from a $4.9
billion deficit in 1986 to a $5.4
billion surplus in 1992. (see
chart - White House data).

* In 1992, we had a S7.5 billion
surplus in trade in manufactured
goods with Mexico. (U.S.
Dep't of Commerce)

Mexico is now our third largest export
goods. (U.S. Dep't of Commerce)

ucan began to lower some of its barriers, our

U.S. Trade Surplus with Mexico

is

-- .eU.S. Napoli$

Ido#

m k and our secIJ ond I largest* for. I Jil ' l 0t f IIai

market and our second largest for manufactured

We export more to Mexico than to Taiwan and South Korea combined, more than we export to
Great Britain and Prance combined, and more than we export to Germany and Italy combined.
(U.S. Dep't of Commerce)

The significance of these exports to Mexico is inescapable: they create U.S. jobs and
lots of them. With U.S. exports to Mexico reaching $40.6 billion in 1992, an estimated 700,000
U.S. jobs were supported by exports to Mexico. Over 400,000 U.S. jobs have been created by
exports to Mexico since 1986. (U.S. Dep't of Commerce)

Fact: Mexico maiain fair trade barriers that keep out U.S. products. Right now
without the NAFTA, Mexico uses tough trade barriers to deny us full access to its market of
nearly 90 million people. First, Mexico maintains a high tariff wall averaging 10 percent (more
than 2-1/2 times over our average tariff of 3.9 percent; see chart below - White House data).

Second, Mexico maintains -,1.7i h,,v,.9, 1:.. U,.. e Goob ,

strict import licensing schemes and other
nontariff trade barriers that reduce U.S.exports. U.S. firms that want to se... .

the Mexican market are forced to invest
there in order to jump Mexico's high
trade barriers, rather than simply
exporting from U.S. factories.

Third, Mexico's investment
regulations make it even more difficult
for U.S. companies to export to our
neighbor. Mexico allows relatively free
investment in Mexico, but then limits .,. ,
what companies can do once they invesL
For example:

Companies that invest in Mexico am in many instances prevented by Mexican law from
purchasing U.S. parts and components.
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Mexican law requires that foreign-owned production facilities export a significant
percentage of their output, typically to the United States. For example, Mexico's Auto
Decree requires that any imports of vehicles by an auto manufacturer in Mexico be
matched by double the value in exports.

Fourth, Mexico maintains significant barriers to U.S. services exports, impeding many
of our most competitive industries. U.S. services companies are frequently subject to
discriminatory and nontransparent licensing and certification requirements. U.S. services
companies are often required to establish a presence in Mexico, hiring Mexican instead of U.S.
workers.

This is the situation today, without the NAFTA. Mexican policies continue to hurt U.S.
exports and competitiveness and to cost U.S. jobs. It has been unacceptable for years, and despite
some recent changes in Mexican law, it is still unacceptable.

Fact: NAFTA levls the playing field. The NAFTA, quite simply, will increase U.S.
exports and create U.S. jobs by getting rid of these unfair Mexican trade barriers. Among the
benefits the NAFTA will bring are the following:

0 Removal of all tariffs between the United States, Canada, and Mexico. Fifty percent are
removed the first day, with most of the remaining tariffs eliminated within five to ten
years.

0 Elimination of non-tariff barriers such as import and export restrictions, customs user
fees, and duty drawback programs.

Total market access for U.S. agricultural products within 15 years, which is a critical
issue as Mexico is our fastest growing agricultural export market. NAFTA will increase
U.S. agricultural exports by about S2-2.5 billion per year. (U.S. Dep't of Agriculture)

* Elimination of most restrictions regarding investment.

0 Access for U.S. financial services providers to what traditionally has been a closed
Mexican market.

0 Elimination of virtually all barriers to trade in services.

0 Access to Mexico's $6 billion per year telecommunications market.

0 Strict rules of origin to preserve the benefits of the agreement for the NAFTA countries
and to prevent other nations from using Mexico as an export platform to flood the U.S.
market.

0 Phase out periods of up to 15 years for import-sensitive goods.

* Emergency safeguards to help import-sensitive industries adjust to increased competition.

Since Mexico's trade barriers are so much higher than ours, removal of trade barriers under the
NAFTA will increase U.S. exports much more than it will affect U.S. imports.

Fact: NAFIA removes lncendves to trwuferproductiox to Mexico. Some people fear
that the NAFTA will lead U.S. companies to export U.S. jobs by investing in Mexico instead of
the United States. They have it backwards. The fact is that in many instances U.S. companies
invest abroad rather than exporting from the United States in order to jump foreign trade barriers.
By removing Mexican trade barriers, the NAFTA eliminates a key incentive to transfer production
to Mexico. A vote for the NAFTA is a vote to remove Mexican trade barriers, spur U.S. exports
of goods and services, and create U.S. jobs. A vote against the NAFTA is a vote to retain
Mexican trade barriers and export U.S. jobs.
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-t.• NAFTA wf iocre as U.S. compnm ventes. The NAFTA will create the world's
largest trading zone with over 370 million people generating $7 trillion dollars in goods and
services. By providing preferential access to Mexican markets for U.S.-made products, the
NAFTA will give U.S. industry a competitive advantage with regard to our rivals in Japan and
Europe.

Fact: By increasing eper to Mexico, NAFTA will create high-paying U.S. jobs. As
Secretary of Labor Robert Reich has stated, *When NAFrA brings down tariffs on both sides, the
'giant sucking sound' won't be American jobs, it will be American products going to Mexico. The
result will be thousands more jobs here."

Every reliable study that has been done on the NAFTA's effect on employment in the
United States has shown that there will be a gain of jobs. The Administration estimates that the
NAFTA will create 200,000 jobs by 1995. The U.S. International Trade Commission conducted a
review of economic studies earlier this year and concluded that the leading studies "all find that
aggregate U.S. employment rises as a result of NAFTA. The Congressional Budget Office
recently agreed, stating, 'U.S. workers (will benefit] from a net increase in jobs and income."

The NAFTA likely will result in some worker displacement, and we must be sensitive to
this concern, while looking at it with a proper perspective. For example, the Institute for
International Economics has estimated that 145,000 workers will be displaced over 5 years by the
NAFTA, as compared to 315,000 workers who will gain jobs because of the NAFTA, resulting in
a net gain of 170,000 U.S. jobs. The impact of the limited worker displacement will be absorbed
in the dynamic U.S. economy, which has an average labor mobility of 31 million jobs a year.
(Bureau of Labor Statistics) In addition, the business community, as well as the Administration
and many in Congress, supports the adoption of an effective adjustment assistance and worker
retraining program.

The job creation studies and statistics are impressive. But it is important to remember
that these statistics represent real exports that will create real jobs for real people in your states.
For example:

0 General Electric's operations in Schenectady, New York expect great gains from the
NAFTA. Mexican purchases of U.S.-made products like railroad locomotives, aircraft
engines, gas turbines, and sophisticated medical electronics will increase as Mexican
economic development accelerates. GE was recently awarded a contract for $200
million to assist in the construction of a power plant in Mexico, which will generate
more than 700 employee-years of work in Schenectady and Greenville, South Carolina.

* Marley Pump company of Davenport, Iowa produces submersible pumps, mechanical
and electronic leak detection equipment, and a sonic technology tank gauging system for
gasoline service stations under the name of Red Jacket. Red Jacket has already begun to
receive orders from PEMEX, for equipment to be installed in 200 new service stations
or used in upgrading existing stations throughout Mexico. This product line has been
extremely success in Mexico.

* Chrysler Corporation of ighland Park, Michigan plans, with the passage of NAFTA, to
export 25,000 vehicles to Mexico by 1995 and 80,000 by the year 2000. These sales
will support 4,000 U.S. jobs by 1995, including employees of Chrysler and its suppliers.

Marley Cooling Tower Company of Olathe, Kansas is a leading manufacturer of cooling
towers for power generation and heavy industrial markets. With the implementation of
the NAFTA, Marley plans to export high value components for cooling towers to
Mexico to be incorporated into a final product. Additionally, Marley received a $1.7
million order from Central Federal electric in Mexico in which all material will be
shipped from the United States. Marley believes that with the implementation of the
NAFTA, the prospects of receiving larger jobs will increase.
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* Butler Manufacturing company of Kansas City, Missouri manufactures pre-engineered
building systems. Since import duties were lowered in 1988, Butler has been able to
itrea=e its business in Mexico twenty-fold. Butler has added marketing and
construction staff in the Kansas City office. It has also been able to maintain staff at 3
U.S. plants during the recession by manufacturing systems for export. With the
implementation of the NAFTA, import duties on Butler systems will be eliminated
compleWy, making Butler more competitive in Mexico.

0 IBP Equipment, Inc. of Wabasha, Minnesota is a small company that manufactures
machine tools and has been in business for 25 years. With the implementation of the
NAFTA. [BP expects to double or triple its exports to Mexico, increasing employment
by 25 percent.

0 Johnson & Johnson of New Brunswick, New Jersey has increased U.S. employment by
500 jobs as a result of trade with Mexico since 1986, and 1,000 Johnson & Johnson jobs
have been retained because of increased trade with Mexico. An estimated 800 more
U.S. positions will be created as a result of trade with Mexico, should the NAFTA be
approved. Johnson & Johnson notes that it has created some jobs in Mexico, but that
many more have been created in the United States. "The bottom line is that we have a
g(x)d partnership that has helped both sides of the border.*

0 Pacer Corporation of Custer, South Dakota has been mining and processing industrial
mireraJl in the southern Black Hills of South Dakota for over 60 years. Pacer is a
small, 14 employee firm that has struggled to develop export markets. If the NAFTA is
implemented, Pacer expects to make a major effort to dramatically increase its business
in Mexico, which will result in more South Dakota jobs.

U.S. laibs Supported by 112ports
Pay mere Tha, Other U.S. lobs These jobs won't be flipping

burgers either. The jobs that the NAFTA
' ,....will create will be good, high wage jobs.

EJobs related to exports to Mexico payE$3,500 more per year than the average
U.S. wage. (U.S. Dep't of Commerce)
Wages related to exports to Mexico are

higher than the average U.S. wage inE U both manufacturing and services, as well
as all industries. (see chart alongside -

... . .White House data).

m- ~,.....-...*....&V ............... ". A vote for the NAFA is a vote for a
high-wage, high-productivity, high-
employment economy.

Fact: Lf NAFTA fails, the U.S. economy not only will forego job gains, but will lose
jobs that currency exia. Many of the jobs created by trade with Mexico are due to its recent,
partial economic liberalization. The NAFTA not only further opens Mexican markets to U.S.
exports, thereby creating U.S. jobs, it prevents Mexico from reimposing the barriers to U.S. goods
and services that it so recently removed.
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If we reject the NAFTA, we cannot expect Mexico to stand idly by. Rejection of the

NAFTA will leave Mexico free to close their markets to U.S. goods and will strengthen opponents
of the Salinas Administration, who would like nothing better than to do so. Mexico may also.
choose to pursue a trade alliance with U A iopperiod by
ourcompettorsinJapanorEuopein Merohadiee yrouts te Meieo

order to continue their economic
development. If"

Either result will decrease
U.S. exports and cost U.S. jobs.
Clinton Administration officials have
estimated that 400,000 U.S. jobs could
be lost if the NAFTA is rejected by
Congress. (see chart alongside - White
House data). At stake with Congress's
vote on the NAFTA is not only the
approximately 200,000 jobs that will be
created if it is approved, but also the
hundreds of thousands of U.S. jobs that
will be lost if it is rejected.

Moreover, rejection of the NAFTA would have long-term consequences in the rest of
Latin America. Latin American nations are watching what we do with the NAFTA, because they
have recently opened their markets and their economies, and they want free trade with the United
States. If the United States rejects free trade with Mexico - and by proxy with Latin America -
these countries, like Mexico, may close their markets or pursue preferential trading relationships
with Europe or Japan instead of tbe United States. Again, either result would reduce U.S. exports
and cost U.S. jobs.

Myths and Realities about NAFTA

In the face of these clear facts about why the NAFTA will be good for the United States,
opponents posit myths that cannot stand up to hard analysis. For example:

fyth Number One: In order to seal American jobs, Mexico has deliberately reduced Its wages
to 57 cents an hour.

Mexican wages are not as low as some suggest. According to the U.S. Bureau of Labor
Stausucs, Mexican compensation (wages plus fringe benefits) currently averages $2.35 per hour,
compared to $16.17 in the United States.

This wage differential becomes insignificant when the productivity of U.S. workers is
considered. The average U.S. manufacturing worker adds $72,700 of value per year to the
products he or she builds. In contrast, the average Mexican maquiladora worker adds $9,500 of
value per year to the product he or she builds. By this measure, U.S. workers are 7.6 times
more productive than their Mexican counterparts, which is more than the difference in their wages.
(Gary Hufbauer & Jeffrey Scho, NAFTA: An Assessment. revised ed. Oct. 1993, forthcoming).

Opponents argue that Mexican wages are lower than they were in 1980 and that "El
Pacto. * the Mexican govenment-labor-industry program, is a plan to pursue a low-wage export
strategy by keeping the Mexican worker down. They conveniently ignore that the fall in Mexican
wages occurred during and was caused by Mexico's debt crisis in the early 1980's. The actual
intent and effect of El Pacto has been to lain rl Mexican wages by lowering inflation. Since
1987. the Mexican inflation rate has fallen below 10 percent and Mexican wages have increased
135 percent. Indeed, Mexican wages have risen 27 percent, even after adjusting for inflation.
(U.S. Bureau of Labor Statistics)

.tfyi Number Tyo: U.S. companies, especially manufacturing companies, will move Jobs to
Mexico because of lower wages.
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While these concerns are sincere, they are misplaced. As the Congressional Budget
Office concluded, "contrary to commonly expressed concerns... Americans should not fear that
the NAFTA would cause a wholesale relocation of U.S. manufacturing plants and jobs to Mexico
to take advantage of the lower average wage." The idea that jobs necessarily flow to low-wage
countries has been disproved by experience.

U.S. firms already are free to move to Mexico because of low wage Mexican labor,
without the NAFTA, because the average U.S. tariff on Mexican goods is only 3.9 percent. The
effective rate can be even lower for fus that use maquiladoras (which incidentally will be phased
out under the NAFTA). Yet, far from losing jobs to Mexico, the U.S. economy has gained almost
200,000 net jobs in recent years because of trade with Mexico.

Why is this? It is because the idea that U.S. companies invest in foreign countries in
order to gain access to cheap labor is simply wrong. For example, in 1990, about 75 percent of
the $33.4 billion U.S. foreign direct investment total was invested in developed countries that do
not have low wages. (The Stern Group, "Investment, Trade, and U.S. Gains in the NAF#TA
(1992)) In fact, a frequent reason why U.S. companies invest abroad is to gain access to markets
that are closed to U.S. exports. By eliminating Mexican barriers to U.S.-made goods, the NAFTA
will actually reduce the flow of jobs to Mexico, not increase it.

Wages are only one of th; many factors to be considered when making an investment
decision. For example, according to the U.S. Office of Technology Assessment, direct labor
accounts for perhaps 10 percent of costs in auto assembly plants, and even less for engines. Other
important costs of production and factors in investment decisions include: (1) worker education
levels and productivity, (2) the condition of infrastructure, (3) access to markets, (4) access to and
cost of inputs, (5) health of the local economy, and (6) stability of the host country.

Opponents of the NAFTA really sell U.S. workers short by saying that their productivity
does not enable them to compete with lower wage Mexican workers. U.S. workers are the most
productive in the world. They have more skills and better education. As discussed above, many
U.S. workers are over seven times more productive than their Mexican counterparts. With their
higher productivity and other advantages, U.S. workers compete successfully despite their higher
wages. For example, a study of automobile manufacturing costs by the Office of Technology.
Assessment found that although Mexico had lower wages, the total cost of delivering a car to the
U.S. market was higher for a plant in Mexico than for one located in the United States ($9,180
compared to $8,770). That we at Texas Instruments believe in the advantages of U.S. workers is
underscored by our recent decision to invest one billion dollars in a semiconductor facility in
Dallas. Texas.

Quality Coils of Connecticut learned this lesson the hard way. Quality Coils is a
producer of electromagnetic coils for refrigeration equipment, motors, relays, and signaling
devices. In 1989, it closed its Stonington, Connecticut factory and moved production to Juarez,
Mexico. This year, Quality Coils moved its facility back to Stonington. Quality Coil's President
said "what we learned down in Mexico is that the up-front wages might look a lot less expensive;
what we found is that the Connecticut worker is far more productive."

Like Quality Coils, Mcflhenny Company of Avery Island, Louisiana is closing its
Mexican plant and consolidating production in Louisiana in anticipation of freer trade under the
NAFTA. Similarly, General Motors recently announced plans to move certain production from
Mexico to its Lansing, Michigan plant, saving 1,000 U.S. jobs. These companies realize the
supposed advantage of lower wage Mexican labor is a myth and that the productivity of U.S.
workers makes them competitive with anyone.
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Myth Number Three: Mexicans are too poor to buy U.S. expoiis.

Mexicans. buy more U.S.
exports per capita than the French, the
British, the Japanese, the Germans, and
the Koreans (see chart below - Dept. of
Commerce data). Mexicans buy more
U.S. exports than persons in these other
countries despite having significantly
lower incomes. This is because
Mexicans prefer U.S. products: 70
percent of all imports by Mexico are
U.S. goods and services. (U.S. Dep't
of Commerce) The NAFTA will help
Mexico's economy grow, enabling
Mexicans to buy even more U.S. goods
and services, creating more U.S. jobs.
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Myth Number Four. NAFFA causes environmental degradation.

There are substantial environmental problems on the U.S.-Mexico border, but the
NAFTA did not create these problems. The NAFTA is part of the solution. As EPA
Administrator Carol Browner said, "NAFTA presents us with a real opportunity to raise
environmental standards along the border." The NAFTA has significant environmental provisions,
written right into the text:

0 Each country commits to "sustainable development" and "to strengthen the development
and enforcentent of environmental laws and regulations."

0 Certain international environmental agreements, addressing the protection of endangered
species, preservation of the ozone layer, and disposal and movement of hazardous
wastes, will take precedence over the NAFTA.

0 Each country - and its states, provinces, and localities - may choose its own
environmental standards, which may be stricter than international standards.

0 A country's environmental standards cannot be challenged unless the complaining
country can prove that the purpose and effect of the standard is to keep out foreign-made
products rather than to protect the environment.

0 Lowering environmental standards to attract foreign investment is prohibited.

* Each country agrees to seek to raise its health and environmental standards at the level of
the country with the highest standards.

With provisions like these, the NAFTA alone has earned the title accorded it by former EPA
Administrator Reilly and other environmentalists as "the greenest trade agreement ever."

The Environmental Supplemental Agreement builds on the NAFIA to provide even
further assurance that the environment will be improved, not degraded. As promised by President
Clinton, the Environmental Supplemental Agreement contains "teeth" to assure enforcement of
environmental laws.

On top of the Supplemental Environmental Agreement, U.S. and Mexican negotiators
also have announced that they have reached basic agreement on a new institutional structure to
promote environmental infrastructure in the border region. The institution will begin by focusing
on projects to address wastewaer treatment and water pollution problems along the border. The
institution will also seek to mobilize sources of funding for improvements in border infrastructure.
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Perhaps the greenest' provisions of all in the NAFTA are the economic provisions.
This is because the NAFrA, by developing Mexico's economy, will strengthen the financial
resources and political will in Mexico for stronger environmental protection. As Kathryn Fuller,
President of the World Wildlife Fund recently stated, OThe receptiveness of the Mexican
government to environmental concerns is an opportunity we cannot afford to lose, if we truly care
about the future of environments outside our own borders.'

With all of these environmental benefits, it is hardly surprising that the NAFTA and the
side agreements have been endorsed by the Environmental Defense Fund, the Natural Resources
Defense Council, the National Wildlife Federation, the World Wildlife Fund, the National
Audubon Society, and Conservation International.

Myth Number ive: NAFTA wilt worsen conditions for worken in North America.

The NAFTA itself will improve working conditions by generating economic growth,
which will enable all three countries to provide more jobs with higher pay in a better working
environmenL

The Labor Supplemental Agreement will complement the job creation of the NAFTA by
assuring that each NAFTA country provides for and enforces important labor rights. Each country
commits to promote the basic labor principles as embodied in its domestic laws. Moreover, each
country commits to ensure the effective enforcement of its own labor laws and to promote
awareness of and compliance with its labor laws. A variety of institutions are created through
which each NAFTA country will exchange and publish information on labor matters, including
how best to improve enforcement of each country's labor laws and standards. Finally, again as
promised by President Clinton, the Agreement contains "teeth' to assure enforcement of key labor
laws (including those relating to minimum wages, child labor, and health and safety).

Myth Number Sir: NAFTA and the spplemental agreements undermine U.S. sovereignty.

This is simply not true. Contrary to what some have suggested, the NAFTA does not
restrict the ability of federal, state, and local authorities in the United States to enact stringent
health, safety, and environmental standards. Indeed, the NAFTA explicitly allows U.S. federal,
state, and local health, safety, and environmental standards to be maintained, as well as
strengthened.

The NAFTA requires only that standards not be discriminatory or disguised barriers to
trade, and that they be based on scientific principles. These requirements are reasonable and
should not threaten federal or state health, safety, and environmental laws. However, they are
necessary to prevent other NAFTA countries from using such standards as disguised barriers to
U.S. exports.

In regard to the supplemental agreements, the business community initially was very
concerned about the supplemental agreements possibly impinging on U.S. sovereignty. However,
after examining the agreements closely, we are satisfied that the agreements do not actually do so.

In particular, the supplemental agreements do not permit multinational bureaucrats to
second-guess the enforcement discretion of federal, state, and local authorities. The side
agreements specifically protect our right not to take enforcement action: (1) in the "reasonable
exercise of discretion with respect to investigatory, prosecutorial, regulatory, or compliance
matters.* or (2) as a result of 'bona fide decisions to allocate enforcement resources to violations
determined to have higher priorities.

Finally, neither the supplemental agreements nor the NAFrA itself improperly impinges
on U.S. sovereignty through the use of international dispute resolution panels. The use of dispute
resolution panels, as a last resort where consultations are unsuccessil, is necessary to insulate the
process from local or national politics and prejudices. The dispute resolution provisions in the
NAFTA and the supplemental agreements contain provisions to safeguard sovereignty, which
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include. j= " allowing only governments and not private parties to bring challenges and using
the removal of the NAFTA benefits as the ultimate enforcement measure (benefits that would not
exist without the agreement anyway).

Myth Numbver Sewv: NAFFA only helps a few indusrdes and sUtes.

Trade with our southern neighbor already is helping U.S. industry in every sector and all
across the country. U.S. export growth has been broad-based; exports to Mexico increased in 48
of the 50 states between 1987 and 1992.

Trade with Mexico provides great benefits to our manufacturing base. Even with current
high tariffs. Mexico is one of our best markets for manufactured goods, even in "import sensitive"
industries such as textiles, auto parts, and steel. Here are some examples of how our trade with
Mexico has soared from 1987 through 1992 in different sectors in your states:

* Arkansas's exports of transportation equipment have increased by 543 percent to $343.9
million. The NAFTA will boost these exports by eliminating Mexican tariffs of up to 20
percent, getting rid of nontariff barriers (including quotas, local content requirements,
and trade balancing requirements), opening up Mexican government procurement.

0 Utah's exports of scientific and measuring instruments have increased by over 2,000
percent to $6.9 million. The NAFTA will further increase exports by eliminating
Mexican import licenses and tariffs as high as 20 percent.

0 Oklahoma's electronic equipment exports have increased by over 1,000 percent to $23.6
million. The NAFTA will spur further exports by eliminating tariffs of up to 20
percent, opening up Mexican government procurement, getting rid of nontariff barriers
in technical standards, and improving intellectual property protection.

0 Delaware's chemical products exports have increased by over 480 percent to $126.8
million. The NAFTA will increase exports even more by eliminating tariffs of 10-20
percent, eliminating non-tariff barriers such as import license requirements, opening up
Mexican government procurement, and improving protection of intellectual property.

0 West Virginia's exports of primary metals have increased by 724 percent to $14.2
million. The NAFTA will facilitate further increases in exports by eliminating tariffs
(which average 8.2% on a trade-weighted basis), opening up Mexican government
procurement, and expanding the Mexican economy (which will raise demand for steel).

* Oregon's exports of lumber and wood products have grown 1,458 percent to $6.4
million. The NAFTA will encourage even more exports by eliminating tariffs of 10-20
percent and removing non-tariff barriers such as import permits and user fees.

0 Rhode Island's exports of electric and electronic equipment have more than doubled (up
171 percent) to $5.4 million. The NAFTA will spur further exports by eliminating
tariffs of up to 20 percent, opening up Mexican government procurement, getting rid of
nontanff barriers in technical standards, and improving intellectual property protection.

* Montana's exports of crops have skyrocketed 994 percent to $2.1 million. The NAFTA
will spur more exports by eliminating tariffs and phase out Mexico's onerous system of
agricultural import licenses.

0 Maine's exports of leather products have shot up more than 62,000 percent to $10.0
million. The NAFTA will foster further export growth by eliminating tariffs of up to 20
percent.

By eliminating trade barriers and boosting Mexico's economy, the NAFTA will continue, and
accelerate, these trends of nationwide export growth and job creation.
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Myth Number NSht: Our trade suplus with Mexico is a myth because it consists of capital
goods.

The fact is that capital goods compose a lower proportion of our exports to Mexico (33-
percent) than of our exports to the rest of the world (39 percent). Moreover, the proportion of
capital goods in our exports to Mexico is going down, not up; capital goods exports to Mexico
have decreased from 40 percent of the total in 1987 to 33 percent in 1992. (U.S. Dep't of
Commerce)

In any event, U.S. exports of capital goods are good for our economy, not bad. Capital
goods are everything from driUing equipment to electric generators, from machine tools to
construction equipment. Most capital goods exported to Mexico are used to produce goods and
services for the Mexican market, which is set on a healthy growth path. Such exports support
high-paying manufacturing jobs in the United States. If we did not export to these goods to
Mexico. other countries, like Japan and Germany, would be eager to take our place.

M)ih Number Nine: AU our exports to Mexico are components that get imported back into the
United States as fla thed goods.

U.S. exports of components for assembly and production sharing operations have been
Shniling as a share of all exports to Mexico - from 32 percent in 1987 to an estimated 22 percent
in 1992. An estimated 83 percent of the growth in U.S. exports in Mexico in the last five years
has been for Mexican consumption, not for re-export. (U.S. Dep't of Commerce) Even for the
decreasing number of exports that are incorporated into products for re-export to the United States,
these exports still support U.S. jobs, an outcome that is much preferable to producing the whole
good in the Far East.

Myth Numeber Tex: NAFTA will lead to companies investing in Mexico instead of in the United
States.

With a low U.S. tariffs, companies are free to invest in Mexico nm, without the
NAFTA, but they generally don't (and won't) because of the competitiveness and productivity of
U.S. workass. Investment in Mexico by U.S. companies is small compared to investment in the
United States and to ocher U.S. foreign investment. Last year, U.S. companies invested $6 billion
dollars in Mexico. U.S. companies annually invest over $500 billion in new plant and equipment
in the United States. (1993 Economic Report of the President, Table B-52) Thus, while the U.S.
economy is 24 times as large as Mexico's, U.S. companies invest over 83 times as much in the
United States as they do in Mexico. Similarly, only five percent of U.S. forign investment goes
to Mexico. As the Congressional Budget Office found, U.S. investment in Mexico under the
NAFTA will not harm our economy because "[t~he yearly amounts that might come from the
United States are very small relative to U.S. capital markets...*

Under the NAFTA, U.S. investment in Mexico likely will increase from its current base,
but far from costing U.S. jobs, this investment will increase U.S. exports. Eikt, the increased
investment will not come from what otherwise would have been investments in the United States.
It will nmuly come from what would have been investments in third countries - primarily
southeast Asia. Moving these investments to Mexico will greatly benefit our economy:

0 U.S. investment in Mexico generates more U.S. exports than U.S. investment in other
pats of the world. U.S. subsidiaries in Mexico spend 46 cents out of every dollar on
exported U.S. goods and services, the highest proportion of such purchases by U.S.
subsidiaries anywhere in the world. (U.S. Dep't of Commerce)

0 Investment and production in Mexico supports connected jobs in the United States,
especially high wage managerial, research, and distribution jobs.

Snd, the NAFTA will increase purchases of U.S. exports by U.S. subsidiaries in
Mexico by eliminating the many unfair Mexican investment rules mentioned earlier, which require
companies that invest in Mexico to export more to and import less from the United States.
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n the NAFFA will enhance the competitiveness of U.S. industry by enabling it to
expand regionally. As the C;ongressional Budget Office found, this increased competitiveness will
place the United States "in an enhanced position to attract capital from the rest of the world.*
This increLsed capital will income U.S. competitiveness and create U.S. jobs.

Our main competitors, Japan and Germany, recognize the challenges and opportunities
presented by the global economy and are responding by investing regionally in Asia and Eastern
Europe, increasing their competitiveness as well as establishing themselves in growing markets.
We need to do the same with the NAFTA or we risk declining competitiveness in the global
economy.

Myth Number Brom NAFIA dreatens prospet for poiic reform in Mexico.

I am here to testify as a businessman, not as a political expert. But it does seem clear
that the Salins Admitraion has taken the most serious steps toward Mexican political reform in
half a century. For example, to prevent electoral fraud, Mexico has spent $2 billion to provide
photo ID cards to Mexican voters and to clean up the register of voters. Mexico also recently
pased reform legislation the imposed the country's first resrictions on political fundraising and
gave opposition parties gter access to the media.

Congressman Hamilton, Chairnan of the House Committee on Foreign Affairs, recently
wid. "NAFTA is also the most effective, least intrusive step the U.S. can take to promote
democratic political change in Mexico. Mexico's political leadership has been divided over
economic reform. But NAFTA's approval is likely to tip the Mexican balance permanently toward
the reformers. Economic growth and exposure to U.S. society will encourage the development of
a suong middle-clas political culture in Mexico."

In summary, as you try to cut through all the rhetoric, facts and figures, I believe what
you are deciding is how effectively the U.S. will participate in the economic growth of Canada,
Mexico and the rest of Central and South America and how much of our advantage you want to
cede to our world coapetitor

Yes, there will be changes resulting from this agreement. But they will be small
compared with what has been happening in industry in the last 10 years and what will continue to
happen in the next 10 years as America works to improve its competitiveness. The sooner we
embrace this change, the more gradual and less cataclysmic the effort when the change takes place.

We can't hide from it.

Thank you for giving me this opportunity to tell you- why the NAFTA is important to
our country and why it deserve your strong support.
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PREPARED STATEMENT OF MICHAEL KANTOR

THE ADMINISTRATION'S CASE FOR NAFTA

Mr. Chairman, members of the Committee, I am pleased to appear before you
today, along with Secretary of State Warren Christopher and Secretary of the Treas-
ury Lloyd Bentsen to set forth the Clinton Administration's case for the North
American Free Trade Agreement with the recently negotiated supplemental agree-
ments. Yesterday, Labor Secretary Robert Reich and EPA Administrator Carol
Browner, and I appeared before the House Ways and Means Committee. These two
days of hearings will leave no doubt why the approval of NAFTA is strongly in the
national interest.

NAFTA AND THE ADMINISTRATION'S ECONOMIC STRATEGY

Against a background of intense debate, a mountain of misinformation, and con-
siderable hyperbole, it is important to remember NAFTA really does a very simple
thing. It eliminates over time tariffs and non-tariff barriers among the United
States, Mexico and Canada, creating the world's largest market: 370 million people
and $6.5 trillion of production.

That vast new market makes us more competitive against Europe and Japan and
will result in the creation of new jobs. And it is a vital element of the President's
overall economic strategy .

President Clinton andthis Administration are committed to building the strong-
est, most productive, most competitive economy in the world. By doing so, we will
expand high wage and high skill job opportunities for United States workers and
for their children who will be entering the work force.

We are finally facing the fact that our economy, as well as the global economy,
is changing.

As all of you are all too aware, over the last twenty years, real wages and job
opportunities for unskilled workers in manufacturing have declined. But at the
same time, technological advances have made American workers more productive.
Technology has revolutionized the world, as well. Our economy is no longer self-con-
tained. We compete in a global economy, where capital and technology are mobile.
These trends are here to stay. The question is not whether we adapt to them, but
how.

Our economic strategy started with the President's economic package: putting our
economic house in order by attacking the budget deficit, increasing public and pri-
vate investment, and undoing some of the unfairness in the tax code by making
upper income taxpayers pay their fair share of the burden. We are beginning to see
the benefits of Congress's approval of the package last month: interest rates at a
thirty year low, job creation and a growing economy.

Our drive for health care reform is fundamentally motivated by the desire to se-
cure for every American access to the health care that they and their families need.
But the soaring cost of health care also makes our strongest corporations uncompeti-
tive and threatens the existence of many small businesses. Similarly, our initiative
to reinvent government is intended to make government more effective and acces-
sible, but it will also reduce the size and cost of government, freeing up resources
that can be used for productive investment.

These initiatives-along with welfare reform, changes in education, worker train-
ing, investing in technology-all work in pursuit of the same objective: to build a
more productive and competitive economy.

Our trade policy, including NAFTA, is an essential part of that strategy. Since
we are producing more with fewer workers, opening up new markets is the key to
new job creation and economic growth. Closing ourselves off from the world does
nothing to improve our competitiveness and only deprives us of new economic oppor-
tunities. As Pres dent Clinton has said, we must compete, not retreat behind our
borders.

This is, of course, precisely what our competitors are doing. The European Com-
munity is expanding trade with Eastern Europe and the countries of the former So-
viet Union. Japan is searching out new opportunities in China, Malaysia, Indonesia
and the rest of Asia.

In this intensely competitive global economy, NAFTA presents an opportunity to
compete freely in a vast new market: 90 million people in Mexico, in a fast growing
area, hungry for U.S. goods. It is also a step to an even larger market-400 million
people throughout Central and South America and the Caribbean.

The United States seeks to open markets everywhere and trade and compete
worldwide. We have nearly $200 billion each year in two-way trade with the EC;
through APEC, we seek expanded trade with the rapidly growing nations of Asia.
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Japan is a major market for U.S. products, despite the major and persistent barriers
that we are committed to breaking down. Completing the Uruguay Round-taking
down tariff and non-tariff barriers worldwide, and writing new rules for the inter-
national trading system-remains a top priority for us.

But it is no accident that Canada is our number one trading partner, despite hav-
ing a population of only 27 million, and MExico has become our third leading trading
partner, despite its historic policy of maintaining a closed economy. Shared borders
and geographical proximity do matter, even in this globalized economy.

And we have a natural advantage, and a great opportunity, to expand trade and
investment with Mexico, and then with the rest of Central and Latin America and
the Caribbean. Many of those countries have chosen, in recent years, to cast off the
controls on their economies and the shackles on their political systems. They took
these steps at the urging of the United States.

Tariffs have fallen and non-tariff barriers have been reduced. Since 1989, U.S. ex-
ports to Latin America and the Caribbean increased over 50 percent and are grow-
ing at over twice the rate of U.S. exports to the rest of the world, making this region
our second fastest growing market. They have become a growing market for U.S.
products; 43% of Latin American imports come from the United States.

Chile, Venezuela, Argentina and many other nations are intently following the
NAFTA debate. The possibility of NAFTA accession provides an incentive for further
trade and investment liberalization in the region. The decision to reject NAFTA
would have profoundly negative economic and political consequences throughout the
hemisphere.

The companies, farmers and workers of the United States are world-class competi-
tors. We lead the world in everything from airplanes and computers, to wheat and
soybeans. Without fanfare, and with much pain from adjustment, we have returned
to being a world class manufacturer of automobiles and steel. We have regained our
position as the world's leading exporter. But expanding our access to markets and
assuring that the markets of other nations are as open to our goods and services
as ours are to theirs is absolutely critical to our success at creating economic growth
and jobs.

Indeed, one of the reasons this administration supports this agreement so strongly
is that we have heard from U.S. workers and businesses so many positive stories
of how they are benefiting fvom trade with Mexico and expect to expand those op-
portunities with NAFTA.

Recently I visited the Atlanta Saw Company, a small, 80 percent employee-owned
company that employs 240 people making high quality saw blades. In 1975, Atlanta
Saw entered into a joint venture to manufacture in Mexico as the only means of
accessing that market due to the existence of a 40% tariff on their products. As tar-
iffs have dropped over the past few years, Atlanta Saw's exports to Mexico have in-
creased sixfold. More importantly, with the NAFTA, the company intends to close
down its joint venture and concentrate all its production in Atlanta, which will cre-
ate jobs for Atlanta.

Or consider Quaker Fabric Corporation, located in Fall River, Massachusetts,
which manufactures upholstery fabric for the furniture industry. Over the last two
years, Quaker's Mexican export operation has created 125 new jobs in Fall River.
The NAFTA will eliminate the 15% duty that Quaker is currently paying which will
make the company even more competitive in that market.

These are just a couple of examples of what businesses and workers experience
now when trying to trade with Mexico: excitement with the great opportunities in
a huge, fast-growing market of 90 million people that is hungry for U.S. goods; and
the frustration that comes from having those opportunities limited with high tariffs
and non-tariff barriers.

In the new global economy, there are challenges and risks, as well as great oppor-
tunities. I am confident that American workers are up to that challenge-and will
reap the benefits. One reason I am so confident is that we are not going into
NAFTA blindly. We do not have to speculate about the results from this change;
we have gone through a seven year trial run.

JOB GROWTH AND TRADE WITH MEXICO

Starting in 1986, Mexico, recognizing that its economic policies had been disas-
trous, began to lower trade and investment barriers. The results have been dramatic
for the United States:

* From 1987 to 1992. we transformed a $5.7 billion trade deficit with Mexico into
a 55.4 billion trade surplus.
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* U.S. exports to Mexico increased from $12.4 billion in 1986 to $40.6 billion in
1992, with increases coming across the board from computers to services to agri-
culture.

* Mexico has become our third leading export market, and our second leading
market for manufactured exports ($34.5 billion) and our third largest market
for agricultural products ($3.7 billion).

* 84% of this growth in exports has been exports for Mexican consumption.
* 400,000 U.S. jobs related to exports to Mexico were created.

The success of the past seven years has occurred even though Mexican trade bar-
riers--tariff and non-tariff-remain far higher than ours. Bringing down the re-
maining barriers, which is what NAF TA does, will ensure continued growth of U.S.
exports to Mexico, which have been such a bright spot in our economic picture for
the past seven years.

Virtually every responsible study-and there have been over two dozen---con-
cludes that NAFTA will produce a net gain in jobs or an increase in real wages in
the United States. The consensus is that with NAFTA, an additional 200,000 jobs
related to exports will be created in the U.S. by 1995. While the studies acknowl-
edge that there will be some jobs lost in certain sectors, they agree that the jobs
lost will be a relatively small number compared to the jobs that are lost in the Unit-
ed States overall because of defense conversion, corporate downsizing, and techno-
logical change. This is true because Mexico's economy is only one-twentieth the size
of ours and our tariff and non-tariff barriers are already low.

On September 1, 284 economists, including 12 of the living American Nobel laure-
ate economists, wrote to the President saying:

While we may not agree on the precise employment impact of NAFTA, we
do concur that the agreement will be a net positive for the United States,
both in terms of employment creation and overall economic growth. Specifi-
cally, the assertions that NAFTA will spur an exodus of U.S. jobs to Mexico
are without basis. Mexican trade has resulted in net job creation in the
U.S. in the past, and there is no evidence that this trend will not continue
when NAFTA is enacted. Moreover, beyond employment gains an open
trade relationship directly benefits all consumers.

Despite the overwhelming evidence, some have argued that 5.9 million U.S. jobs
are "at risk" if NAFTA is adopted. They got that number simply by calculating the
number of U.S. jobs in industries where wages account for more than 20% of the
value of output. It includes high wage, high skill sectors such as sonar equipment,
aerospace, medical equipment and telecommunications where credible studies agree
that there will be a future job gain due to NAFTA. It also includes non-traded sec-
tors, such as bakers, which do not compete with Mexico at all.

We believe the critics are looking at the future through a rear view mirror. To
the extent that there has been job loss to Mexico, it is precisely because of trade
distortions in the current trade relationship with Mexico, which we seek to change
through NAFTA.

NAMIA AND THE STATUS QUO

The status quo in our trade relationship with Mexico is, quite simply, unaccept-
able. NAFTA will level the playing field for U.S. workers. It makes the rules fair
and ends an unbalanced trading relationship that has existed between the United
States and Mexico that has worked to disadvantage U.S. companies and workers
producing in the United States.

Historically, Mexico has been a closed, state-controlled economy. To shield its in-
dustry and agriculture from competition, it relied on tariffs as high as 100% and
a full range of non-tariff barriers, including domestic content requirements, restric-
tions on investment, performance requirements to keep out exports, and import li-
censing requirements. The result was that Mexico was largely closed to imports. Its
economy was characterized by inefficient, protected producers, which contributed to
widespread poverty and did not serve the interests of Mexico's people.

Perhaps the closed Mexican economy reflected the historical Mexican mistrust of,
and antagonism toward, the United States. For whatever reason, Mexico remained
largely closed to U.S. business until U.S. and Mexican law combined to produce the
maquiladora program. But this program hardly resulted in an open Mexican mar-
ket.

The )maquiladora program resulted in trade preferences and incentives for compa-
nies to locate assembly plants in Mexico to produce for the U.S. market. It gave
products assembled in Mexico these preferences while at the same time maintaining
all of Mexico's trade and investment barriers. In fact, these maquiladora plants
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were not allowed to sell in the Mexican market. The program thus created an artifi-
cial "export platform" in Mexico, with products assembled in maquiladora plants
being required to be exported to the U.S. By 1992, there were over 2,000
maquiladora factories operating in Mexico, the overwhelming number of which were
established by U.S. and Mexican corporations, employing more than 400,000 Mexi-
can workers.

In addition, Mexican import protection and rules requiring firms selling in the
Mexican market to locate in Mexico made it difficult if n#t impossible for firms pro-
ducing in the U.S. to sell into Mexico. Non-tariff barriers--licensing, citizenship re-
quirements, and a host of other regulations were especially hard on small busi-
nesses in the U.S., which do not have the resources to navigate through the bureau-
cratic maze in Mexico.

The result of the maquiladora program and Mexican protection has been to distort
U.S.-Mexican trade, limiting exports from the U.S. to Mexico and exaggerating ex-
ports from M.xico to the U.S. NAFTA transforms the situation by opening Mexico's
market and eliminating the distortions created by the maquiladora program. Under
NAFTA, Mexico eliminates its import protection and the maquiladora program is
also effectively eliminated, permitting firms to sell in the Mexican market without
restriction.

Much of the opposition to NAFTA reflects justifiable concern about the policies of
the past that have disadvantaged U.S. workers. Despite Mexican progress in volun-
tarily opening markets, Mexican tariffs remain, on the average, 2.5 times higher
than ours. By contrast, over 50% of our imports from Mexico already enter duty-
free. Our average tariff on imports is only 4%.

Mexico currently has no obligation to continue recent market-opening moves on
which thousands of U.S. jobs already depend. NAFTA will not only lock in current
access but expand that access.

NAFTA will require relatively little change on our part--while requiring Mexico
to sweep away decades of protectionism and over regulation. NAFTA will eliminate
especially burdensome tariffs and non-tariff barriers in a number of key sectors
where the U.S. is competitive vis-a-vis Mexico, such as autos and agriculture.

NAFTA lets U.S. workers compete on a level playing field with fair rules. And
we are confident, in those circumstances, U.S. workers will succeed.

MAJOR FEATURES AND BENEFITS OF NAFTA

Reduction of Mexican Tariffs: Under NAFTA, half of all U.S. exports to Mexico
become eligible for zero Mexican tariffs when NAFTA takes effect on January 1,
1994. Those exports which will be tariff-free include some of our most competitive
products, such as semiconductors and computers, machine tools, aerospace equip-
ment, telecommunications equipment, electronic equipment, and medical devices.
Within the first five years after NAFTA's implementation, two-thirds of U.S. indus-
trial exports will enter Mexico duty-free. That makes U.S. products more competi-
tive.

Looking at the reduction in Mexican tariffs required by NAFTA, the major compa-
nies of the computer industry, including Apple, Hewlett-Packard, Sun Microsystems,
IBM, and Compaq wrote on June 11:

One of the concerns often expressed about the NAFTA is that it will re-
sult in production and jobs moving from the United States to Mexico. For
the computer industry, just the opposite is true. Today, U.S. tariffs on com-
puter and computer parts are 3.9% and 0%. Mexican tariffs on the same
products range from 10-20%. The NAFTA will reduce those Mexican tariffs
and make it more economic and efficient to serve the Mexican market
through exports from the U.S.

The NAFTA will also foster Mexican economic development in a way that
will increase the ability of Mexican business and consumers to purchase our
products. With the sharply reduced Mexican tariff structure, the NAFTA
means increased opportunity, increased U.S. production and an increase in
U.S. jobs.

Removing Mexican non-tariff barriers. NAFTA reduces or eliminates numerous
Mexican non-tariff barriers which today require U.S. companies to invest in Mexico
or manufacture in Mexico in order to supply the Mexican market. For example,
NAFTA will eliminate the requirements that force U.S. companies to purchase
Mexican goods instead of U.S.-made equipment and components. Moreover, NAFTA
abolishes the requirements that force our companies to export their production, usu-
ally to the United States, instead of selling directly into the Mexican market. Re-
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quirements that make U.S. companies produce in Mexico in order to sell there will
also be phased out.

Opening up Trade in Services. NAFTA will open new markets for the delivery of
U.S. services to Mexico and Canada, where service companies are already large and
growing. NAFTA will allow U.S. service firms to provide their services directly from
the United States on a non-discriminatory basis, with any exceptions clearly spelled
out. Furthermore, U.S. service companies will benefit from the right to establish,
if they so choose, in Mexico or Canada. NAFTA opens the Mexican market to U.S.
bus and trucking firms, financial service providers, and insurance and enhanced
telecommunications companies, among others.

Protecting U.S. copyrights, patents, and trademarks. NAFTA will ensure a high
level of protection under Mexican law for U.S. owners of patents, copyrights trade-
marks, trade secrets, and integrated circuits, including strong safeguards for com-

uter programs, pharmaceutical inventions and sound recordings. NAFTA obligates
oth Mexico and Canada to enforce intellectual property rights against infringe-

ment, both internally and at the border. By protecting intellectual property rights,
NAFTA will increase trade and diminish losses from counterfeiting and piracy.

U.S. motion pictures, music and sound recordings, software, book publishing and
other creative industries lead the world, and are crucial to the high-wage economy
that we intend to build. The copyright industries are one of the largest and fastest
growing segments of the U.S. economy, employing 5% of the U.S. work force, and
exporting, by a conservative estimate, $34 billion in 1990. Eric Smith, Executive Di-
rector and General Counsel of the International Intellectual Property Alliance re-
cently wrote:

We expect growth of this magnitude to continue-aided not insignificantly
by the opening of new foreign markets previously closed or limited (as a
practical matter) due to piracy. Mexico is one of these markets and piracy
is also very high throughout Latin America.
In short, NAFTA will be a key engine of growth in our industry.

The Benefit to Small Business. I have noted the statements of several sectors cit-
ing the benefits which will result from NAFTA; that sentiment is widely held in the
business community, by businesses large and small. Indeed, small businesses stand
to be among the major beneficiaries of NAFTA. Small businesses are not well-
equipped to employ attorneys and other professionals to wrestle with the tariff and
licensing requirements which presently block the way to the Mexican market. With
tariffs reduced or eliminated, and non-tariff barriers coming down, U.S. small busi-
ness, which makes up a growing share of U.S. exports, will be able to sell into the
Mexican market.

Winners from NAFTA. We expect that our exports of a broad range of products
and services will significantly increase well beyond levels that were expected with-
out the agreement. Among them are:

-Telecommunications: NAFTA will eliminate duties on 80% of U.S. exports im-
mediately, and virtually all will be duty-free within five years. Mexico is our
second largest market, and plans to spend $13 billion over the next decade to
modernize its telecommunications system.

-Autos and auto parts: access to the Mexican auto market is severely restricted
by its Auto Decree. This will be phased out under the NAFTA, and tariff reduc-
tions begun immediately. With NAFTA, Mexican tariffs will immediately be re-
moved on light trucks and cut in half on passenger cars. Within 5 years, duties
on three-quarters of U.S. parts exports to Mexico will be eliminated.The benefits
of removing non-tariff barriers will be substantial for the auto industry. A maze
of Mexican restrictions prevent the export of autos from the U.S. For instance,
today there is a "trade balancing requirement" that permits a company to ex-
port an automobile into Mexico, only if it exports the dollar equivalent of two
out of Mexico. NAFTA changes that trade balancing requirement immediately,
making the ratio .8 to 1 instead of 2 to 1. This is further reduced in stages and
completely eliminated in 2004. Local content requirements will be eliminated as
well.
Today, the Big Three auto companies export only 1000 cars annually into Mex-
ico. The Big Three believe they will be able to export 60,000 automobiles to
Mexico in the first year that NAFTA takes effect.

-Wood and paper products: for the last five years, over 60 percent of the growth
in the U.S. pulp and paper industry was due to expanded exports. The U.S. is
well-endowed with the resources that have made it the largest and most mod-
ern producer in the world; Mexico, on the other hand, lacks the resources to
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sup port a large domestic industry. Wages in this sector are among the highest
in the U.S.

-Financial services: U.S. banks and securities firms will be permitted to establish
wholly-owned subsidiaries and engage in the same operations as Mexican firms.

-Insurance: U.S. firms will obtain the right to establish or acquire firms in the $3.5
billion dollars Mexican insurance market.

-Agricultural products: overall, agricultural exports are expected to be $2.0 to $2.5
billion higher per year due to the NAFTA. Wheat and soybean exports will grow
by 20 percent, corn by 60 percent. Pork and hog exports will double, beef more
than triple above 1991 levels. Other sectors benefitting include processed foods-
Mexican imports grew 27 percent in 1992, with substantial growth in rocessed
meats, poultry, beverages and oils. Mexico has the world's second highest
percapita consumption of soft drinks.

NAFTA will also create winners in some surprising areas:

-Steel: The United States has a growing steel trade surplus with Mexico; with the
1992 surplus of $655 million four times the 1989 level. During the same period,
steel mill exports have tripled to 1.3 million tons.

-Dairy: Mexico is the world's largest importer of milk powder, U.S. exports are ex-
pected to increase by 50 percent, with a 15 percent increase for other dairy ex-
ports.

-Textiles and Apparel: United States exports to Mexico of textiles and apparel have
increased 25 percent each year since 1986, and by 63 percent from 1990 to 1992.
Exports now total $1.5 billion. While some exports are assembled for re-ship-
ment to the United States, a larger amount are consumed in Mexico; in 1992
we had a surplus in textiles and apparel trade of $81 million.

Change and new competition will be challenging for some. For the most sensitive
sectors, NAFTA provides an extended transition period to allow manufacturers and
workers sufficient time to meet new competitive challenges. Products with the long-
est phase-out periods include household glassware, ceramic tile, most rubber foot-
wear, canned tuna and brooms made from broomcorn.

THE SUPPLEMENTAL AGREEMENTS ON LABOR AND THE ENVIRONMENT

President Clinton endorsed NAFTA last October during the campaign in a speech
at North Carolina State University, but he also set out a series of principles which
he wanted to see incorporated into supplemental agreements and related initiatives.

He made a promise to the American people which he has today kept: that he
would make sure economic growth with Mexico did not come at the expense of the
environment or workers rights, and that we would be protected from the possibility
of import surges.

This morning, President Clinton, Prime Minister Campbell, and President Salinas
signed historic agreements on environmental and labor cooperation. In addition,
Mexican Trade Secretary Jaime Serra, Canadian Minister of International Trade
Tom Hockin and I have concluded the negotiation of an understanding on import

T ese Agreements are ground-breaking. The fundamental objectives of the labor

and environment agreements are to work cooperatively to improve conditions for
labor and the environment throughout North America and to improve national en-
forcement of national laws relating to labor and the environment. They commit all
three nations to fair, open and equitable administrative and ju.icial processes for
the enforcement of environmental and labor laws. - oe

Each establishes a Commission, headed by a cabinet-level rep,'ntative of each
government, which will make sure that the concerns of labor atd of the environ-
ment have no less attention than that accorded in NAFTA to trade issues.

The Commissions will provide the first trinational forum for addressing environ-
mental and labor problems facing this continent. For example, the environmental
commissions can look at the spectrum of environmental issues from migratory and
endangered species to transboundary pollution, to advising the NAFTA Commission
on disputes on health restrictions. The labor commission will work on matters from
worker safety, to worker rights, to improved protection against child labor abuses
and improving competitiveness and productivity.

The Cabinet officials will carry out their new responsibilities with the support of
a secretariat, and the Commissions will be able to draw on private expertise as well.
The environmental secretariat will be centrally located; the labor secretariat will
consist of national sections in each country.

To encourage improved enforcement, each of the agreements provides a means by
which there can be an independent, objective evaluation and report on the effective-
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ness of national enforcement of national laws in the environmental and labor areas:
by the secretariat (in the case of the environmental agreement) and by an Evalua-
tion Committees of Experts (in the labor agreement).

The agreements also provide for dispute settlement in the event of a persistent
pattern of failure to effectively enforce national laws. Where consultations fail to re-
solve such disputes, a neutral panel of independent experts would be established by
a two-thirds vote of the parties. Ultimately, if a panel found that there was such
a persistent pattern, and if a party failed to remedy the matter, then there could
be fines and trade sanctions. Canada has agreed, in lieu of trade sanctions, to make
assessments and other panel-ordered remedies fully enforceable by the Commission
in Canadian courts.

The Import Surge Agreement will complement the NAFTA by improving the effec-
tiveness of safeguard provisions that allow action against imports that might cause
or threaten serious injury to a domestic industry including the workers of that in-
dustry.

These supplemental agreements strengthen NAFTA, and represent an unprece-
dented commitment to cooperate on these issues in connection with a trade agree-
ment.

BORDER CLEANUP EFFORTS

When the President announced his conditional support for the NAFTA in Raleigh
last October, he also raised the problem of pollution along our southern border and
made a commitment to address the issue. The NAFTA did not cause these problems,
but it does provide an occasion to address them.

Although negotiators have not yet begun work on the language of a text, we have
reached a basic agreement with Mexico on a new institutional structure to promote
effective coordination of border infrastructure projects. A hallmark of the institution
will be a transparent process which incorporates the views of local residents and
non-government organizations. Initially, the institution will focus on projects ad-
dressing the serious waste water treatment and water pollution problems along the
border. The institution will provide assistance on both the technical and financial
aspects of the projects.

The institution will work to mobilize multiple sources of financing, depending on
the nature of the individual project, although it will not itself offer bonds initially.
To the extent possible it will turn first to the private sector, and then as necessary
to direct government support (loans, grants or guarantees at the federal, state and
local level), and a border environ mental financing facility.

The Administration's proposal for improving the border environment would mobi-
lize around $8 billion over the next decade from the following sources:

* $2 billion from resources currently available for the border states (e.g., state
and federal grants for the colonial, EPA state revolving funds, and tax exempt
bond issues;

* $4 billion generated by a new joint financing mechanism that, with equal con-
tributions from the U.S. and Mexico, will be able to leverage participation from
the private sector to finance pressing water quality projects that directly benefit
the United States. and;

* $2 billion in proposed financing for Mexico from the World Bank and the Inter-
American Development Bank that would complement the Administration's new
approach.

The new joint financing mechanism will be under the auspices of the Border Envi-
ronment Administration, a new institution that will be structured to improve the
participation of the local communities along the border. Of the $4 billion, 50 percent
will be financed through grants from both the U.S. and Mexico and 50 percent
through debt. User fees will be used to finance the operations and maintenance
costs as well as, where possible, debt service. A new facility, the Border Environ-
ment Financing Facility will be the principal source of debt financing. It will be cap-
italized to support $2 billion in lending or guarantees to the Government of Mexico
or the private sector. The U.S. share of this capitalization is expected to be $225
million over 4 years. EPA will be responsible for the grant financing for the U.S.
contribution to the projects, up to 50 percent of the grant or $700 million over the
next decade. This amount will come from existing resources allocated to the border
region. (EPA may also seek authority to provide partial guarantees to projects. if
needed.)
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WORKER ADJUSTMENT AND RETRAINING

Although virtually every study shows NAFTA will produce a net gain in employ-
ment in the United States, there will be some workers who lose their jobs as a re-
sult of NAFTA. The Administration is fully committed to a new comprehensive,
worker adjustment program that will seek to ensure that no job loser will face
unaided the challenge of adapting to economic change, whatever its cause.

The program will make available and provide funding for a wide range of effective
re-employment services to all dislocated workers, whether the cause of dislocation
is defense downsizing, technology, trade, or any other source of economic turbulence.
The re-employment services to be offered include job search assistance, quality
training, and income support. The Administration will soon introduce legislation to
authorize this new comprehensive program and will seek Congressional approval
this year.

FUNDING REQUIREMENTS FOR NAFTA

The Administration recognizes that implementing NAFTA will have costs for the
federal government. The reduced tariff revenue, as required under the Budget En-
forcement Act, must be offset. Under the Administration's proposal to create a Bor-
der Environmental Administration (BEA), one of its financing mechanisms (the Bor-
der Environmental Financing Facility) will also require contributions from the Unit-
ed States, although it will rely primarily on private sector funding. Funding will
also be required to assure benefits to workers who lose their jobs as a result of
NAFTA. The labor and environment commissions will require modest funding for
staffing and operations.

The Administration believes that the implementation of NAFTA will expand the
U.S. economy (i.e., increase income) over time, bringing in additional revenues
through existing taxes. Using current economic studies of NAFTA's effect on the
U.S. economy, addition.-I federal revenues in the near term could average $6 billion.
Under the Budget Enforcement Act, however, only the direct effects of legislation
(i.e., the loss of revenues through reduction in tariffs) on the federal budget are con-
sidered. The reduction in revenues will be, on average $500 million a year. As part
of the cooperative process of developing the legislation to implement NAFTA, the
Administration will consult with the Congress over the next few weeks to develop
appropriate measures for ensuring that this minimal loss of revenue will not in-
crease the U.S. budget deficit.

RESPONDING TO THE OPPOSITION

NAFTA was negotiated by a Republican President and endorsed, and strength-
ened, by his Democratic successor. More than 40 of the nation's governors-Repub-
lican and Democratic support NAFTA, and they are the government officials with
the most direct responsibility for economic development. Virtually everyone involved
in business, large and small, across the board, supports NAFTA. Yet it is no secret
that NAFTA is bitterly controversial; that the opponents are well-organized and
strongly committed; and that their arguments have been resonating with people
across the country.

NAFTA comes along at a time of great economic insecurity in this country. Bill
Clinton became President because he had a plan to address weaknesses in our econ-
omy, reflecting 20 years in which we followed misguided economic policies and ne-
glected the foundation of our economic strength. Jobs have been lost; our manufac-
turing base did go through a period of serious erosion the fact that many companies
did move offshore lends a touch of vivid reality to the frightening arguments of the
opponents. But many of the opponents have been playing fast and loose with the
facts, dealing with a complex issue through a combination of inaccuracies, mislead-
ing statements, and outright falsehoods. It is time to puncture the myths that oppo-
nents of NAFTA are trafficking in. I have already tried to dispel some misinforma-
tion today, but I wanted to cover a few other areas.

1. U.S. workers can compete successfully with workers from low wage countries, and
they do

The premise of NAFTA's opponents is that U.S. workers cannot compete with low
wage countries like Mexico. In fact, Mexican wages are not as low as critics indicate
and have risen substantially since 1989. Wages for manufacturing jobs in Mexico
have more than doubled in dollar terms since 1987. Furthermore, the numbers used
by critics don't always indicate the level of benefits Mexican workers received be-
yond wages.

But more importantly, wages are only one factor in competing. We compete based
on the productivity and the skills of our workers. the excellence of our products and
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services, and the strength of our transportation and communications system. That
is the formula for success that Germany and Japan have followed, and that is the
natural path for our country. To illustrate just how those factors come together to
determine competitive success: despite the wage differential, it actually costs less
to sell in the United States an automobile built in Michigan than -an automobile
built in Mexico.

It was certainly hard for U.S. workers to compete when Mexico's markets were
largely closed to our products, as they were prior to 1986. But since Mexico began
opening its markets, the U.S. trade surplus with Mexico, the dramatic increase in
exports, and the 400,000 jobs created as a result of exports to Mexico, demonstrate
just how well we can compete.
2. The U.S. derives great benefits from breaking down the barriers to the Mexican

market
The opponents also argue that we have little to gain from access to the Mexican

market, since Mexico is a poor country. Nothing could be further from the truth.
Mexico is one of the fastest growing economies in the world. It has already become
our third largest export market. Mexicans are great purchasers of U.S. products;
70% of all Mexican imports come from the United States. Each Mexican on the aver-
age purchased more than $450 worth of U.S. made products. By contrast, the aver-
age Japanese spent $385 on U.S. products, despite the fact that Japanese incomes
average five times as much as average Mexican incomes. As Mexico becomes a
wealthier nation, under NAFTA, their imports from us will only rise. Mexico is pro-
jected, for instance, to be the fastest growing major market for automobiles, at just
the time when the U.S. auto industry has dramatically cut costs and lifted quality.

Moreover, we should understand the likely nature of Mexico's growth in the com-
ing years. Driven by the determination to move from the third world to the first
world in a decade, Mexico plans to spend billions of dollars to build the infrastruc-
ture of a modern state. It will be investing inroads and highways, ports, major con-
struction, power generating equipment, telecommunications, environmental protec-
tion technology, and countless other projects.

There is nothing theoretical about these possibilities. In 1992, Mexico spent $2.3
billion on telecommunications equipment alone, nearly 50% of which went to U.S.
products. Mexico plans to spend $13 billion by the decade's end on telecommuni-
cations alone.

Today, thanks to the good relations of the past seven years, and the cooperative
work on NAFTA, Mexico looks first to the United States as a likely partner in build-
ing a modern infrastructure. If we pass NAFTA, and build on the positive trading
relationship, we will be ideally positioned to increase exports to Mexico-in all
areas-as Mexico modernizes and becomes a wealthier nation. If we reject it, we can
be sure that Mexico can find other countries as partners in trade and investment,
such as the EC and Japan. It is worth remembering that until recently, Germany
and France were Mexico's preferred providers of telecommunications equipment.
3. NAFTA safeguards the right of the U.S. Government and our states to maintain

and enforce strong environmental, health and safety standards, and NAFTA and
the Supplemental Agreements contain provisions to encourage improved stand-
ards and enforcement throughout North America

Next to arguments about possible job losses, no issue has been more emotional
in the debate than the unfounded charge by opponents that NAFTA undermines the
ability of the U.S. government, and the states, to establish and enforce their envi-
ronmental, health or safety laws and maintain high standards. Opponents repeat-
edly raise the specter of Mexican fruits and vegetables covered with DDT or other
prohibited pesticide residues, and wrongly suggest that we will not be able to stop
their implementation.

The combination of disinformation and playing on people's fears does NAFTA op-
ponents no credit. NAFTA does not require the federal government to lower its envi-
ronmental, health and safety standards. Indeed, NAFTA makes explicit that each
government may establish the levels of protection for human, animal or plant life
or health that the government considers to be appropriate and that any work under
the NAFTA to make standards compatible among the three countries is to be done"without reducing the level of safety or of protection of human, animal or plant life
or health, the environment or consumers." Moreover, under the NAFTA, state and
local laws are free to differ from federal laws, and can be more stringent than those
laws.

Another favorite scare tactic of NAFTA opponents is to claim that NAFTA will
require us (or our states) to adopt international standards. In fact, the NAFTA ex-
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plicitly provides, in Article 713, that a party can maintain measures more stringent
than international standards.

While granting the federal government and the states broad discretion to set their
own environmental, health and safety standards, NAFTA does require governments
to meet certain elementary requirements when applying laws and regulations to
achieve the government's chosen levels of protection in order to safeguard against
blatant trade protectionism in the guise of a health regulation. For example, NAFTA
requires that the sanitary or phytosanitary measure used have a scientific basis and
be based on a risk assessment appropriate to the circumstances. This is a reason-
able requirement. (The term "sanitary or phytosanitary measure" is the technical
term for laws and regulations to protect human, animal or plant life or health from
such risks as plant or animal pests or diseases or from contaminants in food.)

Our trading partners have repeatedly sought to exclude perfectl safe U.S. prod-
ucts from their markets by citing false "health" pretexts. The NAT will help en-
sure that they cannot unfairly exclude U.S. exports. At the same time, the NAFTA
obligations do not threaten U.S. sanitary and phytosanitary measures, since our
regulatory system and that of our states already meet the NAFTA requirements.

consequently, and contrary to the claims of its opponents, NAFTA poses no threat
to such U.S. laws as the Delaney Clause. (Under the Delaney Clause, Congress has
decided that zero tolerance is the acceptable level of risk from carcinogenic resi-
dues.) That is a judgment we are free to make under the NAFTA, which expressly
allows each country to choose the level of risk it will accept in sanitary and
phytosanitary measures.

Far from weakening environmental, health and safety standards, the NAFTA and
the supplemental agreements affirmatively encourage our three countries to im-
prove and enhance protection of health, safety and the environment. The supple-
mental agreement requires the signatories to "ensure that [their] laws and regula-
tions provide for high levels of environmental protection" and to "strive to improve
them, and creates a framework for working cooperatively to harmonize our stand-
ards upwards. It also contain commitments for effective domestic enforcement of en-
vironmental and labor health and safety laws, as well as a dispute settlement sys-
tem, backed ultimately by the possibility of trade sanctions, to expose and remedy
problems of weak enforcement of such laws.

In short, it is clear that we are far better off in the effort to improve protection
of the environment, health and safety with the NAFTA.

4. Rejecting NAFTA will not lead to a "better deal"
Some NAFTA opponents say that we should reject NAFTA and renegotiate a bet-

ter deal. We intend to show that NAFTA is strongly in the national interest. It is
a good trade agreement, and through the supplemental agreements, it breaks new
ground in providing assurances that increased trade with Mexico will be accom-
panied by enhanced environmental protection and improved worker standards and
rising wages. Let's be under no illusions. If we reject NAFTA-an agreement nego-
tiated by a Republican President, and endorsed by a Democratic President-there
will be no further negotiations any time soon.

In the past seven years, the U.S.-Mexico relationship has moved on a path of in-
creasing friendship, cooperation and trust. This h-as been an historic break from a
century most often characterized by mistrust and antagonism. Mexican Presidents
de Ia Madrid and Salinas deserve praise for their willingness to take extraordinary
steps to make the change in attitudes, as well as policies, needed to lift their nation.
Presidents Reagan and Bush deserve great credit for the enlightened U.S. responses
to Mexico. If Congress rejects NAFTA, the U.S.-Mexico relationship will suffer a pro-
found setback, with enormous repercussions throughout the hemisphere.

At bottom, the critics often seem to argue: if this deal is good for the United
States, why does Mexico want it so much? The honest answer has two parts Because
Mexico has an economy only one-twentieth the size of ours, the passage-or rejec-
tion-of NAFTA will have more impact on Mexico than it does on us. But more im-
portantly, this is not a zero sum game. NAFTA can benefit both the United States
and Mexico, and Canada as well.

I have confidence that once the issue is fully debated. Congress will see that
NAFTA is a positive step for the United States. and an historic step for North
America.

CONCLUSION

All Americans agree that we cannot respond to the challenge of a changing world
by drifting, content to accept the result of other nations' trade and economic strate-
gies. We need our own strategy, which builds on our strengths, faces our weak-
nesses, and responds to the challenges and realities around us.
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We would ask the opponents of NAFTA: does walking away from NAFTA seem
like good trade and economic strategy? Can you envision Japan or the EC-if they
were in our position-rejecting a deal like this? Would either of them kick sand in
the face of their third biggest, and fastest growing, trading partner? Would they opt
for the status quo, the unbalanced relationship, where Mexico keeps the tariff and
non-tariff barriers it chooses to keep?

Would they ever be willing, in one unthinking lurch, to throw away the friendship
and progress that have characterized the past seven years, dramatically reversing
the historic pattern of mistrust and antagonism? Would they conclude, as the
NAFTA opponents apparently have, that it would be easier, somehow, to cooperate
with Mexico on the environment, controlling drug traffic, or illegal immigration, if
NAFTA were defeated?

This Administration did not negotiate the NAFTA. Moreover, Bill Clinton as a
presidential candidate was sharply critical of the economic and trade policy of his
predecessors. When confronted with the need to make a decision on NAFTA, he ap-
proached it very skeptically. There were powerful political reasons for opposing it.

But when he studied it, he found that NAFTA-particularly if strenghened by
supplemental agreements-would be strongly in the economic interest of the United
States. It was not a favor that we were doing for Mexico. It would benefit both coun-
tries, and Canada as well; It would not solve all our nation's economic problems,
but it would be an important piece of the economic strategy that we were putting
in place to build the world's most productive and competitive economy.

The Administration has the responsibility of convincing Congress and the country
that NAFTA is in the national economic interest, and we intend to do so. I am con-
fident that by the time Congress votes on NAFTA later this year, the country will
recognize that NAFTA is a vital part of the solution to the economic challenges that
face us.

RESPONSES OF AMBASSADOR KANTOR To QUESTIONS SUBMITTED BY SENATOR ROTH

Question No. 1. The supporters of NAFTA have placed a lot of emphasis on the
growth of state exports to Mexico, all of which focuses on merchandise exports of
manufactured and agricultural products. I have received numerous data on the spe-
cific types of products that are exported from Delaware as demonstration of my
state's strong growth in exports to Mexico, and the assumption is that these exports
are made by workers in the state of Delaware. This is very helpful information, but
I seriously question its accuracy. For example, my office was told that Saudi Arabia
was Delaware's second largest export market last year and that the exports con-
sisted primarily of autos. However, it is my understanding that the cars exported
to Saudi Arabia were mainly cars not produced in the auto plants in Delaware. The
cars may have been exported out of our port which is good for the port's business,
but it doesn't help Delaware auto workers. This makes me wonder how accurate the
rest of my state's export statistics are, particularly with respect to Mexico. What
type of assurances can you provide me on the accuracy of these state export statis-
tics? And what about service export statistics, are they available on a reliable basis?

Answer. The Department of Commerce includes a statistical note with its full re-
port noting the limitations of the data. Briefly, the information is collected from
shippers and tends to overstate exports from ports and understate exports from the
actual site of manufacture or growth.

In the case of the statistics for Delaware's exports to Mexico, two categories,
Chemical Products and Rubber and Plastic Products, account for nearly 90% of 1992
exports and 88% of 1987 exports. Given that Delaware is a manufacturing center
for such goods, the statistics should give a fairly accurate summary of the growth
in exports to Mexico. They tell, of course, a very positive story: chemical exports
grew by 480% and rubber and plastic goods by 389% percent.

Question No. 2. The U.S. auto companies strongly favor NAFTA. They have said
in various fora that they have no plans to shift their U.S. plants to new assembly
facilities in Mexico and that their number one NAFTA goal is to increase U.S. ex-
ports to Mexico. It's been said that U.S. exports of vehicles from the U.S. to Mexico
will grow from 1,000 to 60,000 during the first year of NAFTA. Has the industry
made a formal commitment to you that they will stand by every one of these state-
ments-that they will not relocate facilities to Mexico, at least during the ten-year
transition to free trade?

Answer. USTR has met with the heads of Chrysler, Ford and GM several times
to discuss the NAFTA. They have repeatedly stated that the implementation of the
NAFTA will provide more jobs for U.S. auto workers. In addition, they have stated
is it extremely unlikely that any plants would be relocated to Mexico because of the
NAFTA. Currently, there is significant excess production capacity in the United



216

States. The cost of shutting down these plants and providing severance benefits to
current employees would make such moves prohibitively expensive.

Given the dynamic situation facing the auto industry today, it would be impos-
sible to make a commitment that no U.S. production would ever shift to Mexico, just
as they cannot promise the Government of Mexico that no current production will
move to the United States. Our auto companies have made absolutely clear, how-
ever, their overwhelming expectation that the elimination of the very substantial
trade barriers Mexico now imposes on autos, trucks and auto parts by the NAFTA
will provide more jobs, increase exports and improve the competitiveness and effi-
ciency of the U.S. auto industry beyond what would occur without approval of the
NAFTA.

Question No. 3. When I am back home and meet with the auto workers in my
state, I hear their strong apposition to NAFTA. The workforce at one plant has
shown me information in the recent past which indicated that management reduced
production while a plant in Mexico which builds a similar car had its production
increased. Fortunately, a new model is now being produced at that plant. The other
plant is owned by GM and is slated to be closed in 1995, which will have a very
major impact on my small state. The workforce at that plant has told me more than
once that they believe that NAFTA, or the prospect of NAFTA, is a primary reason
why the plant is closing. How would you convince these workers that NAFTA is in
their interest?

Answer. GM announced its restructuring plans on December 18 1991, noting it
would shut down 6 assembly plants and additional component and power train fa-
cilities over the next 4 years. This occurred well before NAFTA negotiations were
concluded, including a number of key issues regarding the auto and investment pro-
visions. GM has stated NAFTA was not a factor in its decision to restructure, nor
to close the Wilmington assembly plant in particular.

As you know, assemblers currently producing in Mexico are required to balance
the value of their U.S.-made part imports with exports. This has meant that from
time to time in the past, assemblers have reduced domestic U.S. production of mod-
els they are producing in Mexico, in order to supply U.S. inventory with exports
from Mexico, and balance their parts imports. The NAFTA eliminates Mexico's trade
balancing requirement and so removes distortions from assemblers production oper-
ations, to the benefit of U.S. workers.

Question No. 4. During the August recess, I had the opportunity to meet with a
large group p of constituents and the number one issue they wanted to talk about was
NAFTA. They raised several questions, all of which were raised in the context of
why they don't believe NAFTA is a good idea. One of their questions addressed the
specific NAFTA provision which would allow the temporary entry of over 60 cat-
egories of professional workers from Mexico. It is my understanding that although
we have an existing worldwide limit of 65,000 on the temporary entry of such work-
ers, entry which I understand can be renewed on an annual basis, the limit for
Mexican professionals would be lifted completely after the tenth year of the agree-
ment. My question is, how do you justify such a provision to working professionals
in the state of Delaware or other states who work for large companies that are now
experiencing major downsizing, especially in middle management positions, and who
may be in need of temporary jobs themselves?

Answer. The intent of all NAFTA countries is to make temporary entry commit-
ments in a manner that protects the domestic labor force and permanent employ-
ment of persons in these countries. Temporary entry commitments in NAFTA are
designed to admit those persons whose activities are related to trade and invest-
ment. Our business -persons may be admitted into Canada and Mexico on these
same terms. This promotes job creation.

The NAFTA temporary entry commitments will not result in significant displace-
ment of U.S. workers. NAFTA is based on a system that has been in force with Can-
ada for four years under the U.S.-Canada free trade agreement. Admission of Pro-
fessionals from Mexico under NAFTA will be made on the basis of employer attesta-
tions as to the conditions of their employment (e.g., prevailing wages, conditions of
work, etc.) and is subject to a numerical limitation (5,500 annually). The Adminis-
tration published on October 6 regulations that will strengthen employer attestation
requirements pertaining to these admissions by requiring additional substantiating
information. The temporary entry commitments under NAFTA are subject to con-
sultations by a working group that is specifically established to oversee the oper-
ation of the agreement. If problems arise, they will be dealt with.

The annual limit for Mexican professional service providers is 5,500 and remains
in force as long as we have similar arrangements with another country or 10 years,
which ever is shorter. We believe that the transition period provided in the NAFTA
allows time for the Mexican economy to grow so to provide jobs in Mexico for these
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service providers. Furthermore, the transition period also gives the U.S. economy
time to recover from its current slow economic performance.

Question No. 5. I would have liked to have seen Mexico's auto tariffs phased out
more rapidly than under the current text. While they will be reduced in half to 10%
on day one of the agreement they are still very high. What are the chances for accel-
erating the elimination of these tariffs at the first possible opportunity 'under the
acceleration clause of the agreement? I would like to see some focus on this in
NAFTA's implementing bill. Would you support such a provision?

Answer. We remain committed to eliminating Mexican tariff barriers to U.S. goods
as rapidly as possible and intend to make active use of the tariff acceleration provi-
sion of the NAFTA to speed up duty reductions between Mexico and the United
States. A similar procedure under the U.S.-Canada free trade agreement has been
very successful in accelerating reductions of Canadian tariffs on U.S. goods. We
have proposed that NAFTA implementing legislation contain authority for such ac-
celerated tariff cuts.

Question No. 6. Aside from autos, which U.S. industries are currently forced to
manufacture in Mexico in order to sell there by virtue of restrictive trade related
investment laws?

Answer. Autos, trucks and auto parts are the only goods that must currently meet
trade balancing requirements in Mexico. Only manufacturers of autos in Mexico
may import cars, for example, and must export $1.75 for each dollar imported for
the 1994 model year. Mexico only recently eliminated similar "performance require-
ments" for computers and pharmaceuticals. Mexico's high tariffs, quotas licensing
requirements and other trade restrictions prevent U.S. firms in a wide range of
manufacturing and service industries from exporting to the Mexican market. The
NAFTA will eliminate these.

Question No. 7. What specific changes to Buy American laws are necessary to im-
plement the government procurement provisions of the NAFTA?

Answer. Very few changes are necessary to implement Chapter Ten of the
NAFTA. The administration proposes to amend the Trade Agreements Act of 1979
(19 U.S.C. 2511), which currently gives the President the authority to waive the ap-
plication of the Buy America Act (41 U.S.C. 10b) in order to implement U.S. obliga-
tions under the GATT Agreement on Government Procurement. The amendment
would give the President the authority to waive the discriminatory pricing require-
ments of the Buy America Act applied to:

(1) purchases of goods over $25,000 by federal agencies in the United States
from Canadian suppliers. Canadian federal agencies are likewise obligated to
make such opportunities available to U.S. suppliers.

(2) for other procurements by federal government agencies in the three coun-
tries, purchases of goods and services over $50,000 and purchases of construc-
tion services over $6.5 million; and

(3) for federal government-owned enterprises, purchases of goods and services
over $250,000 and purchases of construction services over $8 million.

The administration also proposes amending the Rural Electrification Act of 1938
(7 U.S.C. 93 note) to waive the application of buy national requirements imposed
as conditions of funding by the Rural Electrification Administration.

Question No. 8. Under NAFTA, the U.S. will gain access to much of Mexico's gov-
ernment procurement market and Mexico will have access to a good portion of our
market. What does this mean in terms of potential bidding opportunities in each
other's government procurement market?

Answer. In terms of potential bidding opportunities, Mexican suppliers will gain
access to U.S. Federal procurements that have already been opened to foreign sup-
pliers from a number of countries for some time. Most of the value of covered goods
contracts are already subject to the GATT Government Procurement Code, which
has a threshold of $176,000. In addition, Israeli and Canadian suppliers have had
access to goods contracts between $25,000 and $176,000 through existing free trade
agreements. With respect to these procurements, Mexico is simply added to the list
of designated countries.

Mexico, on the other hand, must open its procurement market for the first time
to foreign supplie.rs. This is a tremendous step forward. Mexican entities will have
to publicize covered procurements, establish minimum bid deadlines, and provide
rights to bid challenge forums, among other things. This market opening will be
particularly valuable with respect to Mexican parastatals operating in sectors (e.g.,
energy) that are privately-owned in the United States. The total Mexican govern-
ment procurement market, according to 1990 Government of Mexico estimates, is
$18.8 billion, of which PEMEX (the state oil company) accounts for $4.8 billion, and
CFE (the state electric utility) accounts for $3.5 billion. Under that NAFTA'S gov-
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ernment procurement provisions, about $9 billion worth of Mexican procurement
will be open to bidding by U.S. contractors.

Question No. 9. The Administration has stated that U.S. jobs related to exports
to Mexico pay 12% more than the average U.S. wage, while U.S. jobs tied to overall
U.S. exports pay 17% more. What accounts for the difference?

Answer. A strong consensus of the economic studies that have looked at the labor
effects of NAFTA have found it will result in increased jobs or increased real
wages--or both. Our experience confirms the findings of these studies. Since Mexico
began to open up its economy and prepare for NAFTA, the number of American
workers producing merchandise exports to Mexico has risen from 274,000 in 1986
to an estimated 700,000 in 1992. With NAFTA, we anticipate 200,000 more export-
related jobs by 1995. Wages of U.S. workers in jobs related to exports to Mexico are
12% higher than the national average.

By way of comparison, consider the following.
" For all industries, the average hourly wage per hour for all U.S. private sector,

non-agricultural employment, is $10.02. For employment supported by merchan-
dise exports to Mexico it is $11.20.

* In manufacturing, the average hourly wage is $10.83; for manufacturing em-
ployment supported by merchandise exports to Mexico it is $11.01.

* In services, the average hourly wage is $9.43. For services employment related
to merchandise exports to Mexico, it is $11.32.

The differences are primarily accounted for by the structure of our exports and
the jobs involved in producing them.

Question No. 10. The poultry industry is very significant in Delaware. Would you
please explain the now trade benefits that our poultry production will gain from
NAFTA. Just how much free trade will there be in North America for poultry and
what negative impact might there be on U.S. poultry producers?

Answer. As you may know, the Secretaries of Agriculture for the states of Dela-
ware, Maryland and Virginia have all announced their support for the NAFTA. An
August 27, 1993 news release by Maryland Governor Schaefer on behalf of the Del-
marva agriculture secretaries, concludes that ". . . By the end of the transition pe-
riod for NAFTA's implementation, revenues for coarse grain are likely to increase
by $400 to $500 million. Poultry products are likely to fare even better, with
some sources estimating a 150 percent jump in sales (emphasis added). The
states of Delaware, Maryland, and Virginia are strong producers in all these areas.
NAFTA will bring significant benefits to their agricultural sectors and to their en-
tire economies. The potential for an expanded Mexican market is good news for the
farmers of the region."

John F. Tarburton, Secretary of Agriculture in Delaware, said in the same release
that "Our three states have substantial apple crops and often limited markets. It
is my understanding that Washington state sold seven million boxes of apples in
Mexico last year. What an exciting new market this is going to be over the next
decade. NAFTA will offer some exciting new opportunities for all of agriculture, Del-
marva included."

NAFTA will eliminate tariff and non-tariff barriers to trade in poultry and poultry
products between Mexico and the United States. Canada elected to maintain its im-
port quotas on poultry and certain other agricultural products covered by Canadian
supply management programs, so Mexico will continue to require licenses for any
imports of Canadian poultry (as well as dairy and egg products). (The maintenance
of those measures will ensure very little trade in poultry, dairy and egg products
between Canada and Mexico.)

The United States supplies almost all of Mexico's poultry imports, which rep-
resented about 9 percent of its total poultry consumption in 1991. Mexico buys
around 100,000 metric tons, or about 16 percent of U.S. poultry exports. Under the
NAFTA, the removal of tariffs and licensing requirements along with expected
growth in Mexican incomes is expected to expand demand for poultry products, es-
pecially for leg quarters and mechanically de-boned meat. As Mexican demand for
poultry and poultry products grows under the NAITA, expected gains for U.S. poul-
try producers may be moderated as the availability of lower-priced U.S. feed grains
helps Mexican poultry growers become more competitive in their home market.

Mexico currently cannot export poultry to the United States because of exot .
Newcastle disease. In that connection, there will be no change in U.S. sanitary/
phytosanitary restrictions under the NAFTA. '

Question No. 11. What is your estimation of the overall costs of the total NAFTA
package and can you give us a breakdown of these costs for each of the component
parts of the package, including worker adjustment?
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Answer.--Offsets for Lower Tariff Revenue. The Budget Enforcement Act of 1990
requires that offsets must be provided for the lower tariff revenue resulting from
the implementation of NAFTA over a five-year time horizon (FY 1994-98). The re-
duction in revenues will be relatively small. During the first five years of NAFTA's
implementation, the revenue loss would average $500 million a year, about 0.4 per-
cent of total revenue available for funding federal government operations. As part
of the cooperative process of framing the legislation to implement NAFTA, the Ad-
ministration is consulting with the Congress to develop appropriate measures for
ensuring that the revenue effects of the NAFTA implementing legislation are offset.

Worker Adjustment Assistance.-It is our hope and expectation that the com-
rehensive reemployment program will be enacted early next year and take effect
uly 1, 1995. In tTe interim period, between the effective date of NAFTA on January

1, 1994 to the be ginning of the new program, the Administration is committed to
ensuring that workers adversely affected by the Agreement be provided early, effec-
tive, and comprehensive adjustment assistance. In order to meet our commitment,
the Administration is considering proposals to provide services through a supple-
mental appropriation to the current adjustment assistance program under Title III
of the Job Training Partnership Act, or alternatively, through an amendment to the
Trade Adjustment Assistance Program.

Under either approach, the Administration will ensure that such assistance incor-
porates the same key components. These include: a quick determination of eligibility
for assistance; the immediate provision of critical rapid response and basic readjust-
ment services that will begin the adjustment process, including the provision of rel-
evant labor market information, counseling, assessment and job search assistance-
and for those who need it, skills training accompanied by income support that will
enable workers to participate in such training.

This array of services foreshadows the approach to adjustment assistance that
will be taken by the comprehensive program. In ensuring that NAFTA-impacted
workers have such services available as soon as the Agreement takes effect, this
transitional program will provide an important down payment on the systemic re-
form that will follow.

Border Environment Activities.-The Administration is negotiating with Mexico on
a proposal to create a new institution, the Border Environment Administration, to
coordinate and oversee the construction of environmental infrastructure projects.
The proposed BEA would mobilize funding from a variety of sources: the private sec-
tor; federal, state and local sources; and a proposed new U.S.-Mexico Border Envi-
ronment Finance Facility (BEFF). The U.S. share of the BEFF capitalization is cur-
rently estimated to be $225 million, or $56 million annually for four years. User fees
will be paid by those benefitting from the new environmental facilities and those
causing pollution, in order to attract and repay private sector debt financing. Be-
cause some grant financing would still be needed to make the projects financially
viable, EPA is expected to provide up to $700 million in grants to these projects over
the next 7-10 years.

In addition to these projects, EPA and other agencies would continue funding to
improve the environment on the U.S. side of the border. One example of this fund-
ing is wastewater grants from EPA and drinking water grants from USDA for the"colonias" (unincorporated, low-income communities along the U.S. border). Funding
for these and other environmental activities is currently included in the President's
FY 1994 request. The majority of this funding has not been secured yet, because
a number of the projects still require Congressional authorization. The BEFF's cap-
italization would not be required until FY 1995.

Commissions created by the side Agreements.-The labor and environment com-
missions established in the side agreements will require small amounts of funding
for annual operating expenses.

Question No. 12. How many government officials, independent trilateral staff and
private sector representatives will be involved in the functioning of the two new tri-
lateral Commissions on the environment and labor?

Answer. At this time it is not possible to give you a precise answer, since some
of the questions regarding staffing and resources remain to be decided among the
three Parties to these agreements; others depend upon decisions to be made by the
U.S. government in cooperation with Congress.

The Secretary of Labor and the Administrator of the Environmental Protection
Agency, as members of the respective governing Councils, are not expected to re-
quire significant new agency resources for the fulfillment of their official responsibil-
ities.

In these times of budgetary constraints, the Secretariats of the respective commis-
sions must be efficient and no larger than necessary to get the job done. The supple-
mental agreement on labor specifically sets the initial number of staff positions in

75-546 - 94 - 8
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the secretariat at fifteen, with any change requiring council approval. Each govern-
ment has the right to determine how its National Administrative Office (NAO) is
staffed, and its powers and functions. We will work with Congress in designing our
NAO. The environmental Secretariat has broader duties and will probably be some-
what larger than laoor's. The environment agreement also calls for a Joint Public
Advisory Committee, with five non-governmental representatives designated by each
Party.

Both agreements also recognize each Party's right to establish its own domestic
sub-federal governmental and nongovernmental advisory committees. We consider
input from the states and the public to be critical to the effective operation of the
Commissions. The Department of Labor and the Environmental Protection Agency
will determine whether advice from states and the public can best be provided,
whether through the creation of new advisory bodies or through existing ones.

Question No. 13. Do the side accords now mean that failure to enforce one's labor
and environmental laws is a de facto unfair trade practice?

Answer. No. The current U.S. legislation dealing with unfair trade practices is
Section 301 of the Trade Act of 1974, as amended, and the labor and environmental
side agreements do not alter the operation of that law. The agreements provide new
and effective mechanisms for us to encourage Canada and Mexico to effectively en-
force their labor and environmental laws. Determinations regarding effective en-
forcement of labor laws under the labor side agreement may complement Section
301, which does include a labor component.

Question No. 14. In your view, what will be the impact of these side accords on
the ongoing Uruguay Round talks and future bilateral trade agreements?

Answer. Congressional approval of the NAFTA and its accompanying side agree-
ments can significantly improve the U.S.'s ability to persuade our trading partners
to address issues of trade and the environment in the Uruguay Round and future
GATT and bilateral trade agreement negotiations. The extent to which specific pro-
visions of the side agreements are relevant to future trade agreements will, how-
ever, depend upon the particulars of those negotiations and the environmental and
labor conditions in the participating countries.

Many of the issues that the NAFTA signatories address in these side agreements
are also currently the subject of multilateral discussions of trade and environment
policy in the GATT, the Organization for Economic Cooperation and Development,
the United Nations Commission on Trade and Development, and the Commission
for Sustainable Developmeihnl- and NAFTA's approval buttresses our efforts to get
other countries to focus on resolving such issues in those fora. Some provisions in
the side agreements are tailored to the unique geographic and economic relationship
we have with our neighbors, Canada and Mexico--e.g., those dealing with
transboundary pollution-and any other countries' accession to these agreements
would need to be negotiated with that in mind. Regardless, we have already notified
Latin American trading partners that environmental policy issues will need to be
dealt with in any new trade agreements we may negotiate with them.

RESPONSES OF AMBASSADOR KANTOR TO QUESTIONS SUBMITrED BY SENATOR
GRAHAM

Question No. 1. The U.S. has maintained over recent years the largest trade sur-
plus with Central America and the Caribbean Basin and that surplus creates hun-
dreds of thousands of jobs in the U.S. There are many Members on this committee,
in Congress, and especially in the Florida delegation, who are concerned that will
have a negative impact on Central America and the Caribbean. Senator Graham
and others have introduced the Caribbean Basin Free Trade Agreements Act (S.
1155) which would grant parity to the central American and Caribbean countries.
Has the Administration made a decision whether to support NAFTA parity?

Answer. Our first priority must be to gain Congressional passage of the NAFTA,
which will greatly expand market opportunities for CBI beneficiaries. NAFTA a
proval will enable the United States to continue the process of hemispheric trade
liberalization.

This Administration supports the Caribbean Basin Initiative (CBI), which has
benefitted both the United States and countries in the Caribbean Basin. The CBI
provides the 24 beneficiaries very open access to our market--excluding textiles/ap-
parel and petroleum (which are not eligible for CBI benefits)-99 percent of the re-
gion's products entered the U.S. duty-frce in 1992.. As we move towards NAFTA implementation, we must be careful to avoid revers-
ing the gains we have made with the CBI. The President has asked USTR to direct
an interagency team to examine the potential impact of the NAFTA on the CBI.
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Until the this report is concluded, the Administration does not plan to take a posi-
tion on NAFTA-parity.

Question No. 2. President Clinton has asked you to provide him with rec-
ommendations on how to minimize NAFTA's negative impact an the Central Amer-
ican and Caribbean region. When do you expect to present those recommendations
to the President and will he make his decision on those recommendations prior to
the Administration completing work on the NAFTA implementing legislation?

Answer. I have asked the interagency group to provide me its report by October
15. After reviewing the report's assessment, we will consult with the Congress, and
I will inform the President of my recommendations for his consideration.

Question No. 3. Besides NAFTA parity, what other alternatives are you consider-
ing to minimize NAFTA's negative impact on the region?

Answer. The interagency group was asked to examine the impact of NAFTA and
to develop appropriate recommendations, which would not necessarily be confined
to NAFTA parity. The policy alternatives we are focusing on would seek to address
legitimate concerns in the region. I am now considering the report's findings with
that in mind.

THE U.S. TRADE REPRESENTATIVE, ExEcuTivE OFFICE OF THE PRESIDENT,
Washington DC, November 16, 1993.

Hon. DANIEL P. MOYNIHAN,
U.S. Senate,
Washington, DC

Dear Mr. Chairman: I recently wrote to you with comments on parts of a Septem-
ber 15th statement by Senator Carl Levin to the Senate Finance Committee on the
NAFTA (copy enclosed). I would like to complete these comments with the enclosed
material concerning Senator Levin's pamphlet entitled, "NAFTA MATH: It Doesn't
Add Up" and his views on administration figures on exports to Mexico, related U.S.
employment and the impact of NAFTA.

Dr. Paul A. London, Acting Under Secretary of Commerce for Economic Affairs
provided written and oral testimony to the Senate Government Affairs Committee
on these subjects on November 10, 1993. My staff was closely consulted in the prep-
aration of Dr. London's testimony. I believe his testimony fully and accurately re-
flects the administration's views on the issues raised by Senator Levin. We firmly
stand behind the Administration's data and estimates.

We also have a number of reservations about the methodology used and conclu-
sions reached in "NAFTA Math: It Doesn't Add Up." Dr. London has summarized
these reservations in his testimony, a copy of which is enclosed with this letter.

I hope this testimony will prove useful to you in assessing the importance of our
current exports to Mexico as well as the potential for NAFTA to enhance further
U.S. exports, jobs and growth.

Sincerely,
MICHAEL KANTOR.

Enclosure.

TESTIMONY OF DR. PAUL A. LONDON, ACTING UNDER SECRETARY OF COMMERCE FOR
ECONOMIC AFFAIRS, BEFORE THE SENATE GOVERNMENTAL AFFAIRS COMMITTEE
HEARING RE: NAFTA JOB CLAIMS: TRUTH IN STATISTICS, NOVEMBER 10, 1993

Mr. Chairman and Members of the Committee. My name is Paul A. London. I am
the acting Under Secretary of Commerce for Economic Affairs.

It is a pleasure to be here today to discuss the data and methodology the Adminis-
tration has used to project job growth from the North American Free Trade Agree-
ment (NAFTA), and the question of investment in Mexico.

Let me say at the beginning that the Administration understands the Commit-
tee's concern about jobs in the United States. We share it. We would not support
this agreement if we did not believe that it was good for American working people.
We support it because we believe that the NAFTA will make this country more com-
petitive in the global economy, where our greatest challenges come from mostly high
wage countries in Asia and Europe.

We recognize, however, that some Senators believe U.S. exports to Mexico-par-
ticularly exports to maquiladoras--cost U.S. jobs. NAFTA, of course, will phase out
the maquiladora system, but the concern remains. This was made clear at hearings
of the Subcommittee on Oversight of this Committee on April 28, 1993, concerning
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U.S. trade data and the ability of the Bureau of the Census to separate out exports
and imports to and from maquiladoras in Mexico.

The Committee's letter of Oct. 27 to Secretary Brown raised three central issues,
which I would like to address. Since the question of export statistics and
maquiladora exports has been a central one for the Committee let me try to deal
with it first. Then I will discuss the methodology used to estimate the number of
jobs dependent on exports to Mexico. And third, I will discuss the investment issue.

The first issue is the degree to which rising exports to Mexico represent exports
of parts to be assembled in that country and reexported to the U.S.

The argument that increasing exports to Mexico may cost jobs is built on a num-
ber of assumptions and "hypotheticals." The most important assumption is that ex-
ports of U.S. components for assembly and reexport to the U.S. are the source of
a large but unspecified share of U.S. exports to Mexico. Another is that if exports
of U.S. components to Mexico did not take place, the components would continue
to be assembled in the U.S. The U.S. assembly operations in other words (1) would
stay open in the United States, and (2) would not move to another third country
such as Singapore, the Dominican Republic, China, or Bangladesh.

Our view of U.S. exports to Mexico is different.
First, we do not believe that maquiladora trade relationships are much of & factor

in the very large increase in U.S. exports to Mexico in the past several years, and
we have some data and calculations that support our view. USITC data for example,
shows that U.S. exports to Mexico have risen by about $25.6 billion since 1987,
while imports of U.S. components from Mexico have risen only about $4.2 billion.

Second, we believe that the real-world alternative to many assembly operations
in Mexico is the movement of such operations-in part or lock, stock and barrel to
Southeast Asia or elsewhere. In these cases, the losses to the U.S. in terms of jobs
would be much greater because the job-creating connections to the U.S. of these
third countries are usually significantly weaker than the Mexican connection. For
example, the U.S. content of products made by U.S. companies in Asia is 20 percent,
while the US. content of products made by U.S. companies in Mexico is 70 percent.

Looking at these issues in order, let me try to deal with the hypothetical case of
the U.S. assembly operation moving to Mexico so that an increase in exports means
fewer U.S. jobs. The limited data we have on this subject suggests that such cases
are not at all typical.

USTR, using data from the ITC that extends a recent GAO analysis through 1992,
estimates that about 78 percent (about $30.9 billion) of U.S. exports to Mexico were
for consumption in Mexico. Reimports of U.S. components from Mexico totalled 21.9
percent ($8.7 billion) of U.S. exports in 1992, a share that has fallen by one third
since 1987.

In other words, as the Mexican economy has grown and opened up, the share of
U.S. exports that even theoretically could meet the hypothetical model has dropped
sharply.

Other Commerce Department data supports this view. It shows that 70 percent
of the sales of majority-owned affiliates of U.S. firms in Mexico were sales in Mexico
not exports to the U.S. Most sales of U.S. affiliates, in other words, are to serve the
expanding Mexican market not the U.S. market.

These numbers set the outside parameters of the "hypothetical" case. Other facts
further limit its relevance. We believe, for example, that many U'S. assembly oper-
ations in Mexico are an alternative to (1) shutting down production in the U.S., or
(2) moving the assembly operations to another developing country and hurting com-
ponent makers as well. In these cases, assembly operations in Mexico save U.S. jobs
so it is perfectly reasonable to see these exports as job-creating.

U.S. firms that would fit the hypothetical are those where the only two alter-
natives are (a) the status quo--assembly in the U.S. with nothing changing, or (b)
a move to Mexico. We do not believe that many firms have such constrained choices.

It is also important to note that maquiladoras, which might include some firms
that fit the hypothetical model, will be phased out under the NAFTA. At the end
of the transition period, plants in the maguiladoras will be able to sell their produc-
tion in Mexico, an option which is very severely limited by current Mexican law.
In addition, other Mexican requirements-for example in the auto and auto parts
area-that plants export as a condition for selling in Mexico will be phased down.

In summary, component exports for re import into the U.S. represent only a mod-
est and diminishing share of U.S. exports to Mexico. Moreover, they almost certainly
work to preserve jobs in this country because the alternative is not likely to be the
status quo, but instead closure or movement to other developing countries with a
lower propensity to "buy American."
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Now let me turn to the second major issue in the letter of October 27. In that
letter you asked how the Administration developed the job growth claims relatingto NAFTA.

The basic data comes for the Commerce Department publication, "U.S Jobs Sup-
ported by Merchandise Exports to Mexico" (Economics and Statistics Administra-
tion; Office of the Chief Economist, OMA Research Series 2-92;. May 1992). That
document reports that the number of U.S. jobs supported by merchandise exports
to Mexico rose from 274,000 in 1986 to 538,000 in 1990.

The methodology used is a calculation of the number of jobs required to produce
and transport the goods that are exported. It is not an alternative scenario ap-
proach, or a forecast approach.

The estimation of the jobs numb.,r uses a methodology in conjunction with the 484
sector input-output model of the U.S. economy developed by the Interindustry Eco-
nomic Research Fund, commonly referred to as INFORUM, at the Department of
Economics at the University of Maryland.

The number of jobs supported by merchandise exports reflects the estimated num-
ber of jobs directly required to produce the exported goods: the jobs required up-
stream in the production process to produce the raw materials, parts, and capital
goods used in the production process; and the number of jobs required downstream
to move the goods to the port of exportation. It does not include the multiplier im-
pacts on other industries of these jobs.

The key assumptions in deriving these estimates are:
(1) Jobs upstream and downstream in the production and distribution process, in-

cluding capital goods requirements, are supported by merchandise exports. (2) Ex-
ports are measured by domestic exports, and exclude exports of foreign merchan-
dise; that is, reexports of foreign goods do not significantly contribute, per dollar of
export, to U.S. jobs. (3) Technology and productivity change occurs annually. (4) Use
of imported inputs lowers the total number of U.S. jobs required to produce exports.
(5) The number of jobs supported in each sector differs significantly across produc-
ing industries, and thus, between output for export versus output for domestic con-
sumption and for capital investment. (6) Full-time-equivalent jobs, as reported by
the Bureau of Economic Analysis, are the most stable uniform basis of measuring
jobs for the purpose of this analysis. (7) Only an insignificant share of U.S. govern-
ment employees are required in the production of U.S. merchandise exports.

The model has several limitations. First, the results of this model are estimates
for a given period. The number of jobs per billion dollars of exports is an average
for that period. In technical terms, these data are not useable for marginal analysis.

USTR took these numbers and extrapolated the jobs figure forward to 1992 based
on (1) the growth in exports to Mexico from 1990 to 1992 and (2) U.S. jobs per bil-
lion dollars of exports as reported in the table below.

TABLE 1

Merchandise U S. Jobs U.S. JobsYear Exports to Mex. Supported U.S J
(millions of by Exports to Mex. of exports

- dollars) (in thousands)

1986 ........................ .. ........... 2,392 274 22,110
198 7 ........................................................................................ 14,582 309 21,19 1
1988 ........................................................................................ 20,628 4 17 20,215
1989 ....................................................................................... 24,982 498 19,934
1990 ........................................................................................ 28,279 538 19,025
199 1 ........................................................................................ 33,276 16 10 1 18,321
1992 4 5711.................................................................................. 40,597 1716 1 1 7,643

I Estimated.

U.S. jobs supported by each billion dollars in exports declines from year to year
both because of price inflation and rising productivity in the sectors producing U.S.
merchandise exports.'

Once the jobs per billion dollars of exports to Mexico were estimated, that figure
was multiplied by the total value of merchandise exports to Mexico to provide an

1The rate of decline in jobs per billion dollars of exports to Mexico was 3.7 percent per annum
between 1983 and 1990, and this rate of decline is assumed to continue out to 1995 in the jobs
attributed to exports" calculation.
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estimate of the total number of U.S. jobs supported by exports to Mexico in 1991
and 1992.2

The estimate that U.S. jobs related to merchandise exports to Mexico could rise
by about 200,000 to as many as 900,000 by 1995 is Similar conclusionbf Gary Clyde
Hufbauer and Jeffrey J. Schott, in their book NAFTA: An Assessment (Institute for
International Economics, 1993). Using the same 1990 base data from the Commerce
Department on exports to Mexico and related U.S. employment reported above,
Hufbauer and Schott argue that U.S. exports, with NAFTA, will continue to grow
to such an extent that 854,000 U.S. jobs will be supported by 1995 (pages 14 to 17).

Since NAFTA negotiations were announced, U.S. exports to Mexico have grown
very rapidly-an average of roughly 20 percent a year from 1990 to 1992. To reach
900,000 jobs by 1995, U.S. exports to Mexico would need to grow by about 12 per-
cent a year over the next 3 years (reaching an estimated $57 billion in 1995 with
jobs per billion dollars declining at a 3.7 percent annual rate to 15,755 in that year).

It is clear from the above mnethodology, that these are gross not net numbers. The
calculation is limited to jobs that will be created by increasing exports to Mexico.

Some see this as a major weakness of the calculations but we do not for several
reasons. First, the U.S. has 8, large trade surplus with Mexico that clearly indicates
net job creation, and is likely to persist. In 1992, the U.S. had exports of over $40
billion to Mexico and an overall surplus of $5.4 billion with that country.

Only eight years ago in 1985, when Mexico was in a severe depression and its
economy tied up in knots, the U.S. had exports of only about $12 billion to Mexico
and a trade deficit of $5.5 bill ion with that country. U.S. workers have gained enor-
mously from Mexican economic growth and the NAFTA positions them to continue
to do so.

In fact, the U.S. has a much bigger surplus in manufacturing with Mexico than
we have overall with that country. This is because we import about $4.3 billion
worth of oil from Mexico. In 1992, the U.S. surplus with Mexico on manufactured
goods was $7.5 billion. In 1993 the U.S. surplus on manufactured goods with Mex-
ico based on eight months of data through August, is likely to still be a out $5.5
billion, despite slower growth in Mexico, some of it no doubt related to NAFTA jit-
ters.

The estimates of job creation also are conservative for another reason. That is be-
cause there is no calculation of the job impacts of increased economic efficiency in
North America as a whole as a result of the NAFTA. That increased efficiency will
allow the U.S., Mexico and Canada to compete on better terms with Japanese, Euro-
pean, and Southeast Asian countries. These countries, many with high wages, are
obviously our most important competitors in the global market place.

Of course, we recognize that as U.S. exports to Mexico have soared and as the
U.S. trade balance with Mexico has gone from deficit to surplus in recent years, im-
ports from Mexico have grown. We do not know, however, how much of this growth
in imports from Mexico displaces imports from other countries. But since U.S. trade
barriers are very low, it is reasonable to assume that many imports from Mexico
would come from elsewhere were they not coming from that country.

We also know that when Mexico is growing rapidly, as we would expect it to do
if NAFTA passes, it is likely to run a significant trade deficit with the United
States. This is Mexico's history. It is the record of most other developing countries.

It is important to note, in this regard, that during the Mexican debt crisis of the
early 1980s when Mexico could not finance substantial imports, U.S. exports to
Mexico fell by 49 percent in two years (from $17.8 billion in 1981 to $9.1 billion in
1983). A repeat of such an occurrence if Mexico is again unable to finance an import
surplus would certainly not be good for the United States or for American workers.

In summary, while the 200,000 jobs number is a rough estimate, increasing U.S.
exports to Mexico are creating additional manufacturing jobs in the U.S. without
doubt, and NAFTA by fostering growth and liberalization in Mexico will create
more.

The final question in your letter is about a possible shift in investment to Mexico.
Much of the argument against the NAFTA is based on concerns that the agreement
will spur large outflows of U.S. investment to Mexico. The fear is that this would
reduce investment and employment in the U.S., and in the long run lead to the
elimination or reversal of the U.S. trade surplus with Mexico. The logic of this argu-
ment breaks down when the facts are examined.

U.S. investment in Mexico is a very small fraction of U.S. investment overseas,
and an even smaller part of overall U.S. investment. Table 2 shows that cumulative
U.S. investment in Mexico was only 2.7 percent of cumulative U.S. overseas invest-

2These figures relate only to jobs supported by U.S. merchandise exports to Mexico, and do
not include jobs related to the exports of services.
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ment in 1992. Table 3 shows that U.S. investment in Mexico on an annual basis
is only a fraction of 1 percent of total U.S. non-residential investment, which was
about $536 billion in 1992.

Some have said that the NAFTA could lead to a doubling of foreign direct invest-
ment in Mexico. 3 Even if this "high-end" projection becomes reality, however, U.S.
investment in Mexico will equal less than 1 percent of overall U.S. non-residential
investment.

U.S. investment in Mexico, although small in absolute and relative terms, should
be seen in relation to what our chief competitors are doing in other areas. Growing
Japanese investments in Southeast Asia and EC investments in Southern and East-
ern Europe do two basic things. They (1) give our competitors advantages in these
growing markets, and (2) enhance their ability to compete with U.S. producers
worldwide.

U.S. investment in Mexico by the same token is important as a way to expand
a growing market for U.S. exports and improve the global competitiveness of the
U.S. To understand this, we need only look at Japan and Europe, our most impor-
tant competitors worldwide.

Table 4 shows that Japanese annual investment in just Thailand and Hong Kong
usually exceeds U.S. investment in Mexico by a significant amount; EC countries
also have been increasing their investments in developing areas, especially those as-
sociated with the Community.

Our high wage industrial competitors invest so much in these developing coun-
tries because they know that this is the way to develop new markets :and improve
their global competitiveness.

It also is important to note that much of the U.S. investment in Mexico already
comes from reinvesting the profits of U.S. subsidiaries in Mexico, not new capital
outflows. From 1989-1992, reinvested earnings were $4.8 billion (68 percent) of the
total $7.1 billion net outflow of U.S. investment to Mexico.4

It is incorrect to assume that an increase in U.S. investment in Mexico will de-
crease investment within the U.S. The expansion of the European Community to in-
clude several developing countries has increased investment in both the advanced
and the less advanced parts of the Community. The globalization of today's capital
markets and NAFTA-related issues that will affect both the demand for and the
supply of capital undercut the argument that increased investment in Mexico has
to mean reduced investment in the U.S.

Investment funds from around the world, not just from the U.S., supply the nec-
essary capital to support investment levels in the U.S. The existence of the NAFTA
will increase the attractiveness of foreign investment in North America. Europeans
and Asians as well as Americans will be more likely to invest in the U.S. because
facilities funded by these investments will have free access to markets in all three
member nations.5 It is no accident that BMW and Mercedes have just elected to
build plants in the U.S. not in Mexico.

Much of the future U.S. invest i ,t in Mexico is likely to be investment diverted
from alternative investment projects in other countries, not U.S. domestic invest-
ment. In part, this will be because investments in Mexico will be more rational and
efficient because firms will not have to invest in Mexico to meet Mexican legal re-
quirements that now sometimes force investments as a condition for selling products
in that country. If it makes economic sense to supply Mexico from new or existing
plants in the U.S. rather than by building a plant in Mexico, NAFTA will make that
possible.

The growth in U.S. exports to Mexico as a result of the NAFTA will spur more
investment within the U.S. Increased Mexican growth and investment will increase
U.S. exports and GDP. Rising sales to Mexico go hand in hand with greater domes-
tic investment in the U.S. because capacity is needed here to supply these exports.
As Mexico moves to build-up its industrial capacity, it usually turns to its largest
trading partner to obtain the necessary capital equipment.6

sThe Joint Economic Committee has conducted a review of economic models of the NAFTA.
It finds that the Economic Strategy Institute is on the extreme end of the spectrum when it
predicts that foreign direct investment in Mexico will double due to the NAFTA.

Bureau of Economic Analysis, U.S. Department of Commerce.
aThis regional attraction has certainly been the case with the EC, where despite the inclusion

of low-wage nations-Spain, Portugal, and Ireland-investment in the high-wage nations has
not suffered.

6 For example, the Deer Park oil refinery in Texas outside Houston, is a U.S.-Mexican joint
venture, which will lead to about $1 billion in sales of U.S. steel and equipment New invest-
ments of this sort in Mexico will create similar demands for U.S. products, and stimulate addi-
tional investments in the U.S. by those who supply this NAFTA-related demand.
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Several economic models surveyed in a CBO report found that the NAFTA's effect
on U.S. GDP is more positive when an increase in the Mexican capital stock is in-
corporated into the analysis. This is because U.S. investment in Mexico leads to
larger U.S. exports of capital and consumer goods, which mean economic expansion
in the U.S. U.S. investment in other regions does not generate nearly the same
amount of U.S. GDP-expanding industrial exports. In addition, an increase in U.S.
investment in Mexico will affect the exchange rate in a way that is favorable to U.S.
exporters of consumer goods.

Finally and very important, increased investment in Mexico will allow U.S. firms
to improve their global competitiveness, which also will lead to increased invest-
ment. The NAFTA arrangement will provide economies of scale and scope for inte-
grated U.S. multinationals, which will improve the competitive position of their pro-
duction facilities within the U.S. This has been the case with Japanese investment
in Southeast Asia and EC investment in Eastern Europe.

In summary, we have tried to deal in this testimony with the three issue areas
raised in the October 27 letter. Our view is that the hypothetical case of U.S. firms
moving to Mexico to assemble U.S. parts for reexport is far from the norm for sev-
eral reasons which we have outlined. We also believe that trade with Mexico clearly
is creating manufacturing jobs in the U.S. and that the rough estimate of 200,000
additional jobs from exports to Mexico is defensible. Finally, we believe investment
in Mexico diverts little if any investment from the U.S. and that healthy growth in
Mexico actually encourages greater investment here.

Thank you very much for this opportunity to appear before your committee.

TABLE 2
[U.S. dollars in millions]

Cumulative U.S. Percent of total
Year direct cumuetiveinvestment U.S. F1I

in Mexico

1985 ......................................................................................................................... 5,088 2.2
1986 .......................................................................................................................... 4 ,623 1.8
198 7 .......................................................................................................................... 4 ,9 13 1.6
1988 .......................................................................................................................... 5,7 12 1.7
1989 .......................................................................................................................... 8,264 2.2
1990 .......................................................................................................................... 10 ,255 2.4
199 1 .......................................................................................................................... 12,257 2.7
1992 ................................. 1. ......... 3..3. .2..................................................................... 13,330 2.7

'FDI stands for foreign direct investment.
Sources: General Accounti Office, "North American Free Trade Agreement: U.S.-Mexican Trade and Investment Data;" Bureau of Economic

Analysis, U.S. Departmnt of &mmrce

TABLE 3
(U.S. dollars in millions]

Annual net Percent of
outflow of annual U.S.Year U.S. investment domestic
to Mexico' iWnstment

2

1985 .......................................................................................................................... 136 0.03
1986 ........................................................................................................................ (446) ..............................
1987 .......................................................................................................................... 3 10 0.06
1988 ..................................................................................................... . . . . ...... I_670 0.1
1989 ........................................................................................................................ 1,652 0 .3
1990 .......................................................................................................................... 1,868 0.3
199 1 .......................................................................................................................... 2,305 0.5
1992 .......................................................................................................................... 1,26 1 0.2

'Appraidmately 68 percent ($4.8 billion) of the net outflow of U.S. Investment to Maico since 1989 was reinvested enlngs of U.S.
companies in Medco, not investment diverted from the U.S.

ZU.S. domestic investment figures are investment within the U.S. by foreign and domestic sources, excluding residential and housing
Imvestmnt. The ratio is calculated in constant 1987 dollars.

Sources: Bureau of Economic Analysis, U.S. Department of Commerce, Economic Report of the President, January 1993.
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TABLE 4
(U.S. dollars in millions]

Annual Japanese Annual Japanese Annual.Japanese
Year investment in investment in investment In

Southeast Asia Hong Kong Thailand

1985 .................................................................................. 845 131 48
1986 .................................................................................. 1,813 502 124
1987 .................................................................................. 2,993 1,072 250
1988 .................................................................................. 4,510 1,662 859
1989 .................................................................................. 6,849 1,898 1,276
1990 ................................................................................. 5,234 1,785 1,154
1991 .................................................................................. 3,890 925 807

Source: OECD, "International Direct Investment Statistics Yearbook 93."

PREPARED STATEMENT OF FRED KRuPP

My name is Fred Krupp. I am executive director of the Environmental Defense
Fund an environmental advocacy organization representing more than a quarter of
a million Americans.

Throughout the NAFTA debate, the EDF staff has worked to help produce a trade
agreement and other commitments between the countries that will increase the like-
lihood of solving environmental problems in North America. Furthermore, each day
of the week, we are putting our ideas to work along the U.S.-Mexico border, helping
people make their environment safer and healthier.

I have been asked by the Committee to explain why six of the country's largest
environmental organizations, representing nearly eight million members have con-
cluded that the environment will be better served by ratifying the NAFTA and its
environmental side accord I am very pleased to tackle this important assignment.

There has been much heat and hyperbole in this debate and, no doubt there will
be much more before it is finally resolved by Congress. Because the integration of
trade and environmental policy is a relatively new and complex issue, knowledge-
able people with the best intentions may genuinely disagree. They certainly have
differing expectations for the accord, and often have differing evaluations of the re-
sults achieved. Furthermore, environmentalists differ on whether or not we can ne-
gotiate a better agreement if this NAFTA package is defeated.

I would like to briefly explain to the Committee why the Environmental Defense
Fund, the National Audubon Society, the Natural Resources Defense Council, the
National Wildlife Federation, the World Wildlife Fund, Conservation International
and the eight million of environmentalists these groups represent, deeply hope that
the NAFTA and its environmental tide accord will be a pproved.

Environmental conditions on both tides of the Rio Grande have deteriorated sig-
nificantly. And neither the U.S., nor Mexico, has taken sufficient action to correct
them. Today, we see elevated numbers of children born without brains, diseases we
thought were eradicated decades ago are regularly documented by public health offi-
cials, air pollution in certain urban areas is intolerable, hazardous wastes are not
properly handled, and the habitat for threatened species are destroyed. All these
problems have been carefully documented and they abound without the NAF A.

In the United States, we have forged ahead with national, state and local environ-
mental laws, in some cases making great strides, in some cases barely inching
along. Because the U.S. is part of an international trade regime, called the General
Agreement on Tariffs and Trade (GATT), our environmental and non-environmental
laws have sometimes been challenged by our international trading partners who be-
lieve specific U.S. laws are discriminatory.

The environmental community is very disturbed that the current and proposed
GATT rules give too little weight to environmental protection and specifically dis-
courage state and local laws which are more stringent than federal laws. Certainly,
the tuna-dolphin decision, which is so worrisome to environmentalists, is a GATT
decision;

The truth is there are real trade-related environmental problems. The truth is
these problems have occurred without the NAFTA and without this NAFTA they
will get worse!

Without this NAFTA, there will continue to be increased trade and investment
between the countries of North America and more industrialization on the U.S.-
Mexico border.
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Without this NAFTA, our rights to enforce trade obligations contained in the
Montreal Protocol, the Convention on International Trade in Endangered Species
and other international environmental agreements will be left to GAIT rules and
will not be secure.

Without this NAFTA, we have no agreement among the countries to resolve dif-
ferences in their environmental standards by working jointly to enhance the level
of environmental protection.

Without this NAFTA, we have no mechanism to challenge a country that relaxes,
or simply ignores, its environmental laws to attract investments.

Finally, without this NAFTA, we simply lose our leverage for action.
So, our coalition of six. environmental organizations has concluded that the envi-

ronmental problems that concern us today have little or nothing to do with the
NAFTA. Moreover, it is only through new environmental provisions found in the
NAFTA, its environmental side accord, related funding agreements, and its imple-
menting legislation that we can best ensure that those problems do not continue to
get worse.

There are some who believe, despite the gains which could be made with this
NAFTA, that we can get a better deal for the environment if we reject the trade
agreement and negotiate a new one.

I am not a political forecaster. However, I do know the trade agreement has es-
sentially been renegotiated once, in the form of the environmental side accord. I re-
spect the fact that U.S. government officials took many of the specific recommenda-
tions of the environmental community as their negotiating position for the environ-
mental side accord. And while the negotiations did not achieve as much as I would
have hoped, they did achieve real results.

In the environmental side accord, called the North American Agreement on Envi-
ronmental Cooperation, the countries have agreed to specific commitments designed
to improve enforcement of environmental laws, to enhance cooperation on environ-
mental problem-solving in North America, and to promote public participation and
due process in developing and enforcing their environmental laws and administra-
tive procedures. These are very important commitments.

If the environmental side accordis adopted, a person or non-governmental entity
who believes that a country is not enforcing its environmental laws will be able to
make those allegations known through the new Commission for Environmental Co-
operation. Allegations are subject to thorough and open investigation. If one country
believes that another country persistently fails to enforce environmental laws, it can
demand consultation. If that consultation is unsuccessful, two countries can insti-
tute a dispute resolution process, which can result in preparation of an action plan
to correct the pattern of violations, and/or penalties of up to $20 million per year,
and in the case of the United States and Mexico, the imposition of trade sanctions.

Te Commissions Council will also advise the NAFTA's Free Trade Commission
and technical committees on specific environmental provisions, develop rec-
ommendations on the conservation of natural resources, and regularly monitor the
environmental consequences of freer trade.

I do not know if the Mexican and Canadian governments are bluffing when they
say they've gone as far as they can go with the environmental side accord. I fear
that even if they were suddenly to reverse themselves, it would be years before we
were back here, given that a new government will be taking over in Mexico and the
recent changes ijT Canada. And, from our experience, that delay would mean years
more of inaction on urgent problems.

As this Committee moves forward to draft an implementing bill, a statement of
administrative action, and a committee report, we urge you to adopt recommenda-
tions that will:

" reaffirm protection of U.S. laws;
" promote the use of bi-national agreements;
" provide necessary funding for U.S.-Mexico border clean-up and the new Com-

mission for Environmental Cooperation; and
" insure openness and opportunities for public participation in solving environ-

mental problems.
A detailed statement supporting each of these recommendations is attached to my

testimony.
Because our border environmental problems have been ignored for so long, I be-

lieve it is critical to demonstrate quickly and clearly that this situation will change.
An excellent way for the U.S. and Mexico to move quickly, to show that a new

day has arrived, would be to create an international air quality management district
for the common airshed shared by the sister cities of Juarez, Chihuahua and El
Paso, Texas. Troubled by very serious air pollution problems, a task force of busi-
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ness, government, and academic and environmental leaders from El Paso and Cd.
Juarez has worked for the past six months to recommend creation of an inter-
national air quality management district and to investigate specific pollution reduc-
tion projects. EPA and SEDESOL officials have made important contributions to the
work of this task force. The Environmental Defense Fund has discussed the details
of this project with Mexico's President Carlos Salinas de Gortari and Secretary of
Social Development Luis Donaldo Colosio. Both officials strongly support this
projects and have designated staff members to work with us. In a September 8th
letter to Governor Ann Richards, President Bill Clinton explained that he has con-
sulted with Ambassador Kantor and Administrator Browner, and stated, "we all
agree that your proposal for establishing an international air quality management
district in El Paso/Juarez represents the kind of innovative approach our country
needs in order to promote regional environmental protection."

We ask the Committee to direct the Clinton Administration to work with the
Mexican government to get the international air quality management district up
and running. With this governance framework in place, it will be possible to start
cleaning up the air in El Paso and Juarez. This action is long overdue and it can
be done at very little cost to the federal government.

We in the environmental community will continue to press our concerns-with or
without NAFTA. We cannot solve all our environmental problems by enacting this
or any other trade agreement. However, we sincerely believe that with this trade
agreement we have moved the process forward, including setting the stage for a
long-overdue reform of the GATT.
ATTACHMENT.-RECOMMENDATIONS FOR IMPLEMENTING LEGISLATION, STATEMENT

OF ADMINISTRATIVE ACTION, AND COMMInTEE REPORT

(1) REAFFIRM PROTECTION OF U.S. LAWS

We request that the implementing legislation specify that no provision of the
NAFTA and no NAFTA dispute resolution panel decision which is in conflict with
any U.S. federal, State or local statute can be given effect under the laws of the
United States. No person shall have a private right of action to challenge a U.S.
law as inconsistent with the NAFTA or a NAFTA dispute resolution panel decision
Furthermore, it should specify that nothing in the NAFTA and no NAFTA dispute
resolution panel decision will result in the pre-emption of any state or local law.

Through the statement of administrative action and committee report, require
that the President to direct the U.S. Trade Representative to give notice to state
and local jurisdictions and provide an opportunity for these officials to participate
in formulating the U.S. response, if state and local laws are challenged. Also re-
quire the President direct the U.S. Commissioner pursuant to the provision o? the
North American Agreement on Environmental Cooperation to harmonize standards
upward and to raise international tuna/dolphin standards to U.S. levels.

(2) PROMOTE THE USE OF BI-NATIONAL AGREEMENTS

Through the Statement of administrative action and committee re port, direct the
President to expand efforts to work with Mexico and Canada to address
transboundary pollution problems beginning with an international air quality man-
agement district for the El Paso/Juarez airshed.

(3) PROVIDE NECESSARY FUNDING

Through the implementing legislation, provide sufficient funding for the Border
Environmental Administration and the Commission for Environmental Cooperation.

(4) OPENNESS AND PUBLIC PARTICIPATION

Through the statement of administrative action and committee report, require the
President to direct the U.S. Commissioner to notify the public and to seek open pro-
cedures for all proceedings of the Commission for Environmental Cooperation.
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Isbue Witbout NAFIA With NAFrA Background - What NAITA
Does

Trade The GAT cufrfrnly takes NAFTA gives Huted laternatoual NAFTA, for the first time ever in
agree.ments prcedence over international enaoam tal agreement a trade agreement, gives

take enviroomcntal agreement precedence over trade international environmental
precedence agreement, prioritizing and agreements prccedenc over a
over geatly Improing protecton of trade agreement. NAFTA
international the environmenaL provides that listed international
environmental environmental agreements take
agreements. precedence over NAFTA (and

thus over GATT because where
there is a conflict between GATT
and NAFTA, a Party can insis
that the disputes be resolved
under NAFTA rules, not GATT
rules) and the U.S. government
has stated that the Parties will
agree to add additional inter-
national environmental
agreements to the list before
Congress votes on implementing
legislation.

US. All trade decisions opponents of For the AOt time since the The standard for challenge under
environmental NAFrA point to were mad creation of the GAIT, we are NAFTA is whether the
laws that apply underthe Q. To defend a assured that US. environmental environmental law has a
within the US. law under GATT, the US. laws that apply within the United legitimatee purpose," a challenge
United States must show the law does not have States cannot be challenged that all U.S. environmental laws
can be the effect of creating an succesully by a trade panel. can meet. The U.S. will not have
potentially unnecessary obstacle to trade to show that its laws do not have
challenged if in the effect of unnecessarily
conflict with restricting trade or that they are
trade no more restrictive than
agreements. necessary.
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Icty Anl NAFTA point to were miaes Improvement over [be GATT Fsk k-i d wishes without

pesticdc laws unde hGAT. To defend a standard, making challenges to challcagc. U.S amnitary and
can be US. law under (;A7f. the US. U.S. aNitay and pbytosanltary phytosanitary laws thdt implcmcnt
challenged i mum show the law does not have laws far more difficult under risk levels musl meet a "scicnific
they conflict the cflect o( creating an NAFTA than tnder the GATT. basis test that will be met if the
with trade unncesar obstacle to trade. law is based on data or
Agreements. information derived using

scientific methods.

Downward The GATT regime that is For the WU time, a trade NAFTA specifically permits the
harmonization currently in effect reuie the agremt explicitly sanctions adoption of environmental and
of standards. United States to use international stricter standards than those set sanitary and phytosanitary

standards unless they are InternatIonally, standards that are more stringent CO
inappropriae for environmental or result in a higher level of tA
reasons. protection than international

standards.

The United A GAIT panel has declared the No chang In the GATT panel NAFTA adopts GAIT rules for
States' cannot US. law to be in violation of declsol, hut a new framework I challenges to standards that are
protect GAIT. established within whbh this applied outside the United States.
dolphins Issue can be resolved. The NAFTA CEC, however, is
because such tasked with harmonizing
protection standards upward and, thus, this
violates trade issue can and will be raised by
agreements. the United States in the CEC

which has the authority to resolve
the issue.
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Side Agprccment dispute
settlement panels that bear
allegations that a party is not
enforcing its laws will generally
act openly.

Creation of No controls over US. firms For the first time, Mexico has The Agrecmcnt requires the.pollution moving to Mexico to take committed not to seek Investment Council to consult with the Free
havens.* advantage of tax enforcement of through weak environmental Trade Commission of the

cnvironmental taws. laws, and Mexico faces sanctions NAFTA when a Party believes
If they utIlize nonenforcement of that another Party is encouraing
their laws as an Inducement to investors by not enforcing or by
Investment. waiving its environmental law.

Such failure to enforce laws can
lead to penalties and trade
sanctions.
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another parts enforcement policy
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Failure to
enforce
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laws.
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Nac.grumnd - Whot NAITA

Improve law c€ftrccmcnt. The
Agreement raanddics the Council
to encourage each country to
enforce its envirunmental law%. If
A Person or nongovernmental
entity believes that a country is
not enforcing its environmental
laws, allegations can be submitted
to the Secretariat which can
iavcsigatc. If one country asserts
that another country is engaging
in a persistent pattern of failing
to enforce cfiectively its
environmental law, consultation
ensues, and if consultation is
unsuccessful, a dispute resolution
process can follow that ultimately
can result in penalties of up to
$20 million, the imposition of an
action plan to correct the pattern
of violations, and in the case of
the United States and Mexico, the
imposition of trade sanctions.
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Insuffrcient Current and likely fulurc inha- millions of extra doUnlr will be Prtwidsc mamivc new funding to
wpeding on culture funding ia cLnsidercd available for border addrcs cnvironmcntal problems

cnwvionmncLal inadcquatc by evearye. lnf tructure and ceanup. in bowder area. The pr posed
infrastructure Bordcr Financing Facility will
on the U.S. make available billions of dollars
Mexcan i for infrastructure spending and
border. other environmental initiatives on

the U..- Mexican border. Thc
spending will be coordinated by a
Border Environmenta
Administration with
un;.ccedcnaed levels of local
input. Additional natural resource
funding will be available through
a separate conservation fund
established by the three Parties.

Mexican Mexican citizens will continue to The provisions In NAF TA wil NAFTA mandates the three
citizens lack be barred from raising produce changes In Mexico's Parties ensure private rights of
ac to their environmental claims in their legal system that will g raty access to environmental remedies
CoUrts to raise courts. benefit the environment, and that their administrative
environmental quasi-judicial and judicial
claims, procedures arc fair, open and

equitable.

Exploitation of Mexi's natural resources are For the first ine, a specific The NAFTA will include a new
natural subject to rapid depletion. f ramework Is estabilskod for the conservation fund. The CEC can
resources. United States to work with develop recommendations on

Mexico to protect Mexican conservation and protection of
natural sources wild fauna and flora and their

habitats, including specially
protected areas and endangered
spe-s. Under the Agreement,
the Patties state that one of their
basic objectives is to promote
sustainable development.
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Tra& Thec ae so sh reurunesu in Timm a ad ch muakUa Im NAFTA specilrally allows such
auccmesl, GATt. NAFTA. rcbriikmL
restrict the
ability f the
Unied Sata
to plac
restriction on
expors such a

Inability to use The US. Constitution for"id the Thw U.S. CooinslUutioa forbids NAMF, like the U.S.
export taxes UsK of export taxes. the use of export taes Constitution forbids the use of

__________export taxes.
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Does

14. Economic Is the abwcc of adequai Te NAFMA Pd will provide The NAFTA package establishes
dewlopcas repatory cfmcncnt, economic the reguladms sad fhodlag a CEC wuh broad powers and
wi harm the devel.aem will continue to harm semary to mitigate the impwt rcsponsibilities to rcvkw
Meican the M---m , Vonment. of Incrtased devdopment o tbc environmental problems in North
environmc. MieL"em eaviroameal while Amcrica. propose solutions to

Increasing the well being of the those problems, and ensure law
Meca people. enforcement by the Parties.

The NAFTA package provides for
billions of dollars in new funding
for environmental infrastructure
problems and millions of dollars
of new funding for conservation
projects.

The NAFTA package requires
analysis of the environmental
impacts of NAFTA and requires
periodic reports on the state of
the North American environment.

Taken together, these beneficial
effects of NAFTA should more
than make up for any acceleration
in environmental degradation if
NAFTA succeeds in its primary
goal of increasing Mexican
prosperity.

Prepared by Winthrop, Stimson, Putnam & Roberts at the request of the Environmental Coalition for NAFTA Conservation International,

Environmeall Defense Fund, National Audubon Society, National Wildlife Federation, Natural Resources Defense Council and World Wildlife Fund

September 27, 1993
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PREPARED STATEMENT OF SENATOR GEORGE J. MITCPELL

Mr. Chairman, I want to thank you for holding this hearing 'jn the North Amer-
ican Free Trade Agreement. I also want to thank Secretary Bentsen, Secretary
Christopher, and Ambassador Kantor for testifying before the Committee today.

The North American Free Trade Agreement is one of the most important issues
that we will address in the 103rd Congress. In the post Cold War world economiic
security and expanding international markets are crtical factors for the United
States. The economies of the world's nations are interacoendent and the future of
the U.S. economy is closely linked to its ability to respond to the demands of the
international marketplace. Congress therefore must remain vigilant, watching the
world markets and adapting our trade laws to the changing global economy.

In this post Cold War world, the United States cannot be complacent about our
future in the world economy. This nation must actively develop and open foreign
markets for U.S. goods and services. Japan is developing new markets in the Far
East. The European Community is searching out new opportunities in Eastern Eu-
rope and the nations of the former Soviet Union. The United States must compete
with our trading partners to develop emerging markets.

The North American Free Trade Agreement presents the United States with an
opportunity to create the biggest market in the world-an economy of $6.5 trillion
and 370 million people. This agreement also promises future access to the expand-
ing markets in Central and South America and the Caribbean. The United States
must support the efforts of U.S. businesses and workers to open these developing
markets.

I support the North American Free Trade Agreement (NAFTA) because I believe
the agreement is in the best interest of our nation. In the past seven years, U.S.
exports to Mexico have grown dramatically, from approximately $12 billion in 1986
to over $40 billion in 1992. The U.S. trade balance with Mexico has improved from
a $5.7 billion deficit in 1987 to a $5.4 billion surplus in 1992. Mexico is now our
third largest trading partner. The North American Free Trade Agreement will fur-
ther open the Mexican market to U.S. products. Over time, the NAFTA will elimi-
nate Mexican tariffs, which average roughly ten percent-more than two and half
times the average U.S. tariff of four percent.

A number of Maine industries and workers will benefit from the elimination of
Mexican tariffs. The NAFTA will eliminate Mexican tariffs on such traditional
Maine products as lumber, wood products, pulp and paper and sardines. Other
Maine industries that may gain from an expanded Mexican market include blue-
berries, leather, scientific and medical equipment, and electronic equipment.

The recent liberalization of the Mexican market has provided new opportunities
for Maine companies and workers. Maine exports .to Mexico have increased sharply,
more than twice the rate of the U.S. export growth. Maine exports have grown from
$2,685,000 in 1987 to $23,471,000 in 1992, an increase of 774 percent. In 1992
alone, Maine exports to Mexico increased 63 percent.

A free trade agreement will inevitably cause short-term disruptions to some Unit-
ed States workers. Although this agreement will minimize the impact of these dis-
ruptions, we must provide comprehensive training and retraining programs for
those workers who lose their jobs. To compete successfully in the global economy,
this nation must support its work force with the necessary education and retraining
so U.S. workers will continue to be the most productive in the world.

We can not build a wall around America and expect to prosper. Trade is in the
American national interest, provided that it is fair, reciprocal, and organized in a
way that maximizes our strengths. I support the NAFTA because the agreement
will help the U.S. economy grow and prosper in the 21st century.

PREPARED STATEMENT OF SENATOR CARL LEVIN

Mr. Chairman and Members of the Committee, thank you for allowing me to tes-
tify today on the North American Free Trade Agreement (NAFTA). I recognize you
have a long list of distinguished witnesses for today's hearing and I will make my
statement brief.

There are a number of parts of the NAFTA text that make it an unfair agreement
for the U.S. For instance, here are just two of the discriminatory barriers Mexico
is allowed to maintain for 10 years as part of NAFTA while the U.S. has no equiva-
lent restrictions:

(1) Mexico discriminates against U.S. assembled autos by requiring auto manufac-
turers to produce in Mexico in order to sell in Mexico. We have no such provisions
in our laws.
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(2) Mexico requires auto manufactures in Mexico to purchase a fixed percentage
of the parts from Mexican manufacturers. We have no such provisions in our laws.

The argument is made that these discriminatory restrictions will be phased out.
But with relatively slight reductions during the implementation period, they will be
allowed to remain in place, as this chart shows, for 10 years.

We've lost 2.6 million manufacturing jobs between 1979 and 1991. If discrimina-
tory provisions like Mexico's are continued, even on a somewhat reduced basis for
10 years, many more jobs will be lost. Why should we incorporate into U.S. law pro-
visions that discriminate against our products for even 10 months?

But the major point I want to make today is that NAFTA'S job-creating claims
are based on a major distortion of the facts.

The underlying premise supporting NAFTA is that U.S. exports to Mexico will-in-
crease and all exports create jobs.

The Commerce Department hands out a book-this book, which I have here-
showing state-by-state exports to Mexico and another Commerce Department pam-
phlet translates every billion dollars in exports into roughly 20,000 jobs.

In fact, the Administration claims U.S. exports to Mexico have already created
hundreds of thousands of U.S. jobs. It claims NAFTA will create 200,000 additional
U.S. jobs by 1995 as a result of increased exports to Mexico. But this claim and
NAFTA's very foundation is based on highly distorted export figures.

First, these calculations are based on export figures alone. They conveniently ig-
nore the job loss as resulting from imports from Mexico to the U.S. In 1992, almost
90 percent of the alleged job gain disappears when you calculate jobs based on "net"
trade figures as opposed to "gross" exports to Mexico. Where's the Commerce De-
partment book on net trade figures and on job losses resulting from increased im-
ports?

Second, even if you look only at exports, V3 of U.S. exports to Mexico go across
the border for a few days or weeks for assembly and then come right back to Amer-
ica for consumption. But, believe it or not, the Department of Commerce classifies
as "exports" those U.S. parts that are temporarily sent to Mexico for assembly and
shipped right back to the U.S. But in reality, V3 of exports in fact represent little
more than trading with ourselves.

What's more, /3 of U.S. exports that the Commerce Department shows going to
Mexico don't represent jobs gained-they represent lost jobs to America. Many prod-
ucts used to be assembled in the U.S. and now are assembled in Mexico.

For example, take an assembly plant in the U.S. with 1,000 workers closes and
moves to Mexico. 1,000 jobs are lost. But some U.S. parts suppliers continue to sup-
ply the new Mexican assembly plant. Although 1,000 U.S. jobs were lost when the
plant moved to Mexico, the Department of Commerce counts the activity as a job
creator because some of the parts are exported for a brief period to a new Mexican
assembly plant.

For that matter, if every assembly plant in America picked up and moved to Mex-
ico and still used some U.S. parts suppliers, the way the Commerce Department fig-
ures things our exports and job growth would show a huge jump despite the cata-
strophic loss of U.S. assembly jobs.

And this is not a minor point. 99 percent of maquiladora production comes right
back to the U.S. With NAFTA, Mexico will become one big maquiladora.

In conclusion, about /,3 of our exports to Mexico represent job losses. The new jobs
claimed by backers of NAFTA is a gross distortion. It is based on a false assumption
that increased exports should count as job producers while job displacement for in-
creased imports need not be counted. It is also based on the false assumption that
although a big portion of U.S. exports to Mexico are of parts and components to be
assembled and promptly returned to the U.S., that they still all count as job produc-
ing exports.

Again, I thank the members of the Senate Finance Committee for this opportunity
to testify.
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Thank you for the opportunity to address the Finance Committee on a matter
with the gravity of the NAFTA

I wish to make it clear that I come here alone.
I am a glassmaker and I work to furnish consumer and architectural markets

with hand-made glasswares. It has been my pleasure to have worked with the
Usher's Office at the White House to cultivate domestic sources of hand-made
windowpanes for the Executive Residence. This work was undertaken with the ex-
cellent craftsmen at the Blenko Glass Company, Milton, West Virginia.

Many hand-glass factories, like those in West Virginia, will simply not endure
open commerce with Mexico. The fact is, Mexico enjoys absolute, rather than com-
parative advantages in this Sector. Unless the implementing legislation for the
NAFTA furnishes meaningful compensation to plant owners and the craftsmen, who
will without question be displaced, there is no compelling reason adopt it.

But I did not come here to cry the blues. On the contrary, the NAFTA seeks to
make the relocation of capital into Mexico secure. Therefore, it handily enables
those making a mix of high and low value added items to shift low-end production
to Mexico, where it can be made much more profitably.

Yes, this gesture, and its kin, ultimately come at the expense of domestic employ-
ment. The NAFTA, however, recognizes that domestic employment does not always
accrue the most efficient profit. Given the raw economic circumstances, one wishes
the Tariff adjustment period for Sector 7013 were absent.

But all of this has little to do with why I accepted your kind invitation to come
here today.

I believe that NAFTA debate has become mired in insoluble macroeconomic the-
ory, shrill parochialism, and a host of high-minded platitudes, none of which are
germane to any substantial discussion on the NAFTA.

Instead, we must consider the NAFTA in terms of whether it is good for United
States and whether it is consistent with the Constitution.

In this light I wish to briefly consider the Agreement's Articles 19 and 20, which
set out to define the protocols for dispute settlement. Some of their provisions are,
at best, very poorly understood..

As I read it, Annex 2004, a Nullification and Impairment clause, attached here-
with, arguably opens up State and local ordinances to scrutiny under Chapter 20's
Panel process. Pertinent examples would be electrical codes, trucking regulation,
professional licensure, insurance regulation or services certification, say, for exter-
minators.

The determination as to whether or not a State or local ordinance is compatible
with the NAFTA does not take place in any sort of court anyone in this room would
recognize. Rather, the matter is handed off to ad hoc dispute settlement panels who
mediate in secret proceedings.

Panelists are to be chosen from a roster of lawyers and trade experts, who may
well be beholding to non-party governments or trade interests for employment.
There is nothing in the NAFTA to preclude this from occurring, and experiences
with the U.S.-Canada FTA are troubling.

We also cannot ignore that Article 20 calls for the Panelist's code of conduct to
be determined ex post facto or that Annex 1903.15 (c) calls for you to give the Panel-
ists explicit immunity for their conduct.

I finally wish to call attention to Article 1904(11) which states in part:
"No Party shall provide in its domestic legislation for an appeal from a
panel decision in its domestic courts."

And to contrast that with the 10th Amendment:
"The Powers not delegated to the States by the Constitution, nor prohibited
by it to the state, are reserved to the States or to the people."

It would appear that the NAFTA circumvents the 10th Amendment.
NAFTA Parties are bound to either rescind or ignore any "measure" which a

Panel deems to be an impediment to the NAFTA. Otherwise, the Party faces some
largely unspecified "suspension of benefits." The benefit suspension, however, need
not be made against the same Sector as that being disputed.

One can thus imagine that a future refusal by West Virginia to rescind its prohi-
bition on "triple" semi rigs, could result in coercive Tariffs on U.S. telecommuni-
cations hardware going into Mexico. Here a traffic stop becomes an international in-
cident.

Let me return to Articles 19 and 20.
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Is it plausible that we could enact a law that eviscerates our useful courts by sub-
ordinating judicial review of local ordinance to ad hoc panels, which mediate in se-
cret, are void of culpability, and from which there is no appeal?

I will go on record as having politely pressed Ambassador Kantor, and his General
Counsel, Mr. Ira Shapiro, for clrification. They have responded with what sounds
like obfuscation and hyperbole.

I understand that there is a strong, albeit very quiet, tra-de-foreign-policy initia-
tive afoot which aims to combine the whole of the Americas in union as a trading
bloc. While this may or may not be good, it cannot proceed upon the faulty premises
of the NAFTA's Articles 19 and 20.

I urge you to let this hastily conceived agreement with its imprudent Dispute Set-
tlement protocol die the death it deserves. Out of this unfortunate experience I be-
lieve the U.S., Canada and Mexico can draft a better agreement that preserves na-
tional sovereignty, better protects valuable domestic industries and cushions work-
ers against severe dislocations.

Thank you.

POSTSCRIPT

In view of the fact that persons formerly employed by the United States govern-
ment to define and uphold its trading position, and now employed by foreign govern-
ments and trade interests for representation in legislative matters, have mediated
in Dispute Settlement Panels under the U.S.-Canada FTA, I beseech the Senators
in the strongest possible terms to place language in near-term Supplemental Legis-
lation to that Agreement which bans the USTR from placing any former Federal
employees, except for retired judges, on the Panelist Roster.

I request that the Senate adopt a resolution urging the President to rescind Exec-
utive Order 12662 to restore the proper balance of powers that has contributed so
well to our success as a nation of the world, and thereby expose the Dispute Settle-
ment protocol under the U.S.-Canada FTA to the Constitutionally proper scrutiny
it begs.

Finally, I entreat the Senate to more nearly guard its powers under Article I, Sec-
tion 8 of the United States Constitution.

ANNEX 2004-NULLIFICATION AND IMPAIRMENT

[Italics Added]
1. If any Party considers that any benefit it could reasonably have expected to ac-

crue to it under any provision of:

(a) Part Two (Trade in Goods), except for those provisions of Annex 300-A
(Automotive Sector) or Chapter Six (Energy) relating to investment,

(b) Part Three (Technical Barriers to Trade),
(c) Chapter Twelve (Cross-Border Trade in Services), or
(d) Part Six (Intellectual Property),

is being nullified or impaired as a result of the application of any measure that
is not inconsistent with this Agreement, the Party may have recourse to dispute
settlement under this Chapter.

2. A Party may not invoke:

(a) paragraph (1)a) or (b), to the extent that the benefit arises from any
cross-border trade in services provision of Part Two, or

(b) paragraph (1)(c) or (d), with respect to any measure subject to an excep-
tion under Article 2101 (General Exceptions).
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Good morning, Mr, Chairman and members of the Committee. I
am pleased to testify before you on the North American Free Trade
Agreement -- better known as NAFTA -- and grateful for the
opportunity to declare my conviction that NAFTA will prove to be
a boon for America's workers. At the same time, I hope to
underscore that reaping the fullest benefits of this historic
market expansion requires two further measures. One has already
been substantially completed: the negotiation of supplemental
agreements on labor and environmental protection. The second is
progressing rapidly: the development of a comprehensive worker
adjustment system to ensure that no worker will face unaided the
challenge of adapting to economic change, whatever its cause.

HAlTA AND JOB GROWTH

Let me begin with a point which is as close to a certainty
as any projection possibly can be: NAFTA will make life better
for Americans. I say this in full recognition of my role as
Secretary of Labor -- Secretary of the American Workforce --
whose chief responsibility is more and better jobs for the
working men and women of America. Indeed, I will be remiss in my
duties if I fail to do all that I possibly can to ensure that we
seize this chance for expanding job opportunities. The warnings
of some well-amplified alarmists notwithstanding, NAFTA will
benefit American workers.

International trade is not a zero-sum game. There is no
fixed number of jobs to be parcelled out between the workers of
the U.S., Mexico and Canada and the rest of the world. Market
expansion is a positive-sum game in which all parties stand to
gain. America has played this game, and prospered by it,
throughout her history. We are poised for a solid payoff with
our very next move, and this is no time to leave the table.

NAFTA promises to be an especially advantageous move for us
because 9= markets are already largely open. NAFTA doesn't so
much open the US market to Mexican goods as it opens the Mexican
market to American goods. U.S. tariffs on Mexican goods average
only 4 percent; Mexican tariffs on our products average ten
percent -- two and a half times as high. Moreover, customs
duties on merchandise assembled with American-made components in
the "maquiladora" assembly plants lining the southern rim of the
border area are charged only on value added in Mexico --
typically about one half of the cost of the product. The simple
fact is that on this side of the border, there are few major
trade barriers left for NAFTA to knock down.

The tentative opening of the Mexican market already
implemented by President Carlos Salinas de Gortari and his
predecessor hint at the gains NAFTA will yield for American firms
and workers. Despite substantial remaining barriers against U.S.
goods, the Mexican market is growing so quickly, and American
producers are so well-positioned to serve it, that we are already
selling far more to them than they are to us. From 1986 to 1992,
U.S. shipments to Mexico grew from $12.4 billion to $40.6
billion. Our $5.7 billion trade deficit in 1987 was transformed
to a $5.4 billion surplus in 1992.

Exports on this scale translate directly into jobs for
American workers. Merchandise exports to Mexico today account
for an estimated 700,000 jobs. And these are good, high-skill
jobs. Many of these jobs simply would not exist had it not been
for the 228 percent surge in merchandise exports to Mexico since
1986.
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It's important to recognize that the job benefits of growing

trade with Mexico -- even 2rior to the greater growth to follow
the implementation of NAFTA -- are broadly based, occurring
across geographic and sectoral lines.

Between 1987 and 1992, 48 of the 50 states increased their
exports to Mexico. In 38 states the current dollar value of
exports more than doubled, and fully half of the states saw
shipments to Mexico increase threefold or better.

Now Yorkls exports totalled $934 million in 1992, an 80%
increase since 1987. Growth markets included industrial
machinery and computers, electronic equipment, chemical
products, and plastics.

" fichiaan's exports grew by nearly 32% between 1987 and 1992,
increasing to over $1.4 billion with large gains in most
manufacturing categories.

* Pennsylvania's exports to Mexico totalled $742 million in
1992, with primary metal industries and electric and
electronic equipment registering the largest gains.

* Illinois has enjoyed more than $1 billion in export sales
growth, creating approximately 17,000 new jobs. Big gains
were in industrial machinery, computers, and transportation
equipment.

When Mexican consumers and businesses buy more U.S.
electronics and telecommunications equipment made in California -
- a category of exports that rose by more than 200 percent
between 1987 and 1992 -- the workers who make this equipment gain
job security. When Mexico boosts its consumption of refined
petroleum products from Louisiana -- as it did by about 200
percent over the period -- Louisiana refinery workers gain job
security.

This pre-NAFTA export surge has also been broadly shared
across sectors of the U.S. economy. Between 1989 and 1992,
exports to Mexico have increased in industry after industry, from
automotive (101%), to iron and steel (110%), to textiles and
apparel (103%), to electronic components (51%).

Our trading relationship with Mexico has paid off enormously
despite relatively heavy restrictions on the flow of U.S.
products into the Mexican market. Lifting those restrictions --
which is precisely what NAFTA will do -- will speed the creation
of U.S. export jobs. As the Congressional Budget Office
concluded in its July 1993 analysis, NAFTA will result in a net
increase in U.S. employment.

In addition to generating more jobs in the United States,
NAFTA also will lead to better jobs. Jobs created by expanded
trade typically are the sorts of higher-wage, higher-skilled jobs
on which the future of the American workforce depends. We simply
cannot expect to sustain a prosperous and vibrant middle-class
economy by competing with the rest of the world on the basis of
low wages and low skills. Unskilled, routine jobs already are
vanishing from the United States -- either moving to places
around the globe whose inhabitants are eager to work at wages
much lower even than Mexican wages, or being supplanted by
machines which can do the work at a fraction of the cost. Our
economy's future -- like that of every advanced economy --
depends on the continued creation of new and better jobs, fueled,
in part, by exports to lower-wage nations at an earlier milepost
on the path to prosperity.

Missing the boat on NAFTA will prevent us from reaping these
potential gains. It also may jeopardize the existing trade
relationship with Mexico that we have so diligently and
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profitably built over the past few yearsT.- we fail to join
with Mexico to create these new market opportunities on both
sides of the border, we can expect that Mexico (like most
countries) will seek other global alliances.

TXX SUPPLEMETAL LABOR AGREZEKET

Now let me turn to the North American Agreement on Labor
Cooperation that will accompany the basic NAFTA accord. The
President's early support of NAFTA was conditioned on the
development of additional accords, to bolster the core
agreement's terms in the areas of labor and environmental
standards and import surges. Negotiations over the side
agreements were concluded last month, and signed by the President
last Tuesday. I am convinced, as is the President, that these
side agreements strengthen NAFTA substantially. ,

What in the labor side agreement has advanced the
Administration's position on NAFTA from conditional to
enthusiastic support?

I'll begin with a vital and often-neglected point: The
historic linkage of trade and labor issues embodied in the
supplemental agreement. This represents the first labor
agreement negotiated specifically to accompany and fortify a
trade agreement -- the first attempt to match trade and
investment rules with a more integrated framework for labor
market policies -- the first attempt to manage the terms of the
potential change in labor markets brought about by an accord
between the U.S. and a trading partner.

The Supplemental Agreement satisfies the imperative that
NAFTA not come at the expense of the environment 2r at the
expense of workers' rights. The Agreement addresses issues such
as protections concerning child labor, health and safety, minimum
wage, and industrial relations.

To give these safeguards force, the Supplemental Labor
Agreement was developed around three fundamental principles:
First, enhanced collaboration, cooperation, and information
exchange among the three countries. Second, increased efforts to
make explicit and highly visible each country's labor laws and
their implementation. Third, increased use of effective
mechanisms to encourage the enforcement of national labor laws.

Perhaps most importantly, these principles will be enforced
by administrative bodies and mechanisms with teeth. The
Agreement creates a Commission for Labor Cooperation, consisting
of a Council and a Secretariat and supported by National
Administrative Offices. Let me first pledge my commitment, as
Secretary of Labor, to use this Supplemental Agreement to protect
basic worker rights and then describe the design and function of
each of the mechanisms that will make enforcement possible.

The Council, composed of the three Cabinet-level labor
officials, will be the governing body of the Commission. It
will have a broad mandate to oversee the implementation of
the agreement, establish priorities for cooperative
activities on labor issues, including occupational safety
and health, child labor, benefits for workers, minimum
wages, industrial relations, legislation on union formation,
and labor dispute resolution. It will also facilitate
party-to-party consultations.
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* A Secretariat will provide technical support to the Council
and will prepare periodic reports on a wide range of labor
issues, including labor laws and their enforcement, labor
market conditions such as average wages and productivity,
and training and adjustment programs. The Secretariat will
be headed by an Executive Director appointed for a fixed
term by consensus of the three parties.

* National Administrative Offices (NA0's) will be appointed by
each country to serve as a point of contact between
Commission entities and national governments. NAOs will
consult and exchange information on labor matters. Each
country will have a right to determine the functions and
powers of its own NAO and decide upon its staffing. The
NAOs will serve as the vehicle for the public in each
country to question and comment upon labor practices in the
territories of the other parties.

-At the request of any Party, an Evaluation Committee of
Experts (ECE'S), will be convened to examine many problems
concerning the enforcement of labor laws. ECEs, composed of
independent experts, will report and make recommendations on
each matter as it is treated in each of the three countries.
If a Party believes that another is demonstrating a
persistent pattern of failure to effectively enforce child
labor, health and safety, or minimum wage provisions, a
Dispute Settlement Panel can be invoked. This Panel's
decisions will be backed by the potential imposition of
fines and trade sanctions.

The mechanisms described here will allow us to enjoy the
fruits of the NAFTA accord And at the same time allow us to
protect the basic rights of workers. Moreover, they do this in
the appropriate way: by encouraging voluntary improvement and
enforcement and resorting to sanctions only as a last resort.
But make no mistake, the sanctions, once imposed, have teeth and
will produce compliance with the terms of the agreement.

Before leaving my discussion of the supplemental agreements,
I'd like to point out that the first fruits of this progressive,
collaborative approach to progressive labor policy are already
apparent in President Salinas' recent announcement that Mexico
will link increases in the minimum wage to gains in worker
productivity.

WORKFORCE ADJUSTMZN3T

NAFTA will mean more jobs and better jobs for American
workers. It remains true, however, that despite the final tally
of job growth, a tiny proportion of working Americans face the
prospect of dislocation as a result of the changes NAFTA brings
about. What of those Americans who find their jobs at risk? How
do we respond to their very real anxieties?

Let me make four crucial points.

First, labor-market pressures resulting from NAFTA will not
come as a sudden, sharp shock. The major changes will develop
gradually, giving us time for adjustment. The agreement, it must
be remembered, will be phased in over a decade. Workers in
industries which have been most sheltered from competition will
see barriers drop in stages, not all at once.

Second, a supplemental understanding on import surges
provides a safety mechanism to give some breathing room if the
pace of change proves too disruptive in particular cases.
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Third, the total number of workers put at risk by NAFTA will
be quite small relative to the opportunities generated by our
large, rapidly changing national economy And relative to the
total amount of job change that Americans will experience during
the years that NAFTA is phased in.

Fourth, and perhaps most important, this Administration
fully recognizes our obligation to ensure that no citizen bears
disproportionately the costs of changes that benefit us all. And
we are preparing to meet that obligation with a comprehensive
strategy for helping workers who have lost their old jobs find
new ones.

It is a comprehensive strategy whose motivation and effects
go far beyond NAFrA. It is equally relevant to our challenge of
scaling back weapons production and converting to a productive
civilian economy, adjusting to the unprecedented technological
changes shaking up entire industries, adapting to the downsizing
of major corporations, and adopting production technologies that
do not pollute the environment.

Each of these structural changes will benefit us as a
nation. Each has as a side effect the potential dislocation of
some small subset of workers from the jobs they now hold. But
for every single person out of work and their families, the
unemployment rate is 100 percent. People need to know that this
Administration will have policies in place to help ease the
transition from the old economy to the new. These policies will
help people who believe their jobs may be at risk because of
NAFTA -- just as they will be available to everyone who wants to
or has to change jobs in the years to come.

Within the next few weeks we will propose legislation which
will move us from a system that simply buffers the pain of
unemployment towards a system that speeds displaced workers into
re-employment.

For over fifty years, we've had an unemployment insurance
system premised on the notion that what workers need most is some
income assistance during economic downturns (typically lasting no
more than six months) until they get their old jobs back in the
same company or industry.

And we've had a scattershot array of job training programs,
with each one designed to help a different category of workers
who lost their jobs.

Unemployment insurance still helps people, of course. And
particular identifiable groups of workers still need retraining.
But given the huge structural changes in the American economy,
this old system has become a band-aid rather than a cure.
Lately, we're spending more than $35 billion a year just keeping
people financially intact until a new job comes along. In each
of the last two years, the federal government spent $12 billion
simply extending unemployment benefits. The fact is that -- with
or without NAFTA -- more and more Americans need to find new jobs
in new industries. And many of them need retraining (often long-
term retraining) regardless of the reason they lost their job.

As a first step, we will seek to identify permanently
displaced workers early on. We've found that the early
identification of dislocated (versus temporarily laid-off)
workers, followed by early readjustment and job-search assistance
for them, cuts their time spent unemployed -- along with the
associated costs and pain. A recent review of six experimental
programs that linked job-search components to the unemployment
insurance program found that making this linkage is cost-
effective.
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Our re-employment system will feature universal access for

displaced workers, so that the help they receive will depend on
what they need to get a new job, not on the reason why they lost
their old job. Assistance with unemployment insurance and job-
search, counseling, and job retraining will be available through
one-stop centers, with a minimum of red tape. Training will be
offered by a variety of providers, with options to include basic
skills training, literacy and numeracy, and occupational skills
training, both classroom and on-the-job. States will be allowed
-- and encouraged -- to develop other options to fit the
particular needs and priorities of their citizens.

A fundamental flaw in our present unemployment compensation
scheme is that while it supports people who are unemployed and
looking for new work, it typically does not support people while
they are receiving training for new work. We hope to eliminate
this flaw. We aim to provide income support for displaced
workers who need extended retraining and are making satisfactory
progress in full-time training programs.

Finally, it is worth noting, in this time of tight budgets
and eroded faith in public institutions, that reinvented
government is a hallmark of the comprehensive worker adjustment
system I have described. Just as our private sector has become
more attuned to serving the customer quickly, flexibly and
efficiently, so must our public sector. A shiny new training
program does no good if it's giving people skills that aren't in
demand. Filling out the same form for three different agencies
wastes time, shortens tempers, and undermines confidence. For
these reasons, accountable, customer-driven, locally-based ways
of doing the public's business are built right into the ground
floor of the our system -- not tacked on as an afterthought.

In short, this system is based on two imperatives. We don't
have a person -- or a tax dollar -- to waste.

CONCLUSION

NAFTA presents a jarring disconnect between expert opinion
and the public debate. As the members of this Committee surely
know, economists like to disagree. Indeed, for a great many
economists, disagreeing is both their profession and their hobby.
And yet it is difficult to find more than a handful of serious
economists who dispute the claim that NAFTA will be broadly
beneficial. Lurid scenarios of economic catastrophe and
skyrocketing unemployment, whether meant cynically or in honest
error, are rooted in neither evidence nor in economic principle.
Why, then, do such empty claims echo so loudly through the public
debate?

I believe it is because for many Americans, general
anxieties about economic change have crystallized -- erroneously,
to be sure, but perhaps understandably -- around NAFTA, as a
prominent, if relatively secondary, symbol of change. While
anti-NAFTA hysteria will eventually be seen as groundless, the
more general concerns about Americans' economic futures are all
too well-placed. Since the 1970s, the real wages of most
American workers have persistently declined. The average real
hourly earnings of production and non-supervisory workers, mainly
non-college workers, declined by 10 percent from 1973 to 1992
(and by nearly 9.5 percent from 1979 to 1992). Real wages have
fallen even more dramatically for young, non-college workers. In
fact, the percentage of year-round, full-time workers not earning
enough to keep a family of four out of poverty increased from
12.11 in 1979 to 18% in 1990.

The job market is also growing more unstable, leaving an
increasing number of Americans to work harder for lower wages,
lower benefits, and less peace of mind. The number of temporary
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and part-time workers continues to grow. And the predictability
of cyclical ups and downs has been complicated by permanent
structural change. Over the most recent recession, permanent job
losers accounted for a full 86 percent of the increase in
layoffs. We can and we must address these sources of anxiety.
But retreating from trade -- and in particular, balking at the
opportunity NAFTA presents -- is no solution.

Anxious about the future and subject to so many sources of
change that are beyond any chance of control, some Americans seem
to hope. that blocking this one source of change subject to a
Congressional vote -- NAFTA -- will somehow reverse the tide of
global economic evolution. But that tide of change is pouring
in, whether we summon it or seek to turn it back. The change due
to NAFTA specifically will be a mere ripple within the flood.

The question is not whether we turn back the rising tide,
but whether it ends up lifting our prospects or gradually
submerging them. And the answer to that question will depend on
our readiness to cut loose the anchors that tether us to the old
economy, and learn to navigate in the new economy. The choice is
not change versus the status quo. It is whether we choose to
shape the inevitable change, or opt instead to deny it, and in
our denial define ourselves as victims rather than masters of our
fate in the global marketplace.

RESPONSE OF SECRETARY REICH TO A QUESTION SUBMITTED BY SENATOR RIEGLE

Question: What is the difference between the Bush Administration
Memorandum of Understanding (MOU) on Labor with Mexico
and the Labor Side Agreement negotiated by the Clinton
Administration?

Answer: The MOU signed on May 3, 1991 under the Bush
Administration set out a list of cooperative activities
to be accomplished bilaterally between the U.S. and
Mexico. Cooperative activities are only one Article in
the North American Agreement on Labor Cooperation
(NAALC), which includes more than forty other Articles
on issues ranging from consultations to trade
sanctions.

Much of the Bush MOU sought to bring together U.S. and
Mexican technicians to exchange information and
experiences in the area of occupational safety and
health. In addition, the MOU served as the framework
for various comparative studies on labor law, child
labor, and the informal sector.

The NAALC makes all activities, including cooperative
activities, trilateral. Canada also has a preexisting
MOU on labor issues with Mexico. But cooperative
activities are only a fraction of what the NAALC
provides.

First, the NAALC creates an institutional structure to
ensure that the Parties cooperate, communicate, and are
allowed to scrutinize the enforcement of each other's
labor laws. The NAALC sets up a Commission, composed
of a Ministerial Council and Secretariat, assisted by
National Administrative Offices (NAOs). The
Secretariat will coordinate cooperation among the
Parties and produce periodic reports on labor market
conditions, labor laws, and enforcement of such laws in
North America. NAOs will be set up by each Party to
receive submissions from domestic constituencies about
alleged labor law violations and to respond to
inquiries from other NAOs.
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Second, the NAALC goes beyond simple cooperative
activities and establishes a process by which Parties
can address issues of concern on the enforcement of
labor laws. The process is aimed at encouraging
cooperation among the Parties to resolve issues.
However, if such consultations fail, the NAALC provides
a dispute settlement procedure which can force a Party
to pay a fine or be faced with trade sanctions.

Third, the NAALC for the first time opens Mexican labor
law procedures and enforcement up to public scrutiny.

The U.S. NAO may raise any issue related to Mexican
labor law with the Mexican NAO. Whether the area of
labor law is one that is covered by dispute settlement,
any issue the U.S. or Canadian NAO cares to raise must
be addressed by the Mexican NAO, and information
discovered may be published. The NAALC will be an
invaluable tool to subject labor practices in each
Party to public scrutiny.

[Submitted by Senator Donald W. Riegle, Jr.]

[The New York Times, Sunday, March 21, 1993]

AMERICA'S NEWEST INDUSTRIAL BELT

(By Louis Uchitelle]

CHIHUAHUA, MEXICO.-Walk down the long rows of huge machines, newly in-
stalled in the freshly painted Ford Motor Company factory. Stop to examine the fu-
turistic control panels that will run this automated factory. Watch Mexican engi-
neers fine-tuning the new machines. And it becomes easy to imagine-except for the
Spanish and the low salaries-that this most modem of engine plants is really in
Dearborn, Mich., and not here on an arid plateau in northern Mexico.

Staffing the plant are people like Eleszor Faudoa, a 32-year-old technician equal
in skill and motivation to the best in Dearborn, but earning only $1,000 a month,
one-fourth the wage of an American counterpart. Currently, Mr. Faudoa heads a
team completing the installation of machines that will grind the connecting rods for
a new four-cylinder, multi-valve engine. Illustrating the sort of initiative often
sought from American workers, Mr. Faudoa had a say in the machinery's design.
"The manufacturers agreed to incorporate some of our suggestions," he -said, "like
those for a simpler electrical system and for easier access for maintenance."

The Ford engine plant is just one example of the rise of advanced manufacturing
in northern Mexico, mainly to make products for export to the United States.
A.T.&T. is making telephone answering machines; the Big Three, cars and engines;
Zenith, television sets; Whirlpool, washing machines. Thie list goes on, deep into the
roster of Fortune Magazine's 500 largest manufacturing companies. They are joined
by other foreign giants, like Nissan and Sony, and a handful of Mexican manufac-
turers. Having invested millions, the Mexicans are exporting paper, tiles, glass and
other products to America.

Northern Mexico-not just the border towns but a strip more than 300 miles
deep-is rapidly becoming the newest American industrial belt. By most accounts,
nearly 600,000 jobs have been located in Mexico that in the past might have been
in the United States. Most are at maquiladoras, the simple assembly plants that
pioneered the migration in the 1970's. But the maquiladoras are increasingly being
automated, making them harder to tell apart from Midwestern factories.

THE 51ST STATE

"The technological superiority that retained the most advanced production in the
United States is disappearing, so that northern Mexico is now almost a 51st state
in terms of production," said Harley Shaiken, a labor economist at the University
of California at San Diego, who has written on Mexico's industrial transformation.
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"Boeing might still have a hard time making jet airliners in Mexico, but Mexican
workers can match the skills of 70 percent of the labor force in the United States."

The rise of modern manufacturing techniques in northern Mexico seems certain
to draw much more American industry to this country, hurting the American work
force while amounting to only a mixed blessing for Mexican workers.

For Americans, it may no longer be true that a factory in the United States can
be made more profitable than one in Mexico, even if a factory owner in America
automates and retrains workers. Ford and others are discovering that semi-automa-
tion in Mexico-with equally skilled and trainable, but lower-paid workers-can be
cheaper than full automation in the United States.

Many American executives argue that if they did not relocate to Mexico, they
would be moving operations to low-wage countries in the Far East. Because Mexico
is so close, the factories here at least buy their machinery in the United States,
along with most of the parts that go into the products. That creates jobs in the Unit-
ed States. But a Mexican manufacturing belt increasingly capable of matching
American production seems to guarantee a continuing shift of jobs to the south.

"That is going to create a political problem in the United States that is not likely
to surface for two or three more years," Professor Shaiken said. "And when it does
surface, it will be difficult to undo. The North American Free Trade Agreement will

_ have locked in the open border arrangement that makes the job shifting possible."
For Mexicans, there is a gain as more companies hire people like Mr. Faudoa, cre-

ating a new class of factory managers and professionals. But the automation is also
prompting factories to shrink the number of production workers. Partly for this rea-
son, manufacturing employment in Mexico failed to grow last year.

Finally, to maintain the low wages that draw American companies to Mexico,
President Carlos Salinas de Gortari has gotten commitments from business and
union leaders to limit raises. It could be years before the gap with American wages
narrows significantly, said John Pearlman, chairman of the Zenith Electronic Cor-
poration, which has 20,000 employees in Mexico.

A COMING OF AGE

The transformation of Mexican manufacturing is only gradually becoming evident.
Until now, the American presence had been most noticeable in the bordest towns,
like Ciudad Juarez. The image there was of unskilled people earning very little to
perform simple, repetitive assembly.

But farther from the Rio Grande, major cities like Hermosillo, Monterrey and Chi-
huahua are becoming more representative of northern Mexico's coming of age in
manufacturing. The shipments north from these cities are contributing mightily to
Mexico's merchandise exports, which reached $16.7 billion last year from a meager
$10 billion in 1986.

The lure for the owners of Mexico's new factories is still low pay. But in the
1980's, corporate America realized that low wages could attract not only unskilled
people," but also educated applicants in cities like Chihuahua that boast many grad-
uates from public universities and technical schools.

"Without this pool of skilled people, we could not have put a high-tech factory in
Chihuahua," said Lyle Raymond, manager of the Ford engine plant. The plant,
which has made engines since 1984 for cars sold in the United States, is about to
reopen after retooling to make the new four-cylinder engine.

Chihuahua, located on a mountain plain 230 miles south of El Paso, is a birth-
place of' this process. Now, more than 40,000 people, nearly one-third of the city's
workers, are employed in the pastel-colored factories that are spreading across the
plain, appearing from a distance like tiny spots of fresh paint against a backdrop
of steeply rising mountains.

The Ford engine plant's employees are a cross section of the new work force. One
hundred are licensed engineers--earning $1,400 a month on average and often func-
tioning as foremen, a task that American engineers consider beneath their skills.
The 700 production workers are high school or technical school graduates, hired for
the assembly line at $1.55 an hour and trained by Ford to work up to electrician,
machinery repair, computer programmer or mechanic. The top pay for such special-
ties is $3 an hour. Mr. Faudoa is a graduate of these ranks, having risen through
endless training to be a supervisor of foremen.

The Ford pay, slightly above the norm for Mexico, is deeply below American lev-
els, where a manufacturing worker's average wage is $11 an hour and an engineer
newly out of school commands $25,000 to $30,000 a year as a starting salary. By
comparison, Esquiel De Luna, a 20-year-old sophomore in electronic engineering at
the Institute of Technology here, ei pects to earn $400 a month-$4,800 a year-at

75-546 - 94 - 9
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one of the factories upon graduation, and work up to $12,000 annually in three or
four years. "I would not take a first job as an engineer for less than $400," he said.

THE SHRINKING PAYROLL

Seeking to maintain the low-wage lure, President Salinas got business and labor
to agree to hold annual wage increases to less than 10 percent this year, in a nation
that had 12 percent inflation last year. But he is losing ground on another front:
he has promised Mexicans thousands of new jobs, many from American companies
here. Now, factory modernization is undercutting this goal.

Just as companies in the United States have automated and shrunk their staffs,
automation is limiting job growth in Mexico. The automation here, however, is
meant not to save wages, but to improve quality.

"Sixty percent of what we once did by hand is now done by machinery," said Elio
Bacich, director of a maquiladora here owned by Zenith that produces circuit boards
and TV coders. Employment at the plant has fallen to 2,400, from 3,300, in recent
years.

The trend is very visible in Chihuahua, a city of nearly 600,000 with striking com-
binations of new homes near squatter neighborhoods and shiny malls a few blocks
from rundown stores. The population has tripled since the 1970's, and as people mi-
grated here from rural areas, jobs grew at an 8 percent annual rate-until the
1990's, when job growth halted, at 140,000 employees.

"I would say that the unemployment rate in the city has risen to 8 percent or
more, double what it was three years ago," Mayor Patricio Martinez said. "This does
not include housewives who worked and now don't. We don't count them as unem-
ployed."

The growing automation is chipping away at a widely held economic theory. That
theory states that Mexico and other low-wage countries should be centers of labor-
intensive operations while the industrial nations should remain home for the best
manufacturing technologies. But some American companies are finding the arith-
metic of partial automation in Mexico persuasive. Given their low wages, five Mexi-
cans operating a partly automated assembly line here cost less than one or two
Americans on a fully automated line in the Midwest.

Nothing illustrates the trend more clearly than Ford's decision to switch the man-
ufacture of dashboard gauges from a factory in Saline, Mich., to a Ford-owned
maquiladora in Chihuahua named Altec. Altec-employs 3,000 people to produce ra-
dios and other car components. It is assigning 700 people to the production of dash-
board gauges, replacing 400 workers in Michigan by 1995. The alternative would
be to automate in Michigan.

"When you automate, you get rid of direct labor, but you add indirect labor costs
for very skilled people to maintain the more complicated equipment," said Thomas
E. Davis, Altec's controller. Mario M. Okubo, Altec's manager, put it more simply.
'Ve brought the production here and saved the business," he said.

GETTING THE SKILLS

The pressure to be more skilled also touches young women like Magdalena
Munoz, a 19-year-old operator in an automated assembly process at the Zenith
plant, which like most of the 60 maquiladoras in Chihuahua is evolving into a high-
er-tech factory.

Young women seated at long tables in one area of the warehouse-like building
still function in traditional maquiladora fashion, repetitively placing plastic and
wire prongs into slots. These are the larger parts of a circuit board, and the labor-
intensive work that these women do, for $1 an hour, originally prompted Zenith to
shift production to Chihuahua from factories in the Midwest.

But technology has miniaturized other circuit board components, so that many
tasks can no longer be done with precision by hand. And not far from the women
seated at their tables, Zenith has installed computer-controlled machines to stamp
or glue these tiny parts onto circuit boards. Ms. Munoz has been trained to operate
one of these mac hines.

As the boards emerge, she scans a computerized readout to make certain the
parts have been properly placed; if they haven't, she adjusts the machine or tries
to fix the problem by hand. If she can't, she calls over a technician or engineer.

Ms. Munoz's pay is 137 pesos, or $45, for a 45-hour week, the same as the wage
for the women assigned to hand assembly. A dollar an hour is the standard factory
wage in Chihuahua, although the most modern factories-like the Ford engine
plant-start production employees higher, at $1.25 or $1.50 an hour. These factories
employ mostly young men, while the maquiladoras hire mostly young women.
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Ms. Munoz's wage might rise with more training, if she stays. Worker turnover
at maquiladoras is often more than 20 percent a year. That is a new problem for
companies increasingly in need of retaining experienced workers to operate auto-
mated machinery. Rather than raises, other incentives are offered to try to keep
people like Ms. Munoz.

A company bus takes her, free of charge, from her parents' home outside the city,
a 90-minute trip, and returns her at day's end. She gets two free meals on the job.
There is a free health clinic and some factories, like Altec, have ball fields, gym-
nasiums, adult education courses and social halls that workers can use for family
weddings and parties.

But Ms. Munoz's day lasts from the time she rises before dawn until she returns
home after dark from her long commute. She had kept a similar schedule for a year
at another maquiladora, and then took a year off. Will she stay this time, and go
through more training to master the complex equipment that Zenith is installing?

A partial answer comes from Graciela Ramos, who directs a center for working
women. "These women see themselves as subjected to intense work and, increaa-
ingly, skilled work," Ms. Ramos said. "They know that what they do is worth much
more in the United States. They don't discuss this even among themselves. The
turnover is their resistance; when they can't take it anymore, they quit. But they
take jobs again. Despite everything, the work gives them a sense of self-respect that
women don t get at home."

Gerald Gonzalez, 22, is a notch or two above Ms. Munoz in Mexico's work force
hierarchy. He was among 125 young men hired recently by Grupo Ponderosa to op-
erate its new paper mill. For years, the Mexican company has manufactured pulp
at a plant outside Chihuahua, and now it has opened a paper mill alongside the
pulp factory, investing $230 million in the project.

Rather than just sell pulp to Mexican companies, the struggle now is to compete
across an open border against American companies that also produce white paper
for writing and for copying machines. Mr. Gonzalez and his. mates, having survived
the hiring tests, are being trained to operate the complicated machinery, made in
Finland.

"If this group can learn all the tasks and have a vision of the whole paper-making
process, including how to maintain the equipment and repair it, these young men
will be more valuable, even though most of their work will be repetitive," said Hec-
tor M. Raynal, the plant's director.

That is two years of training, at the end of which Mr. Gonzalez is to earn 250
pesos-$83-for a 48-hour week, or $1.73 an hour. He now earns 165 pesos a week,
or $1.15 an hour.

Grupo Ponderosa has recruited its new paper mill workers not from Chihuahua,
but from two smaller communities nearer the paper mill, where 165 pesos a week
seems like a lot. Furthermore, "For only 17 pesos a month," Mr. Gonzalez said, "I
live with my wife and baby in a bungalow on the plant grounds."

Grupo Ponderosa has managed to add the paper mill to the pulp operation with-
out increasing the work force. Having installed a partly automated mill and having
upgraded the pulp operation, the company is operating the complex with 400 peo-
ple-the same number that once staffed only the pulp plant.

WEIGHING THE COSTS

That sort of labor savings is helping to fuel a debate over whether Mexico's low
wages still justify shifting production to this country-since even here the labor con-
tent of a given product is declining. For example, George Baker, an Oakland, Calif.,
economic consultant whose specialty is Mexico, argues that Mexican production is
burdened by other costs, not present in the United States, that offset the savings
in wages. These include poor transportation, power outages and an absence of near-
by suppliers.

Mr. Pearlman of Zenith disagrees. "When I factor in other nonlabor costs-less
heat, cheaper land and cheaper construction-there is no question that Mexico's
lower labor costs are decisive, he said.

So are Mexico's markedly nonmilitant unions. And nonlabor costs are falling as
the infrastructure improves. Until its engine plant closed for retooling in 1991, Ford
had been shipping engines north to El Paso by railroad. Now, tractor-trailers will
haul the engines in half the time on a recently opened high-speed toll road.

The plant here and a Ford engine plant in Dearborn had competed to be the man-
ufacturer of the new four-cylinder engine. The final decision, depriving Dearborn of
500 jobs, involved factors that went beyond labor costs, Ford officials said.

Ford originally put the engine plant here to satisfy Mexican export requirements
for doing business in this country, and those requirements won't disappear com-
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pletely during the first decade of the free trade agreement. Then, too Ford sells
more than 100,000 cars a year in Mexico, and the bad publicity from shifting Chi-
huahua's production back to the United States could have hurt Mexican sales, Mr.
-Raymond, the plant manager, said.

Finally, retooling the Dearborn plant would have required an extra $20 million
investment--420 million versus $400 million here-for enough automation to re-
duce the labor force.

Thus companies drawn by low wages find other reasons to stay, entrenching
northern Mexico as an American industrial belt.

FOR MEXICAN COMPANIES, OPPORTUNITY AND PERIL

The integration of northern Mexico into the United States industrial base is
bringing opportunity to some Mexican companies and peril to many others.

Among those prospering in Chihuahua is the Almeida family, which has multi-
plied a grandfather's brick factory into a modern manufacturer of household and
commercial tiles, employing new Italian technology.

Nearby clay deposits, owned by the Almeidas, give their company, Interceramic,
an important advantage. So does the recently installed automated machinery that
carries out most of the production process. The company's largest bank lender,
Banamex, is also a big shareholder, and an American partner, Armstrong World In-
dustries, helps with marketing in the United States, where 20 percent of
Interceramic's output is sold.

"If you put the same plants here and in the United States," said Victor D.
Almeida, Interceramic's chief executive, "with penle of similar skills earning simi-
lar wages, the cost here would still be 5 to 10 percent less."

MVaybe. Grupo Ponderosa, owner of a pulp-factory and a new paper mill here, has
not been so lucky. It is going against an American industry more powerful than
American tilemakers. With Mexican tariffs slashed, American paper companies
raised sales here by 64 percent in 1992, endangering Mexican paper companies that
buy Ponderosa's pulp.

In building a paper mill, Ponderosa hoped to compete against the Americans, not
only in Mexico but in the nearby Southwestern United States. So far, the strategy
has not worked; the company has lost money and recently renegotiated $200 million
in debts.

"The United States industry is very competitive," said Irene W. Meister, a vice
president of the American Forest and paper Association. She added that American
paper makers had an advantage in technology chemicals and wood supplies--advan-
tages the new free trade agreement will strengthen.

And then there is Arnulfo Solis D'Santiago, president of Chihuahua's Association
of Small Manufacturers and himself the owner of a company that makes truck bod-
ies and trailers. His work force is down to 52, from 76, and production has fallen
to 400 units a year, from 1,500.

- Second-hand American trucks, driven south in growing numbers, are cutting into
the business, Mr. Solis said, and now that quotas have been lifted on new truck im-
ports, he is expecting to be hurt from that quarter, too. "All our members have the
same problem," he said. "We lack the economies of scale, the technology and the
marketing to compete."

And Mr. Solis's solution? Well he is trying to ally with a Minnesota company that
makes hydraulic dump truck hs. Mr. Solis would sell the lifts in Mexico and the
American company would sell his dump truck bodies in the United States.
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EDITORIALS.
No to NAFTA
P abliC policy like high technology. suffen from a

-urfeia of interlockin variables. Star Y*bua seemed
like a wonderful idea to Dr. Tkiler and Pressdent
Reaglan. but it collapsed when most of Its compo -

nrit tvitemnsI prow crkable. inefficient and prohibitivly
a Peiliir. The Nois Amsercan Free Thude Agreet the
bratea corporate lobbying for which is the subject of this
week's special Issue. a joint project of 77e Nation and the
Centr (fo Public Integry. Lsa commercud correlative of Star
Wars. it likewise sounded dandy when Pretsident Bush pro-
posed it an preparation, for his 1992 canspaign (picking upon
Icmr Browbn's idea from the tate I9M). But when its various

elements are analyzed. It looks unnervlngly like a cost-inef-
ficignt. modally regsasiveand ultimately self-destructive a-
nad that cannot possibly fly.

7Vo widely divergent aspirations fueled the idea. On the
one band. some advocates of radical realignment in the inter-
national economic order theorized that a North-South trade
uvaty could enrich the poorer countries while rationalizing
the economies of the industrial giants. Ther model (rich in
falsity and self-dusion) wast Japan, which long ago began
farming out its basic Industries. and then its manufacturing.
to ts Plicifc Rim neighbors, such as South Kate., which over
night became a steel-smeltIng, car-making. TV-spawning;
plmer wkith its -bugolgPer-capi Incmfosteinga new
democric consciousness. The Japanese we then free to
oonceqtTMe on research and development of hyper-tech sW
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tens (mightily subsidized by the govrsmem). high finance
and business management.

The other hand was played by the transnabonal corporate
cla. which caed litUe for parnrhip or deoamy in the un-
deviopedl worl but saw a North-South my as a way to maim-
mis profits for th* North by cumng labor oous illing umom.
avoiding regulation. exporting ecocide and tying up half a
hemisphere in a "single market:' U.S.-controlled and com-
petiuw with the looming power of the European Community.

Naturally, the corporate prevailed over the progressives
during the Reagan year. which saw the negotiauon of a
free trade treaty with Canada. and dunng the Bush press
dency. when the treaty's eetirson to Mraico was bruited.
The CAnadian emmomy was duly damaged by the los of hun-
dmds of thousands of jobs to lower-wage U.S. shops (pro.
ponent had. of course. promised a stbsaonIal net gain in
employment and higher Canad=a wages), the shriveling of
domest in iestment from 18 percent a ya to just 2 percent
and the bankruptcy of countless local businesses.

But during the run-up to the 1992 elecuon real opposition
to the Mciucan e tension pew among some labor unions and
their Congressional support. They argued thai American
factory worked. with their average hourlywapofll. could

not possibly compete with Mascans. who make on aver,
under a dollar. tha the appalling decline of manufacturing
tn the United States would be acelemed; thai industrial un-
ions here would ad but disappear replayad" as it were, by
undemocrat:i girwnen.spotsormd unom tn Mco); thai
American minory workers would be shut out from advance-
ment to midclass lobs and fives, with all the social conse-
quences thai entails. thai poUuuos would rime t Mesco and
tms would be remporned to the United Stus in foodstuffs;
that the profits of the biggest corpormsons would bulge, while
the overall U.S standard of living would sag and that far from
homing panels in prosperity, the outcries of North Atra-
ica would become accomplices in docine.

Funded by corporate as weil as union PACs. committed to
fr trade while sympahetic to some protectionism againstt
Japan. mosJy). eager to be all thinp to all people, candidate
Bill Clinton declared a policy of "yea but" on President
Bush's "fast rack" NAFTA negoutions with Meao this
pau summer. Cnoa wa strongly influenced by Harvart
professor (now Labor Se reury) Roben Raceb who beL m
that trstiona pw is esmsnsally unstoppable by protec-
uonust policies, and aLl that is left for the United Sus to do
to work within the new world corporate order by educatin
young people and retraining some workers for the postinidus-
trial economy (is Andrew Kopkind. "Doctor Reich's Eco-
nomrc RA,' Auius 17/24, 1992).

As President. Clnton cominues to press for sde agree-
menu to NAFTA on pollution and Labor demoracy in Mex-
ao, which ai essenUally unenfoWCeable, while ignoring the
vasUy more important us es that affect the very structure of
the U S. economy For NAFTA is no simplei evicsin good-
onighborl ie,, Is is a watersbed in US-ad Mmcan--eoo-

Shistory b ratfy the treaty us t9 noem U.. workers
to mor hard tunses, to confine Mscan workers to an eco-
nomic ghetto utterly dependent on El Nort, to reduce the
power of labor against ownership, to ravage th American in-
dusuial landscape and to transform forever the dream of
Americ as a just and prosperous place of hope.
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= BIG 55 LOBBYING IN WASHINGTON

Can Mexico and
Big Business USA
Buy NAFTA?
CHARLES LEWIS AND
MARGARET EBRAHIMIn the summer of 1992 a Congressional aide boarded a

ntane aI Washington's National Airport with some of
her coUcagiues and flew down to Maco City. Dona
Strong, a staffer with Representative John Bryant. a

Tens Dcmocraz, had been invited to take an aa-epensea-paid
f(a. riding ip to Mexico to learn more about the North
American Free Trade Agreemet (NAFTA).

Her visit was arranged and paid for by a Mexcan organi.
nation caled the Coortinating Council for Export Business
(COECE). which was created in 1990 to promote NAFTA and
which works closely with the Mexican govmeruign. Strong's
tip was one small pan of a massive lobbying crusade waged
by the Mexican gOerMensC and Mexican corpoainons On be-
haJf of NAFTA. which its supporters claim will crate wide.
spread prospemry and a free-trade zone Iinking the United
States. Mexico and Canada Opponents of the pact, inlud
ing labor, consumer and environmental oups in this coun-
try and Meux contend tha NAFTA wL spur corporate
fljit to Meco, hemorrhage jobs from the United St
and undermine environmental, health and workplace safety
regulations.

There was nothing legal about Strong's trip--r for that
matter In having a foreign business orpatio finance it.
Thai's the way tlung are done in Wshington, where lobby.
ists-gslative mercenums-routiely rig debaes for big-
bucks clients. I Incidentally. Strong nw wor Bill Cinton's
White Hous. ooe of hr ares of responsibility is preparing
legislation to form lobbying.) Strong was nm the only LLS.
government offka to make a tri sout of the brdes at Mex.
ican expense In the put two yeam. Mex:aru busmes intr.

Charta Lewa a former poduc for 60 Minutes, ir the
foundor and nrmtr diwtoe of the Center or Publ In-
11Fg1s', On 1N311hahg1ort MaaTwer Eblflhimf U Sgur~f ae9
as thw cnter Dan RetiI CIOndy Coalis BLW Baldwin old
Da oeMure D0n4" tdsutair i to this proj-
ice The mny.r witich just pulised The Trading Game:
Inside Lobbnng for the North American Free Trade Agree-
ment $10). a an ondepesidWn4 noRpowfi orm atlon th&
emum public rw and .han-'ehs 1eenby combing
ftveanatow ypor inm and pohdtko sisirne It isfunded by

foua/ dtonm OvrwOonMAs L3owunonz ouvatuaandsev-
ista r vs orreunm ots

eats have paid for so-called fact-finding trips by dozen of
Congesional staff members, a handful of legislators and one
governor. And this has been merely one tactic employed by
Mexican corporate and government interests to influence
policy-makers in Washington.

The debate over NAFTA, which will climax this fall when
both the Senate and the House vote on the treaty, has yielded
the most extensive-and expensive-foreign lobbying cam-
paign on a specific issue ever seen in the capital. Since 1989
the Mexican government and business groups haw spent at
leut $25 million to promote the development and enactment
of NAFTA, hiring a phalanx of Washington law firms, lobby-
iss, public relmiona companies and comultants. That figure is
conservative because it represents only the total that was re-
ported to the Justice Department by Mexico and its hired gum.

'This is a David and Goliath fight
One side has money and the other
doesn't'

To comprehend the magnitude of this effort, consider the
costs of the three larget, most notorious foreign lobbying
campaigns waged in VAshington in the past quarter-century.
In 1990 Hill and Knowlton was paid $10 million by the Ku-
wait government to persuade the American people of the
need for US. military intervention in the Persian Gulf. In
1987, after the media discled that a Japanese company had
ilesally exported high-tech equipment to the Soviet Union,
Japanese corporate interests initiated a major lobbying drive
to prevent legislate retaliation. Up to $9 million was lavished
on that campaign. And in the late 1970s, in the scandal that
became known a "oreagme" South Korean rice broker
bogun Park acknowledged that he had distributed gifts and

cash to thirty-one members of Congress from 1967 to 1977.
me Congressmen wme officlaly mpnmanded by the Houe

of Representvgs, and one was convicted of conspiracy to
defraud the lowm'nment. The value of Park's payments and
gifts totaled roughly S850,000. Mexco's pro-NAFTA expen-
ditMu have already meded the combined resomurces of these
three lobbying campaigns.

Hermann von Beruab, a Mexican businessman who was
enlisted by President Carlos Salinas de Gortari to be director
of Mexico's Washington NAFTA office, acknowledges that
t Mexican government alone will spend roughly 510 million

on NAFTA-related acivities in 1993 and that it spent about
$18 million for 1991 and 1992. But he ihsis that only a small
proportion of this money goes to lobbying. This is a common
refrain of lobbyists when they describe their Washington op.
erations. The trick is to define lobbying rather narrowly, ex-
cluding public relations, propaganda (called "educion"),
political intelligence and strategy developmet-all key as,
pects of lobbying.
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The Maucsf government and Meucan corporate intees

have used much of those nuiliona to purchase the pensive
services of a potpourm of inside-the-Betway specaistis. For-
met U.S. govertmeft offial's. who know how to massage the
%uastunpon potucal sytent. haw been snatched up and placed
on Metco's payrolLs. Indeed. suice 1989 Mexican interests
have hired thirty-three former U.S. officiaLs who worked for
a variety of government enutie, Congress. the State Depart.
merit, the Treasury Department. the Office of the U.S. Trade
Repretentative and others. Thar mission is to influence the
political process for what is arguably the most significant
trade issue to have faced the Anercan people and theit den.
ed representatives in this century.

Why is the passage of NAFTA so uporant to Mcdco? Be-
,:aue its government and corportons expect that a freshet
oi desperately needed U.S. investment aid consumer dollar r
will flow into their country once the trade barriers between
the 1wo nAtions (All. A fcw mllon dolUlrs a small pnce to
pay for &hat they hope will he a mutsbtllion-dolilar bonanmz.

U S. .irporations ihat favor NAFTA-mnanly companies
eager to gain cces to the labor and consumer markets south
of the bordef-have mounted ihIr own lobbyig effort. Al-
though there are practically no disclosure records now avail-
able to document pe ndbtur. U.S. butnen ntemu are
early spending millions of dollars. Large companies like
ast man Kodak1. American Expeess and General Electrcare

member, of an umbrella organmatn called USAONAFTA
thai is *agng a national campaign, and have hired the Weler
Group. the firm headed by supeFlobbys Anne Wader, the
formey Cter White House aide The U.S. corporate effort
works in close cooedinaaion with the Mescan government:
one top Mexican official in VAadungt conducts liaison with
the U.Scompaniescampotainn for NAFTA. Cansaa more
than adequately represented in V~shsngwa. bus it has not
been particuLarly aggressive in its lobbying for NAFTA.
Canad. of couse. already has a free trade agreement with
the United Ste.

All its intensive lobbying by U.S. and M ca interests
is dedicated to downug out any aisiayr or qusoning voom

in the United States. It is focused like a lasr on the Wash-
invo power elite and aims to see that a treaty is approved
that favors corporate interests.

"This is a David and Goliath fight:' notes Pat Cho"te. a
lading ces on foreign lobbying in Wkshlngtot. "One side
has money and the other doesn't. What you've got bere is a
lobbying blitzkrieg (by Mexico and by U.S. and Me ican cor-
porationsI. They ar able to bring to bear the presence of the
President of Meo, the Cabinet of Mexico, the Ambassador
from Mauco. They have the major think tanks, the Council
on Foreigs Relations, the International Insitute of Econom-
ics, the Council of the Americas, full access to the edioral
boards and pages of the major and regional newspapers in
this country. They ar utilizing the full lobbying resource of
the Business Roundtable, the National Association of Man.
ufacturers. the Chamber of Comnerc: and the 100 largest in-
dustrud corporaions in the United States. In addition to that,
they've hired as lobbyists on retainer every leading trade e-
pert in this country. Finally, anyone who opposes NAFTA is
desnbed " a racist, a xenophobe or someone who is igno-
rant of economics

The Meulana Are Coming
When Maican President Saln took office in December

1988, he was nm enthusiastic about knocking down trade
wsa between his country and the economic behemoth to the
north. But the views of this Harvard-educated economist
changed. In early 1990, Salinas and several top ministers vis-
ited Europe and discovered that the Western Europeans wer
primarily interests in investment, trde and aid opporuni-
ties i the Eastern European snaions breaking free of the So-
vie Union. Slinm concluded tmt the world ws dividing into
trade blocs. He did not wan to see Mexico left out. The only
choice, he decided, w s fuller economic integration with the
United States.

While Salinas was contemplating the economic future of
his country. officials In George Bush's State Department and
National Security Council were kicking about varous tide
proposals. including tending the U-LCanasda Free Trade

.Th Na.......
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AgrtVctti. signed in 1988. into a wider pact that would In.
clude MUCO. Eventually. Salinas let Washington know he
was thinking along the same dam In June 1991,he a is eia.

tons opened talks On trilateral agreemn. A year and a ha~
r

later. the pact --.drwn up under conditions of unpreceidented
secrtcyI aw signed by Salinas. George Bush and Canadian
Prune Miruster Bun Mulroney at a ceremony us Washingto.

Once Mexico was committed to a tasty it waied Ittl time
in linn up influential Amercans who could gease the
wheels of Washington. In September 1990, Mark Anderson,
the A.F.L..C.I.O.'s veteran international trade analyst, re-
,:leed a ielep',one call at his Washington office from a Ma.
ican Embassy oficual. asking whether he was willing to meet
-ih H m ino Blanco. who would soon become Mauco's
arucf trade negitaor on NAFTA. Anderson agreed. and over
brrakfast as the RFtZ Carlton Hotel. Blaso spoke of Man-
,o's Leen interest to NAFTA. and in the Mexican goven-
ment desu to maku NAFTA a reality us WAshington. Blanco
(old Anderson he was "in town lobbyist shopping.

' 
By any

standard, the shopping became a spree.
In 1990 and early 199I. Masonsconfronted byladtaunt-

rg uask: figurig ot where to apply influ e so that the U.S.
political system would work us its favor. According to von
Bertrab. MSuco's NAFTA iaison us Washington. at the start
of its pro-NAFTA drive Mascan officials reoliz they ad
very little eperience and knowledge about the iner workings
of the United States. "We really did no have a due:' he says.
Bit clues could be bough very easily. There was another prob-
lem. though: the general peceptson of Maxco in the United
States. The Salinas gonsvenmes hoped to chang the view of
Mauco as a ow-ape, socssay trotble asviroemially pol-
luted country thai exports illegal aliens o the United States.

The Meicuan government. through its Ministry of Com-
metes and Industrial Development (SECOFT). oped a
Wahnugon office separate from its embassy and hiked a num-
ber of well-conneced WsluAngon Law. P.R. and lobbying
frm.,. Thei oalnappts mnim war influsencing legislatora
recasting Msco's pubbc imag u the United States. esua-
lIhung **gass roots" support for NAFTA in th fifty states,
gauging actual US. negotiating asta. In a short period of
time. Meuco was wud.

Won Betrab spmks 1aDmom daly w ib Jore Montano Ma.
ico's Ambassador to the United States. and Jaime Sarra
Puct. who is n charge of SECOFI in Meco. On imots Fri-
dam. vo Besuab mees wth SECOFI's chid lobbyists work-
ing Capitol HdL A Lager pmup of consulants and analysts
working foe Mauso. NAFTA "'allic. also eft at his of-
rw about once a week.

Von Bertrab alo has his own udlglmce-gathaing systems.
Every week StephessWide. a former Assistan U.S. Tade
Reprcsntuve who now works for the consulting firm Man-
chaser trase. sends voo Berab paper on specific NAFrA
trade issues amd strategy. One of von Beraub's key aides man-
sn, regular com with Gail Harsri of the Weler Group.

,which ef femvirly runs USANAFrA. te umbrella organiza-
Uon of U.S. cporations supporting the aurem. Another
source ts Sandra Masur. director of insermatsonal trade policy
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for Eastman Kodak. which has a substanual pranc in Met-
,to. Kodak is deeply involved in the so-called grass-roots ef-
(on to promote NAFTA.

Mexuco's NAFTA office retained the P.R. rui Burson-
Marsteler-whch has handled such clients as Shell Chemical
Company. Saudi Basnc Industries. Salomon Brothers and
Bethlehem Steel-to sell the image of a "new Mauco," The
flacks a Burson-Marsteler hope to promote Mexco as a
modem, indusralizing nation with a technicaLly capable
work form. As part or the general ouutuch suste. SECOFI
has hired am leas three prominent Hispanc Amaicans for-
me State Department Chief of Prntocol Abelardo Valdm
former New Mcaco Governor Toney Ansya stand former Navy
Secretary Edward HidaJgo. Von Bernns opeatuon even
boatsU a stafr member who handles liaison with U.S. environ-
mental groups and high-tech tvromena companies.

Burson-JManeller. which has been pud almost $5.4 mil-
bon in fees and eipenin snce October 1990 by SEOF. took
several other steps to refurbish iu client's image For cmm-
pie. the firm produced thousands of rosy brochures Utled
- Partners in Thade" and " Pnrotees the Eanroomens" Theme
brochue we. distributed to government agefces. U.S. lkg-

ion and numeous pro-NAFTA organsnzsots ncludmg
the Hentage Foundauo. the U.S. Council of the Mcaco-U-S
Business Committ. the US. Chamber of Commerce and
many other. The Office of the President of Maco--as op-
posed to SECOFI-paid Bursom ova SI.S mill in fees and
apeises to creat television and newspaper ads that promote
'4cao's supposedly tough efforts to combat drug traffic.
ing. For mu amount on NAFTA. Bunon-Manteller estib-
Ihd a speakers bure u. mousored media coverage of the
trade isue and produd Splec. Buoc has also funnel
monthly mainer fees to two lobbying frmas working for

SECOFI: the Brock Group ($30,000) and Gold and Licbet-
good (127,000).

Round iad Round the RevoMng Door
Playing first violin in Maestro von Bertrab's Washington

orchestra is Robert Hermstein. a former U.MS. Under Secretary
of Commerce in the Carter Admiistraton. Hernateir. a law-
yer with the firm of Shcarman & Stering, is the top American
adviser to the NAFTA lobbying campaign of the Maican
government. Shearman is the only fir mined by Maico to
do both legal wak and lobtyn During the NAFTA negoU-
atons. Heretan was the lead U.S. counsel to the Matcan ne-
goeating team. Hertan's colleagues call him "ML. Maron!'

Herz tn is a poster boay for the Washington r voli door
between govemment and the Private sector. After working on
trade policy for the govenment in the late 1970S. in the 19f0
be and his firm made hundreds of thousands of dollars as
Cad's lead counsel during negotiation of the U..S.-Canda
Free Trade Areement. Since 1991 SECOFI has paid more
than S5 million in fees and espemses to Shearman & Sterling
for help in negodi and passing NAFTA. according t doc-
uments the firm has fe with the Justice Department ud
the Foreign Agent Registration Act. What Justice records do
not reveal is that Shearman & Sterling has actvefy tracked
members of Congrss and their views on NAFTA. targettn
those who are on the fence and then lobbying tlem. For ex-
ample, this past Fersary 24, one of the firm's representatives
attended a privwe breakfast held by the U.S. Council of the
MWaCO-U.S. Business Commait the National Democratic
Club to persuade new legislators to support the treaty. It has
contacted govanora. state and city officials, and state eco-
nomic devlopman and commerce departments to determine
local sentiment toward NAFTA. The firm forwards this in-
teJlgence to Maco's NAFTA office in Washington. Then
von Bertrab dispatches one or morm of his many lobbyists to
work on the appropriate state or local official

Assisting Hesutein at Shermn & Sterling am longtime
lobbyut Anlit Epstein and political analyst David Parkhurst.
loicaly, Prkhurat served on the presidential campaigpt of
Ros Perot-a prominent opponent of NAFTA--and he was
responsible for research and Pert position papers on foreign
lobbying reform.

Mcsco la not counting solely on Hezteln's Influence-
peddling acumen. In is pocimtsare many other high-powered
revolving-door lob it including Bill Brock. whom some
people in Washington tout as the "father" of NAFrA. In
1982. as US. Trade Representative, Brock initiated official
talks with Maco on a bilateral free-trade agremens. Nine
years late, asa pivae consult on M leg's payroll e was
helping the Bush Administratio enact NAFTA.

His consulting firm, The Brock Group, la a good buy for
Meico. Since 1991, it has been assisting Burson-Marstetter
ud providing Madc's NAFTA office what it calls (in doc-
uments filed with the Justice Department) "strategic coun-
seling on trade, labor and politcal policy issues." The Brock
Group has been contacting key players on the Hill. in the
White House and at federal seance Brock personally dis-
cussed NAFTA with Senate minority leader Bob Dole and
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ormer Representative Donald Pease. The Brock Group is
loaded with other former officials with trade experience who
,re working on the Mcucan account: James Frierson, former
,hiele Of sta f for U.S. Trade Representative Clayton Yeutter.
Ind to Retch, former Ambassador to enezuc. Re for
n. knows how to skew a public debate. In the mid-1980s

he headed the State Department's Lautin Amercan Office of
publiC Diplomacy. which disseminated dsmaformstson and
propaganda to discredi the Sandunistas of Nicaragua and U.S.
ournalists reporting on the comm war.

Brock is one of hose Washington eminences whose su.
ments on trade maters receive sa'ious consideration from law-
maLern and opinion leaders. But not everyone he speaks to
realizes he now hU a personal and professional interest tn
-'AFTA. In April 1991 Brock testified before the Senate Fl-
,u'nce Comnsittee He was bied as a forma4LS. lade Repre-
,enAtive. a speiaUst in the often arcane world of trade policy.
someone to be heeded. He spoke favorably of a U S.-Mexican
free trade agreement. Mecan officials present must hav ben
piased to have such a high-profile U-S. trade expert make
their case. He earned his paycheck hall day. But t everyone
,n the commrittee room knew Brock was a hired gun Brock ne-
irded to mention he was immving a Large sum of money from
BursonMarsteller and the Mexican goverutient at the time.

When asked later about his failure to disclose his fiancal
link to Mexico. Brock maintained thai sue he had registered
as a foreign agent (fo MexUco his affl[ation was no i!et.
But Congresional comautee staff do not routinely trudge
over to the Justice Depart meant to cheek on the foreign ties
of prospective witnesses. The conflicts of Interest of witnesses
are often not known to the comansiten thai mceve their tea-
Imony Inthiscae nolunsin thepubibc rmr, noftbehear-
'og revealed that Brock had financial loyalty to Mexco.

The Stroking of Congressa
When 122 new members of Congress wereelected last No.

,euber. Meuo's N AFTA team sprang uno acmo-esay new
legslsor was t atl, ra targeted to be contacted by a lobby.
igfim retai by Mexu One of the . Walkerens Asocs-
aies, took on ibe Midwesterners. Another. Public Stratqies
was a signed to hammer the California and Tka members;
Gold and Liebengood. Inc. was assigned the Seam RepubLi-
.;ns and TXC islarnational drew the new Hispame member.
these fims am considered to be among the moss effecuve to
the business. Charts Walker of WAlk Fm, Asoeates. Under
Secretary of the risury sad Deputy Secrtary of the Tiea.
strs in the Nits Admi s is one of the mo rencw
lobbystS in Washington. I His other clients haw included
Ainheuser.Busch. AT&T. CBS Recordsa Columbia Pictures
Mitsubtsi and CSX Corporation ) His associate Phil Potter
's also a former remsury Delpartment official. Wlker/Free

.sceiates is handling much of the day-to-day schmoozing
on the Hill. monitoring and lobbying new member It has
contacted more than 300 govermnt officials over a two-year
priod. accordiu to Justice Department reconds. Walker and
his colleagues hav contacted staff members of the Senate Fi.
nance Committee seventeen tumes and the House Ways and
'eans conimitite eleven times.

Public Strategies is run by Joe O'Neill, once the top aide to
Treasury Secreary Lloyd Bentien when he was in the Senate.
From June 1991 to October 1992. O'Neill's small firm was paid
S455,771. For all that money. O'Neill visited a number of legis-
lawn to sell than on the wonder of NAFrA. Making the most
of his old Bentsen ties, he contacted old friends in the for-
mer Senator's office sixteen times and contacted the Senate
Finance Committee (on which Bentsen served) twenty-three
times. He and his firm pitched NAFTA to Senators Brock
Adams and Chuck Robb and Representatives Howard Berma.,
Bob Matsuw Richasd Gephart and Ron Wden. amongothers.

Several Clinton advisers were close
to Mexican business interests or
friends of NAFTA.

SECOFI paid lobbyists Gold and LiebenSood SS23.000 in
fees from June 1991 to December 1992. Howard Lebengood
is a former Senate sergeant-at-arms. Many of his associates
working the NAFTA beat arm former goverment officials
who have served u staff members in the House, the Seate
and the Department of Health and Human Services. Gold
and Liebengood contacted members of Congress and their
staff nearly 500 times in a year and a half. Mary Latimer, a
staffer formerly with Donald Pease and currently with the
House Ways and Means Committee, was targeted fifteen
times. Representative Jim Kolbe and his staff we contacted
twenty-four times. Accordin to Justice Department docu-
ments. key Senate Fice and Commerce Committee staff
members were pied with "Cbristmas candy" from the ov-
ernmens of Medmo. via Oold and Liebengood.

What was the need for suich an army of lobbyists? For one
thing, the is stensth In numbers: The mss lobbyists you
can mobilizi, the more officials you can se. And each lobby-
sa ha-.or likes to boast he or she has-special contacts with
certain members of Congres or mcutive bmm officials.
Finally, that' the wy thins am done in this town. Von Be-
trab has a simple exilanation for Meri.', mwation strata.
"When in Rome, do as the Pomans do."

Ti. Sefl" of ls Prrdent.DEie
At the start of Its pro-NAIrA drive, Mexico sis fortunate

not to haw to worry about the White House. Bush a solld
friend of NAFr. The punditocracy proinonced him a sure
totermer. But then Bush's hold on the presidency began to
weaken. And Mexico was not about to be caught flat-footed.

As Ctiton'a political fortunes sendd, pro- and anti-
NAFTA forces launched intense efforts to wit him or.
Labor leaders met with Clinton and mad their objecdos
to the tratr, unionists pree anti-NAFTA positim papers
on his campaign aidea. But they were outgunned by the Mi-
i-ans-who wer egged on by U.S. lawmaker.

According to von Bfertab, Democratc member of Con-
teas backing NAFTA urgd Mexican government officials



262
The Natiorn.

"to star-havulg some connecuon with the (Denocrhcn party
and the IClintonI campaign." Von Bertrab admits he heeded
(he advance, but he will not say who in the campaign was ap-
prtached by Mexcan government reps. They had a wealth of
choices. Several Clinton advisers were close to Mexican buss-
ns interests or fans of NAFTA. (Some Clintoones were regis.
tried foreign agents I One top adviser was Robert Rubin. who
was at the um co-chairman of Goldman. Sachs and Company.
the Wall Street investment bank.Lng firm. Rubin personally
handled several of Goldman. Sachs's most important clent.
including the government of Mexico. He would be named by
Clnton to chair the National Econotnic Councl. (He has
since recused humself from matters involving Metco.)

During the primaries, candidate Cliaton hedged on the
North American Free Trade Agreemeni. but he certsuny waa
no cntic. In the summer and early fall, after Ros Perot had
infused the campaign with loosely populist soundbites about
foreign lobbyists. job losses and cheap overseas Labor mar-
k-ets. Clinton turned up the flame of his own rhetoric. Not
only was he going to end poliucs as usual" in Washington.
Clinton would not back NAFTA unles certain concern
about U S. jobs and the erTviroriment were met.

Around this time. Mesico was getting r and clowe to

FULL DISCLOSURE?
T he potena abuses of foreign lobbyig An no dif.

rems from those o( domeu lobbying U.S. cor-
porasions t ha lobby i he vecisve branch generally ar
noc required to disclose their svtbes but ovreas in-

ttsis must. Still. the disclosure law regarding former
bvM hF o-- mWrei ASm ReqanmTOn Ac (FARA-

Swak,. and the go ernm office am e sfom, it kep
a v rmcs The Gnal Accounung Offie ba aow
she most viplam observer of FARAs iudequacies and
unce 1974 has issued three reports documan prob-
lems with FAR.A records The G.A.QX and the JusDce
Detsartmeswi acknowledged that mou foragn agets
simply do not register. More than half the tire reVs-
tJ3Aion sta ss ar fid lae, mand half thos temens
ha"e inadequate closuree" avoiding to the G.A.O

Disckmre on Capsol Hill is weak a well. Many lob-
by tu simply do not nria. Member of Congress muss
disclose their privately funded tnps jusat once a yea.
Senate staff members mum get permission from the
Ethics C niite. which then publishes tbe names in
he Cosaeo Rrorf. there a no sucs requi1mt

mi he IIouse. No staffer in she House or Senate c s s
I css t han S 79.9)Z in 1993 is requird to disclose any in-
formation about free irsvel. These laws need to be
tougher and umform. Thes is a move afoo in Congress
so pass aws compelling mote diclosisre by lobbyta and
their cl ts. Tie proposed legislatn does not go as
Ifar as is should. but it wtl make it casir for members
of the public- journalists included,. o track campaigns
like she pro-NAFTA onslaught. -C.L aid M.E.

June 14. 1993

the nea President of the United States. In September. Nation.
alJourniui reported that the Mexican government had rmaned
O'Melveny and Myers. the law firm of future Secretary of
State Wrarms Chrmopher, to advise Mexico on technical is.
sues in the NAFTA negotiations, such as antidumping laws
and countervailing duties. O'Melveny and Myers did not dis-
close these acuvities to the Justice Department.

That same month in Little Rock, Bill Clinton received a
pro-NAFTA research paper written by two of his longtime
friends, Paula Stern and her husband. Paul London. Stern
had served on the international Tade Commission in the mid-
1980L, She then became an economic consultant to several
cents and lobbied hr old agncy on behalf of Japanese corpo-
rmons who wanted to bring high-definition television tech-
nology to the potentially lucratve U.S. market. Stern had the
embarrassing misfortune of seeing her labors exposed on an
Emmy awaad-winaing episode of Fmtonline. London. who has
repeeted seeal overseas liens, including the Japan So-
ety of Industrial Machinery Manufacturs, is currently in line
to rcve a top Clinton Cosumere Department appointment.

These two F.O.B.s had been retained by the U.S. Council
of the Mexico-U.S. Business Commit-ee-pro-NAFTA mon-
eyed interns, many of which hav operations in Macio. Not
urensitty, d Stemn Groups papedied "Investsimt Tmde

and the U.S. Gains in the NAFA," concluded thai the treaty
would have positive effects on the U.S. economy. Stem and
London optriistically predicted that NAFTA would lead to
the reason of 2.0,000 new US. joba. (A number of economic
studies have be published, forecasting everything from en-
ployment lrvana for US. workers, with thousands of new
jobs created, to sheer hell, with millions of jobs lost.) Shortly
after Clinton reeived this report, paid for by pro-NAFTA
forces, he announced on October 4 his tentative support of
the treaty. While he had some concerns about labor and en-
vironmental issues, ultimately the next President would help
make NAFTA a reality. The public commitment was made.

Following Clinton's deco. the Meaiucn government made
ts firs direct approach. In November, Mexican President Sa-
lins's Chief of Staff. Jos C6rdoba-Montoya, met in Wasb-
ington with Clinton transition officials Samuel Berger and
Barry Carter. C6idoba-Montoya pressed them to support
President Bush's signing of NAFTA, which he did on Decem-
ber 17. Cidsoba-Mootoya also urged that Clinton commit
himself to securing Congm's approval before this summer's

Os. on January 9 President Slnas and Clinton met in
T=L "le Mxican leader was the only bead of tate the Pe-
ident-elect met with before moving into the White House.
But that wasn't Macions only 600M to the Clinton gov-

crnments-s-waiting. It must have been reassuring t Macscan
officials that several of the country's paid lobbyists served di-
rectly on the Clinton transition team. One of them was Ga-
bri Guerm-Mondmaon, a former speal assistant to the
U.S. Ambassador to Mexico in the 190a and now president
of two Vaigton-Iased consulting rirm that hawe received
a lot of money from Meico. In the critical period of Octobe-
December 1992, Guerra & Associates received S$1.000 from
SECOF to "make contact and meet with United St leg.
islators and odr public offcial." At the same time, Gur-
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,%ondraon ,Was a Clinton tMusition adviser on Uio1111 W0
county issues. In addition, his other rrm. TKC Internati n-
al. has received S388.376 from SECOFI since August 1991 to
lobby members of Congress. as mentioned earlier,

.%A Treasury. Secreuary-designate Uoyd Bensen brought in

his former aide Joe O'Neill. head of the consulting firm Pub-
lit: Strategies. which was reamned by Mexico. to assist in the
I ransltton. O' NeslI interviwed prospective pobtical appoint-
ees and helrtd Bentsen establib his Treasury -perauons.

After the imugurton. Charlene Bgarsfky wm nomnated
to be Deputy U.S. Trade Representative. She has been regs-
tered as foreign asent for rums in Japan. Canada and Met.
1,0. ccorming to Justice Department inord,. she or her lb-rn
represented a broad coalition of Metucanc ompames pushing
for NAFTA. When asked if B&ashefsky's background posed
any problem. a spokesperson for the ofre of the U.S. Tide
Repr.einltl51vc told Tht Wall Sirmfl Jourl. "I believe it i a

,astinci advantage Ito havel represented both domestic and
rorngn chenLs. rha id of wi:--rounded representation gnu
ou insight." And Clinton nomunated Daniei Tarullo. of

Shearmain & Steling as Asistant Secretary of State for Eco-
nomic and Business Affairs. TruJo will oversee the depar-
mere'i trade office. He reportedly worked for Mauco in its
NAFTA trade negotiations with the Uited States

Fly the flidly Skies
For the past two eas. Meatcan business interests, working

in tandem with ibetr govtrnmxeii. haw waged an elaborate
.. smpaiin to "educjue" U.. government offlcul about the

benefits of Ihe proposed North American Free Tadz Agree-
meri. Btwein ApN 1991 and Fbuary 1993. the deep-podzt
%leascan group COECE took about fifty Congremoal stff.
en-including Donsta Strong-on mine trips to Masco. Al-
though the Constitution prolbu mawrbers of Congress and
their employs from rmvng "ay preset ... of any kind"
from a foregn govenusent without the consn of Congress

iuci trips apparently do not violate this provision because
COECE ,s ostemnibly a nong iwismeztal oepnsmtson How.
ever. is does hvi close ties to the Mexican governsent and'
ad, ised iI during the NAFTA negoiLtionL And ita ecutive
director. Gudermo Guetne. wm formerly the ccutive vice
president of Banco Naconal de Meico, which until August
1991 as owned by the Mctcain gOevmxentL

So fat the House members, the governor and nearly all of
the CongirusonJ staffers who ha gone to Meow have not -
publicly 11scloed these aJvHitL. (Fither they do not have
to. or the deadline for disclosurt has not yet passed--and.lsu
some cases. won't pass until after Congress has voted on the
frelYv t In the Seme. staffers must wrve ausLhorszutsn from
the Ethies Committee before awlpgnil foreign trave their
names am i then pubsshl in the CbmVirspueio Retood. So (ar
founreen Snaute stalf as ha disclosed their pirtcipuation
ia the irips.

Queries to roughly 2 Congrassoal aides revel that forty-
eight staff members went to Maco on COECE's dime. To
of the mopowru comnuttes in the House of Represesa-
IIvesw -e targeted by COECE. Bruce Wilson and Mary La-
mer of the House Ways and Mem Subcommittee on Trade
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journeyed to Mexico. So did Janet Ptm, a staffer for John
Dingell's House Energy and Commerce Commnettee

To beef up its lobbying efforts in Congrecss the Mascan
business group enlisted the services of Ruth Kurtz. a well-
connected former Senate aide and trade expert. Kurtz, hired
for S80.000 a yew. was a good catch. From 1970 to 1980. she
was an international economist and U.S. trade negotiator at
the Commerce Department. From 1910 to 1913 she served as
a trade adviser to Paua Stern at the Lnteniational Trade Com-
numon. Then the joined the staff of Republican Senator Wil-
ibam Roth. where the was a major author of the 19198 Om bus
Trade Act. Kurtz quit the Senate in 1989 and subsequently
signed on with COECE%

Kurtu. who fused to be inte ewed, earns her keep by
schmooring with former fellow trade tpecialists on Capitol
Hill. the men and women advising ievalators on NAFTA.
From Apn 1991 through October 1992. according to Justice
Department recorL Kirri or her principals discussed NAFTA
tn meetings with legilators on seventeen differ at occLlons.
Ther wer two meetings wnth Senat minority leader Bob
Dole. Othm- on the hit list include then-Seamte finance Com-
rittee chairman Uoyd Bentsen and Representatives Kika de
La Garms Bill Richardsn and Robert Torricelii- But the real
work on Capitol Hill oc-un at the staff level. so the Mexican
business group and Kurtz presented the merits of NAFTA to
various House and Senate staffers on 220 occausn--n tele-.
phone conversation at office meetings, ova lunch They
held ten meetminp with govern during this period, indlud-
tg two Sessions with Califoris Governor Pete Wilson. And

they met with officials of the U.S. Trade Representative's of-
rice twenty-oae times, including twic with Tade Rep Carla
Hils. Kuru's former employers a the Coence Department
heard her pitch on NAFTA nsem times, including at one

meung with then-SOcrY Robert Mosbacher. Nine comer-
sauons wre held at the Intemaion d rlade Commission. And
the staff of Senator Ro'h. ranking minority member of the
powerful Finance Committee, which has principal jurisdic-
tion over trade matters such as NAFTA, was visited by alum-
na Kurtz twenty-two times.

Kurtz wined and dined some staffers at Washington's most
popular restaurants: the Ritz Carlton. Sequoia. LA Colline
Sam & Harry's, Joe & Mo's, Old Ebbitt Grill, the Monocle.
Kumt and her Mexican clients also played Santa Claus. Ac-
cording to Justice Department documents, they bought a
"Christmas Gift for (aI Member of Congress" at Saks Fifth
Avenue. Another Christmas gift was purchased for a Congres-
siousl s:affrr from Victoria's Secret, the lingerie chain. The
recipients of the gifts were not named. (Congress is now con-
sdering a bill that will force lobbyists to disclose the recipients
of such gifts.) Kurtz also worked the media, spinning positive
stories about Mexico and with NAFTA.

Staffers were led by the nose to
Mexico-to hear its carefully scripted
story.

But the centerpiece of Kurtz's campaign to win friends and
influence Capitol Hill people was the trips tu Mexico. Prac.
tically all of the trips were led and organized by KuMt Both
Democrats and Republicans were invited on these visit Some
of the staffers work for legislators who have already decided
their positions on NAFTA. and others work for legisl tors
who ae on the fmer. One delegation included staffers for law-
maker, concerned with Mexico's environmental record. An-
other brought together Staff aides to members who car about
Meico's human rights record. And one tour consisted of
staffers from offices that were openly anti-NAFTA.

These trips weren't junkets. Meetings were scheduled back
to back. The agenda was loaded, and the visitors were exposed
only to the business side of the issue Very few mettinP were
held with Mexican anti.NAFTA groups, and these had to be
organize independently by the staff members.

Many Staffers say the experience made them better under-
stand the importance of NAFTA to Mexico. Some left feeling
unsure about NAFTA's environmental and job repercussions
in the United States. But several staff aides note that they came
home believing that if NAFTA is good for Mexico, it will be
good for the United States. Philip Boyle, who was a legisla-
tie assistant for former Representative Frank Horton, says
that Horton was undecided about NAFTA until Boyle par-
ticpated in a 1991 COECE trip. Horton was among those who
voted for giving President Bush fast-track authority, which
allowed Bush to negotiate NAFTA without too much inter-
ference from Congress. Some staff people on the Hill report
that the trips reinforced their already positive attitudes toward
NAFTA. And dearly, the information they brought back
made its way to the legislator r tmple, Bruce Wilson,
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staff direcor of the House Ways Vd Means CommIttee's
Subcor ,mittoe on Trade. says "stalf indin" fromtheseutp
wer shared with Dan Rostenkauski. chirmani of the com-
rruttee. and ere made available to other committee members.

After the tray was signed by Salina Bush and Canadian
Prime Minister Bnan Mulroney in December 1992. COECE
shut down its Washington office. According to von Bertrab
of Mcuco' NAFTA office, the business group's primary pur-
pose was to serve ass liuson between Mcxcan corporate in-
terests and Mexican government negotiators. After the pact
was signed, there was less need for the business-government
interaction. But COECE suil keeps Ksrt on its payroU-
pmsumably to lobby members for the final ratification of
NAFTA. While nations trying to work their way around
Washington have occasnally opeuraed through government-
connected trade ssocaons. Mexico has tak- ms pers snown
efforts a step (unher. The trd analysts to the mot powafsL
relevant members of Congress were systematically led by the
nose to .Meuco to hear its carefuJly scipeed story.

Big BOunsess Weghs In BIg
Corp ie Mai and the Salins government are not alone

in thie puus for NAFTA. Hundreds of major U.S. companies,
wins cheap labor,. weak regulation and new consumers in

Meuio. ar crusading (or the agrement Flimsy disclosurt
taws make it difricul to calculatse how much US business us-
terst am spending on pro-NAFTA activities, But the total
runs into ihe mdlons of dolUa

The mos peominent oranmzatios pusbing NAFTA axre
USA*NAFIA. the U.S Council of the McI o-L.S. Business
Committee. Traide Parinershsp, the 1. Chambe of Coms-
me c. the Natinal Forgn Trde Council. the Buasneas
Roundiable and the Natuonal A ssociato of (Mansactures
USA* NAFTA is the ltrest. About 80 peret of the coali-
tion mernbe ass cmpses and 20 p a ofthm as trade
socustions an what USA*NAITA euphemistily calla
•onsrnuma groups, with names lk C4ne for o rd

Tride. Citizns for a Sound Ecaonmy and S=a Diegans for
Free Trade. More than 2.000 plaints operating i Mexco ams
oted by. U.S. com=p& s and may of tb p t compa-
nus are member of .SANAFTA. Fi am October by
Kay Wtutmor, the charma and CE.C0 of ESas-,,,an Kodak.
and James Robi nm. ib b of Amma Expr s,
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USANAFTA claims to have raised S2 million. But accord-
uss to the group, it has not yet spent much of this money. Gail
Harrison of the Weier Group, a well-connected public affairs
consulting unit of Hill and Knowlton, manages an extensive
pass, roots effort, which in part involve, identifying compa-
nies in Congressional districts that are pro-NAFTA and en-
listing them to bring local pressure to bear upon the relevtzt
representative. USAONAFTA also hired Mari Maseng Will of
Maseng Communications as a media consultant and Chuck
Levy of Wilmer, Cutler and Pickering as counsel.

Corporations are spending large
amounts of money to get NAFTA
ratified

USAONAFTA is working with others in a unified network
of business leaders and pro-NAFTA associations that its
members have dubbed the Alliance. They have been conduct-
ing low-profile, behind-the-scenes lobbying. Within the Belt-
way, the Alliance has made the House of Representatives,
where the treaty may be in trouble, its prime target. (NAFTA
proponents believe they have a majority in the Senate)
in this effort to woo the motm volatile House, the U.S.

Council of the Mexio-U.S. Business Committee, an Allian
member, sponsored a two-dtay event for new members of Con-
pus, from both parties, at the National Democratic Cub in
Wshingtwo The cound made certain that local pro-NAFTA
business leaders wer present. At breakfast, lawmakers and
their staffers sat surrounded by business people from their
home dktrict who priced NAFTA. Congressional NAM~rA
supportera, including Senator Bill Bradley, the chief Secame
supponer of NAFTA, woe the keynote speaker at the affair.

USAONAFTA is building support for NAFTA at the state
leve. The group uses "sate captains" to persuad- local offl-
odas and buinem people to rally behind the tremy-and let
their ect leaders kow where they stand. The sta. cap-
tas m s typill offlial in oampanes that ar cosmesially
and politically influential within their states: BankAmerica
in Callfornia AT&T In Florid& Du Pont in Delawar Gen-
erd Electric In Masahus; General Motors in Mchigani
Eastman Kodak in Now Ibrk Caterpillar in ilWnols

Acondng to USAONAFTA's legal counsel, Chuck Levy,
the U& businis onmuimty Cmganiralons keep thIr actMt
spa (mom thie of the Mtican goninent. But the Ma-
iran NAFTA off communicam regulary with US. business
groups lobbying for the trea. As with the Mexicm goverr-
met. US. corporations are spending lag amounts of money
to get NAFFA ratified, and their labors effectively comple-
ment Mcdco ous extensive lobbying campaign. As von Ber-
trab says, Matican officials are "les credible" than U.S.
butsn pop when atoluin the benefits of NAFTA in the
United States. S compaim am lobbying for what ther offi-
as belee is baet for them-andy thesion for the Ameri-

can people. Their entry into the firay further stacks the deck.
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Govemmst by SPeCal IaluSO
What has all this apensi hyperrMty wought? The

hssh-powertd. moneyed intents hirm succeeded in making
rths agenda Amenca's aenda-and given t an apple
pie-soundins name North Anmrscan RFxv Am Agreement
William Greider has written about a sophistimee forn of po-
lical manipulation he calls "deep lobbying" the purpose of
which s tO deine public gtument and debate. itisanother
dimension of mock democracy-i system thai has all the a-
pings of free and open political discourse but is shaped and
guided at a very deep level by the rescue of the most pow-
ful interests."

For yean, the logic. the assumptions and the semng in-
evitability of NAFTA have been carefully constructed, and
the reasonable concerns of envLronatenta . labor. consumer
and other groups have been brushed off as annoying but
harmless gnats. Exp for some tken memberships on a few
trade advuory comnuttem the modestly funded fomes hav
been largely ignored by the trade lrfessionals in the three
govermeam. who haw been working closely with the vari.
ous North American corpontios. issues of puma import
to the grea majority of people. such s th Votentil loss of
jobs or lo-rtd environmental standarcla we treated as

afterahoughUs to the prces. Thes concerns wore given scamt
attention in the iu body of be pa -h the need for
"sde agreements" to NAIFTA. The whole proesa has a cyw-
cal. cosmetic quality., with the pretense of responsible dis-

course included alter the fact.
As with so many critcal isues, the presence of a high-

powered lobbying campaign makes it unlikely tha decisions

are being made on the mui. And that is perhaps the miiot
damaging cociuesce of an operuion like the selling of
NAFTA. It undermines confidence in i&gw ment.

NAFTA u a perfe iume for lobbyitts. It is highly tedinicL
The deuuis ar arcat fla mates are often disposed of
f(a from publ c scrminy. Even some b of Congtess
would rasher not deal with them. How could the NAFMA

press hew evolved any differmly. whn so mamy of the for-
mer U.S. usde officis have bo rammed by Metici or U.M
corporations wish subsidiaries theie? In such a setting, the
right word from the right lobbyt a make a dfrence.

NAFTA is too umportant to lea to the lobbyists. The per-
suaon campasn conducted on its Uehalf may lad to pas-
sage of a treaty tau could prow harmful to a vsm number

of Ansercas. This lobbying fr-for-all Is moreevidencie that
the waty V~tsgiot does bustness aseda soehange ClmIntns
ciecutiwe order bani~tng fore government ofiials frm
going to work for special taim tmy pitas f MMlving-
door shenansgans such as ihos evident I the N.4ATA game
The lobbying daiomaw bill now belcoeConess viouldaMine
a brighter Light on the day-so-day activities of lobbyists in
V ulstao And soue mebibm of Conres am begm-ing
to eschew eM futute privwtey funded oit by themselves and
ther staff. Such changes am ova ue. hm they are only a

begintnig For as log as the proema symtm remains in place.
Ihe public wil rightly wonder whether all they at getting is
the bes legasisuon speal-nft.cems money can buy. 0
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NAFTAs
Opposition

n the pass two yews, an unusual n.i-NAFTA co-
aluon has emerged. People and orgonitions that
formerly would never speak to one another are
meeting on a regular bas. The opposition to-

cudes businesses, labor unions. environmental and con-
sumer groups, and Ran Permt Although the ams-NAFFA
lot am sustanutally outspent by the pad lobbyists and
consuJL.nu of Meco and corporate America. their abil-
ity to mobtlsue their members makes them somewhat
compeutve.

Many NAFTA opponents belong to the Ci
l
ins Tade

Campaign. a brad ooatimson of1 mor than sevmty naton-
al organizations. lu annual budgets a mere 2 00,000,
and it employs only three full-time national staff mem-
her and founew fiedi staffers. Former Democratic Con-
gressman Jim Jontz of Indiana is the coitive director.

Th coalition has tried to generate opposition to
NAFTA tn public rallies and memS acros the nation
by emphasing the prospect of substantial loss of Jobs
and of international trie tribunals overruling US.
-gulauons on workplace safety and the environment.

SeverJ unons have plied an important role in the antis-
NAFTA effort. The United Auto %orkem. the Intens-
Lione LdIe Garmet Woretm Union. the international
Brtherhood of Eectncal Workers, andthe Machinists.
. mnot and others havw bbed Lawmakrs and staged
protests . spofsord peution campaigns and orgniwd
traveling anu-NAFTA caravans with displays, speakers
and videos about worker crploition in Memco. Th7
A.F.L. i. like the US. business community. has
taken ow adwsiues anol wo with other lpupa-
such as the nonproft Congressional Economic Leader-
ship Inritute-., organizing tripsto Masdo for legisla-
tr. A.FL-C.O. trade analyst Mark Andeo says the
(lerat's oppose to NAFrA is largely unorga ized
and "a low-butiss opaeuxtn If the federation fully mo-
tize is 14 million numers it could influence the
NAFTA debate. Roently. however, the cocutivecuncil
decided to push for appropriate sie agreea to the
pac rather than launch a national campaign to derail it.
as ary uiou leaders hav urged.

A few business organizations also oppose the treaty.
The American Trade Council and the US. Buess and
Industial Council view NAFTA as a potential threat to
small and nuddle-ued US. cmpames less able to relo-
case to Maico than big corporations. They also fear that
the fmeetrade toe rJI enable overseas companies to use
Masco as an litereatve staying are to circumvent U.S.
import lnaw

Cooperating with the ant-NAFTA business associa-

tions is Public Citizen, a Ralph Nader group. Until re-
cmty, Public CW has had one full-time person on the
NAFFA case: Lot Wallach. who directs the trade pro-
gram at Public Citizen's lobbying arm, Congress Wach.

aUlach glories in being a trouble-maker. During the
highly secretive NAFTA negotiations in 1991 and 1992,
Public Citizen and other opposition forces were locked
out and complained that their concerns were not being
addressed. No one would provide copies of position
papers or other negotiating materials. In February 1992,
Public Citizen received a leaked copy of the NAFrA
txt. It released the document to the public, cousin an
uproar within the Bush Administration ova the breach
of security. The office of the U.S. Trade Representative
immediately began -agin the NAFFA drafts with a
set code, so any leaked teat could be traced back to the
culprit. On Capitol Hill, Wach has lobbied furious-
ly, along with lobbyists from unions and other groups.
But the money spent-by the anti-NAFTA forces is a
mere fraction of Mexican and U.S. corporate lobbying
cipeiditures.

n ni tLists are split on NAFrA. Greenpeac
Friends of the Earth and the Sierra Club are active par-
ticipauts in the Citizens lde Campaign. Their chief
worry is that NAFrA will make it easier for US.-based
corporw t move their operations to poorer counties
wihwkrenonavim nl e ltonthereby sidestep-
ping US. lws ut also Jeopardizing; the safetyand health
of indigenous people in iena-developed nations A warn-
ing sign came in 1991 when Mexico challenged a U.S. law
banning tuna imports from countries that killed more
than 20.000 dolphins annually during tuna catches. The
Maicans argued that the law constituted an unfair trade
barrier. An international trade panel ruled in favor of
Mexico Some n lists enision more such caes
should NAFTA be ratified. But recently sl large envi-
ronmental organizdons-the National Audubon Soci-
ety, the Nature Conservancy. the National Wildlife Fed-
raon, the Environmental Defense Fund, the Word

Wildlife Fund ans Defenders of Willfe--announced
they would support the trefty, s long as appropriate aux.
ilay agreements are nelotiated.

The anti-NApFA coalitions has one potential wild cart
Ross Perot, whohastestifled tWi~ebElb PCogMsawn
the treaty. His organizaton, United We Stand, Anrir-
ca-with an estimated membership of 1-2 millon--is
campaigning -anst the treaty. On May 30, Perot wi
devote a thirty-minute infomercial on prime-time TV
to NAFTA.

Recendy, Perom joined other NAFFA opponents for
lunch, during which Ralph Nader warned that Metico
and US. corporations will "blitz" the network e,,wsns
with TV commercials promoting NAFTA. Perot asked
how much the pro-NAFrA forces might spend. Twenty-
fle milLIon Nader replied. Ptes smiled and said, "I can
do that.: -C.L and M.E.

Juit 14. 1993
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THE PLAYERS
MRMER U.S. GOVERNMENT OFFICIALS WORKING FOR NAFTA'S PASSAGE. 191W-PRESEN.'*

AS REPORTED TO THE DEPARTMENT OF JUSTICE

Itw,,,mo Currel Firm Former Govrnment Posits. (Yem Served)
T.nee knav Independent Lobbyst * Oovenor of New Mauca 191347

* Attorney Geraj of New Mamo 1975-79
- Admin. Amt. to New Meow Governoe Bruce KiI. 1971-72
- Lea. Coun.. for Ses. Joseph Monutyo. 196,.69
- Eue. Amt. to the Amt. Se- of Stat 1966

T,mztnv Bennett SJS Advanced Str eap¢ - Deputy A..L. U.S. Tade 500. for Meuo, 19548
SU.S. Trade Astach to the E.C.. U.. Tade Rep.. 1981345
- Exe. Dir. U.S. Gensze d Syswm of Preferences. U.S.T.R.. 19041

tonn Ikile OLon. Frank. ond Weda * As. Sc. foe Food and Consumer Serices. U.S. Dept. of AgncultuM.
13$49

'.,Iham Brra.a The Brock Group * See. of LAbor. I35-7
o U.& Trade Rep.. 1"143
- Chairman. Pegpubtcus Nel'l Comm.. 1977-81
* Sm. 397076
- Member. U.S. House of Rep., 1962-70

,jrue L ,.xpef Crowte1 & Mona& • Am. U.S. Tade Rep.. Olfice of Bilateral and Muktrals Affair. 19143
Iotenalzonai • Desputy Asst. Specto ade Rep. for Japan ad Developing Counies.

197141
• Roosomut and Rr. Dir. of the Generalized Systms of Prefoesc;
SProg. U.S.T.R. 1977-78

o Roooesm foe Int'l Fnance and Trce Malrs. Council of corn. Mvbers
1977.77

177-79

aron 3 Ie Vfalher'Frc Associat * C4c. Luiams to t Whie House (Cana Admls.)

lamev I inrn The Brock Group * Cooed.. U.S, loveuamnt's pole, on the functioning of the GAXT system
a the UruSaa Round 196749

* ChAd of Staff. off. of the U.S. "d Roip. 195-9
*Special Ass. to Amb, Wias Brock. U.S. Tesae Rep., 396145

LA I wiWl Weassi Free Asocma * Ma ory7 Staff DL,. und-A Sm, LJoYd Delst San Comm. on Ennsramnet
end Pubic Wo"r 39 -V

e Miewry Stair Dir.. Se. Comm on Envios and Pub. uArs 197145

P~e %,lavu Gold ani bebojod * Speial Am. w Sn. De i Dom. 199741
* TM Co sel. Sm. DovL 19648
• Chie of Staff. S M. Do9s.. 964-6
o Carapaa Mge. and Fidd Rep.. Oklasomams for Bono. 196044

Martin Laiad Gold and Lsebetood - Legal Coused for Sm. Howarid Bake. 196342
SCousel or Floo Opemrae to Dahr. 19740

* MI Stair DbL. and Co mn. Sm. Cn=. o Ides & Ansain. 1977-79
* Staff. Sn. hLaL Cm.. 1976
* LAW1 Am. to Smw. Mir laid.K 39376

4to50rn3 Uvaera %lonaragon Guerra A Asuaem - Advise an Nat. Security ismies. C3tansitnal tam 3992-93
TKC Intenatuonal * Specal Am. to the U.S. A to Ma om 19W043

Rabee Herutess Sbrma & Strtng * Und r So. for IU'l bade. Dep. of Comerv. 196041

[Awad Il1.4eio Independent Lo•byw * So. of the Nawy. 197941
AM. Sm. of(th Nay, I9779

* (m. Couned and Coml. Laho. US. Information AIey, 397376
* Secal Ans. to Director of the U.S. Information AbneR 3972
* Specs Am. to the Sm. of the Navy, 19446. 1965-66

, -,...arn # ,i.jene rand Gold and u engood * Sm of the SOAK. 196044
* Sm. for the Mbl.. U.S. Seas. 1974-60

C hd of Staff. Sm. Hi6h So. 1969-74
o LA. Ai. to SOL Caa DOWas. 196148
o Am. Coms. Llakis. Dept. of HMalt Education A Wfre. 3939-0
*Aie to, Rap. HAL HaskElL. 397.58

Parn.e )an's Gold and bicbenood * Special A.L. Off. of Leg.. Dept. of Halth and Human Servm 16647

Ruth kuiz Ildepecleas Lobbyt - AJ eo Sm. WIDN Plat. asd.39ft ( ft .I19
*Tafdt Adviam. fsti Tbade Corn.. 396043

* I Eomost and U.S Thde Nee., Dept. of Commermt 3970396
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Sorph= LAWds MflcbefW Reek6 0 ANNUt U.S Trade W3m ' 211004 Afleir (Wh 192)
0 Offics of the Spean TOOd Rep,. iminda Depm AWL. U&I.. 1973
* S&W Dept., Ciea of OW&s and lA16 Suvies. US. FnuyM Lmeacor

* Simt Demt. Casinlsr 05.. Allow Cbega 296M

Hoard Liceagood Goid aWW Lidnmoo 0 ScrnmeeAa..4 . U.&. Snmt 196W4
* LCI. COMMNad 10 SM Kb0 L&Ids W9741
0 M-n Staff Dir.. Sen. Sale' Cmma as .. 1974.77
e ConDAsat io Ses. H1o.wd Movn. 1975.76
0 ASO Min0. CaOUSO VhASSI6 297374

Goorie Mannana 'Coaot A Haan * 0-f An. Counsel. House Medams Maitne and Fleharisa Cames. 1963-43
*Ma.. Causal. Ha0w Suawn an Flb .. WwjWf. Caoswuam and
*ae Esvomi. 297543

0 LA& AwL to Ptep. EdwWn3 RusPony" 72.75
* Adam. AM&. to WiP Ofbart Ode 29772

Mary Lose McCosuacie forUMA' of * Pram AuL. Dapwy Pint SOL,. ad Pmt Son to Sem. Bob Pachunad.
Gold and L~cagood 2,s.s

Joaspa O'NOU ftblac Sewvin AU'. AWL to SuL .Uad 3mm.in 29604
: EmL Ases, go Ses. Besus Tina ohms. 297279

PUa Poasat YAWhlru Amam - AM. to Sms. Powm slsk. 2949A70
* Sma powdam. DePt. of Trues 197071

W-llaa Ralwao96 God aud Lutbasgood - MPAbW- Hamsr of Rapt.. 19794

Oil* Pjxbc The Sea" Group 0 Arnie to V 29 16.6

* Spoa Adv" to the Sea, at Sow. Imsuseoll Offia af PabL D22aML
for LAMn ArnWk@ OW tie Gobbun. 293-05

* A-m Am..ln U&S Asmq fOw tai Doe. Prose. oLaw Aninim sod
tha CAulbWA 2968M

& Saatf Am.. Howsof Reps.. 1~1.7

maint Rabertwo 006 aWW Liabengood 0 L4&. Dir. for Wm Ste Fad.ig 1Mb

John Scrugg 0016d W ibemgd IAML S-. t- Lds. DspL o alth e nd Hisse Semna. 196344
o Spa" Awe. to196 9Pm& fat Lm& AM*%S 2961
*Floor Ast. go H-a Repu"r Whip lbmw LaS. 196942
*Staff Membr o tie Ham Riu Cam.. 1wt IM7

Pea" Sloo 0O96 kod Latbeaood 9 Ospati. Nesi CArpn dwt -p. MI -' for Pudde-s. 1964
* U.S. Ht-m Appuope. Cam.I ANe. Staff. sad Cam- Liee on tdo

H-st EU'. Ad Lawo Con.L Wd S"l' CamL n A g office at
3m-6 WUjm Rfbht 29764

Jue SLb VAdko/Fror Ausotta a U.S. COMMpof atOn OmmwS. IV77
* DePwTy U6W 540. 11MNm Dept. and Die.. Off. of Coep. Meuais.

1bWaMs Dept. 2941.73
a Mb. Cnndto do Sen. Ssim. as ftwwarl PAL, 2969.4
0 LA& Am. SOL KMn M*. 137-40

mschwu soa 555 Advanced 5&rjpa a Depup U& That. 3mp6. 196.
* U-S As. to GATT. 0mw.. 297.8
* Chief U-&. TNais Pleeas96e 197$4299
aDapup Chief, then Cshie ber ad Tis Div. US. Stole Dep.. 29M.4

a Chie Of Pr. Carras. for the WNWm Hoem. 197973
*Faew Swede. PaOpddam. Wing Iheas Service Off.. 29370

David Thrtalo Shanemn A Stabas a NMAIMINe 10 be Am. Sea to Sam aed Own AN.. Saws Dspt. 3119M..;
so coafkmad as at pos U'S

* Chief EApOag Causal of t e s. Comm an Labor and flummi
PA~Reamo. 29674

* E-. A-. to the Under Smc. Dip. Of Cinm (10-1 Cosd). 2969.6

IAbOls*Go Vabde Ladeptsdjad Lobbyja a Arn. Chief of Piaal Sues Dips. 197941
0 AM. Adsda. for Latde Arrla A tie Cmess . U.S Alinp for IntIl

Ded., 1977.79

c~ulw nW t40ieFrgs Ajeoata # Dapuy Se. t tie 1Nm. 197273
0 Under So-- o tie Tese 2969.72
*Am. to the SeL of Oie Thmw% 293942

L"A relerv #how w" hem iabai of dnaw olAhr pne-NA PTA or medr.Jded w~ent,

The Natiom AM 14 10,



270

PREPARED STATEMENT OF CURT ROHLAND

Mr. Chairman, I am pleased to testify on the important issue of agriculture and
the North American Free Trade Agreement (NAFTA). I am the President of the Na-
tional Family Farm Coalition (NFFC) representing 39 family farm and rural organi-
zations spanning 32 states. I am struggling to maintain my family run dairy oper-
ation in Withee, Wisconsin.

Today's media and political message that NAFTA is good for the U.S. economy
is certainly missing the mark. Whether from an environmental, consumer, labor, or
farmer perspective the current NAFTA text and the supplemental agreements are
devastating. Agriculture was totally ignored during the supplemental agreement
process. The two-page description of the "early-warning" system and the commission
as part of the "import-surge' agreement fail to develop solutions as to what will be
very immediate consequences for both dairy policy and broader impacts on the rural
economy.

I speak as a farmer and a resident of a struggling rural community--one that is
trying to maintain its education system, its infrastructure and its rural economy.
When USDA and other economists calculate who wins and who loses under the
NAFTA and the General Agreement on Tariffs and Trades (GATT) they seem to for-
get that there are people, jobs, and livelihoods behind the commodity export num-
bers. Last week, both USTR Ambassador Mickey Kantor and USDA Secretary Espy
claimed that increased exports would result both in higher farm income and the cre-
ation of more jobs. The figure of 56,000 new jobs in the farm and food related indus-
tries sounds like quite a few jobs--but not when compared to the hundreds of thou-
sands of on-farm jobs and rural manufacturing jobs that will be lost as a direct con-
sequence of the implementation of the NAFTA agreement. I question both of these
assertions based on the experiences in my region of the country and across rural
communities during the past decade.

Our failed feed grain policy is being exported to Mexico with the outspoken sup-
port of corporate agri-business. It is clear that they care more about the volume of
exports, not by whom and how the product is fgrown. We assert that NAFTA is a
direct extension of the Reagan/Bush agricultural and economic policies: increased
concentration of land and production, continuing lower world commodity prices,
lower food safety standards and the elimination of a country's capacity to determine
its own agricultural programs and manage its own food supply

The NAFTA will displace farmers and their rural economic base in Mexico and
the United States. Since the Canadian government opted out of the agriculture sec-
tion of NAFTA, Canadian farmers have a short-term reprieve on the future of their
successful domestic supply management programs for dairy, poultry, and eggs. If a
GATT agreement based on the Dunkel text is approved it would end their programs
as well. Those at greatest stake. in this country are the producers of the commod-
ities that have a sensible and workable farm program that is based on a producer
contracting with the government to limit production in return for a stable price from
the consumer.

EXPORTS AND NET FARM INCOME

Supporters of NAFTA hinge their entire argument on the premise that the agree-
ment will create jobs through increased exports to Mexico. For evidence, NAFTA
supporters point out that after the Mexican government reduced its trade barriers
in the mid 1980's, U.S. exports to Mexico improved. The improvements in our trade
surplus in 1991 and 1992 has been reversed in 1993 where it is falling and less than
50% of the level compared to last year. NAFTA supporters and the Administration
contend the trade agreement will create 200,000 jobs. Claims range from this as a
minimum or a maximum, despite many other economic studies claiming far lower
increases. This is predicated on the jobs "multiplier" concept which holds that a fig-
ure of net jobs increases can be calculated based on the size of the U.S. trade sur-
plus with Mexico.

Administration predictions of 56,000 new agricultural related jobs resulting from
a NAFTA are insignificant but are even less likely to reflect reality when one real-
izes that it is totally based on the success of trickle-down economics in Mexico.
These predictions are based on increasing Mexican consumer demand for our agri-
cultural products.

This export-driven emphasis prevails within the agriculture and agribusiness
community favoring NAFTA. Increased exports are seen as a panacea which will
allow U.S. agriculture to survive and prosper into the 21st century. This line of
thought pervades much of USDA and has fostered policies encouraging farmers to
plant from fence row to fence row and get bigger or get out. This year's low Acreage
Reduction Program (ARP) levels are just one more indicator of this policy direction.



271

A thorough examination of NAFTA's effects upon the agricultural community
must take into account farmers' forced dependence on off-farm jobs since their on-
farm income as calculated by USDA hovers under $6,000. Until farmers are able
to make a decent living from working their farms, they will require a stable and
expanding source of employment within their communities. The other side of this
problem is the extent to which communities are dependent upon a healthy agri-
rulture sector for farm-related employment. Farming and farm-related industries
provided 23.2 million jobs in 1989 (Majchrowicz and Salsgiver, 1993) and most farm-
ers dependent upon off-farm income are employed within these industries. If
NAFTA has a detrimental effect upon agriculture, or the industries that farmers
work in, there will be devastating effects on rural communities.

Industries which farmers are most dependent on for off-farm income include: agri-
culture wholesale and retail trade establishments; agricultural input industries (i.e.
chemicals, machinery and equipment, etc.); agricultural processing and marketing;
and indirect agribusiness such as prefabricated metal buildings and textile products.

We fear that the NAFTA agreement will accelerate the pace at which certain in-
dustries are investing in, of relocating to Mexico. These labor intensive industries
may shift to Mexico as well as much of the remaining manufacturing sector that
provides comparatively high wages and steady income for families in both rural and
metropolitan regions.

Through the elimination of domestic price supports and import restrictions,
NAFTA will force large numbers of farmers in all three countries to switch to dif-
ferent crops, leading to oversupply in some commodities, falling prices, and dis-
rupted markets for the traditional producers of the alternative crops. Additional
problems may arise from import substitution, in which a country replaces its domes-
tic consumption of a product such as sugar or beef with cheap imports and exports
its domestic production to the U.S.

Farmers who produce peanuts, dairy, sugar, cotton, beef, fruits and vegetables
will lose under NAFTA. NAFTA's real winners are multinational agribusinesses
which benefit from increased access to low cost commodities, and increased capacity
to establish contract growing and processing operations in Mexico for export.

NAFTA guts the Meat Import Act and Section 22 for the U.S. as well as the re-
maining protection for Mexico's most important domestic crop, corn, through the
elimination of import restrictions. It supports tariffication of domestic support pro-
grams. It works toward the harmonization of sanitary and phytosanitary standards
with those established by Codex Alimentarius and other international standards
setting organizations with standards lower than those in the U.S., thus increasing
the risk to the U.S. food supply. Under NAFTA rules of origin, it would be difficult,
if not impossible, for consumers to distinguish foods produced under more strict
standards from those produced under weak standards.

There is already a campaign to entice large corporate dairy operations from the
U.S. to cross the border. There are promises of reduced production costs-whether
labor costs, food safety, land costs or avoidance of U.S. environmental provisions.

For poultry and hog producers, the integrators now use Mexico as a threat to im-
pose their low-return contracts. NAFTA could pose a serious threat to U.S.
consumer confidence. Recent cases of tainted meat imports from Canada and beef
infected with bovine tuberculosis from Mexico underscore this risk. Unless the gov-
ernment is prepared to dramatically increase its budget for border inspections, U.S.
consumers will face declining quality and safety in the marketplace, perhaps result-
ing in reduced meat consumption. Reliable country of origin labeling of beef is vir-
tually impossible, thus making it difficult to determine whether beef imported from
NAFTA countries originates there or whether it comes from other regions, such as
Central America.

Commodities such as dairy, peanuts and cotton, which are now protected from im-
ports by Section 22, will become vulnerable as Section 22 protections are converted
to tariffs and phased out. NAFTA allows Canada to import peanuts from anywhere
and then re-ship them processed as peanut butter to the United States without limit
or duties. Mexico will be granted immediate access to the U.S. peanut market, with
all import controls eliminated in 15 years.

SUGAR NAFTA offers Mexico the potential of unlimited access to the U.S. sugar
market in six years if it can become a net sugar exporter for two consecutive years.
Sugarbeet growers in the upper midwest and western states may have to stop plant-
ing or cut back on acreage devoted to sugar. Studies on the impacts of shifting sugar
land into potatoes, wheat and other crops indicate that there would be a sharp rise
in production and much lower prices.
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SANITARY/PHYTOSANITARY PROVISIONS

NAFTA minimizes the real impacts of the downward harmonization of food safety
standards while developing the very mechanisms by which it will occur. NAFTA al-
lows states and nations to have higher standards. However, if challenged, these
must be defended on scientific grounds and be shown to be without intent to restrict
trade. Many laws, including pesticide regulation at the state level, may be vulner-
able because they were enacted to protect the environment, not animal, human or
plant healt, which are the only categories in NAFTA for which environmental laws
are defensive.

In other cases where health provisions have been enacted with the intent of pre-
venting harm where the effects of a chemical or process are unknown, such as the
proposed moratorium on the use of Bovine Growth Hormone, there may be insuffi-
cient scientific evidence to justify maintaining the standard under the NAFTA as
currently negotiated.

AGRICULTURE AND THE ACCESSION CLAUSE

NAFTA's biggest agricultural impact may reside in the Accession Clause, which
allows any country or group of countries to accede to the NAFTA if they comply with
the conditions imposed for admittance. Little or no research has been done on the
implications of liberalized agricultural trade with these other countries.

Argentina and Brazil are the hemisphere's lowest cost producers of wheat and
beef; New Zealand has lower dairy prices than the U.S. and Brazil could easily
dominate the frozen orange 'uice market. While we contend that U.S. dairy farmers
will see no positive impact from liberalized trade with Mexico, the unrestricted im-
ports of dairy products from countries like New Zealand could seriously damage
U.S. dairy producers. In addition, the use of BGH in dairy cow production in Mexico
would further erode consumer confidence in our milk supply unless there were ef-
forts to ensure that dairy imports would not be allowed.

MEXICAN BASIC GRAINS: Mexican basic grain farmers will suffer dispropor-
tionately under NAFTA as they lose their supported corn price. These farmers will
be forced to compete with the cheaper U.S. grain and other foreign suppliers due
to our export-driven low loan rate corn policy. Large scale displacement of Mexican
farmers, estimated at anywhere from 800,000 to 3,000,000 families, will result in
increased migration to the U.S. with social problems created on both sides of the
bolder. Credit access is threatened due to restrictions on land mortgages and exorbi-
tant interest rates. Farm labor wages in the U.S. will be pushed downward as the
number of workers increases while sources of employment decline, especially in
sugar beets and fruits and vegetables facing competition with Mexico. Enforcement
of labor rights for migrant workers will become even more difficult.

CONCLUSION

We appreciate you holding this hearing to better investigate the potential impacts
of NAFTA. This NAFTA, based on the Dunkel text of the General Agreement on
Tariffs and Trade, will eliminate the most effective farm programs in North Amer-
ica.

We will lose the only programs that have established supply management and
reasonable prices for farmers if Section 22 provisions are converted to tariffs that
will ultimately be eliminated. Canada has a short-term reprieve in NAFTA but will
lose it under the Dunkel text. Mexican farmers will suffer the most, as NAFTA, cou-
pled with changes to the Mexican land tenure system, places an unprecedented bur-
den on family farmers to enter the global food economy at a serious disadvantage.

Again, I thank you for this opportunity to testify. I will be happy to answer any
questions.

PREPARED STATEMENT OF SENATOR WILLIAM V. ROTH, JR.

(September 15, 1993]
Thank you Mr. Chairman. I have not made a decision on whether I will support

or oppose the North American Free Trade Agreement and its three side accords on
labor, the environment and import surges. I come to this hearing with an open mind
on the entire NAFTA package. It is a very complex package, with enormous and
wide-ranging implications for the United States; consequently, I will not be quick
to draw a conclusion on it.

One thing is clear-the number one issue is economic growth and jobs. I, for one,
must be convinced that NAFTA will be good for the workforce and economy of the
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state of Delaware and the nation in order to support the agreement. So far, many
in my home state, at least based on what I have been hearing from my constituents,
do not believe that is the case.

Notwithstanding this point of view, the Administration has released studies that
show that NAFTA will result in a net job gain for the United States. According to
the USTR, in my state of Delaware the over 450% growth in our exports to Mexico
since 1987 has created new jobs and a total of 12,400 manufacturing jobs in Dela-
ware are tied to exports to our two North American trading partners, Mexico and
Canada. One question I have is just how reliable are these state statistics?

Nevertheless, future gains from NAFTA will not be evenly spread and some work-
ers will likely lose their jobs. I have, since the beginning of the NAFTA negotiations,
been most concerned about this segment of the workforce. All along, I have called
for the potential beneficiaries of freer trade to shoulder some of the responsibility
for helping those who may be hurt by accepting a temporary, de minimus border
fee.

Unfortunately, both the Administration and the private sector opposed such an
idea and now the Administration is in the midst of proposing a new worker adjust-
ment program and has yet to exp!ain how to pay for it.

In addition to proposing a suggested funding mechanism to cover any new worker
adjustment costs related to NAFTA, I have also proposed specific changes to our
Trade Adjustment Assistance (TAA) program to ensure that any worker who may
be hurt from a production shift to Mexico is fully eligible for TAA benefits. The ex-
isting program does not currently cover such workers. Any implementing legislation
must address this critical issue.

PREPARED STATEMENT OF SENATOR WILLIAM V. ROTH, JR.

[September 21, 1993]

Thank you Mr. Chairman. Last week this Committee held its first hearing on the
completed NAFTA package. My statement last week emphasized two basic points.
First was that the NAFTA and its side accords have enormous and wide-ranging
implications for the United States and I will not be quick to draw a conclusion on
it. My second, and more important, point was that the number one issue is economic
growth and jobs.

Today's hearing will focus on this critical issue, but unfortunately, as with much
of the debate on NAFTA, the two witnesses will likely present starkly different pic-
tures of what NAFTA means for the workforce of this nation.

This difference in viewpoint is reflected back home as well. While the agreement
is strongly supported by many industries in Delaware, the workers don't seem to
share that perspective. Just this past weekend, in a front page article on NAFTA
in Delaware's News Journal, it was reported that that there is great worry that
NAFTA will lead to job loss at two of the largest employers in Delaware-Chrysler
and Dupont. Moreover there is great concern over what will happen to the workers
at the GM plant, which is now slated to close in 1996. One question I have for Sec-
retary Reich is how do you, as a supporter of NAFTA, convince all of these workers
that NAFTA is in their best interest?

Another issue I certainly hope will be addressed at today's hearing is just exactly
what the Administration proposes to do on the potential job dislocation that may
be NAFTA-related and how will it be paid for? The Administration has undertaken
an ambitious effort to create a comprehensive worker adjustment program, which
in some ways appears to build on the efforts of the previous Administration. And
while I am a big proponent of "reinventing" our government to perform smarter and
better, I am concerned, however, that such a program will not be ready in time to
accompany NAFTA.

I also have a been a longstanding advocate of our Trade Adjustment Assistance
program for trade-impacted workers and will need to be convinced that any new
overall worker adjustment program meets the needs of trade-impacted workers.
NAFTA has raised a new concern in this regard, namely, workers who may be hurt
by production shifts to Mexico. Shortly after the NAFTA talks were launched in
1991, I and the now Chairman of this committee introduced legislation to ensure
that our TAA program would cover such workers. Whatever NAFTA-related worker
adjustment program we devise must help these workers. The legislation I intro-
duced also provided a mechanism for paying for any new worker adjustment pro-
gram; namely, a de minimus border fee.

Thank you.
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PREPARED STATEMENT OF LORI M. WALLACH

Thank you for inviting me to testify about the North American Free Trade Agreement
(NAFTA.) and its environmental, conservation, and consumer health and safety implications. My
name is Lori Wallach. I am the director of Public Citizen's Trade Program. Public Citizen is a
consumer and environmental advocacy group founded in 1971 by Ralph Nader. Ensuring
international trade agreements promote citizen values such as environmental and consumer
protection, democratic decision-making and corporate accountability has become one o1 Public
Citizen's top policy concerns.

I am joined in my written testimony by the Sierra Club, The Humane Society of the United
States. the Public Interest Research Group (PIRG) and Clean Water Action. These groups are
among the many whose analysis of the NAFTA and side agreement texts and the border documents
has concluded that this NAFTA package could well result in an North American environmental,
health and safety situation that is worse than the status quo'.

This committee is doing the American public a service by having this hearing on NAFTA.
NAFTA will have broad impacts on the U.S. economy, employment conditions, public health and
sacty and the environment. NAFTA also implicates the continued validity of such policies on the
federal. state and local level, as well as the means by which such policies will be set in the future.

1. INTRODUCTION

In March 1993 as the supplemental NAFTA negotiations were about to begin, twenty five
national envonmenud, conservation and consumer groups delivered a consensus position letter to
the Clinton Administration that outlined II areas in which environmental, health or safety
problems would result If the NAFTA text signed by President Bush in December 1992 were
approved.

Additionally. the consensus letter noted two areas in which failure to take action would
exacerbate exisung problems in the face of the increased economicactivity expected to result from
NAFTA. including the need to develop a new funding source for environmental cleanup and future
protection.

Many provisions of the 2000 page NAFTA text will directly impact the environment, health
and safety as well as existing and future laws in these areas. Unfortunately, many of NAFTA's
rules which affect natural resource conservation, toxics regulation, food safety, animal welfare,
energy policy, procurement and more conflict with existing environmental, health and safety
policies. NAFTA also establishes a tribunal system that allows one NAFTA country to challenge
the federal, state and local laws of another country that conflict with NAFTA's rules. Such
challenges are heard by panels of five trade officials. If a U.S. law would be found to conflict with
NAFTA, that law can no longer be applied to imports or alternatively, the U.S. can pay "fines"
(trade sanction) to keep such a law. The combination of NAFTA rules that conflict with current
U.S environmental and consumer policies and this challenge mechanism made it critical that
NAFTA's textual problems were addressed in the supplemental negotiations. However, none of the
textual issues even made it onto the supplemental negotiating table, much less into the resulting
side agreement.

Moreover. the two issues on which NAFTA was silent -- border environmental funding and
clean-up mechanisms -- were not dealt with satisfactorily in the supplemental negotiations.

Having analyzed the environmental side agreement and border documents and having
reviewed the NAFTA text and our earlier testimony, we have come to the conclusion that
ultimately, the North American environment and the health and safety of the citizens of North
Amenca would be worse off with the passage of this NAFTA.

This NAFTA is worse than the status quo because:

o Many of NAFTA's provisions which conflict with, or otherwise undermine, existing U.S.
federal and state environmental, conservation and health and safety laws did not even make
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it onto the supplemental negotiating table for repair. Thus, existing U.S. federal state and
local environmental laws are exposed to challenge as illegal trade barriers under NAFlA;

o The environmental side agreement contains no provisions to counter thwe serious textual
problems. The environmental side agreement boils down to the establishment of a
Commission whose main function is discussion, study and cooperation on the North
American environment. The Commission also has a limited review capacity which after a
tortuous and lengthy procedure could result in fines for repeated failure to effectively
enforce a narrow category of existing environmental laws. The ineffectiveness of the
Commission was best described by top Mexican trade negotiator Jaime Serra Puche to the
Mexican Congress on August 19. 1993: "In an apparent attempt to address concerns
about national sovereignty and the amount of fines that may accrue to Mexico under
the agreement, Mr. Serra Puche emphasized the Uited scope of the bilateral
commilons' powers, and the lengthy and complex process needed to reach and"
Implement enforcement recommendations. 'The time frame of the process makes It
very Improbable that the stage of sanction could be reached,' he said;2" and

o While NAFTA is expected to generate significant additional economic activity and linked
environmental costs along the U.S.-Mexico border and in the Mexican interior, the NAFTA
package will not provide for any mechanism to generate new money (ie. money not reliant
on the U.S. budget process) to address these needs. Thus, not only will funding not be
guaranteed to clean up the existing mess, but as well the NAFTA package will contain no
funding mechanism to guarantee funding for the new environmental burdens that NAFTA's
investment Liberalization will generate.

Taking these problems together, approval of this NAFTA could worsen the status quo. Thus.
this NAFTA should be rejected to make way for a *etter NAFTA that the new Administration
could negotiate.

An agreement between our countries could be negotiated that would be an improvement on
the status quo if we are not afraid of change. Many who support this NAFTA say that a better
NAFTA is not possible because the other NAFTA countries would not be willing to reengage in
negouauons. There is no evidence to support this supposition. In fact, both countries face national
elections in the upcoming year. and in both countries the leading opposition parties have called for
renegotiation of this NAFTA. Certainly if the governments do not change, the current negotiators
would not refuse to work onward: if this is the case. then the many issues left for further
negotiation in numerous NAFTA provisions and in the side deals would also be imperiled.

In this testimony, we will:

o outline the I I issues raised in the environmental. conservatioa and consumer groups'
consensus letter that did not get onto the side agreement negotiating table;

o explain why these problems cannot be addressed in enabling legislation;

o describe problems concerning the legal status of the "side" agreements;

o describe how the one issue addressed - enforcement of existing domestic environmental
laws - resulted in a Commission on environmental cooperation with extremely limited
powers and unworkably long and complex procedures; and

o highlight several inaccuracies in the Administration's official summary of the side deals in
comparson to what is in the actual teXt.

IL THE SIDE AGREEMENT DOES NOT ADDRESS NAFTA'S FUNDAMENTAL
ENVIRONMENTAL AND CONSUMER FLAWS

In shoa. the envitwmenta supplemental agreement does not begin to remedy NAFTA's
many fundamental flaws concerning the environment, conservation, and consumer health and safety.
In making ibis statement, we base our judgement not only on our past analysis of NAFTA's flaws,
but also on President Clintona's own criteria for a "good" North American Trade Agreement.
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In October 1992. then-Candidate Clinton stated his NAFTA polic?. He said that the
NAFTA negotiated by President Bush would not be a good deal for most Americans without
additions and repairs. Candidate Clinton listed thirteen items he felt needed further work. Attached
to my testimony is a chart that lists the problems in the Bush NAFTA from President Clinton's
NAFTA policy statement. The chart also shows which of these issues were addressed, and to what
degree.

Public Citizen and our 70-plus labor, environmental, consumer, religious, civil rights, farm
and other colleague organizations in the national Citizens Trade Campaign had been opponents of
th.: Bush NAFTA. On the basis of President Clinton's NAFTA speech, many of us realigned our
posiuon to be NAFTA critics, hoping President Clinton would make the major fixes to NAFTA that
were necessary.

Sarily. tke chart shows that the vast majority of President Clinton's list of NAFTA flaws
never evcn made !t onto the negotiating table. Thus, vital issues such as guaranteeing food safety,
protecting domestic environmental and consumer laws from trade challenge, maintaining U.S.
manufacture, jobs and wage levels, safeguarding U.S. family farmers, ensuring highway safety and
increased dem.'ratic accountability and cities participation that Clinton cited in his speech were
simply not addrssed. President Clinton's issues did not include all of those we felt were vitally in
need of attenuon in additional NAFTA talks; the full list was contained in the consensus document
noted above. Please %lso find attached to this testimony a scorecard showing the results of the
supplemental negouau.n compared to that consensus position.

At the core of our NAFTA concerns are the numerous provisions in the agreement that
drrectiy conflict with. or otherwise undermine, existing domestic and international environmental,
conservauon, animal welfare or consumer health and safety measures. NAFTA's first chapter
reiterates the general principles of 'free' trade set forth in the global General Agreement to Tariffs
and Trade to which all three NAFTA countries are members. Most simply, NAFTA reiterates that
no country may quanutatively or qualitatively limit trade going in or out of a country unless
NAFTA specifically allows for a limitation.

Many of NAFTA's pages list such exceptions. Many environmental and consumer laws use
access to the U.S. market or limitations on exports as an enforcement mechanism - for instance not
allowing import of food that does not meet U.S. pesticide or inspection standards, or of fish caught
with drift nets, or not allowing expoanfr aw unprocessed logs from the Pacific Northwest. NAFTA
does not provide exceptions to allow for restriction based on such values.

In other chapters. NAFTA sets forth rules for trade in natural resources, energy, agricultural
products and more that conflict with current U.S. environmental and conservation policies. As well,
NAFTA sets forth rules that will promote certain patterns of investment in North America. mainly
-reaung icenuves for capital to shift from the United States and Canada to Mex,:o where

environmental regulation is lesser. This shift would promote greater commercially-caused
environmental degradation. while putting companies remaining in the U.S. and complying with U.S.
standards at a competitive disadvantage.

Following are the issues brought to the attention of the Clinton Administration beginning in
early March 1993 before supplemental negotiations began which were not included in the
negouations:

A. NAFTA Could Adversely Imoact U.S. Consumer and Environmental Laws Based on
product Stadards

NAFTA contains two chapters that specify when consumer health and safety and
environmental standards can limit imports of food, other goods and services. Many U.S. federal,
state and local consumer laws limit access to the U.S. market. For instance, the U.S. prohibits
import of food containing dangerous pesticides. unsafe products containing toxic substances or
unsafely constructed, and provision of services such as transportation that are unsafe.

NAFTA's two chapters on standards, Sanitary and Phytosanitary Standards (SPS) for food
and Technical Barriers to Trade (TBT) for all other standards measures, contain ambiguous and
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conuvictory terms that expose legitimate environmenud and consumer laws to trade challenge. The
ambiguity of these terms caused both the groups now supporting NAFTA, and those now opposed
to NAFTA. to ask for clarifications of cerutin key terms in the supplemental negotiations. Because
such terms were not clarified, their interpretation would be left to the trade experts staffing NAFTA
Chapter 20 dispute resolution panels in-the case of a challenge of a U.S. environmental or
consumer law.

The NAFTA c' pters allow domestic standards that are the same as specific international
standards referenced in the NAFTA to stop importation of food, other products and services.
However. limitauons on imports based on federal, state or local standards that are more protective
of heaJth or safety than the international standards can be challenged in NAFTA dispute resolution
as legal trade barriers. Such stronger domestic standards must pass a series of tests about how a
given level of protection was set. and what measures are used to accomplish such levels'. Some
important U.S. environmental and consumer protections could well run afoul of such requirements.
Successfully challenged laws can no longer be enforced against imports, or the U.S. would face
trade sancuons as a payoffr to keep the food or-products that do not meet our standards ouL

As well the standards provisions may be interpreted as generally encouraging
"harmonization" of standards towards generally lower international standards. NAFTA puts into
place numerous committees with broad policy jurisdiction, and establishes detailed procedures for
"conformity assessment" and other harmonization mechanisms. Standards-setting is a matter for
local, state and federal democratic bodies, and should be subject to trade disciplines only where a
law is facially discriminatory.

Despite serious reservations about the standards language expressed by the consumer and
environmental communities, none of these issues even made it onto the negotiating table. We find
this especially disconcerting because Administration officials' main response to our concerns was
that all NAFTA parties had an understanding of the standards sections that would protect consumer
laws. If that were the case. we have argued that this issue would have been easily cleared up in the
supplemental negotiations by simply memorializing such common understandings. These standards
issues cannot be addressed in any domestic fora such as through the enabling legislation or through
agency white papers. This is the case because such domestic provisions (for instance definitions of
ambiguous words) have no legal effect in" NAFTA dispute resolution in the case of a trade
challenge.

B. NAFTA Could Adversely Imnact Environmental. Colrvaytion and Animal Protection
Laws Blased on Process Standards.

As well. NAFTA does not allow a country to limit access to its market on the basis of
standards regulating the process under which a good is manufactured or harvested. Many key U.S.
wildlife, conservation and animal welfare laws are based on such distinctions.' Some
environmental laws relating to food also are based on process distinctions. For instance, a ban on
ozone-depleung post-harvest fumigants that leave no residues on food (thus creating no physical
disuncuon) will soon be in effect. If challenged, such laws could be held to violate NAFTA. The
side agreements do not protect such federal and state laws.

The 1991 GATT panel ruling on the Marine Mammal Protection Act is a good example of
the peni such laws face if challenged under NAFTA. In that decision, a GATr panel held that the
United States may not distinguish between two cans of tuna whose physical characteristics are
idenucal (called like products" in trade terminology) but which were harvested in different
manners, i.e.. one was harvested using a technique called encirclement netting that kills large
numbers of dolphins.

C. NAFTA Could Adversely IMoact State and Local Laws

Although states are not legal parties to NAFTA. the legal prohibitions in NAFTA apply
equally to state, local and federal laws. A state law which is inconsistent with NAFIA's rules
could be challenged in NAFTA Chapter 20 dispute resolution as easily as a federal law. In the case
of a successful challense, the U.S. federal government is obligated pursuant to NAFrA Article 105
to "take all necessary measures...to give effect.to this Agreement including their observance...by
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state and provincial governments. GATT jurisprudence on federal government obligations for
subfederal government compliance to trade terms requires federal governments to employ all
constitutionally permissible means to encourage compliance by States. Under U.S. law, this could
include preemptive legislation, suits for compliance, or even withdrawal of federal benefits.'

Thus. although technically speaking NAFTA does not itself "preempt" state and local law
because it does not automatically override such laws, NAFTA requires that the federal government
use its powers to get rid of state and local laws ruled by NAFTA to be inconsistent with NAFrA's
rules. Nothing in the environmental side agreement exempts state and local laws from NAFTA's
legal requirements. Thus, state laws which restrict pesticide use, require recycling, promote export
bans on raw logs, or protect the marine environment in a manner that is prohibited by NAFTA, if
challenged. would be at risk under NAFTA. Failure to eliminate such laws would result in trade
penalties against the United States.

D. Public Particination Lacking in NAFTA's Dispute Resolution Procedurems

NAFTA Chapter 20 provides for dispute resolution mechanisms allowing one country to
challenge another's laws as inconsistent with NAFTA's rules. Chapter 20 provides for five person
panels of trade experts to decide such challenges in secret. Citizens are provided no direct access to
this process. nor to its documents or transcripts. Nothing in the supplemental Environmental
Agreement improves the undemocratic nature of NAFTA dispute settlement in the case of
challenges of U.S. environmental, conservation or consumer laws.

Moreover. the text of the Supplemental Environmental Agreement specifically provides that
all disputes involving environmental laws caused by NAFTA provisions must be resolved under
NAFTA's Chapter 20 dispute procedures, not in the supplemental agreement's dispute resolution
process. Thus. any improvements in participation or transparency established in the Supplemental
Environmental Agreement regarding dispute settlement would not apply to the cases in which
environmental regulations are challenged as trade barriers. Unfortunately, this is not a great loss.
because much of the same secrecy and lack of public participation existing in NAFTA's dispute
resoluuon mechanism is replicated in the dispute procedures in the Supplemental Environmental
Agreement.

E. NAFTA'I Investment Rules Could Encourage Environmental Destruction

NAFTA opens many new areas to investment for U.S. capital, including several highly
environmentally sensitive areas such as energy, agriculture, and mineral extraction. As well,
NAFTA's rules include provisions for speedy reimbursement for expropriated foreign capital and
other safeguards to increase corporate confidence so as to promote investment in these news areas.
as well as greater investment in manufacturing. This new access and investment security will
intensify the draw of Mexico's low-wage, high-skill workforce and it comes without any binding
environmental, worker safety or other regulation. Thus, the NAFTA encourages U.S. companies to
relocate to Mexico to save on production costs. However, by guaranteeing these companies equal
access to the lucrative U.S. consumer market as their U.S.- based competitors, the NAFTA puts
U.S. companies following environmental and other social rules at a competitive disadvantage for
staying in the United States and doing the right thing by following U.S. laws.

This problem was recognized in the NAFTA in nonbindiig provisions in the investment
chapter urging countries nci to lower their environmental standardss to attract investment.
Unfortunately, those NAFTA provisions are not legally binding (the operative verb in the provision
being "should" not 'shall.") Rather than remedy these ineff ,ctive NAFIA provisions, the side
agreement focusses on the related, but narrow, problem of poor environmental enforcement of
existing environmental standards, implicitly by Mexico. By focusing on the highly visible problems
of enforcement in the 'U.S.- Mexico border region, the side agreement fails to address the much
greater problem of NAFTA generally establishing incentives against environmentally sound
business behavior.

F. NAFTA Could Encourage Unsustainable Natural Resource and Enrry Praci:cl?

Under NAFTA's rules, and with few exceptions, NAFTA countries must provide the others
with the same access to its natural resources that it allows its own citizens and domestic industry.9
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Nor can governments discriminate against foreign companies or markets by imposing export taxes
or other charges". Moreover. under the proportionality clauses of NAFTA, foreign access to a
share (determined by past practice) of natural resources is guaranteed for as long as the resources
last. regardless of domestic shortages."

Not only are these problems entirely ignored by the side agreement, but a last minute
revision actually buttresses the destructive resource policies written into the NAFTA text by
prevenung the newly established North American Environmental Commission from providing a
forum for complaints about the environmental impacts of unsustainable resource policies. By
narrowly defining "environment" to exclude natural resource management, the side deals prevent
the Commission from ever considering poor or destructive resources policies no matter how
harmful they may be to the environment.

G. NAFTA Discouraees Green Procurement

The side agreement ignores the constraint NAFTA will impose on government procurement
policies. NAFTA Chapter 10 foroids use of technical or performance specifications as a condition
for procurement a". if their effect may be to favor local suppliers or industry. Yet public purchasing
policies have often been used by governments to stimulate local initiative and innovation in the
areas of energy efficiency, recycling and clean technology. NAFTA severely curtails the ability of
governments to continue such practices, thus indirectly undermining U.S. companies' ability to keep
pace in the global market for environmentally sound technologies and products.

H. NAFTA's Agriculture Provisions Undermine Family Farms

Last October. President Clinton made the express assurance that he would address NAFrA's
potential for destroying the family farm. Despite this-commitment, the side pact is entirely silent on
the issues of agricultural production and trade. NAFTA promotes a vision of a world in which the
food production is highly specialized and food trade carried on globally. The implications of this
scenario for food security of nations and the viability of agricultural communities are disastrous.
Equally discouraging are the impacts of these policies on efforts to make agricultural production
less chemical and energy dependent.

I. NAFTA May Undermine Existine international Environmental Atreements

At present. only three multilateral environmental agreements are given some limitd measure
of protection under NAFTA"9: CITIES, the Montreal Protocol, and the Basel Convention. NAFIA
padres must possess the ability to implement and enfor any international agreement by imposing
trade restctions, if such restrictions are an effective way to secure complete compliance with the
agreement in question. NAFTA's limitation on such action was the reason that the three
tnternauonal agreements were listed as protected under NAFTA. Therefore. we urged that al
present and future international environmental, health, safety, animal welfare or conservation
agreements. to which any NAFTA party is a signatory, should have been given protection from
NAFTA challenge. As well, we urged that the protection of domestic measures to implement such
agreements not be subject to the constraint established under NAFTA that they be only the least
trade restcuve measure. These problems were not addressed in the side agreement.

J. Funding: No Mechanisms for "New" Fundin2 Established

As this Committee is only too well aware, under the budget agreement, money must be
found for NAFTA's environmental, labor and other costs in advance of a vote for final passage,
either by cutting other programs or by raising taxes.' Thus, considering the budget situation and
the size of these costs, environmental and labor groups urged that some mecbhmism be created in
the supplemental negotiations to generate new dollars, such as through a small, temporary cross-
border tax. Neither this approach, nor any other mechanism to generate such new funds, was
established.

The border environmental funding plan that was negotiated between the United States and
Mexico is a bank mechanism for leveraging capital contributed by the governments, mostly from
the United Stases. Under this plan. the U.S. must come up with about $100 million per year for the
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next five years. This plan would only generate funds for water and sewage treatment, and not toxic
cleanup, air pollution abatement, additional inspection or enforcement, or conservation.

How much would border environmental clean up and infrastructure cost? The Mexico-U.S.
Business Committee of the Council 6f the America's published an estimate that border
infrastructure would cost $6.5 billion over ten years. The Sierra Club completed an analysis this
summer that concluded that infrastructure and environmental clean-up would cost $21 billion over
ten years. Sierra Club's study is rather conservative in its assumptions. However, it is clearly more
reliable than the Council of the America's study because that study ignores such critical
components of environmental protection as hazardous waste clean-up, air pollution control, habitat
conservation and paving to reduce road dust.

Estimates of the cost of worker adjustment assistance also total in the billions per year. As
well. the Congressional Budget Office has estimated that NAFTA tariff withdrawals will cost about
$2.5 billion over the next five years. Thus assuming Sierra Club's conservative figure, only $1
billion per year for worker adjustment and training, and the tariff reduction revenue losses, NAFTA
would cost minimally $18.5 billion over the next five years.

K. 'Necessary" Test and Other Problematic NAFTA Language

Like many other NAFTA provisions, NAFTA Chapter 21's exceptions incorporate GATT
terminology and jurisprudence. Recent GATT panel decisions have given specific meaning to trade
terms of an, such as the term "necessary," that are threatening to U.S. environmental and consumer
protecuon. Most simply, to meet the requirement of being necessary, an environmental or
conservauon measure must be the "least trade restrictive" option, even if such an option may not be
poliucally or practically possible. This is only one example of the trade terms in NAFTA with
dangerous GATT interpretations that we asked to be clarified, for instance by providing agreed-
upon NAFTA definitions for such terms. The side agreement fails to deal with these clarifications.

Il. THE PROBLEMS WITH NAFrA CANNOT BE REMEDIED IN THE
IMPLEMENTING LEGISLATION.

Many of NAFTA's proponents claim that whatever problems could arise domestically
because of NAFTA. including the many that were not addressed in the environmental side
agreement, could be "fixed" in the implementing legislation. Although undoubtedly some issues can
be paruaUy addressed in the implementing legislation, the vast majority of environmental,
conservation, and consumer health and safety concerns simply cannot be resolved in that manner.

Regardless of what the United States provides in its domestic enabling legislation, the
United States can not prohibit our trading partners from bringing a trade claim against one of our
laws within the trilateral NAFTA framework. The United States has no ability once agreeing to
NAFTA's terms to prohibit a NAFTA tribunal from determining that a U.S. law is a violation of
NAFTA's legal rules. Once such a determination is made, the United States will be required under
NAFTA's rules to stop enforcing the law against imports or to "pay" perpetual trade sanctions to
maintain the law.

Some have suggested that the U.S. implementing legislation could restrict U.S. agencies
from complying with such NAFTA rulings. However, if the United States would ignore a ruling
and refuse to change its law, it would still be required to pay trade penalties to maintain its law.
Moreover, any such provision in U.S. implementing legislation may itself be considered a violation
of U.S. NAFTA obligations. Article 27 of the Vienna Convention on the Law of Treaties provides
that. 'a party may not invoke the provisions of its internal law as justification for its failure to
perform a treaty." In addition. Article 31 of that Treaty provides that a party shall abide by its
treaty obligations in "good faith". Forbidding implementation of an adverse ruling in our
authorizing legislation would not be considered an action in good faith and would be a direct
affront to the notion of U.S. commitment to its international obligations. The only real remedy to
this problems is to ensure that NAFTA's rules do not imperil our domestic laws in the first place.
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IV. AMBIGUOUS LEGAL STATUS OF THE SIDE AGREEMENT

Before addressing the contents of the side agreement, I will briefly discuss Its legal status.
First. the two side agreements are written as free standing international agreements between the
United States. Mexico and Canada. They are not legally part of the actual NAFrA; the connection
is political. The date upon which the side agreements would go into effect Is linked to NAFTA's
effective date, thus making these legally independent agreements reliant on this NAFTA's approval.
However. withdrawal from one of the side agreements or failure to comply with an, of their terms
do not result in any action regarding NAFTA -- such as termination of NAFTA bewnfits or
expulsion from NAFTA. This latter point is important because the lack of connection to NAFTA
was the main criticism of a similar side bar environmental commission the Bush Administration had
proposed as a means to mute environmental opposition to NAFTA.

The side agreement's legal independence raises issues as to whether and how the side
agreements must be approved. To the extent that the side agreements do not require any changes to
existing U.S. law. they may fall into the legal category of international executive agreements which
can be entered into by the executive branch alone. The United States is currently party to two such
agreements with Mexico which are considered highly ineffectual -- the La Paz Agreement and the
Inter Boundary Waters Commission. Thus, inclusion of the side agreements in the NAFTA enabling
legislation may be more a matter of politics than legal necessity.

Finally, application of the side agreements to Canada is limited by the necessity for the
Canadian provinces to accept the side deals". This is necessary because under the Canadian
consutuuon, the provinces have control of large areas of environmental law. Provinces accepting
must represent a set majority-plus percentage of Canada's Gross Domestic Product (GDP). Already
several of Canada's most wealthy and populated provinces that are opposed to NAFTA have
suggested that they will not accept the side deals, including Ontario, British Columbia and
Saskatchewan.

V. TIHE NORTH AMERICAN ENVIRONMENTAL COMMISSION DOES NOT
REMEDY NAFTA'S ENVIRONMENTAL PROBLEMS

The one isue that the Administration attempted to address in the supplemental
negouauons was that of enforcement of domestic laws. That issue was addressed through
establishment of a North American environmental commission. The establishment of the North
American Commission on Environmental Cooperation is a historical first step in connecting trade
and environmental policy. However. the Commission has distracted attention from the bulk of real
environmental and consumer problems created by NAFTA, which the Commission does not in any
way remedy.

As well, we have serious reservations about the structure and scope of the specific
Commission established in the environmental side agreement. The Commission's main role is to
facilitate study and cooperation on the North American environment. It also has a narrow review
process limited to patterns of nonenforcement of certain types of domestic environmental laws.
The review process has unworkably long and complicated procedures, and does not allow for
meaningful public participation. However, the more difficult it is to apply sanctions for lax
enforcement of environmental law, the more likely it is that such lax practices will not be improved.

A.TIb Commissi6n's Main Role is Discussion

The Agreement establishes no new enforceable obligations for the Parties with respect to
conservauon of natural resources, pollution prevention or abatement, the elimination or control of
toxics. public or worker health and safety nor public access to information regarding the
environment." Instead. the Commission's primary mandate is to research and prepare reports on
topics approved in advance by the NAFTA governments', as well as to facilitate
intergovernmental consultations and cooperation on the environment".

The side agreement contains pages of hortatory text on environmental goals and many
unenforceable promises concerning each countries provision of domestic environmental protections
and citizen involvement in domestic environmental policy". While these are laudable goals,
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failure to act on these promises is not actionable under the agreement; ignoring such promises
cannot result in an enforcement review under the side agreement, much less fines or sanctions
because such enforcement reviews are limited to nonenforcement of existing domestic
environmental law.

B. The Commission*s Scope and Goals are Narrow: its Structure Limiting

The Commission is structured so that a Counsel consisting of top environmental officials
from each NAFTA country control the agenda and bridge for the Commission". The Counsel is
staffed by a Secretariat whose work plans and requested bui get must be approved in advance by
the Council members". A Public Advisory committee is established which would have no right to
partcipate in Commission business (but may be called upon by the Council or Secretariat) or to see
most Commission documents. This structure calls into question the Commission's independence
and thus. its effectiveness in pushing to better enforce the laws of the very governments who fund
and control it. While ultimate control of the Commission by the member governments probably
could not have been avoided, the absence of avenues for meaningful public participation in
important Commission activities (see below) makes the lack of independence especially
problematic.

The Agreement fails to treat environmental concerns as regional or global problems". The
terms of the Agreement limit obligations to the territorial jurisdiction of the individual Party'.
Ironically, the question of whether a country may protect resources outside its territorial jurisdiction
has been at the center of the trade and environment debate, including the successful 1991 Mexican
trade challenge of the Marine Mammal Protection Act noted above.

Moreover. we are concerned that the Supplemental Environmental Agreement requires the
Commission to "avoid the creation of trade distortions or new trade barriers."" This language
could be construed to require the Commission to advocate environmental solutions which are "least
trade restrictive, regardless of whether such sblutioais are the most satisfactc y from an
environmental perspective. This requirement could make the side agreement constrict environmental
policy to suit the trade agenda. the very pressure this agreement was designed to defend against.

Lastly. as described in more detail below, the Commission has a narrow review procedure
for repeated patterns of nonenforcement of some environmental laws". While the concept of a
review mechanism was the most promising aspect of the proposed Commission, the narrow scope
and unworkable procedures of the actual review process make it ineffectual.

C. Most Health. Safety. and Conservation Laws Are Excluded from Review: Review
Procedures Are Unworkablv Complicated and Lone.

Two types of review are established in the side agreement. Informal review consists of
factual studies of issues that result in reports that can be made public only on the approval of two
thirds of the NAFTA countries". Under limited circumstances, citizens in the NAFTA countries
can peution for this informal review.

Formal review, which is available for fewer issues than informal review, only can be
uuuated by a NAFTA country, and can only proceed on approval of two thirds of the NAFTA
countmens m  The formal review process is lengthy and includes numerous steps each requiring two
thirds approval to proceed. At the end of formal review, a NAFITA country can be required to begin
enforcing a law that it has been shown to have repeatedly not enforced". After a lengthy time
period (470 days after initiation of a formal review if all time lines are met). countries failing to
comply can be finedO.- not more than $20 million in the first year and not more than .007
percent of its North American trade thereafter". If such fines are not paid within a set time
period, trade sanctions only to the $20 million or .007 percent amount could be levied against
Mexico and the United States . Such failure to pay could be taken to Canadian courts which
could order compliance or penalties.
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priorities." The breadth of the exceptions for not taking action devours the notion of enforcement.
If an official or agency deciding within its discretion not to act is not a failure of effective
enforcement then what is? Moreover, what is a "bona fide" decision to allocate resources in a
fashion that allows some laws not to be enforced?

c. PERSISTENT PATTERN Only a persistent pattern of such nonenforcement is reviewable.
The Environmental Agreement's definition of "persistent pattern" will make that requirement
difficult to meet. Under the Agreement. "[plersistant pattern means a sustained or recurring course
of action or inaction beginning after the date of entry into force of this Agreement."5" This
definition is extremely vague as to the length of time such behavior must be sustained or how many
repetitions equals recurring, thus opening a defense that this requirement has not been satisfactorily
mel

3. ONLY A LIMITED CATEGORY OF LAWS WILL QUALIFY FOR REVIEW: Only repeated
nonenforcement of laws concerning "the prevention, abatement or control of the release, discharge,
or emission of pollutants or environmental contaminants; the control of environmentally hazardous
or toxic chemicals, substances, materials, and wastes, and the dissemination of information related
thereto; and the protection of wild flora or fauna, including endangered species, their habitat, and
specially protected natural areas, in the Party's territory", other than worker health and safety can
be reviewed.

Thus, the numerous laws regarding the conservation of natural resources such as timber.
water, oil. gas. and minerals are excluded from any review. Similarly excluded are environmental
effects of NAFTA's many pages of investment rules that will shape agricultural and manufacturing
investment decisions with major environmental implications. As well, the language regarding flora
and fauna provides only for laws for their protection, but not their conservation and only within a
Party's territory. There is an additional provision that clarifies the limited conservation coverage to:
"not include any domestic statute or regulation or provision.., the primary purpose of which is
managing the commercial harvest or exploitation, or subsistence or aboriginal harvest of natural
resources.)" Thus. the majority of conservation laws pertaining to management of species and
pertaining to all creatures of the seas and migratory species outside national jurisdiction are not
included.

Finally. only laws whose "primary purpose is the protection of the environment, or the
prevention of a danger to human life or health ... " can qualify6 . Thus. laws with mixed
environmental and other purposes could be disqualified from an enforcement review.

Following. is a summary of the key problems with the review process:

I. ONLY THE GOVERNMENTS CAN INITIATE:" Only a very limited category of repeated
violations of narrowly defined existing domestic environmental laws with trade effects can qualify
for formal review by the Commission. Only such problems raised by the Parties, not those brought
to the attention of the Commission by private persons or nongovernmental organization, can ever be
considered for formal review. Issues raised by citizens can only be studied through an informal fact
finding process and only if such public submissions meet a long list of qualifications and are
approved for study by two of the three NAFTA Parties.

2. ONLY REPEATED PATTERNS OF FAILURE TO EFFECTIVELY ENFORCE DOMESTIC
LAWS CAN BE REVIEWED The Supplemental Environmental Agreement specifically states the
narrow category of issues that can receive formal review. What must be shown is a "persistent
pattern of failure ... to effectively enforce its environmental law relating to a situation involving
workplaces. firms, companies, or sectors that pnduce good or provide services: traded between the
Parties, or that compete with goods produced and services provided by another Party."'

a. EXISTING DOMESTIC LAW Only the repeated failure to effectively enforce existing
domestic law is in any way reviewable. Thus, major environmental problems caused by the lack of
regulation are not reviewable. This is an important point. because, for instance, Mexican law on
toxic substances includes no provisions for clean up or community right to know, and other matters
that are clearly problems under the status quo. Under this narrow definition, continued Mexican
tolerance of U.S. companies dumping toxic wastes in ways that save those companies large sums of
money, but destroy public health and the environment, are not actionable.

75-546 - 94 - 10
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b. FAILURE TO EFFECTIVELY ENFORCE Additionally, only a failure to *effectively
enforce* a law is actionable. The Agreement allows that *A Party has not failed to effectively
enforce its environmental law .. where the action or inaction in question by an agency or officials
of that Party reflects a reasonable exercise of their discretion...; or results from bona fide decisions
to allocate resources to enforcement of other environmental matters determined to have higher

4. TWO THIRDS VOTES REQUIRED THROUGHOUT THE PROCESS TO
PROCEED: 470 DAYS BEFORE FINES COULD BE ASSESSED

At numerous occasions throughout the long Commission process, a two thirds vote of the
NAFTA countries are required to proceed. To even establish a panel for formal review, a two thirds
vote is required". To make informal Council recommendations on enforcement disputes public, a
two thirds vote is required, and so forth*. Thus, at several key moments, the Commission's
operations can be permanently halted if a country being formally challenged or informally reviewed
convinces the non-involved country to join forces against an initiating country.

Moreover. there are so many steps and the time limitations for each are so generous, that
470 days would pass from an initial complaint by a Party before fines could be assessed in formal
review, assuming all time limits were met".

D. The Supplemental Environmental Agreement Lacks a Mechanism for Meaningful Public

The Commission provide for scant opportunities for public participation in its proceedings --
especially with regard to the formal dispute process. While a public advisory committee is
established, important documents remain secret, even to the advisory committee, unless approved
for release by a two thirds vote of the NAFTA countries.

General pronouncements in the side agreement providing for public participation are strictly
controlled and limited under other provisions of the agreement. For instance, in preparing reports
for the Council, the Secretariat "may" but is not required, to accept submissions from the Public
Advisory Committee. interested parties or NGOs'=. Moreover. such reports by the Secretariat will
only be made public 60 days after submission to the Council. This release is subject to a veto by
the Commission. by consensus".

Similarly. in preparing factual reports on submissions relating to nonenforcement reviews,
the secretarit "may" consider information from NGOs and private citizens". Drafts of such
factual records are submitted to the Council for comment as to factual accuracy". The public has
no such right to comment on a draft. Once final, the factual record will only be made available to
the public if two of the three countries allow. Such a disclosure should occur "normally, within 60
days following receipt.""

The same lack of openness pertains to the ability of private individuals or NGOs to present
submissions about nonenforcement of environmental laws. Despite claims to the contrary, the
supplemental agreement text shows that public submissions can result only in informal reviews.
They cannot rigger an formal review that could end in fines or sanctions.

E. The Agreement Fails to Provide for Adeauate Access to Information for Investigations

Under the Agreement, the Commission is to work only with "publicly available"
information". The NAFTA Parties have very limited obligations to make information available to
the Council or Secretarial. The side agreement provides only that a Party, "subject to its applicable
law." shall provide the requested information and that it shall take "all reasonable steps" to make
other information available" If a Party does not make information available when requested, it
must simply provide a written explanation to the Secretariat". No further consequence or
obligations arises for that Party.
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VI. INACCURACIES IN THE ADMINISTRATION SIDE DEAL SUMMARY

The office of the United States Trade Representative released an official summary of the
side agreement text on August 13, 1993 one month before the actual supplemental agreement text
was released. To set the record straight, we note that several claims the trade office made about the
side deal were not reflected in the actual agreement's text.

& The Side Aereement in No Way Forbids Countries from Lowering their Environmental

USTR Mickey Kantor. in a press conference on August 13. 1993, stated that the
Envionmental Side Agreement absolutely precluded any country from lowering its environmental
standards. Not only is there no such provision in the Agreement, but the constitutionality and
enforceability of such a provision would be highly questionable.

J1. Te Side Agreement Does Nothine to Renair NAFMA's Detrimental Imnact on State and
Ltal L~aw

NAFTA allows state and local aw, which do not meet NAFTA requirements to be
challenged as illegal trade barriers before secret tribunals of five trade officials under NAFrA's
Chapter 20 dispute resolution mechanisms. If a NAFTA tribunal rules a state or local law is in
conflict with NAFTA rules, the U.S. federal government must take all steps possible under the
constitution including preemptive legislation, suits for compliance and withdrawal of any federal
government benefits supporting the NAFTA-illegal practice.

Nothing in the environmental side agreement reverses this unacceptable situation, which
would put state pesticide, recycling, raw log ban and many other environmental, conservation and
health measures at risk. The official summary released by the United States Trade Representative's
Office contsuns misleading information on this point. The summary states as if answering charges
that stale laws were at risk, that states may maintain laws that are more protective than U.S. federal
law. This is true, but it is irrelevant to NAFrA's state law threat. The-nroblem NAFTA causes state
and local law exists when that law is more Drotective than international, not U.S. federal standards.

C. Formal Environmental Review Leading to Fines or Sanctions Can Only US Initialed By
the NAFfA Countries. not Private Parties.

A point "blurred" in the official government summary that NAFFA supporters have
obscured and the press regularly has gotten wrong - only the countries can initiate the formal
review which could result in fines or trade sanctions. Citizens and nongovernmental groups can
only trgger informal review resulting in the production of a study if approved by 2/3s of the
NAFTA governments.

VI. CONCLUSION: CONGRESS SHOULD REJECT THIS NAFTA

As is described in this testimony, the environmental side agreement simply does not address
most of the fundamental flaws in NAFTA listed both by President Clinton during his campaign and
by many of the national environmental, consumer, conservation and other citizen groups concerned
with NAFTA. These fundamental NAFTA flaws t'ould undermine existing environmental, heath and
safety laws and cost U.S. jobs by promoting relocation to Mexico to avoid U.S. environmental and
worked safety costs. The one issue of enforcement of existing domestic environmental laws that the
side agreement does address has not been addressed in a meaningful fashion, Thus, unfortately,
the NAFTA that wiUl come before Congress this fall is unacceptable from a consumer health and
safety and environmental perspective. It is a bad deal for most Americans. Public Citizen
respeciuliy urges Conrs to reject this NAFTA.
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ENDNo-TE

'Environmetal and couw adan S Opposing NAFTA include several of the nation's
largest membership gou such as Thenpeace, Th Humane Society of the United States, the
Sim Club. the ASPCA, and 23 ohr national environmental ad conservation groups, as
weil as 300 sae and local groups. The combined memberships of these group is about 8
million na tonwide. Moreover, many of these poip. focus on granroots activism, with
offices. staff organizers and volunteer activists acrs the country campaigning for a
Congressional no vote on this NAFTA. For instance, Gmenpewe and Clean Water Action
have large door to door canvass operations. Clean Water Action is active In 29 states and will
complete I million visits on NAFTA. Greenpeace is active in 18 U.S. cities and has been
reaching over 20.000 doors a week Other groups have campaign offices throughout the
country.

Jo3urna of Commerce. August 20. 1993.
'Speech of Presidentual Candidate Bill Clinton, Raleigh, North Carolna, October 4,1992.
'In many provisions of the standards texts, a protection seems to be provided that is then

limited by reference to other provisions of the standards chapters. For instance, in an often
msrpresnwed section of the Sanitary and Phytosanitary standards, the text provides that a
country may choose any level of protection "in saxodance wIth' other provisions of the
chapter. SNAFTA 712.2) This provision is often quoted by NAFTA supportrs with the -in
acordance" phrase left off as proof of NAFTA's environmental and consumer tolerance.
However, the othwr provisons referenced in the in accordance- clause effectively define
a country's ability to choose ay level of protection, by requiring that such decisions are
made using certain procedures.

Ths uxuon of the analysis is provided courtesy of the Humane Society of the United
States.

* Some of the conservation and animal welfare laws at risk are: the Marine Mammal
Protecuon Act. me High Seas Driftnet Fisheri Enforcement Act, the Sea Thrtle Act, the
Wild Burd Conwvation Act. the Humane Slaughter Act, the African Elephant Copservation
Act an the Lacey Act. Each of these laws regulates the way In which a product is produced.
Suh procs standards am presumptively a "technical barrier to trade," and thus not
penaimble according to GATT. Amle 903 of NAFTA incorportes by reference the GATT
docuine on this issue.

'GATr Panel Decision on Canadian Challenge of Certain U.S. Alcohol Regulations,
February? . 1992.

* The next two sections of the analysis provided courtesy of Greenpeace, USA.

* NAFTA Artcle 603 for energy and NAFTA Article 309 for all other natural resources.

- NAFTA Ardicles 604 and 315.

NAFTA Anicles 605 and 316.
"NAFTA Articde 1007.

"NAFTA Attcle 104 provides that counties may take the le trade rStrictive domestic
eamm to enforce to"e three aremets and that sich measms woold be projected even

if they conlicted with NAFFA's rules. Besides not Including many Inenationl
emumPOental agreemeM this provision pu domestic measums at dik o( challenge if tey
cannot be shown to be the least rde restrictive method to enfoe a Interational ageemt.

" As noted by EPA Commission Browner on September 14, 1993. the bodet did Wde
S3O mllim for FY 1994 for Ieancy boder clean up. liowe , th rqu does m
began so ms the findSg needs and is only for building wa War tatment pla= that
mn ncessary regardless of NAFTA. (Testimony of EPA CommUoe Cao Blow=
befoeM the Ways and Means Committee, September 14, 1993.)

'Supplemenud EnvOmetd Agreement. Annex 41.
IL at Atcle 2.
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" L a icle 13.

"Ild at Article 2.

"l at Amcles 6 and 7.

Sg.at Article 10.

3, IL at Article 11.

I hi.at: ,ucle l6.

n Ld at Article I-a.

* IL at Article 45 (defining environmentall law" limited to measures operating within a
Paties temowy.)

Id.at Arucle Ie.

L a at Artuce 24.

LL at Article 15 (2/3s vot requirement is at Article 15-7.)

IL at Article 24.

ILat Article 33-34.

' as Article 34-5-b.

'Iat Annex 34 (amounts of rines.)

las Article 36.

- I at Article 24.
"IL a Article 45.

"L Article 45.

SL at ricle 43.

at Article 45.

I at Article 45.

" a Article 24.

L at Article 23.
'Tba number 's derived fMm adding up the time imits for formal a.bhrad reviews

provided tn Part 3 of the Suppiementa Environment ApemenL
Supplenmj Environmental Agreement. Article 13-2.

IL M 13-3.

t L at Article 15.4.

"IL N IS-S.

IL a Amcle 15-7.

'I. i, Atle 1S.

a.La Article 21.

"IL as Artick 21-3.
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NAFTA
Supplemental Scorecard.

By Clinton's Own Standard, Side Pacts
Announced 8/13/93 Do Not Measure Up
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NAFTA
Supplemental .Scorecard

Side Pacts Do Not Meet Environmental
Community Requirements to
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PREPARED STATEMENT OF SENATOR MALCOLM WALLOP

[September 15, 1993]
From the beginning of this debate, I have maintained that NAFTA is perhaps

America's most important post-war foreign policy issue. It is critical to the stability
and prosperity of our continent. It is critical to America's ability to compete in a
shrinking global economy. Indeed throughout my career in the Senate, I have held
firm in the belief that free trade is the beat guarantor of prosperity for all nations.

I have also maintained that the side agreements on labor and the environment
are issues less related to trade than to domestic politics and therefore unnecessary
to the NAFTA. Throughout the negotiating process on the sidebar agreements, I had
concerns as to how these agreements would be enforced-I was and continue to be
wary of a "supranational" enforcement body. Now that the agreements have been
signed and disclosed, it appears at first blush that the United States has not yielded
too much ground. It appears that we have not transgressed Congress' authority to
pass laws, the executive's ability to administer them, or the court's ability to en-
force. I would only caution that in drafting implementing language and regulations
that these most basic American sovereignties not be transgressed.

As Ambassador Kantor is aware, I continue to have concerns about how the sugar
industry will be affected, however. Given some of the current wording in the agree-
ment, there is an artificial incentive for investment in Mexican sugar production.
I have joined with a number of my colleagues in telling the Clinton administration
repeatedly that this problem could be solved with some relatively minor technical
changes which affect the definition of Mexico's "surplus producer" status. I know the
issue has been raised with the Mexican Government. I am disappointed that we
have not seen a resolution yet to this problem.

Finally, I'd like to make a few comments in reaction to organized labor's opposi-
tion to this treaty. I find it very puzzling how they can fail to recognize a few basic
facts about economic growth. No country with a surplus of labor, be it Mexico or
Bangladesh, will possess a climate favorable to the establishment of strong labor
representation. Wen you have 30 workers competing for one job, labor simply has
no leverage to organize or bargain. NAFTA will mean increased exports for the
United States and Mexico. Exports mean more jobs. With job growth out pacing pop-
ulation growth, workers gain leverage to improve wages, working conditions, and
health benefits. If labor unions really represented workers' rights, you'd think this
logic would be clear to them.

PREPARED STATEMENT OF SENATOR MALCOLM WALLOP

(September 21, 1993]
I'd like to make a few comments in reaction to organized labor's opposition to this

treaty. I find it very puzzling how they can fail to recognize a few basic facts about
economic growth. No country with a surplus of labor, be it Mexico or Bangladesh,
will possess a climate favorable to the establishment of strong labor representation.
When you have 30 workers competing for one job, labor simply has no leverage to
organize or bargain. NAFTA will mean increased exports for the United States and
Mexico. Exports mean more jobs. And with job growth outpacing population growth,
workers gain leverage to improve wages, working conditions, and health benefits.

Rejecting NAFI'A would do nothing for the concerns raised by its critics. And
many of their concerns are valid. But without NAFTA, real abuses-border pollu-
tion non-enforcement of environmental and labor standards--would continue
unabated. Chronic poverty in Mexico would continue. Killing NAFTA would not stop
multinational corporations from leaving the United States. Nor would killing
NAFTA cause Mexico's wages to rise.

There are fundamental changes occurring in the American economy indeed in the
global economy. These fundamental changes have meant job losses for the U.S. in
labor-intensive industries like textiles and apparel. But it's important to remember
that these changes will occur with or without NAFTA. The real question is whether
these jobs move to Mexico or East Asia. The difference is important: U.S.-Mexican
ventures buy 51% of their components from the U.S., while U.S.-Pacific Rim ven-tures buy only 13%. Finally, jobs dislocated by NAFTA represent less than 2% of
the total dislocation that would happen over the next five years even without
NAFTA. The big difference is this: With NAFTA we create the opportunity for new,
export-related jobs. Without NAFTA not only do we forego those new jobs, we put
at risk those American jobs that are currently supported by exports to Mexico.

To say that firms will head south because of NAFTA makes is a bit like saying
that NAFTA will cause folks in Wyoming to head south to avoid the harsh Wyoming
winters. Yes, winter in Mexico may beat winter in Wyoming, but that's got nothing
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to do with NAFTA. That's why the much touted "59 cents an hour" is so silly. First
of all, its not even an accurate measure of Mexican compensation. Second, using
purchasing power comparisons (as opposed to dollar exchange comparisons), two
world bank economists have calculated that U.S. manufacturing compensation was
actually only 4.7 times higher than in Mexico in 1991. Since U.S. manufacturing
productivity was 4.6 times higher than in Mexico, productivity-adjusted compensa-
tion costs in 1991 were almost identical. It's no coincidence that NAFTA opponents
in Mexico are worried about jobs going to the more productive American workers
up north!

According to the Mexican finance ministry, "companies persist in pointing out...
poorly trained labor . . . and high costs as the main obstacles they face." Indeed,
last week's Wall Street Journal made just that point in an article entitled, "Illusory
Bargain: Some U.S. Companies Find Mexican Workers Not So Cheap After All." As
the article explains, the focus on wages "overlooks the many factors . . . that actu-
ally drive business decisions," like infrastructure, a stable and predictable business
climate, the quality of transportation, access to technology and the skills base in the
surrounding area.

In other words, as in all things, you get what you pay for. A final point worth
mentioning is this: Cheap labor has never been the main reason for setting up oper-
ations in Mexico. Instead, the main reason U.S. plants were built in Mexico was to
get around trade barriers--trade barriers that will disappear under NAFTA.

A final point: Cheap Mexican labor does threaten the wages and well-being of the
American worker. But the threat is not in Mexico, rather it's right here in the U.S.
As long as Mexico lacks sufficient economic opportunity, illegal immigration will
continue. Illegal immigrants, who evade the system, who are willing to work for less
than minimum wage, who drain the system of benefits paid for by tax-paying, hard-
working Americans, are the real threat. The only way for us to stem that tide is
by helping to create a "Mexican dream" for Mexicans. It truly escapes me how those
who claim to represent the American worker can work to defeat the very agreement
that will give our workers better opportunity, more stability, greater leverage, and,
most importantly, a better America.



COMMUNICATIONS

STATEMENT OF THE AMERICAN ASSOCIATION OF EXPORTERS AND IMPORTERS
AAEI is a national organization with over 1,200 U.S. companies involved in every

aspect of international trade. In April 1990, the Association formed a committee to
monitor and advocate the negotiation of a free trade agreement between the United
States and Mexico which later included Canada in February of 1991. Currently, ap-
proximately 100 companies are participating in AAEIs NAFTA Committee. The
Committee represents the interests of establishments conducting trade in a broad
range of goods and services with Mexico and Canada.

AAEI fully supports NAFTA, for it provides an opportunity to create an economic
alliance of one of the largest marketplaces in the world. NAFTA would allow each
country to maximize its own competitive advantages and to share in those of its
neighbors. A free trade agreement between the U.S., Mexico, and Canada is the first
step toward a mutually beneficial hemispheric free trade zone.

ECONOMIC OVERVIEW OF NAFTA

AAEI believes that the time for a North American Free Trade Agreement has ar-
rived Today Canada is the largest trading partner of the United States, and Mex-
ico is the U.A.'s third largest trading partner. NAFTA is expected to create a market
with more than 360 million consumers and producers and an economy of greater
than $6 trillion, one of the largest markets in the world.

Moreover, due to the trade benefits conferred by the Agreement, NAFTA will per-
mit each of the signatory countries to maximize its own competitive advantage and
to share in those of its neighbors. For example, the reforms undertaken by Mexico
since its succession to the GATT on August 24, 1986, have led to a tremendous ex-
pansion of trade with the United States. As a result bilateral trade between the U.S.
and Mexico over the past four years has increased by seventy-five percent (75%).
The reforms instituted by the Mexican government have also led to a tremendous
expansion of U.S. foreign investment in Mexico which currently amounts to $12 bil-
lion. This figur- represents sixty percent (60%) of the value of total foreign invest-
ment in Mexico.

The changes which have occurred in Mexico over the past five years have opened
its market tremendously, with U.S. exporters being primary beneficiaries of the
trade and investment liberalization. A free trade agreement will build on these
growing market and employment opportunities.

SPECIFIC OBJECTIVES OF NAFTA

AAEI believes the specific objectives of NAFTA should be to eliminate impedi-
ments to and foster the expansion of trade in goods and services among the coun-
tries. Most importantly, the NAFTA implementing legislation should not be exclu-
sionary so as to prejudice trade with other nations of the world. For this reason,
the following must be ensured:

1. NAFTA should be consistent with the pi aciples of and U.S. commitments
under the GATT, such as non-discrimination and transparency.

2. NAFTA should provide a structure for the future adherence of other Western
Hemisphere countries, as envisioned in the "Enterprise for the Americas Initiative,"
with all signatories receiving equal, unrestricted access to markets of member coun-
tries.

SCOPE AND CONTENT OF NAFrA

The U.S.-Canada Free Trade Agreement (US-CFTA) has provided a useful model
for NAFTA. In addition to improved protection of intellectual property rights, and

(294)
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the establishment of fair and expeditious dispute settlement mechanisms similar to
the U.S.-Canada Binational Panel, AAEI feels strongly that four technical trade is-
sues must still be addressed with respect to NAT: (1) Border Facilitation, User
Fees; (2) Rules of Origin; (3) Drawback; and (4) Caribbean Basin Initiative (CBI).
1. Border Facilitation in General

Delays in clearing goods along the U.S.-Mexico border continue to pose an eco-
nomic threat to companies doing business in Mexico. These delays affect the predict-
ability and reliability of delivery dates and, with the growing use of "just in time"
inventory manufacturing, offset the benefits of proximity. Also, long delays encoun-
tered by company personnel driving back and forth add to the cost and frustration
of doing business along the border. Existing U.S. border inspection facilities and
staffing cannot adequatel accommodate the current flow of commercial traffic.

A successful NAFTA which increases bilateral trade will only add to the problem
unless steps are taken to relieve border congestion. While AAEI recognizes the
budgetary constraints on both sides of the border, moving goods and people effi-
ciently is a fundamental prerequisite to increasing trade. In considering ways to
streamline operations at the border, the solutions must be binational in concept and
implementation. To this end, AAEI offers the following suggestions:

(a) operating hours should be extended, and the number of inspectors at the bor-
der crossings should be increased whenever justified. Common hours of operations
should also be established. As demand grows, 24-hour processing and additional bor-
der crossing should be considered. In the interim, current commercial border facili-
ties should be better maintained and staffed.

(b) Better coordination among the myriad of federal, state and local agencies in-
volved at the border is essential and must be initiated.

(c) Forms, procedures and fees should be harmonized.
(d) Binational inspection stations for commercial traffic to reduce the cost and

time of dual inspections should be considered.
Border Facilitation: User Fees

AAEI is pleased with the elimination of the Merchandise Processing Fee with re-
gard to Canada and with the phaseout of the fee as applied to Mexican goods. How-
ever, AAEI is deeply concerned about the proliferation of other user fees and import
surcharges imposedon the business community. Many of these fees do not accom-
plish their stated goals and the administration of collecting fees often places an even
greater burden on the resources of government agencies.

With respect to the Harbor Maintenance Fee, collection has not been uniform, and
is more recently embroiled in regional politics. The patchwork and poorly written
law has left the U.S. Customs Service unable to devise an efficient method to ad-
minister collection. In addition, a complex cotton product fee became effective last
year. Other fees under consideration include a fee to help finance facilities at the
U.S.-Mexico border. The overall impact of these fees is a quiet, but significant shift
to taxation of the business community for mandated services normally financed from
the General Treasury as a result of taxing incomes and corporate profits.

A border facilitation fee, or a fee imposed for the environment, would violate the
spirit of NAFTA and reduce the benefits NAFTA should provide to U.S. business
and consumers. Further, depending on how the fee is structured, it could violate
U.S. international obligations. The unresolved questions in the administration of a
border fee are numerous. They include:

(a) How and what government agency will administer the fee?
(b) Will the fee be administered according to a formula based on value or volume?
(c) Will the fee be annual or based on each border crossing?.
(d) Will the fee be collected from the shipper, carrier or broker/forwarder?
(e) Will the fee be administered in a parallel manner in Mexico and Canada?
(f) How will Congress exercise oversight and avoid regional rivalries for resources?
(g) What will be the duration of any fee?
In essence, the danger of a border crossing fee for rebuilding an infrastructure is

that it will neutralize the benefits of lower tariffs under NAFTA and constitute yet
another tax on business and consumers. Thus, the imposition of a border crossing
fee would be counterproductive and is opposed by the members of AAEI.
2. Rules of Origin

Since NAFTA was first conceived, AAEI welcomed the opportunity to negotiate
new rules of origin which would improve and simplify the rules contained in the US-
CFTA. Rules of origin have the potential to become significant non-tariff barriers,
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and AAEI commends the NAFTA negotiators for their efforts to draft a practical
rule which would not inhibit cross border trade.

Although the NAFTA rules of origin represent a distinct improvement over the
US-CFTA rules, they too, could possibly become trade barriers, either through inter-
pretation or application. For this reason, we urge publication of advanced rulings
by Customs for comment by the trade community and complete training of both
Customs personnel and the trade on proper application of the rules.

This testimony will evaluate NAFTA rules of origin and discuss whether these
rules meet the expectations of AAEI members. We hope members of Congress will
take this analysis into consideration in the broader context of future multilateral
negotiations.

The NAFTA rules of origin, like the US-CFTA rules, are based on the Harmonized
Tariff System. Under NAFTA the standard rule is that if non-originating materials
used in the production of a finished item undergo a shift in tariff classification at
the six digit level, the "new" item is treated as a product of the country where the
change has occurred. AAEI wishes to remind Congress and the Administration that
the Harmonized Tariff System was not structured or implemented with a tariff shift
origin system in mind. Although it is a simple concept to state, its practical applica-
tion is not as clear.

The NAFTA rules do not represent a straightforward tariff heading shift rule
since compromises were made due to pressures from certain domestic industries in
each country. For example, the U.S. automobile, textiles and computer industries
were successful in obtaining rules for their industries that are not strictly based on
tariff classification shift principles. Many other industries must meet a value-added
test to qualify their products for NAFTA benefits. Thus the potential for trade inhi-
bition is present within the NAFTA rules of origin. AAEI is equally concerned about
possible application of these rules outside of NAFTA.

In general, the Association is concerned with the technical aspects of trade agree-
ments. Its members rely on technical information to ensure Customs compliance and
smooth flow of goods and components across borders. In this context AAEI members
are opposed to certain aspects of the NAFTA rules that can be perceived on paper
and in practice as non-tariff trade barriers. Without detailing each product section
a few examples are noteworthy. In the auto sector there is a list published of over
one hundred products which must be traced by U.S. industries from their creation
to their final incorporation into a new and different product or into the automobile
itself. While the auto industry supported such a tracing requirement, it has the po-
tential for creating huge amounts of paperwork and misunderstanding. As more
companies expand and globally source their components, the task of tracking every
component and part, and, if necessary, proving the origin to Customs, grows more
formidable.

Another concern of AAEI members regards textiles and apparel. The domestic tex-
tile industry was successful in obtaining a yarn-forward or fabric-forward trans-
formation requirement for textile and apparel articles to gain the benefit of NAFTA,
and in certain circumstances, a tariff rate quota is imposed. This type of com-
promise ensures only the three parties of the NAFTA benefit from it. However, it
represents a more restrictive rule which does little to enhance trade or to account
for the realities of global sourcing.

If an importer does not meet the tariff shift rule, the importer is permitted to use
the regional value content rule to gain NAFTA benefits. In some circumstances,
however, industries are not given a choice. They might be required to use both the
tariff shift and regional value content, or they might be prohibited from using a tar-
iff shift rule from the outset. The regional value content is calculated by using ei-
ther the transaction value of the merchandise or by calculating the net cost of the
components of the final product. Using either method, the importer must meet a
specified percentage of content. A problem with the transaction value rule is that
the transaction value contemplated by NAFTA does not necessarily correspond to
the transaction value declared by an importer on its Customs document. Tis has
the practical effect of burdensome recordkeeping for U.S. business and U.S. Cus-
toms. Likewise, the net cost method would require a myriad of calculations and a
substantial recordkeeping system.

Further certain parties, such as related parties, are in essence, denied the choice
of using the transaction value method and must use the net cost method to claim
NAFTA benefits. Even though the Customs transaction value is accepted for their
other Customs entries, NAFTA prohibits companies from using the transaction
value calculation if during the previous six months over 85% of a company's total
sales of a product are to a related party. For example, a U.S. company has a subsidi-
ary in Mexico which produces keyboards. The Mexican "sub" sells these keyboards
to the parent company in the U.S. and to all the other subsidiaries around the
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world. Until now, U.S. Customs has accepted the transaction value of the keyboards
since the parent and subsidiary have dealt with each other as if unrelated. Even
though 85% of the keyboards from the Mexican "sub" will not be sold to the U.S.
parent NAFTA includes all the sales of the keyboard to any related company
around the world in calculating the 85% figure. Once a company is over the 85%
limit, it must use the net cost method, an entirely different calculation than used
in the ordinary course of business. This is quite simply an unnecessary impediment
to trade.

Finally, AAEI believes that the de minimis rule embodied in the NAFTA falls
short of its goals. De minimis allows for a percentage of non-originating components
in the finished product. The absence of a de minimis rule in the US-CFTA was a
significant problem, and AAEI fought hard to have such a rule written into NAFTA.
While AAEI applauds the inclusion of the rule in the final document, the current
rule is far more restrictive than anticipated, and may therefore be of little practical
benefit. Here, and in similar areas, U.S. implementation and application of NAFTA
may actually inhibit trade.
3. Duty Drawback

The treatment of duty drawback under NAFTA is of great importance to those
U.S. companies involved in international trade. Duty drawback allows the refund
of 99% of Customs duties paid on imported merchandise, or products made there-
from, which are subsequently exported. Duty drawback was established by Congress
in 1789 as a mechanism to enhance and promote U.S. exports and domestic manu-
facturing by facilitating a level playing field for U.S. exporters. This is more crucial
today than ever.

AAEI's Duty Drawback Committee, constituting the largest advocacy group in the
U.S. on duty drawback, is composed of a broad range of over 120 U.S. companies
and meets bimonthly in various locations around the nation. The Committee takes
a very clear position regarding duty drawback under NAFTA.

Elimination of most types of drawback (i.e. direct identification, manufacturing
substitution) is provided for in NAFTA, by the year 1996 between the U.S. and Can-
ada, and by the year 2001 between the U.S. and Mexico. AAEI encourages applica-
tion of a similar phaseout period to same condition substitution drawback which will
be eliminated immediately according to the final NAFTA text.

AAEI recommends that representatives from industry drawback groups work
closely with the Administration in developing implementing language concerning
duty drawback within NAFTA. This is important for ensuring the development of
procedures which are workable for the trade community.
4. Caribbean Basin Initiative (CBI) NAFTA Parity

AAEI supports passage of the Caribbean Basin Free Trade Agreements Act since
NAFTA panty for the Caribbean will ensure increased American employment and
more competitive U.S. production which will lead to increased exports. NAFTA par-
ity will also contribute to economic and political stability of countries neighboring
the U.S.

AAEI encourages the key premise of NAFTA parity which is to accord articles cur-
rently excluded from duty-free treatment under the Caribbean Basin Economic Re-
covery Act (CBERA) identical treatment to like articles imported into the U.S. from
Mexico. The principal articles to which the Act applies are textiles and apparel sub-
ect to textile agreements, footwear, handbags, luggage, flat goods; work gloves and
either wearing apparel. Some of these industries are the regions largest employ-

ers, an important source of foreign exchange, and are essential to the continued de-
velopment of the delicate Caribbean Basin Initiative (CBI) economies.

AAEI strongly supports the Caribbean Basin Free Trade Agreements Act because
NAFTA parity is important for continuation of Caribbean Basin efforts toward trade
liberalization and a market economy. It will also aid in the preservation of existing
economic advantages under CBI and prevent diversion of investment due to NAFTA
by granting parity to CBI countries. Further, it will promote trade under CBI and
enhance U.S. export opportunities to the Caribbean Basin.

SUPPLEMENTAL AGREEMENTS TO THE NAFTA

Labor
There is certain to be a net gain in U.S. employment, investment and consump-

tion under the NAFTA. Currently, more than 7.5 million U.S. jobs are attributab e
to product exports. Of these, 2.1 million are the result of trade with Canada and
Mexico. Over 600,000 Americans are now employed due to U.S. exports to Mexico,
and this number should grow to one million by 1995. More than 1.5 million Ameri-
cans are employed in jobs related to U.S. exports to Canada.
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Although AAEI acknowledges there is likely to be some shift in production under
the NAFTA, experience has shown that industry does not migrate to the extent
wage differentials might suggest. Rather, trade liberalization under NAFTA will be
phased in, thus providing U.S. businesses, and the labor force, the opportunity to
adjust to the changing trade regime. However, the shift in jobs caused by the
NAFTA will require labor retraining and aid to communities which are particularly
hard-hit.

In many instances, the question is not whether labor-intensive jobs will remain
here or move to Mexico under NAFTA-rather, it is a question of whether the jobs
will move to Mexico or whether U.S. companies will move their operations to other
countries. Given the choice of losing a job to Mexico or losing one to a country fur-
ther from our shores, we should opt for relocation to Mexico because Mexican con-
sumers already spend a great deal of money on U.S. products, and are likely to in-
crease consumption of U.S. goods significantly under NAFTA.
Environment

AAEI believes environmental awareness in Mexico will gow with the economic
progress brought by NAFTA. Currently, however, NAFTA is being held hostage to
protectionist groups masquerading as environmentalists. At this stage, it is impor-
tant that legitimate environmental concerns be met in a responsible manner, or
NAFTA will be lost, Progress is necessary both in terms of substance and in terms
of public relations.

AAEI opposes suggestions that the U.S. impose countervailing duties on Mexican
exporters who fail to comply with pollution control mandates imposed on U.S. fac-
tories. We believe the solution is improved enforcement of laws not the imposition
of punitive duties. Concerns that NAFTA could weaken U.S. public health standards
are largely the result of misleading statements by some environmental and protec-
tionist groups about present and future GATT procedures. Simple, brief statements
in the NAFTA can resolve any problems regarding this issue.

Finally, citizens and interest groups must be given a mechanism through which
to voice concerns regarding the environment. Prompt public response to legitimate
complaints will be very important. We also commend the creation of an effective dis-
pute settlement procedure to avoid retaliation.

CONCLUSION

In summary, AAEI believes elimination of trade barriers among the NAFTA coun-
tries will enhance the competitiveness of U.S. businesses. This will allow for expan-
sion of U.S.-based companies into the global marketplace and lower the cost for
U.S., Mexican, and Canadian consumers of imported products. Further, NAFTA
should help to strengthen Mexico's commitment to continue opening its markets and
modernizing its economy. This, in turn, will benefit U.S. exporters, lead to new man-
ufacturing and supply relationships, and help? to improve Mexico's economy. Clearly,
these benefits will also serve to promote political stability in Mexico and to foster
a spirit of cooperation which will extend to non-trade areas such as the environ-
ment, immigration and illegal drug trafficking.

STATEMENT OF THE AMERICAN GAS ASSOCIATION

INTRODUCTION

The American Gas Association (A.G.A.) is a trade association comprising some 250
natural gas distribution and transmission companies, including members from Mex-
ico and Canada. On behalf of our members A.G.A. supports the North American
Free Trade Agreement (NAFTA) between the governments of the United States,
Mexico and Canada.

Our statement will focus on the benefits of NAFTA for the United States, gen-
erally, and for the natural ges industry in particular. We will also discuss two is-
sues that are raised by opponents of the pact-the impact of NAFTA on the environ-
ment and on employment in the United States. A.G.A. supports NAFTA because of
the economic benefits we see arising from creation of an integrated North American
market for goods and services. We believe that, contrary to what critics have al-
leged, NAFTA will have a positive impact on the environment and will create jobs
in all three countries.

BENEFITS OF NAFTA FOR THE THREE COUNTRIES

The immediate benefit of NAFTA will be the removal of trade barriers that have
hampered the creation and cultivation of healthy long-term commercial relation-
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ships between the United States, Canada and Mexico. The importance of bilateral
trade between the United States and Canada led to the historic Canada-United
States Free Trade Agreement (FTA) in 1989. NAFTA is a logical extension of the
political and economic philosophies that undergird the FTA.

NAFTA will create the world's largest free trade zone. Most of the major changes
brought by NAFTA for the United States will involve its economic relationship with
Mexico. NAFTA will help spur economic growth in Mexico, by eliminating barriers
to trade that have hampered U.S. and Canadian investment in Mexico. In inter-
national markets, the free trade zone created by NAFTA will help all three coun-
tries become more competitive, drawing upon the economic synergies that will flow
from the strengthened economic ties between the United States, Mexico and Can-
ada.

For exporters of goods and services in the United States, the principal impact of
NAFTA will be to eliminate tariffs that have discouraged access to markets in Mex-
ico. Mexican tariffs on U.S. goods average 10 percent, and natural gas exported to
Mexico is subject to a 10 percent tariff. U.S. tariffs on Mexican goods average just
4 percent. Eliminating this imbalance will strengthen economic ties between the
three countries and enhance the international competitiveness of all three nations.

NAFTA should result in an increase in exports from the United States to Mexico,
continuing a trend that has been driven by a strong expansion in the Mexican econ-
omy. Mexico's President Salinas has initiated a program of liberalizing foreign in-
vestment and trade, as well as privatizing state-owned companies, resulting in a
wing economy and demand for U.S. products, particularly manufactured goods.
Adoption of NAFTA will promote free market initiatives in Mexico and demonstrate
concrete U.S. support for further similar freo market initiatives. In the long run,
NAFTA's beneficial effect on trilateral trade will mean more jobs for Americans,
Mexicans and Canadians.

By insisting on continued vigilance in protecting the environment, NAFTA will
also improve the environmental q uality of life for the citizens of all three countries.
The side accords signed by President Clinton on September 14 make it clear that
NAFTA will promote the interests of free trade with due consideration of the impor-
tance of protecting the environment of all three countries. The side accords require
that each country vigorously enforce its own environmental laws and regulations.
The side accords create a mechanism, the Commission for Environmental Coopera-
tion, by which environmental matters within the scope of NAFTA can be reviewed.
Without NAFTA, this important environmental mechanism and a means of encour-
aging een greater strides in environmental protection would be lost.

NAFTA will lead to economic efficiencies in all three countries. In turn, these in-
creased efficiencies will lead to reductions in harmful wastes and pollutants. Natu-
ral gas stands to play an important role in this process, since it is the most environ-
mentally acceptable of all fossil fuels and, on a source energy efficiency basis, is
more efficient than all competing fuels, including electricity. The increased use of
natural gas will have a significant impact on the air quality of all three countries.
Attached as "Exhibit r" is an A.G.A. Issue Brief, 'The U.S.-Mexican Natural Gas Re-
lationship," first published in November, 1992, and recently updated to reflect the
latest available data. It describes the immense potential for natural gas in Mexico
and describes some of the projects that already are underway to spur economic de-
velopment using Mexico's abundant supplies of natural gas.

BENEFITS OF NAFTA FOR THE NATURAL GAS INDUSTRY

In addition to establishing the world's largest free trade zone, NAFTA will create
a natural gas industry that is truly North American in scope. Combined, the United
States, Canada and Mexico will be the world's largest natural gas market. The
growing Mexican economy will demand more natural gas as well as more natural
gas supplies, equipment, technology and expertise from the United States. To sup-
port continued economic growth, Mexico's energy demand will likewise grow, and
U.S. companies stand to gain from this growth. In 1992, Mexico used approximately
1 trillion cubic feet (Tcf) of natural gas and it maintains over 70 Tcf of reserves.
Despite these vast reserves, Mexico has been a net importer of natural gas from the
United States almost every year since 1971, importing 96 billion cubic feet (Bcf) in
1992. According to A.G.A.'s estimate, this could grow to 450 Bcf by 1995. U.S. natu-
ral gas exports to Mexico, which are used extensively by factories close to the bor-
der, are expected to continue until the Mexican natural gas industry can meet this
demand with its own resources. We expect that the Canadian natural gas industry
also will be a major participant in natural gas trade with Mexico..

NAFTA provides opportunities for U.S. and Canadian energy-services and supply
companies to sell to Mexico's state petroleum and electricity companies and allows
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private ownership and operation of independent power plants and cogeneration fa-
cilities. NAFTA will facilitate direct negotiations between U.S. and Canadian com-
panies and Mexican buyers of natural gas and electricity. A number of projects that
would use natural gas to generate electricity already are in developmental stages
in Mexico. For example, CFE, the Mexican power authority, will be soliciting bids
by the end of 1993 to repower the existing Rosarito plant in Baja California Norte,
just outside Tijuana, Mexico. The modified plant is expected to provide up to 1500
megawatts to the growing market along Baja California Norte's northern coast and
across the border in the United States in Southern California.

Another project is being developed in Samalayuca, Chihuahua, just south of
Juarez. The Samalayuca II project will involve design and construction of a 700
watt combined-cycle natural gas unit. Combined-cycle electricity generation involves
state-of-the-art technology that can achieve efficiencies in excess of 50 percent, as
well as significant reduction in emissions, compared to conventional coal and oil
fired boilers that are only 30 percent efficient. The project is being sponsored by a
consortium consisting of El Paso, Coastal and GE. A natural gas pipeline from the
United States--Mexico border would supply 140 million cubic feet of natural gas per
day to this facility.

Enron Corporation is also playing a major role in the development of Mexico's
power generation market. Mexican authorities estimate that the country will need
16 gigawatts of additional generating capacity by 1999, requiring an investment of
an additional $15 billion for new power plants. If NAFTA is adopted, a substantial
portion of this investment will take the form of capital equipment and services, and
a large portion of this business can be expected to go to U.S.-based manufacturers
and engineering firms. Enron is looking at potential investments totalling one bil-
lion dollars or more in Mexico for power plants and pipelines. All of this potential
investment will be significantly affected by adoption of NAFTA. U.S. manufacturers
will likely produce the equipment for these projects in the United States, since
NAFTA will gradually reduce the current 17 percent tariff on electrical equpment
imported into Mexico. Without NAFTA, this equipment may be produced elsewhere.

In addition to these projects in Mexico, a number of projects are underway in the
United States to support increased trade with Mexico. For example, Shell Oil Com-
pany and Petroleos Mexicanos (PEMEX) are involved in a joint venture wherein a
50 percent interest in Shell's Deer Park Texas refining facility to a new corporation
controlled indirectly by PEMEX. PEMEk's investment in this facility will go toward
upgrading the facility and making it more efficient and, as a result, more inter-
nationally competitive. Deer Park will be able to increase its production and its ex-
ports. It will result in creation of 2,000 construction jobs as the facility is built and
upgraded and will ultimately provide 150 permanent new jobs required to operate
the facility after the upgrade construction is complete. Deer Park will refine Mayan
crude oil and export processed gasoline to Mexico. NAFTA is needed to facilitate
these and similar undertakings.

,,AFTA AND THE ENVIRONMENT

Some opponents of NAFTA have sought to portray the government of Mexico as
being less sensitive to environmental concerns than the governments of the United
States and Canada. This is not the case. In fact, since 1988, Mexico has had in place
a comprehensive environmental law that covers air quality, water quality and soil
pollution. It is patterned on U.S. environmental measures. Mexico has been a signa-
tory nation to major international environmental accords, such as those pertaining
to endangered species and global warming.

Mexico's implementation and enforcement of its 1988 environmental law reflect a
strong commitment to protecting the environment in Mexico. According to a recent
news report, the Mexican government has shut down approximately 2000 factories
either temporarily or permanently that were in violation of the 1988 environmental
laws. Since 1990, Mexico increased its budgetary support for environmental enforce-
ment from $6.6 million to $77 million by 1992. In border areas, Mexico has in-
creased the number of environmental inspectors from 50 to 200.

The geographic location of Mexico City, bordered on all sides by mountains and
located at a high altitude, combined with a population of nearly 20 million people,
provides an ideal site for serious pollution concerns. For these reasons, Mexico City
has been the focus of aggressive environmental initiatives by President Salinas. In
1991, the government permanently closed the March 18 Refinery in Mexico City. In
March, 1992, President Salinas announced aggressive enforcement initiatives focus-
ing on industrial polluters in and around Mexico City. That initiative requires the
biggest industrial polluters in the area of Mexico City either to reduce particulate
emissions by 90 percent or leave the City.
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Because of progress in lowering emissions of oxides of sulfur, carbon monoxide
and lead, the Mexican government has focused additional attention to the problem
of ozone. On March 17, 1992, ozone levels reached all-time highs in Mexico City,
prompting such unprecedented anti-smog measures as canceling all schools below
university level, barring drivers from operating their cars and forcing industries to
restrict their output. Natural gas has been targeted as a solution to air quality prob-
lems, especially in and around Mexico City. The Mexican government has also or-
dered allfossil fuel power plants in Mexico City to switch to natural gas from high
sulfur fuel oil.

The Mexican government is also planning an aggressive program to convert vehi-
cles in Mexico City to natural gas. On February 11, 1992, the Mexican government
announced plans to convert 460,000 public transportation and cargo vehicles to nat-
ural gas over the next four years. Public transportation accounts for an estimated
25 percent of Mexico City's air pollution. The Mexican government will set up con-
version sites and provide low-interest loans to private vehicle owners, who own most
of Mexico City's public transportation vehicles.

Increasing the use of natural gas in both stationary and vehicular applications
will enhance the environmental quality of life in Mexico, One of the most significant
impacts of NAFTA for the natural gas industry is that it will encourage continued
economic development in Mexico, thereby spurring demand for cleaner, more effi-
cient natural gas. This increase in natural gas demand in Mexico will be mirrored
on the United States side of the border, where manufacturers will use natural gas
to satisfy an increased demand in Mexico for U.S.-made goods.

NAMTA AND EMPLOYMENT

Some NAFTA opponents have expressed concern that NAFTA will lead to the loss
of jobs in the United States. This concern ignores the fact that Mexico is the fastest
growing foreign market for U.S. manufactured goods. Approximately 660,000 U.S.
jobs now depend on trade with Mexico. After the liberalization of trade with Mexico
that inevitably will result from NAFTA, we foresee an even greater number of U.S.
workers whose livelihoods are dependent on strong trade with Mexico.

In the natural gas industry, we expect a strong growth in demand from the Mexi-
can economy, which will burgeon as a result of NAFTA. In 1992, $182 million was
earned as a result of natural gas exports to Mexico. By 1995, annual income from
sales of natural gas to Mexico could approach $1 billion, given the growth in de-
mand that will occur in the Mexican economy.

The NAFTA Side Accords on Labor Cooperation, signed on September 14 by Presi-
dent Clinton, are intended to address concerns about worker conditions in Mexico.
The Side Accords contain 11 Labor Principles that are intended to promote common
minimum standards and protect the rights and interests of workers in the three
countries. The Labor Principles endorse minimum employment standards, including
a minimum wage, wage equity for men and women, and labor protections for chil-
dren and young persons. If NAFTA is not adopted, a valuable opportunity to encour-
age these guiding principles, will be lost.

NAFTA critics also claim that the wage differential between the United States
and Mexico will encourage businesses to leave the United States. They believe that
NAFTA, by eliminating most tariff barriers, will provide further encouragement to
U.S. businesses to re ,.cate in Mexico. The argument incorrectly concludes that jobs
will be lost in the !) ,ited States and manufacturers will bring cheaper Mexican
manufactured goods back into the United States, hurting U.S. manufacturers.

The., allegations ignore several factors that businesses would take into account
before making a decision to relocate. The Mexico's economic infrastructure is not
nearl) as well-developed as in the United States. Telecommunications, access to
equipment and supplies, access to markets and access to a suitably trained work
force are just a few of the issues that would have to be addressed by a business
seeking to relocate in Mexico. At present, U.S. businesses cannot replicate the nec-
essary infrastructure quickly enough to make such a move profitable. Wages are
only one criterion in making such a critical business decision. In fact, infrastructure
development is an area where NAFTA could result in an increase in employment
by U.S. businesses seeking to provide Mexico with advice and other assistance in
the development of such an infrastructure. Without NAFTA, the incentives for infra-
structure development in Mexico will not be as strong.

CONCLUSION

The benefits of NAFTA for each nation are numerous, and the energy industry
would see significant benefits. By offering significant opportunities for U.S. natural
gas concerns, NAFTA will strengthen our domestic natural gas industry and im-
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rXe our competitiveness in world markets. NAFTA will have a direct positive ef-
on the natural gas industry in all three countries, creating the largest natural

gas market in the world. The increased natural gas use we anticipate arising under
NTAFTA will have a significant and positive impact on Mexico's environment. As the
Mexican economy becomes more efficient, infrastructure improvements will occur
and the overall quality of life will improve. Given the importance of natural gas for
clean air and other reasons, we believe that employment in the natural gas industry
in all three countries will also increase as a result of NAFTA. We see this situation
as a clear "win-win-win" for all three nations and their economies. Thus, we urge
the Committee to recommend adoption of NAFTA.

AGA=ct Po1icy & Analysis
IBIT ISSUES

......................... ;,;
i~I~ ~i~su UunargA.G.A. POUCY A ANALYSIS GROUP

Irtahtla nuiaam f

Issue Briei 1992-11 November 30, 1992

The U.S. - Mexican Natural Gas Relationship
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to Brief

The n2rl gas relationship between the United State and Mexico has changed
dramancally over the last decade. In 1982. the United States imported nearly 95 Bd of gas
from .%iexico. In 1992. the United States expored nearly 96 Bd to Mexico. Several factors
have contributed to this reversal in trade including: a fundamental difference in the view of
the U-S. natural gas resource base; declining U.S. gas prices; a growing environmental
awareness m Mexico: a need for new sources of energy to supply the maquilladora industries
in northern Mexico: and. the reluctance of Mexico to spend the capital necessary to develop
.ts namur gas resources. This arucie provides a historical review of U.S. - Mexican natural
gas uae, provides a company-by-company and export point accounting of recent U.S. export
vnumes. exannnes the Mexican resource base and drilling activity and also provides a
review of pipeline expansion projects designed to greatly expand U.S. natural gas export
capacity to Mexico.

Introduction

Fueled by developments on both sides of the border, natural gas exports from the
L'zuted States to Mexico have increased significantly over the last several years. figure 1
shows the level of trading between the two countries since 1977. 60.4 Bd was exported to
Me.uco m 1991. the largest annal volume of natural gas ever exported by the United States
to an: one country. In fact, the 60.4 Bcf exported in 1991 was greater than the total amount
of gu exported to Mexico in the years 1979 through 1990. 1992 exports, which totaled 96
Bd were well above 1991 levels. (See Table 1)
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:992 nanua gas exports to Mexico represented nearly 44 percent of the United

i,:ates :otal natural gas exports. This figure is up substantially from 1987, when only four
:-ereent ot U.S. natural gas exports went to Mexico. The U.S. also exports gas to Japan and

.. iaca. For tne eight consecutive year. the U.S. di,, not import any gas from Mexico in
;99.

Figure 2
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Background

Beginning in 1980, U.S. natural gas imports from Mexico were made under the
October 19. 1979 gas-purchase-and-sale agreement between Petroleos Mexicanos (Pemex),
the naonal oil and gas company of Mexico. and Border Gas, a consortium of six U.S. gas
tfansmL on compares. The oginal contract allowed for up to 300 MMcfd to be delivered

from Pemex at an interconnecuon at the U.S. border near Hidalgo, Texas. Deliveries began
on January 15. 1980 and were priced at $3.625/Mcf The contract called for quarterly
adjustments in accordance with a composite index of world crude oil prices based on oil
from the Middle East. the North Sea and Venezuela. However, over time Pemex requested
price increase to S4.94/MMBtu so as to achieve parity with gas being imported into the
U'.S. from Canada. Subsequently, as a result of changing demand, Border Gas reduced its
purcna.cs to 180 MMdd. or 60 percent of contract levels, effective April 1, 1983. Effective
%lay 1. .983. Pemex agreed to lower its price to $4,.40/MMBtu, approximately one month
arer a similar reduction was made by the Canadian government.1

vim
TTV V N-T r-
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In the four year period 1980-83, the United States imported 377.6 Bcf from Mexico.
- However. during the summer of 1984, as wellhead prices decreased in the U.S., Pemex
connnuea to require a high pnce for its gas. On November 1, 1984, deliveries of gas from
Mexico were suspended wider the terms of the contract for an unspecified period - a

decision reached mutually by both parties. A changng U.S. gas market, which included

declining welhesad prices and domestic production capability well in excess of demand.

combined with increasing Mexican consumption. contributed to the suspension of deliveries.

Delivenes have not reumned

In the late 1970s and 1980s, UEs. nannal gas exports to Mexico remained fairly

constant. Between the years 1977 and 1988 anmal exports were consistently in the 1.5 Bcf
to 4.5 Bcf range. Change conditions within both Mexico and the United Stat'., however,

have combined to alter this trading relationship over the last several years.

Table I

U.S./Mexican Natural Gas Trade

U.S. Imports U.S. Exports

Volumes Price Volumes Price

Year (d) (S/Mci) (Bcf) (SMc)

1977 2.4 2.25 3.9 1.41

1978 0 4.0 1.65

1979 0 - 4.3 1.97

1980 102.4 4.41 3.9 2.47

1981 105 5.01 3.3 3-37

1982 1 94.8 5.02 1.7 5.17

1983 75.4 4.70 1.6 4.79

1984 51.5 4.49 1.9 4.48

1985 0 -_2.2 3.99

1986 0 1.9 3.49

1987 0 2.1 3.18

1988 0 2.3 3.21

1989 0 17.0 2.14

1990 0 15.7 1.88

1991 60.4 1.76

1992 0 96.0 1.90

Tota 19"-1992 J 431.5 = 222.2

Source: Deoartnent of Energy, Nanm," Gas Mom/dy, August 1993, pp. 10. 11.
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Currmt US. Natural Ga Exporu to Medco

The increase in exports of U.S. natural gas to Mexico since 1991 was caused by a
combinanon of factors in several diferet areas. One of the biggest reasons is the
constmgng problem with pollution that exists in the south of Mexico around Mexico City.
To combat decreasing levels of air quality the Mexican government has ordered industries
in the south to switch from burning fuel oil to natural gas. To meet this increased demand,
gas supplies that previously were used in northern industries and Mexican gas reserves in
the northern part of the country have been diverted to the south. Imports from the U.S.
have made up nmch of the difference, with increasing amounts moving into the border
towns oi Reynosa, Matamoros and the northern industrial center of Monterrey.

The u=ceas in consumption of U.S. gas in Mexico has also been aided by an
increase m economic production in the northern part of Mexico. The maquilladora program,
which allows parts to be shipped into Mexico without paying import duties has greatly
expanded over the last several years. The resulting economic expansion in northern Mexico
has nceased the demand for electricity and for process and space heating, which has been
accomplLhed by increased gas consumption.

Low U.S. wellhead prices have also been a factor for increased imports of U.S. gas
by Mexico. Though Mexico has more than sufficient reserves to meet its demand, it is
curently more economical to import U.S. supplies than to undertake the large capital
expenditures that would be necessary to both produce its gas reserves and to construct a
satsfactory tr.nmission and distribution network. The low cost of U.S. supplies also allows
Mexco to use natural gas to back out oil in industrial facilities so that the oil can be sold
abroad to increase the country's foreign currency earnings.

Based on data provided by the Department of Energy's Energy Information
Administranon for the 1992 calendar year. natural gas exports to Mexico increased sixfold.
from 15.7 Bd in 1990 to 96.0 Bcf in 1992. This total is the largest annual amount of gas ever
exported by the United States to any one country. To facilitate increased volumes, Pemex
reversed the flow of the 48-inch pipeline that was originally constructed to transport 2 Bcfd
from the Cacus processing plant n Chiapas north to Reynosa for export to the U.S. That
ipeline now carries imported U.S. supplies south to power plants and industrial facilities

near Mexico City.,

Natural gas that is exported to Mexico is purchased by Petroleos Mexicanos
InternatonaL Pemrx's international marketing unit, on the U.S. spot market. Table 2 shows
the amount of gas exported since 1989 by point of exit. The bulk of the gas (94 percent in
1991) continums to flow into Mexico through Texas Eastern Transmission's pipeline at
Hidalgo. Texas. Texas Eastern Transmission can transport 350 MMcfd through this pipeline.
A large amount of this gas is used in industrial boilers in Monterrey.
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Table 2
U.S. Exports to Mexico by Export Point, 1989-92

1989 1990 1991 1992
Ex.ort Point (Bd) (Bcf) (Bd) (Bc)

Hidalgo, TX 15.04 13.29 56.81 63.74

El Paso. TX . - 138 16.52

Naco. AZ L47 1.68 1.59 2.57

Eatle Pas. TX .50 .69 .66 .68

Pemtas. TX 0 12.46

TOTAL 17.01 15.66 60.44 95.97

Source: Departmen of Energy, ara s Gas Monthly, August 1993.

Gas began flowing in November 1991 into Mexico at El Paso, Texas. The gas is used
to supply the electric generatng facility operated by the Mexican electric utility Comision
Federal de Elecmcidad (CFE) at Ciudad Juarez. The gas flows through El Paso Natural
Gas to the export point operated by Western Gas Interstate. By March 1992, over 40

MMcfd was being transported.

Gas also flowed through two other export points in 1991. El Paso Natural Gas
exposed 1.6 Bd in 1991 at Naco. Arizona. The gas is used in a copper refinery near
Canaaea and a Ford Motor assembly plant south of Hermosillo. Capacity of the export point
is approximately 25 MMdd.' 660 MMd was exported through Valero Transmission's
pipeline at Eagle Pass. Texas. The export point has an estimated capacity of 4 MMdd.

Table 3 provides a list of companies that exported gas to Mexico over the last four
years. Twenty-six of the companies that exported gas to Mexico in 1992 were not exporting
gas in 1990.
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Table 3
US. Exports to Mexico by Company

1989-1992

1989 1990 1991 19921
E.or.er Export Point (MMcf) (MMcf) (MMc ) (MM )
Access E Hidalgo, TX - - - 384
American CentraL Gas ,-hlg3 , TX _ - . 461 .
Amoco Energy Trad El Paso. TX - - . 145

Hidalgo, TX - - 1,400 10,043
Namo.__ _ - - - 243

Anadarko Trading Co. HIldago, Tx - - - 1,411
Aamla Southwest Mikt. Hldalao, TX - - - 8,608
Catex Energy Hidalgo, TX . 204 .
Chevron Nat. Gas Hidalgo, TX . - 3,314 1,464

Claion Marke.n. Hidalgo, TX - - 2,761 .
Coastal Gas ,,tt. Idalgo, TX - - 513 .
Conoco IHdalgo, TX - - 4,346 7,431

Cornerstone NaL Gas iUlago, TX - 330 1,001 -

El Paso NaL Gas Naco. AZ 1,469 1,444 416 1,757
Earon Ga SMkt. El Paso. TX . - 297

.. ..... ,Hidalo, TX , 691 527
Lbra Marketnn HkUlaIo, TX - 605 4,147

Marathon Oil Htdalgo, TX - 112
Markwest Hydrocarbon Hidalgo, TX . - - 134
Partners

Menaian Oil Trans. El Paso. Tx - 2,324

MidCon Mkt. Hidalgo, TX 177

.Mobd Nat. Gas El Paso. TX 417 4.726

Hidalgo, TX 4,623 1,743

Pemtas. TX - 3,159
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Table 3 Conmd
U.S. Exports to Mexico by Company

_______________________1989-1992 _____ _________

1989 1990 1991 1992'
Exoner Export Point (MMcf) (MMcI) (MMcf) (MMcf)

Natural Gas Ckarmghouse El Paso. TX - -190

I-ulalgo, TX - - 1,033

Naco. AZ - 404

ORYX Gas Mktg. L.P. Huialgo, TX - 260

PMI Comme co Eagle Pass TX - 135
IDermaonal

El Paso. TX - 2,896

Idalgo, TX - - 1,277

Naco. AZ 404

Penitas. TX - 9,305

Phillips Gas Mks. Hialgo, TX - 250

Tenneasco Corp. Hidalgo, TX - 1,590 -

Texaco Gas MkL HIdalgo, TX - - 4,936 7,375

El Paso. TX - 1,395

Texas LIntL Gas & Oil Hidalgo, TX . - 313 218

TransAmencan Nat. Gas Hidalo, TX - - 1,952 -

Transco Enerty Mkt. Hidalgo, TX . - 1,674 747

Trimtv Piveline El Paso. TX - - 653 2,644

l-Fidalgo, TX - 889 9,298 12,509

Nao, AZ - 232 825 -

Valero industrial Gas Eagle Pass. TX 495 689 657 547

Hidalgo, TX 15.040 11,471 9,606 3,333

E Paso. TX - 687

Naco., AZ " 356

Victona Gas Hidalgo, TIX . - 3,990' 5,099

Yuma Gas Hidalgo. TX 125

Source: Department of Energy, Natura Gas Moahlv, August 1993.
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Mexian Rsourem Bas and Producton

Natural gas in Mexico exists as a conventionally producible resource both associated
with oil and in non-associated reservoirs. Gas and oil fields have been discovered along
much o the Gulf of Mexico coastal plain with production occurring both onshore and
offshore. A significant non-associated gas province, the. Gulf of Sabinas basin, is located in
the northeastern section of Mexico. Hydrocarbon resources have also been discovered in the
western part of the country, near the Gulf of California.

Mexico's proved reserves and potential resources for gas and oil are very large,
particularly when related to production levels. Between 1979 and 1982, Mexico's natural
gas reserves increased dramatically, rising from 32 Tcf to over 75 Tcf. A large pan of this
gas was associated reserves, discovered during the surge in oil exploration in the late 1970s.
Since 1982. however, gas reserve additions have stagnated as low oil prices and restricted
capital spending on the oil sector have generally depressed the coun-ty's exploration
activities.: The decline in international oil prices in the mid 1980s and the resultant decline
in revenues forced Pemex. which by its constitution is banned from foreign equity
investment. to drasucally scale back its drilling program. Pemeax drilled only 27 exploratory
wels in 1987. compared to 70 in 1987 The number of development wells also decreased
over this urme, falling from 213 in 1983 to 53 in 1990. Drilling has slowly increased since,
with 51 exploratory wells drilled in 1991.

Meco currently has proved natural gas reserves of approximately 70.2 Tcf with a
reserves to production ratio of 51. (See Table 4) This total is approximately 22 percent of
Mexico's proven hydrocarbon reserves. Though no recent estimates of Mexico's hydrocarbon
resource base are available, the existence of a large recoverable gas resource base (perhaps
Z o Td') is possible.

Mejaco's principal natural gas reserves are located in the Gulf of Campeche, the
Reforma area in the Chlapas foothills located south and west of Villahermosa, the
COicontopec basin located farther north in the states of Veracruz and Puebla and in the
Sabinas Gulf basin in the northeast part of the country. (See Figure 2) The significant
hydrocarbon potential of southeastern Mexico is associated with a giant barrier reef formed
along the ancient Yucatan platform during the Cretaceous-Jurassic period. This huge atoll-
type reei extends from 200 miles west of the Reforma area out to the Gulf of Campeche
and encircles the peninsula offshore, crossing the coast again through Belize.' The
Campecne area covers more than 3,100 square miles in the southern part of the Gulf of
Mexico. The fields discovered in the area have been found in highly faulted anticlinal or
domal blocks. The reservoir rocks are formed from the uplifted, fractured perimeter of the
Yucatan Platform. Productive reservoirs in the offshore area range in depth from 3,500 feet
to 11000 feet.'

The onshore Reforma area covers nearly 1,950 square miles in the states of Tabasco
and Chiaoas. Fields found in the area have been found in highly faulted. anticlinal or domain



Table 4

Mcalcan N.1t1Auul ias Rebcrves. Production and l)Iilliag Stalillt

Completed completeded
RcsrvC31- o- l)velopment Exploralion

(Bcf) (act) Production Wells Wells Rigs Seismic

Year Reserves Production Ratio Gas Oil Total Successful Operating Crews

1979 32,0(K) 1,065 30.0 N/A N/A 51 21 193 N/A

1980 59,000 1,190.5 49.6 N/A N/A 56 29 200 N/A

1981 64,500 1,485.4 43.4 N/A N/A 65 23 205 N/A
N/A.N/

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

75.350

76,998

76,702

76,526

75,796

74,881

73,356

72,744

71,508

70,244

1,549.8

1,479.5

1,370.0

1,315.5

1,252.4

1,277.4

1,269.7

1,303.7

1,332.8

48.6

52.0

56.0

58.2

60.5

58.6

57.8

55.8

53.7

1,372.8 51.2

N/A
32

29

26

21

0

2

6

3

14

N/A

182

161

145

115

60

85

51

50

9O

65

59

69

68

27

33

42

43

51

17

14

19

22

8

6

14

14

N/A
187

196

196

163

143

155

103

90

25 1 10.7

N/A

N/A
.N/A

32

29

23

21

17

17

N/A

SOURCES: Arthur Andersen/Cambridge Energy Research Associates, Natural Gas Trends, p. 80., Baker

Hughes, Society of Exploration Geophysicists, Pemex.
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blocks. Th e reservoir rocks are the edge of the carbonate platform that forms the Yucatan
Pemnswa. Good reservoir conditions exis only where uplift intense fracturing has occurred.
Discovenes are located primarily in M~iddle Cretaceous limestone and dolomite. Productive
reservoirs n the area (predominant oil) are unique in that they are below 12,500 feet and
unusuallv thick with average net productive thickness ranging from 700 to 1,600 feet.'
Nppromumatelv 87 percent of Mexico's marketed natural gas production and 74 percent of
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its reserves are located in the offshore and southeastern part of the country.

The Chicontopec basin covers over 4,300 square miles in the states of Puebla and
Veracuz. The area is fairly new to exploranon and proved reserves from the basin were not
included in Pemex's total until 1978. Hydrocarbon accumulations in the area are sandstones
interspersed with shale and silty shatet Average thickness of the productive sandstones is
3.280 feet and reaches over 6,000 feet towards the center of the field. All wells in the
Chicontopec basin require hydraulic fracturing before they will flow.' Mexico's proved
natural gas reserve total incndes between 25-30 Td of "undeveloped" reserves in the
Chicontopec basin. Hydrocarbons in this basin are not considered economic at today's prices
due to the very low permeability (due to the high clay content) and high water content of
the area.

The Sabinas basin covers 15.500 square miles in northeastern Mexico. Natural gas
was firs discovered in the area in 1977, making it a new area of exploration activity. Gas
was found structurally associated with aniclines in dolomites and sandstones. Gas reservoirs
were encountered at depths from 6,500 to 8,500 feet. Gas in this region is largely non-
associated. Though Mexico's northern region experienced a manufacturing boom in the
1980. Pemex concentrated its exploratory activity in the south where its oil prospects were
greater. As a result. Mexico's northern natural gas reserves have decreased nearly 40
percent. from 12.46 Tcf in 1979 to 7.75 Tcf in 1989 and production in that time frame has
fallen trom o64 MMcfd to 298 MMcfd.I0

1991 Ea Loraron and Production

Mexican natural gas production totaled 1.33 Tdin 1991, a slight decrease from 1990's
total. As mentoned previously, much of the gas produced is associated with oil. and the
decrease in oil exploration and production in the mid 1980s has had a direct effect on the
development of Mexic's natural gas resource base. In 1991, the onshore Southern Zone
accounted for 55 percent (just under 2 Bcfd) of Mexico's natural gas production. The
offshore Campeche Sound area produced 1.2 Bcfd (32 percent) and the Northern Zone
accounted for the remaining 13 percent, (473 MMdd)." Pemex drilled 51 exploratory wells
in 1991 of which 25 were productive. 17 oil, seven gas and condensate and one gas only.
Twelve new field discoveries were recorded, six oil and six gas and condensate. Two gas
discoveries were onshore in the Southern Zone, both Middle Cretaceous reservoirs. The
Tun find tested 11.37 MMctd and the Catedral 4.86 MMdd. In the northeast frontier
district of the North region. Pemex had four Eocene and Paleocene discoveries that tested
between 460 Mdd and 3.5 MMcfd.l

Mccan Pipelines

Natural gas transportation through Mexico is accomplished primarily by the National
Gas System, a system of three large interconnected pipelines. (See Figure 3) The Ciudad
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Pemex-Mexico-Guadalara system, which consists of two 24-inch, one 48-inch and a 30-inch
pipeline connects the Rdorma-Campeche area to the main consuming area of the Central
Plateau region around Mexico City and extends to the Pacific coast at Manzanillo. The
Cacis-Monterrey line, also known as the NawuW Gas Tnoddne System, connects the main
gas production zone along the Gulf coast to the industrial center of Monterrey. This 775-
mile. 48-inch pipeline. completed in 1980 to service exports to the United States, links the
entire gas distribution system of Mexico. The final Monterrey-Reynosa ink of the Natural
gas Trunkline System was never expanded from 22-inch pipe as proposed. The northern
region of Mexico is served by the Reynosa-Monterrey-Torreon-Chihahua line, which in
1981 was extended to the US. border at Cluiad Juarez/EL Paso, Texas.f

VrTually all of Mexico's gas is sour containing large amounts of hydrogen sulfide and
carbon dioxide. All production except some non-associated gas in the northeast must be
treated before it is consumed or enters the transportation network. Mexico has 15 gas
processing plants. Five are gas sweetening plants that remove large amount of hydrogen
sulfide and carbon dioxide. The rest of the plants are cryogenic and absorption plants tha
xoacx eth-ane and heavier hydrocarbons.

FIGURE 3
Mxicos Nawural Gas Pri8ne SYstem

- 'i m % g s to yI n
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Mexican Consumption

Between 1979 and 1988 Mexican natural gas consumption increased 25 percent to
over I Td per year. Large increases were recorded in the chemical/petrochemical sector
and in gas consumed in energy resource production. Residential natural gas consumption
represents only 3 percent of total nationwide consumption. One cf the fastest growing areas
of demand is for electric power generation. Seven fossil fuel power plants have recently
converted from high sulfur fuel oil to natural gas. Mexican officials expect demand for
electric power to increase by 5 percent per year through 2000."' This will require as much
as &000 MW of new generating capacity, representing a large future market for natural gas.

Dnqrowmenal Problems

The geographic location of Mexico City, bordered on all sides by mountains and
located at a high altitude combined with a population of nearly 20 million people provides
an ideal site for serious pollution problems. The Salina administration has been extremely
active in attempting to control urban and industrial pollution. In 1991, more than 200
busi=sss throughout Mexico were closed for environmental violations. They included the
permanent closure of the March 18 Refinery in Mexico City. On March 17, 1992, ozone
pollution in Mexico City set a record high, forcing authorities to instigate such
unprecedented anti-smog measures as cancelling all schools below university level, barring
drivers from operating their cars and forcing industries to restrict their output." In a move
to combat its pollution problems. the Mexican government announced plans on February
I L 1992 to convert 450,000 public transportation and cargo vehicles to natural gas over the
next four years It is estimated that public transportation accounts for 25 percent of Mexico
City's air pollution. The Mexican government will set up conversion sites and provide low-
interest loans to private vehicle owners, who own most of Mexico City's public transit
veucles.' All fossil fuel power plants in Mexico City will also be switched to natural gas
from tugh sulfur furl oil.

Proposed U.S. Pipeline Projects to Mexico

Over the last several years the majority of gas exported to Mexico has been
transported by Texi s Eastern Transmission's pipeline near McAllen, Texas. At year-end
199I. the Deparmeni of Energy estimated the combined pipeline capacity at the four export
points into Mexico at approximately 550 MMdd. To meet the forecasts of increased demand
for U.S. natural gas within Mexico. a host of new pipeline projects designed to increase
access to Mexico have been proposed. (See Figure 4) These new facilities could add as
much as 2.-5 Bdd of new export capacity by 1995.

Vokro rr nsLtson

Valero Transmission has constructed a 3.5 mile, 24-inch pipeline at the international
border near McAllen. Texas and Reynosa. Mexico. The S4 million pipeline connects the
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southern portion of Valero's Tex intrastate system at Penitas to Pemes 42-inch northern
pipeline, which delivers gas to the Mexican cities of Revnosa and Monterrey. The pipeline
was constructed under the Rio Grande River and will have a capacity of 400 MMcfd when
fully operatonal. 125 MMcfd began flowing through the new pipeline on August 1, 1992.
Valero hopes to be transporting 200 MMcfd by the end of 1992.

Houston Pipe Line

Houston Pipe Line, an Enron Corp. subsidiary, has proposed a new pipeline
interconnect into Mexico that wiU allow it to directly access the growing Mexican market.
The proposal calls for the construction of 1,000 feet of pipeline underneath the Rio Grande
River near Mission. Texas to interconnect with Pemex's 42-inch pipeline near Reynosa and
also 22.6 miles of 36-inch pipeline that will connect Houston Pipe Line's South Tezas system
to the international border. The expansion will be designed to deliver 600 MMdd.

EVSA Corp. Lweo Pipeline

ENSA Corp. has proposed to construct a 250-foot, 36-inch pipeline that would
tnerconnect with Pemex under the Rio Grande River. The pipeline would export 500

MMdd and have possible interconnections to Valero Transmission, United Texas
Transtmon and Delhi Gas Pipeline in the Laredo area.

Western Gas Inter

Western Gas Interstate. a subsidiary of Southern Union, received FERC approval in
!ate 1991 to construct facilities near El Paso, Texas to export gas to Ciudad Juarez. Mexico.
The facilities constructed connect two separate export points already constructed but not m
servce. Deliveries of 30 MMdd began in December 1991. Western transports the gas for
delivery to Gas Natural de Juarez S.A. and Juarez Gas Co. SA. de C.V. Supplies are
deliverea to Western through El Paso Natural Gas. The gas is used to replace fuel oil in the
Samalavuca electric generanng facility located 30 miles south of CfI-dad Juarez. The switch
to natural gas is expected to replace 5,000 barrels per day of residual fuel oil' El Paso
expects deliveries to increase to the plant's capacity of 70 MMdd. The plant is owned by
Commision Federal de Electricidad, the Mexican government electric utility.

- 75-546 - 94 - 11
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El Paso NamraL Gas. whose southern pipeline system essentialy parallels the
Mexcn border from cennal Texas to California. has two export projects designed to greatly

acease its delivery capacity to Mcxco. El Paso plans to construct the Yuma Lateral
project. which will consist of 21 miles of 36-inch pipeline looping and 93.5 miles of new 30-
inch pipeLine that will exend south from El Paso's southern pipeline system to the
international border near San Luis Rio Colorado, Mexico. 12,150 horsepower of new
compressmon will also be added to the Wenden compressor station. The 400 MMcfd
expansion will interconnect with a pipeline to be constructed by Pemex that will deliver gas
to the Baja Califorma None area, introduce gas service to tie towns of MexicaU, Tecate,
Tajuana and Rosarito and also supply the planned Tn-National Power Project. Cost of the
El Paso expanson s estimated at 591.9 million and the project should be in-service by the
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third quarter of 1994." The Tri-National Power Project will repower and expand an existing
606 MW electric power plant located at Rosarito. El Paso received initial requests for this
expansion from 14 shippers during an open season totalling 2.1 Bcfd of new capacity.

El Paso Natural Gas' second project would involve deliveries to supply the proposed
Samalavuca II electric generating facility near Ciudad Juarez. Two groups currently are
bidding to develop the project. One includes affiliates of Transco Energy and Duke Power
and the other a group consisting of Bechtel General Electric, El Paso Natural Gas, Grupo
Ica and Coastal Corp. The 350-400 MW plant would be constructed next to the existing 320
.W plant that was recently converted to run on natural gas. The Samalayuca II plant is
expected to consume 110 MMcfd.9 A 25-ile pipeline would be constructed by Pemex to
deliver &,,s rom the border. The project is especially significant since it will be the first large
capital ve.,nre in Mexico not guaranteed by government loans. The facilities will be
constructed under a build-lease-ansfer agreement under which CFE will lease the plant
for ten years ai;r it is constructed and then purchase the U.S. interest and begin ownership.

Sowhem Caifonmia Gas and San Diego Gas & Eectic

As a way to utlize the large amounts of namral gas entering California through the
addition of new pipeline capacity to the state, Southern California Gas and San Diego Gas
& Electric have considered two possible projects to supply gas to a Mexican electric power
generang station in Baja Caliorma None. Option one would entail constructing a two-mile
pipeline extension from an existing San Diego Gas & Electric line near the Otay Mesa area
of San Diego County to the border near Tiluana to interconnect with an 18-mile pipeline
to be constructed by Pemex that would deliver 24 MMcfd in the first year, increasing to 144
MMfdd in the second year. Under this proposal gas could flow within one year after an
agreement was signed. The second option calls for long-term volumes of up to 500 MMcfd
with aaWtional compression required. This proposal could be in-service within three years.
Under this opton volumes could also be used for other purposes such as bringing new
natural gas service to cites in the area.

Under the two scenarios proposed, Pemex would purchase supplies itself in the U.S.
and the two Califrma distributors would serve as transporters. The power plant currently
generates O20 MW by using 3% sulfur residual fuel oil in its six boilers. The conversions
should begin in early 1993. The plant is already electrically connected to the San Diego Gas
& Electric system.

Pemw/North American Free Trade Agreement

Pemex. Mexico's national energy company, was created in 1938 by transforming
foreign private companies operating in Mexico into a state enterprise. Pemex has exclusive
control over all aspects of the country's hydrocarbon industry. Over the next forty years after
;ormauon. the company goals were to provide energy self-suff.ienc, to Mexico through
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low energy prices. With the discovery of large amounts of petroleum in 1976, Pemex became
an energy exporter and a major player in world energy affair Despite its recent growth,
Pemex has for many years represented a symbol of pride, nationalism and economic
independence to min Mexicans.

I U.S. suppliers cuently sell natural gas directly to Pemex, who transports the gas and
resells it to end users. Pemex is the only legally authorized entity allowed to sell gas to
consumers in Mexico. Pemex purchases the gas from the United States based on border
delivery pricing.

Over the last several years, Pemex has been slowly showing signs of opening up to
foreign investment. This has been most evident in the petrochemcial sector. Advances in
other sectors have been slow, however, in April 1991, Triton International was awarded a
service contract to drill an 18,000 foot developmental well in Campeche Sound. The
exploration was financed with a portion of US Export-Import Bank credit guarantees and
was the first turn-key drilling contract signed with a foreign company."

Pemex annmnced recently that it is restructuring into four new subsidiaries: Pemex
Exploration and Production. Pemex Refining, Pemex Gas and Basic Petrochemicals and
Pemex Secondary Chevmicals According to Pemex, by dividing the gas and oil sectors and
decentralizing the companys main operations, Pemex will be better able to focus on
economic, value-oriented objectives instead of solely volumetric goals. The new companies
should also improve Pemex's consumer and employee relations and allow it to satisfy more
envronmental and safety regulations. Negative events such as the recent explosion in
Gud liara attributed to gasoline fumes in the sewer system contributed to Pemex moving
towards these actions.'

The North American Free Trade Agreement between the United States, Canada and
Mexico was signed in August 1992. Though the agreement does not allow for direct foreign
investment in Mexico's energy resources, the Bush administration describes it as a way to
take advantage of future energy reforms. A Bush administration summary of the agreement
highlighted several areas of progress in the energy sector:.

" Providing opportunities for U.S. service and supply companies to sell to Pemex
and Comrmssion Federal de Electricidad;

• Allowing private ownership and operation of electric generating facilities for
cqgeneraon and independent power plants;

• P ovding performance bonmses in service contracts, primarily for drillers who
make discoveries;

* Permtting US. companies to negotiate directly with Mexican buyers of natural
gas and electricity;,

• Reinforcing recent reforms in Mexico and opening Pemex to more competitive
business practices.
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Future Outlook

Prospects for increased exports of natural gas to Mexico throughout the rest of this
decade appear good. Pemex sees Mexican gas demand growing at an anmal rate of 7 to 10
percent through 2000.3 Natunal gas consumption in the power generation sector is expected
to increase rapidly, as the Commission Federal de Elecicidad meets new power demand
with gas turbines that can be constructed quickly and at lower costs than other fuel sources.
Vehicular use of nalral gas should also increase greatly.

Mexico's Ministry for Energy, Mines and State Industry has recognized the
importance of natural gas in Mexico in its five year (1990-94) national plan for modernizing
the energy sector. Eleme of the new plan include:

" Modernizing the energy price structure by reducing hydrocarbon subsidies on
domestic saes

" Spreading the fiscal burden of resource development across all fuels by reducing

some of oiL's current preferpntial treatment;

* Targeting increased dry gas production of 300.400 MMcfd by 1994;

* Establishing an E & P program focused on natural gas;

* Increasing use of natural gas in "environmentally high priority" activities such as
electric power generation: and

* Reducing Pemex's fuel use of natural gas, especially within the petrochemical
industry., thus making more gas available for power generation.

It is possible that the window of opportunity for exporting natural gas to Mexico will
only stay open for a short period of time, however. Several reports predict that after 2000
Mexico will resume exporting natural gas to the United States. The Energy Information
Administranon predicts U.S. gas production will peak in the early 2000s and the U.S. will
be importing as much as 90 Bcf per year of Mexican gas by 2010. Though Mexican end-users
are benetitting by the low cost of pure-hasing U.S. natural gas, the increase in imports means
that hard currency dollars are leaving the country.

Rancy Wu. El Paso Natural Gas Vice President of New Project Development. reports
that Mexico's power plant operators are looking for 20-year contracts. He believes this is
a good indicauon that the Mexican market will continue to be strong because the decision
to build a power plant revolves around securing a reliable fuel supply. Wu remarks. "It
would be one thing if the power plants being planned could burn other fuels or if Mexico
was planning to dedicate its own gas reserves to fueling those power plants. But the situation
developing is a number of power plants are going to be built close to the border and will
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be fed with gas from the US. and potentially Canada- A power generator doesn't want to
build a plant that rum on gas for ten yeam then find out in year eleven that the gas is no
longer avalab "NU

M Paso estimna the potential border market alone for natural gas in Mexico will
reach L78 Bdd by 2000. 80 MMdd would go for residential use, 100 MMdd for indusuy,
600 MMdd for converos of electric plants to natural gas and 1 Bdd for new natural gas-
fired elecuc generating facilities. ' 5

Premsely what will happen over the next twenty years is unknown. InereaSes in
Mexican natural gas demand and the extent to which Pemex invests to develop its gas
resources will greatly determine in what direction gas flows across the border.
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STATEMENT OF THE AMERICAN WIRE PRODUCERS ASSOCIATION

On behalf of the American Wire Producers Association (the "Association"), I re-
spectfully submit our views on the North American Free Trade Agreement
("NAFTA") and supplemental agreements of the NAFTA.

The Association supports the NAFTA and endorses the free and fair exchange of
goods between the United States and all of our trading partners, including Canada
and Mexico.

The American Wire Producers Association is a national trade organization which
represents American manufacturers of carbon, alloy, and stainless steel wire and
wire products. Our membership also includes American and Canadian integrated
and minimill producers of steel wire rod, Canadian wire drawers, and suppliers, of
machinery and other equipment to our industry. Member companies of the Associa-
tion operate more than 150 plants in 35 states, and they employ over 30,000 Amer-
ican workers. Our members are efficient producers with modern facilities and a pro-
ductive labor force. They supply more than 70 percent of the domestic market for
Carbon and Stainless steel wire and wire products, including round and flat wire,
barbed wire, welded wire fabric, wire rope and strand, nails, staples, chain, coat
hangers, concrete reinforcing mesh, and chain-link fencing.

The Association is concerned that the goals of the NAFTA may be undermined
by certain imbalances in the current trade relations between the United States and
Mexico. We respectfully urge that these imbalances be promptly addressed in ac-
cordance with the provisions of the NAFTA and the implementing legislation ap-
proved by the Congress.

First, the NAFTA provides for the progressive elimination of all tariffs on steel
wire, wire products, and wire rod which qualify as North American products under
the NAFTA's rules of origin. Duties on steel wire, some wire products and wire rod
will be phased out over a ten-year period in equal annual stages. However, the U.S.
duties on three major categories of wire products will be eliminated immediately:
nails, stainless and other wire strand, and grill, netting and fencing. The Mexican
duties for U.S. exports of these same products will be reduced over a ten-year pe-
riod. Furthermore, the Mexican duties are already significantly higher than the U.S.
duties. The Mexican rates are generally between 10.0 and 15.0 percent ad valorem,
whereas the corresponding American rates are between 0.0 and 5.6 percent. These
differentials are significant to an industry whose markets are extremely sensitive
to even small variations in price. Article 302(3) of the NAFTA provides for consulta-
tions to accelerate the elimination of duties set out in the existing schedules, and
we respectfully request that the Congress urge the President to invoke this provi-
sion to achieve an accelerated and equitable reduction of Mexican duty rates on U.S.
wire and wire products.

Second, we understand that Mexican authorities impose a number of additional
fees and charges with respect to the importation of steel wire and wire products.
For example, Mexico assesses a customs processing fee ("derechoa de trdmite
aduanero") on imported products. This fee further distorts the price differential be-
tween Mexican and American products, and it should be eliminated as soon as pos-
sible and no later than the deadline of June 30, 1999, as established by Annex 311.2
to the NAFTA.

Third, Chapter 4 of the NAFTA contains rules of origin for steel wire, wire prod-
ucts and wire rod which ensure the North American content of these products. The
AWPA has supported these rules of origin since they were incorporated in the U.S.-
Canada Free Trade Agreement. These rules must be strictly enforced in order to
prevent circumvention of the NAFTA by non-North American imports.

Fourth, our members are concerned that the Mexican industry may be targeting
American markets for higher-valued wire and wire products, including mattress
spring units, galvanized wire, poultry and stucco netting, and other woven and
welded wire products. It is noted that the original voluntary restraint arrangement
on steel products was amended in order to contain the surge of fencing and mesh
products from Mexico, including steel fence panels, steel wire fabric, and welded
wire mesh for concrete reinforcement. Therefore, we endorse the emergency action
provisions of Chapter .3 of the NAFTA and urge that the United States invoke these
provisions in the event of increased imports of such products if the NAFTA is rati-
ned.

Fifth, Article 1902 of the NAFTA preserves the right of each country to retain its
antidumping and countervailing duty laws. In addition, we understand that Mexico
has agreed to conform its trade laws more closely to those of the United States, par-
ticularly in the areas of procedure, predictability and transparency. The members
of the Association endorse these objectives of the NAFTA, which will promote the
free and fair exchange of goods between our countries.
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Sixth, the NAFTA and especially its supplemental agreements seek to improve
the environmental and labor standards in the Mexican economy. We urge the Unit-
ed States to take all appropriate action pursuant to the agreements to ensure the
implementation of these standards.

The Association is grateful to the Chairman and the other members of the Sub-
committee for their consideration of these comments.

STATEMENT OF THE ASOCIACION MEXICANA DE PRODUCTORES DE RECUBRIMIENTOS
CERAMICOS

This statement is being filed on behalf of the Asociacion Mexicana de Productores
de Recubrimientos Ceramicos, A.C. (AMPREC), an association of members of the
Mexican ceramic tile industry AMPREC represents all of the leading Mexican pro-
ducers of ceramic tile who in turn represent nearly 100 percent of total ceramic tile
production in Mexico.

1

AMPREC fully supports the passage and enactment of the NAFTA implementing
legislation. The NFA provides an opportunity to create an economic alliance
which will form one of the largest marketplaces in the world. NAFTA is expected
to create a market with more than 360 million consumers and producers, and an
economy valued at greater than $6 trillion. This marketplace will provide tremen-
dous new opportunities for U.S. businesses, and particularly for those seeking to
market their goods in Mexico. Moreover, due to the trade benefits conferred by the
Agreement, the NAFTA will permit each of the signatory countries to maximize its
own competitive advantages and to share in those of its neighbors.

The reforms undertaken by Mexico since its succession to the GATT on August
24, 1986 have led to a tremendous expansion of trade with the United States with
U.S. exporters being the primary beneficiaries of the trade and investment liberal-
ization. Over the past four years, bilateral trade between Mexico and the United
States has increased by 75 percent. Today, Mexico is the United States' third largest
trading partner, and the United States is Mexico's largest trading partner. It is im-
portant to note that this increase in trade helped both countries. For example, U.S.
exports to Mexico increased by 21 percent during 1988 and 1989, while imports from
Mexico grew at a lower rate of 17 percent during the same period. Given the expan-
sion of trade with Mexico that has resulted from only the trade liberalization under-
taken thus far, the far more ambitious actions called for under the NAFTA will un-
doubtedly lead to an even more extensive growth in trade between the countries,
and particularly in U.S. exports to Mexico.

AMPREC also strongly believes that there is certain to be a net gain in U.S. em-
ployment investment and consumption under the NAFTA. Currently more than 7.5
million U.S. jobs are related to product exports, and of those, 2.1 million are attrib-
utable to exports to Canada and Mexico. Over 600,000 Americans are now employed
due to U.S. exports to Mexico, and this number should increase to one million by
1995. More than 1.5 million Americans are already employed due to U.S. exports
to Canada. Clearly, as U.S. exports to these countries grow under the NAFTA, as
they are certain to do, the United States will gain additional jobs related to these
exports.

AMPREC was disappointed, however, in the tariff reduction schedule negotiated
for ceramic tile. U.S. tariffs on ceramic tile are unusually high (19 and 20 percent),
and these tariffs are not necessary to protect the U.S. industry from import competi-
tion, and certainly not from Mexican import competition.

Imports from Mexico have never posed a problem for the U.S. ceramic tile indus-
try. In fact, in a recent U.S. government study of the ceramic tile industry, the
Mexican tile industry was not discussed at any length-only Italy, Spain, Brazil,
Japan, and Germany (and the EC generally), were discussed in any detail. See In-
dustry & Trade Summary-Ceramic Floor and Wall Tiles, USITC Pub. 2504 (MM-
2) (November 1992). Those five countries are, in order of succession, the leading pro-
ducers in the world. The United States ranks sixth after these. While Mexico is the
third largest source of U.S. imports of ceramic tile into the United States, Mexican
imports fall far short of imports from Italy and Spain, which overwhelmingly domi-
nate the U.S. import market.

Given Mexico's small share of the U.S. market, the relatively small size of its ce-
ramic tile industry when compared with those of the leading world producers, and
data showing the relatively stable market share of U.S. producers even in the face

'The members of AMPREC are Fabricas Orion, S.A., Lamosa, S*A. Vitromex, S.A.,
Porcelanite, S.A., Interceramic, SA., Nacesa, S.A., Ceramics Regiomontana, §.A. and Ceramica
Santa Julia, S.A.
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of tariff reductions, there is no reason to believe that significantly reducing the tariff
on ceramic tile from Mexico would in any way threaten the U.S. industry. We there-
fore hope that the United States will agree to accelerating the reduction of ceramic
tile tariffs once the NAFTA becomes effective.

Once again, AMPREC strongly supports the North American Free Trade Agree-
ment, and urges the members of the Senate to support passage of the Agreement. 2

STATEMENT OF THE CALIFORNIA CUT FLOWER COMMISSION AND FLORAL TRADE
COUNCIL

I. INTRODUCTION
These comments are submitted on behalf of the California Cut Flower

Commission and the Floral Trade Council in response to Senator Daniel Patrick
Moynthan's September 24. 1993. request for written public comments concerning the North
American Free Trade Agreement (NAFTA). The California Cut Flower Commission is a
flower promotion and research board and is located at 2339 Gold Meadow Way, Suite 101,
Gold River. California, 95670 (telephone (916) 852-5166). The Floral Trade Council is a
U.S. trade association, the majority of whose members are domestic producers or
wholesalers of fresh cut flowers in the United States. and is located at 1152 Haslett Road.
Haslet. Michigan 48840 (telephone (517) 339-9765).

California has approximately 600 family-operated growers roducing a
wholesale revenue of $400 million annually and produces 60 percent or U.S. floral
products CCFC Statement to Subcommittee on Trade, Inact of NAFTA on U.S. an
CaQfnua Cu' Flower and FoLiage IndusuX 2 (April 5, 1993); G. Chan, CCFC Position
Stucn nt on the NAFTA at 1. The average grower has between 10 to 75 employees, but
the number can reach to 150 year-round employees. NAFTA is expected to affect
California and other southwestern states to a greater degree than growers in other parts of
the country due to their proximity to Mexico. Potential Impact on the U.S. Economy and
SClCCtCd Industries of the North American Free-Trade Agreement. Inv. No. 332-337,
tISITC Pub. 2596. at 30-3 (Jan. 1993). These comments are, in part, a response to the
September 2M statement of Ambassador Kantor that the NAFTA "levels the playing field
for U S. companies and workers." Statement of Ambassador Mickey Kantor, USTR on
,AFTA and-e Perot-Choate Bo 2 (Sept. 2. 1993). Whatever NAFTA may do for other
industries. NAFTA does not "level the playing field" for the U.S. fresh cut flower grower.

11. NAFTA'S IMPLEENTING LEGISLATION SHOULD REFLECT THE
GOAL OF ESTABLISHING A MORE LEVEL PLAYING FIELD FOR THE
FRESH CUT FLOWER INDUSTRY

I. W an
The adverse effect of foreign imports on the U.S. fresh cut flower industry is

due. in part. to the reduced costs of production of Mexican growers. Because flower
production is labor intensive, the disparity in labor rates in Mexico and the United States
will provide Mexico with a distinct artificial competitive advantage in the absence of
duties. Competitive Conditions In the U.S. and World Markets for Fresh Cut Roses. Inv.
No. 332.263, USITC Pub. 2178. at 5-7 (April 1989). "Labor is the principal input in the
production of fresh cut flowers, and is estimated to account for 30 to 40 percent of
production costs." Certain Fresh Cut Flowers from Canada- Chile, Colombia. Costa Rica.
Ecador Israel. and the Netherlands. Jav. Nos. 701-T A-27578(Final), US1TC Pub. 1956,
at A-12 (March 1987).

The U.S. grower is faced with some of the highest production costs in the
world CCFC. U.S. - Mexico Trade Negotiations 2 (May 1991). Total agricultural labor
costs in California. for example, have been estimated to be 20 times higher than those in
Mexico. CCFC Statement to Subcommittee on Trade, Imnact of NAFrA on U.S. and
California Cut Flowe and Foliage Industry 2 (April 5, 1993). In 1992, greenhouse workers
in CAlifornia earned from $6.50 to $10.00 per hour plus benefits compared to less than
$1 00 an hour in Mexico. S. Robitaille. Flower Growers May Move Roots South from
Cali Under Trade Deal Journal of Commerce at 4 (Aug. 27, 1992); R. Rothstein,
*4AFTA's A Farce So Far, The Sacramento Bee. Forum 2 (Sept. 26, 1993) (minimum wage
in Mexico is $4.21 per day). The wage rate differential between Mexico and the United
States increases the cost of labor for the U.S. grower by at least 550 percent.
2 BROWNSTEIN ZEIDMAN AND LORE, 1401 New York Avenue, N.W., Washington, D.C.

20005 is transmitting this document on behalf of our client, the Asociacion Mexicans do
Productores de Recubrimientos Ceramicos, A.C. (AMPREC). Since AMPREC is a foreign organi-
,ation, Brownstein Zeidman and Lore is registered with the Department of Justice under 22
J.S.C. 0611, et seq. as an agent of such foreign principal. Copies of this document are being
iled with the Department of Justice and copies of Brownstein Zeidman and Lore's registration
a available for public inspection at the Department of Justice. Registration does not indicate
approval by the United States Government.



,7
324

U.S. Labor Rates Dwarf Mexican Rates
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President Salina' program to mis real wages of Mexico's lowest-pad wodcer more than
10 percent over the next year will have a minimal impact on this imbalance. T. Robberson,
Mt,& eks To Increase Worker Pay. Wash. Post A10 (Oct. 4, 1993).

The competitive advantage of Mexican growers due to higher U.S. wages.
however. is not offset by increased U.S. productivity. As much as 90 percent of all
product on-related greenhouse work is not suitable for mechanization: planting, caging,
disbudding. grading (sorting). string tying, harvesting, and packaging.

Pwermage of ProductionJ~elatd Greiinhouse Work getabe f"r

In addition to lower wages. Mexican employers do not pay workers' compensation or
unemployment insurance and have lower business taxes. S. Robitaille, wp =e USITC
Pub 21"18. at .5.7; U.S. Congress. Office of Technology Assesxnent, US-Mleico Trade:
Puling Togedar or Pu~ling Apwt? 78 (Oct. 1992).

With respect to the North American Agreement on Labor Cooperation.
therefore. the U.S. fresh cut flower growers support implernetin; legislation that would
further define t U.S. remresntative's functions on the Commission. Timgeement
provides that the Secretariat "shall periodically prepare background reports setting out
publicly available information supplied by each party on," among other things, "average
wages and labor productivity." NAALC at art. 14 (Sept. 13, 1993). We request that the
Mexican and U.,S. wage rates and labor productivity in the fresh cut flower industry be
targeted for study in order to reduce the gap in wage rates and benefits.

2. Psiie
More importantly, Congress should address the issue Of Pesticide use in

Mexican flower production. Whether Mexican and U.S. pesticide regulation are
sufficiently comparable remains an issue. Seo De La GarzL Panetta Call for Pesticide
Comme in NAFA A-14 (BNA/DER Oct. 7, 1992). California growers are subject to
the most restrictive environmental reg~dations in the country and, therefore, have the
highest pesticide use-related costs. CCFC Statement to Subcommittee on Trade,Imato
NAFA an U.S. and California Cut Flower and Foliage Industy 2 (April 5. 1991). Of
approximately 20.000 chmcals approved in the United States. half that number are
approved in California.
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Costs associated with the use of pesticides in the United States account for

approximately 6 to 8 percent of total production costs, including costs of materials,
licensing, training, regulatory compliance measures, labor, and recordkeeping. Hence, the
additional costs of pesticide use to the U.S. grower are significant: roughly equivalent to
the U S. duty on Mexican roses of 8 percent. Recently, U.S. cut flower growers explained
that compliance with the U.S. Environmental Protection Agency's proposed worker
protection standards prohibiting entry into greenhouses after spraying for up to two days
would result in an estimated crop loss of 14 percent of annual sales or, on average, a loss of
more than $35.000 per year per acre. Exception to Worker Protection Standard Early Entry
Prohbiuon forHand Labor Tasks Performed on Cut Flowers and Cut Ferns, 57 Fed. Reg.
38.14748. 38.175 (EPA 1992) (Proposed Exception to Rule, Request for Comment); =
E&CCVUon toWorker Protection Standard Early Entry Prohibition for Hand Labor Tasks
?rrlormed on Cut Flowers and Cut Ferns, 57 Fed. Reg. 54,465 (EPA 1992) (Reopening of
Comment Period).

Mexican flower growers' use of more effective, yet extremely toxic, pticides
reduces Mexican costs of production. For example, pesticides such as aldicarb (or
-"Temik) are available to Mexican growers but not to US. growers. The result is the
inabdity of the US. fresh cut flower grower to control certain pests, such as nematodes
unsegmentedd worms), comparatively increasing U.S. production costs compared to
Mexican costs.

The following table illustrates the numerous differences between pesticide use
in Mexico and the United States. Of eighty-seven pesticides approved in Mexico,
twenty.four are targeted by the U.S. Environmental Protection Agency (of which twenty are
already restricted), seven are not marketed, and four are not longer sold in the United
States
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Misuse of pesticides endangers the environment and results in unsafe working
conditions Mexico's enforcement of environmental regulations has not been optimal.
Present's Response to Issues Raised in Connection With The Negotiation of NAFTA 4(3)
,May I. 1991). = generally Baker. NAFTA & The Environment. ABA: The North
Auncan Free Trade Agreewt Issues. Options, Implicaions 210, 212 (March 1992).
Indeed. there have been reported cases of Mexican workers exposed to hazardous
chemicals. Baker. sia at 221. Thus. this is n= just an environmental issue -- it is also a
worker safety issue.

The misuse of pesticides has been associated with flower production in
Colombia. Mexico's chief competitor in the U.S. market. It has been reported that
pesticides used in Colombian flower production, including those banned in the United
States. may be finding their way into the Colombian water table. Morning Edition,
National Public Radio Broadcast (Oct. 12. 1992). Even Asocolflores, an association of
Colombian flower producers/exporters, has been prompted to fund a 1991 study to identify
and evaluate the environmental impact of Colombian flower production on the ecology,
society, and economy. Ohio Florists' Association Bulletin at 4 (Sept. 1992). As recently as
September 14. 1993. the Financial Tunes reported that "[t~he heavy use of pesticides --
required if flowers are to meet most import standards -- has caused health and
environmental problems" in Colombia. Financial Problems Take The Bloom Off a
CVlombian Success Story, Financial Tues 28 (Sept. 14, 1993). There are also reports
that fumigation is conducted in greenhouses without removing employees. Morning
Edition. National Public Radio Broadcast (Oct. 12, 1992). Without regulation, the need to
he competitive with Colombian growers will encourage Mexican growers to follow suit (if
they are not already). Therefore, it remains a concern of U.S. fresh cut flower growers that
Mexican growers do not engage in cost-cutting, yet harmful practices.

Article 10 of the North American Agreement on Environmental Cooperation
directs the Council to "strengthen cooperation on the development and continuing
improvement of environmental laws and regulations" by "establishing a process for

developing recommendations on greater compatibility of environmental technical
regulations, standards and conformiry assessment procedures .... NAAEC at art. 10(3)
(Sept. 13. 1993). Because the Council is charged with encouraging compliance with
environmental laws and regulations under Article 10, Congress should require the U.S.
representative to work towards harmonization of pesticide regulation and enforcement.

Finally, the U.S. government has reported on the potential harm to florists and
consumers of pesticide residues left on imported flowers. Growers in Central American
and South Axncncan countries are believed to use pesticides banned in the United States
and to have growing practices that leave potentially harmful ?esticide residues on imported
fresh cut flowers. The U.S. Department of Agriculture ('USDA") conducted a study
entitled Pesticide Residue Monitoring &)f Imported Cut Flowers at Miami International
Al= in the late 1970's. According to the report, acute oral and dermal toxicity of most
of the pesticides listed in the report were found in laboratory animals.

Another published report entitled Cut Flowers: A Potential Pesticide Hazard and
written by Dale L. Morse. M.D., Edward L. Baker, M.D., and Philip J. Landrigan, M.D.,
from the Specul Studies Branch, Chronic Diseases Division, Bureau of Epidemiology,
Communicable Disease Center. USPHS. DHEW, in Atlanta, Georgia was prompted by
reports of ten cases of possible pesticide poisoning in florists exposed to pesticide residues
on cut flowers. The 1979 report allegedly "documents a previously unrecognized potential
source of occupational pesticide exposure and suggests safety standards should be set for
residue levels on cut flowers." D.L Morse. E.L. Baker, & P. Landrigan. Cut Flowers .A
E'lCn8Lscsur Hkrzid. 69 AJPH 53 (Jan. 1979). The study investigated the pesticide
contamination of imported flowers and found "pesticide concentrations on several lots of
flowers ugh enough to be capable of causing illness." L4. According to the study:

High pesticide levels on imported cut flowers were apparently
related to excessive rates of pesticide application by Central and
South American growers. This pattern of use may have been related
to stringent USDA regulations that restrict importation of flowers
and plants with various pests and plant diseases, but do not restrict
importations of flowers with pesticide or toxic chemical
contamination.

Id. at 56. A Freedom of Information Act Request has been filed to obtain updated
information but has not yet been processed. Congress should take this opportunity to
determine whether the issue of pesticide residues is a consumer protection issue and request
that it be studied and addressed in the context of NAFTA implementing legislation or
otherwise.
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In addition, flowers are imported stripped of all leaves. Unless imported in the
form of a bouquet or other arrangement. it is unclear why exporters would strip flowers of
natural leaves. Removal of the leaves and. as a result, insects and diseased foliage would
frustrate phytosanitary inspections. Therefore. Customs or the U.S. Department of
Agriculture should be instructed to presume that such flowers may have dangerous
pesticide residues on them due to pests or ifection.

In order to address these concerns, legislation implementing Article 2 of the
North Amencan Agreement on Environmental Cooperation may be appropriate. Article 2
provides that each party "shall consider prohibiting the export to the territories of the other
Parties of a pesticide or toxic substance whose use is prohibited within the Party's
temtory' NAAEC at art. 2(3) (Sept. 13, 1993). Mexico reportedly has 250,000
agricultural producers working 5.5 million hectares with agricultural chemicals. A.G.
Picazo. ArMculnural Chemicals. Markets, 3 Mexico Trade and Law Reortr (June 1,
1993). U.S. exports of agricultural chemicals increased from $71.6 million in 1990 to
$1373 million in 1992. and U.S. exports constituted approximately 75 percent of the
market. Ld.; = EPA Summary, Environmental Plan for the Mexican-U.S. Border Area.
Fultage tl992.1994) 31 (Feb. 1992). At minimum, implementing legislation should
cunad U.S. manufacturers' exportation of pesticides and other chemicals which are banned
in the United States to Mexico.

3. Pat0nfmti
U.S. growers face high royalties for patented flowers. At the present time in the

United States. rose plants are not generally "owned" but are leased or rented from
companies that hold patents. Leased or owned, companies enforce their patents in the
United States by conducting repeated on-site inspections of the lessee's property to
determine whether new plants are being propagated from the leased plants. We estimate
that U S. growers' royalty payment can be as high as $10 of a $10.50 plant, depending on
the type of plant.

CogS of PtMg vs. AopoOV COO
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More typically, the royalty on a rose plant is likely to be S.65 of a $3.00 plant (including
royalty). Yet, without the ability to enforce royalty agreements abroad, Mexican growers
are believed to pay no royalties for mother plants by illegally making cuttings.

NAFTA's patent provisions do not specify the degree of active enforcement
U.S. patent holders will be permitted in Mexico. NAFT'A's Article 1714, for example.
states that each party shall ensure "that enforcement procedures ... are available under its

domestic law so as to permit effective action to be taken against any act of infringement of
intellectual property rights.."NAFTA at art. 1714 (1992). Although Mexican law
provides that authorized personnel will conduct inspection visits, there is no indication that
these visits Will Protect U.S. patents or that the U.S. patentholder can inspect the lessee's
property in Mexico. Law gn e Promotion and Protection of -industrial Propert, Diario
Oficial at arts. 103-12(June 27. 1991).

U.S. patents on mother plants can also be easily violated when imported

merchandise is not marked with correct country of origin information. U.S. growers mark
their flowers by tagging stems or by printed boxes or sleeping. Currently, individual fresh

Nut flowers imported into the United States are cimp from country of origin marking

requirements. S= 19 C.F.R. § 134.33. Only the outermost container in which the flower

ordinarily reaches the ultimate purchaser must be marked with country of origin
information. r Dep't Treas.. Information Bulletin No. 90-91 (11/28/90).

In practice. if imported merchandise is marked at all, only the box or other
container of flowers will be marked, But, flowers are taken out of these containers either

by wholesalers or retailers (including grocery stores) before resale to consumers. Often

imports entering the United States are either not marked with country of origin informion

or the information is msleading (Cut& providing location of corporate headquarters or

location of importer as country of origin). Some flowers are even being repackaged in the
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United States and lae--ff"made in California." Indeed, Customs has noted, through
examination of fresh cut flower imports. that "some containers show a U.S. address and
bear no country of origin marking." ld. at 2. Hence, neither Customs nor the holder of the
patent can determine whether imported flowers have been produced or sold without
payment of royalties.

Annex 311 of NAFTA outlines the country of origin marking requirements.
NAFTA at Annex 311 (1992). While NAFTA appears to provide reasonable marking
requirements. similar requirements have been consistently ignored under U.S. law. Se 19
USC. 1 1304. As a result, the enforcement measures specified under NAFTA do-nothing
to prevent patent infringement of fresh cut flowers if the patent holder cannot identify
imported flowers' country of origin. See NAFTA at art. 1718 (1992) (Enforcement of
Intellectual Property Rights at the Border); = id. at Annex 1718.14 (Mexico endeavors to
comply with Article 1718 no later than three years after NAFIA is signed). In this manner,
foreign imports can circumvent patent protections.

Therefore, Congress should establish more comprehensive country of origin
marking requirements for imported fresh cut flowers. NAFTA implementing legislation
should he drafted to address the need for intellectual property protection which encourages
or facilitates patent enforcement.

1II. HISTORICAL IMPACT OF MEXICAN FLOWER IMPORTS ON THE U.S.
FRESH CUT FLOWER INDUSTRY

Having discussed three artificial cost advantages of concern to the U.S. grower,
it should be explained that U.S. fresh cut flower growers will shortly be competing with
increased amounts of Mexican product in the U.S. market at a clear disadvantage.
Mexico's total agricultural exports to the United State "rose from $513 million to $2.1
billion" from 1970 to 1987. That expansion was due, in part, to the U.S. market's
expansion in cut flowers. Mexico 2000: A Classical Analysis of the Mexican Economy
and the Case for Supply-Side Economic Reform 86 (Polyconomics, Inc. July 2, 1990)
(citing M. Drabenstott, et al, The Latin American Debt Problem and U.S. Agriculture,
Federal Reserve Bank of Kansas City (Economic Review) 53 (July/August)). Of the Latin
American countries producing fresh cut roses, Mexico had the largest percentage gain in
import share of the U.S. market during 1984 through 1988. USITC Pub. 2178, at 4-17.
With the United States-as its principal market, Mexico's rose imports during those years
increased from 7.1 million to 26.4 million stems: a total increase of 19.3 million stems, or
over 270 percent. IL

During the 1980's, Mexican fresh cut flowers, other than roses, obtained
duty-free treatment under the Generalized System of Preferences ("GSP") program. At the
same tune. Mexican prices for standard carnations, standard chrysanthemums, and pompom
chrysanthemums were underselling domestic prices. USITC Pub. 1956, at 28, 33, 37. The
International Trade Comsion found that the U.S. industry was injured by sales of
Mexican flowers at less than fair value based on imports during 1983 through 1986.
Certan Fresh Cut Flowers from Peru. Kenya. and Mexico. Inv. No. 303-TA-18 (Final),
USITC Pub. 1968, at 2, A-I1 (April 1987). In 1987, the International Trade
Adnmustration. U.S. Depamnent of Commerce, issued an antidumping duty order covering
imports of such flowers from Mexico. Certain Fresh Cut Flowers from Mexico, 52 Fed.
Reg. 13.491 (Dep't Comm. 1987) (Order).

Today, despite the existence of regular customs duties of 8 percent on roses and
anttdumping duties on standard carnations, standard chrysanthemums, and p.lporn
chrysanthenums. the U.S. industry's negative trade balance with Mexico in all fresh cut
flowers, including roses, has increased from $10,701,333 in 1989 to $15,126,726 in 1991.
U.S. Dep't Conm., Bureau of the Ctnsus, Imports for Consumption Statistics, HTS
0603.10. Mexico shipped 93 percent of its flower exports to the United States in 1991
alone. Trade Inflo (Data as reported by the Mexico Dep't Comm. and Industry, HTS
0603.10.00).

Both the California Cut Flower Commission and the Floral Trade Council have
submitted comments to the International Trade Commission (ITC) on the issue of the
impact of NAFTA on the fresh cut flower industry. The ITC anticipates that tariff
elunimation under NAFTA will stimulate increased Mexican imports of fresh cut flowers.
The ITC reported that the Mexican government has been working with Mexican growers to
develop the necessary infrstructure to produce and market high-qality flowers including
roses m the U.S. market. USITC Pub. 2596, at 30-4. The ITC concluded that NAFTA
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would lead to "increased U.S. imports, in both the short and long term, of... fresh-cut
roses" and that the "domestic fresh cut flower industry, specifically fresh-cut roses also
may experience negative production and employment effects, particularly in the long
term." USITC Pub. 2596. at 22-2. 22-8. 30-3: =e also USDA, Effects of the NAFTA on
U.S. Agncultural Commodities 24 (March 1993).

The projected increase may not reflect increased acreage to be made available
for flower production under the Mexican ciidQ reforms. So USrrC Pub. 2596, at
22-6. 30-4. While Mexico reportedly has 4250 hectares devoted to cut flower production
(50 hectares for roses and 3500 for carnations), it has been estimated that between 160-70
hectares were devoted to rose production in 1992, and there are recent reports that Mexico
has "40 new flower production projects underway which will add 720 hectares for flower
growing by 1994 .... * H.K. Tayama of The Ohio States University, Dep't Horticulture,
Trends in Floriculture Production Centers. Channels of Distribution. Marketing Behavior.
and -Opoities for U.S. Rose Growers 2. 4 (Presented by Roses, Inc. on October 3, 1992,
Columbus. Ohio). Statement of Roses, Inc. in USITC Inv. No. 332-337 (Nov. 24, 1992);
Agniulmral Chemicals- Markets, 3 Mexico Trade and Law Reporter (June 1, 1993). In
sum. the U S. fresh cut flower grower, and particularly the California grower, expects to
contend with price pressure from increased quantities of Mexican flowers in the U.S.
market and abroad.

IV. CONCLUSION

As an import-sensitive industry, the U.S. fresh cut flower growers ask Congress.
through NAFTA implementing legislation or otherwise, to ensure that the "playing field" is
leveled. Congress should eliminate the artificial cost advantages from differences in wage
rates, pesticide use. and patent enforcement that accrue to the benefit of Mexican flower
growers and to the detriment of the U.S. grower. The California Cut Flower Commission
and the Floral Trade Council appreciate the significance of the supplemental agreements
addressing environmental and labor concerns. We are willing to work with Congress and
the Adriunistration if NAFTA is adopted to address these and other issues of concern to the
U S fresh cut flower industry.

Respectfully submitted,

CALIFORNIA CUT FLOWER COMMISSION
David L. Pruitt

Chairman, Board of Directors

FLORAL TRADE COUNCIL
Timothy J. Haley,

President
David F. Machtel, Jr.,

Ex eDirector

TerneP. tewartJames R. Cannon, Jr.
Amy S. Dwyer

STEWART AND STEWART
808 Seventeenth Street, N.W.
Washington, DC 20006
Telephone: (202) 785-4185

Special Coutsel to the
Floral Trade Council



330

STATEMENT OF THE CENTRAL AMERICA AND CARIBBEAN TEXTILE AND APPAREL
COUNCIL

The Central America and Caribbean Textile and Apparel Council (hereinafter re-
ferred to as "The Council") is the coordinating body for the representation of the tex-
tile and apparel industries located in 24 countries in the Caribbean and Central
America.

The Council strongly supports the North America Free Trade Agreement
(NAFTA). NAFTA is the next logical step in the economic restructuring and market
openings that the U.S., Mexico, Latin America and the Caribbean have undertaken
in the past few years. By failing to pass NAFTA, these changes will be undermined
and cause to be lost a historic opportunity to proceed with hemispheric integration
which will lead to long-term economic stability in the hemisphere. Economic stabil-
ity in this region has much to do with how important, long-standing political issues
human rights, terrorism, drug trafficking, democracy, immigration-are dealt with.

At the same time, the Council is very concerned that the passage of NAFTA will
adversely affect the competitiveness of Central America and Caribbean region by at-
tracting existing and potential investment from the region to Mexico, particularly
in the textile and apparel sectors. It is for this reason we seek parity with NAFTA
and seek to include parity in the NAFTA implementing legislation.

Inclusion of parity in the NAFTA implementing legislation will in no way impede
the NAFTA process. In fact, inclusion may well facilitate passage. Inclusion of par-
ity in the NAFTA implementing legislation will actually increase U.S. support for
NAFTA because it will assure that states, firms, or workers reliant on trade with
Central America arid the Caribbean Basin will not be disadvantaged by NAFTA,
and therefore will be able to support it wholeheartedly.

Inclusion of parity in the NAFTA implementing legislation will maintain and sup-
port the long standing and mutually advantageous relationship between the U.S.
and the Central American and Caribbean Basin countries. It will do so at a very
low cost because extending NAFTA benefits to Central America and Caribbean
Basin countries will have a minimal impact on the U.S. It is estimated that grant-
ing NAFTA parity to Central America and the Caribbean Basin will cost $187 mil-
lion over five years. The small size of Central America and the Caribbean Basin
beneficiary countries guarantees there will be no disruption of the domestic U.S.
market, while the opportunities giveli to the Central American and Caribbean Basin
countries will make a huge difference in the region's future.

By including parity in the NAFTA implementing legislation, the U.S. will be en-
couraging Central American and Caribbean Basin nations to assume their full obli-
gations under a free trade regime and to further open their markets to US. prod-
ucts, services and investment. Without parity, U.S. companies already in the region,
competitively disadvantaged by the eventual elimination of Mexican duty rates and
quotas, will be forced to consider relocating existing manufacturing facilities. At the
very least, they will likely avoid any future investment in the region. Such a rever-
sal in the investment climate will have tragic consequences for the social, economic
and political stability of the region.

United States Trade Representative Mickey Kantor recently stated that:

"the Americas now are the second fastest-growing region in the world. Only
Asia eAceeds the growth in the Americas. More than a few Latin American
countries are shrinking their budget deficits, reducing their foreign debts,
and opening up their previously hothouse economies to global competition.
This trend provides us with a historic opportunity to make permanent re-
ductions in trade and investment barriers-and in so doing to strengthen
growth and democracy through the Americas."

This statement truly reflects the significance of expanding the opportunities pro-
vided for in NAFTA to Central America and the Caribbean Basin.

The Caribbean Basin Initiatives to date have over the past 10 years contributed
significantly to the economic growth and political stability in this nearby, strategi-
cally important region. Clearly, any progress our neighbors to the South make en-
hances our own country's political security. In fact, in large part as a result of CBI,
in the last decade, we have witnessed a strong and consistent movement by the
Central American and Caribbean nations towards democracy, economic reforms and
trade and investment liberalization. Democracy and open markets clearly buttress
each other. Improved economic conditions contribute to political stability, deter ille-
gal immigration, and create an alternative to the production and trafficking of ille-
gal drugs.
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The Central American and Caribbean textile and apparel industries will have a
very time competing with a Mexican industrial sector that has unbridled access to
the U.S. The textile and appare! industries of Central America and Caribbean Basin
are currently subject to quantitative and qualitative restrictions and tariffs, and
without NAFTA parity, our industries will be unable to hold their ground against
Mexico.

During the past decade Central America and the Caribbean Basin economies have
continued to develop and grow, on an economic base stimulated by our Congress'
CBIs and, as a result, the demand for U.S. goods and services has grown. The U.S.
has maintained a larger and more consistent job-creating trade surplus (on a per
capita basis) with Central America and Caribbean Basin countries than with any
other region in the world. The Central American Panamanian Federation of Private
Entities indicated in a recent report that "60% of the Caribbean and Central Amer-
ican region's income goes to buy American products." The report also stated "45%
of raw material, machinery and equipment imports of Central America and.Carib-
bean Basin countries comes from the United States." Thus, we have the truest ele-
ments of symbiotic trade. . . mutuality of interest and benefit.

In 1992, U.S. exports to Central America and the Caribbean Basin exceeded $11
billion, up more than 10% from 1991. These exports created more than 220,000
American jobs. In addition, for every 100 jobs created in Central America and Carib-
bean Basin, 15 new jobs are created in the U.S. And U.S. exports to Central Amer-
ica and Caribbean Basin region are expanding at a rate three times the rate of ex-
ports to the world as a whole.

Over the past ten years, U.S. companies have moved production to the Central
American and Caribbean region in order to remain competitive in the increasingly
liberalized global trade in textile and apparel products. These firms recognize that
sourcing from the Central American and Caribbean Basin countries allows them to
compete with lower cost suppliers from the Pacific Rim--despite the fact textile and
apparel products are excluded from CBI benefits.

The ability of U.S. textile and apparel firms to combine U.S. production with off-
shore assembly in Central America and the Caribbean Basin allows U.S. firms to
compete with low-cost producers in Asia. Jobs are thus protected in the U.S. that
would otherwise go offshore, most likely to the Far East.

The total U.S. Customs value of textile and apparel trade between the Central
American and Caribbean region and the U.S. grew from $1.1 billion in 1987 to $3.2
billion in 1992. During this time period, the value of U.S. components grew from
$580 million to $1.7 billion showing that the growth of U.S. apparel imports from
the region has been accompanied by the strong and consistent growth U.S. exports.

A large number of the textile and apparel producers that make up our Council
use U.S. cut and formed fabric. This fabric is shipped from the U.S. to Central
America and the Caribbean Basin and assembled. This two way process provides
numerous benefits for both Central America and Caribbean Basin and the U.S. with
the most important benefits being investment, jobs, and trade. This is a true part-
nership between the U.S. and Central America and Caribbean Basin nations.

Many companies in the Council are deeply fearful of the signal the U.S. Govern-
ment is presently issuing in respect to the narrow focus on NAFTA without due re-
spect for Central America and the Caribbean Basin region. Including parity in the
NAFTA implementing legislation is crucial for us to remain competitive in this re-
gion. Yet, our members tell us, as a result of NAFTA, they have already seen indica-
tions of a diversion of investor interest from the region to Mexico for the location
of new factories. This shift of potential and incremental investment could result in
disinvestment in the region at large.

As a practical matter, parity is essential to products such as textile and apparel.
These products account for nearly 50 percent of total U.S. imports from Central
America and Caribbean Basin. These products are currently ineligible for CBI duty-
free treatment, they carry the highest rates in the U.S. tariff schedule. Free access
for Mexico's exports of these products would give the Mexican exporter anywhere
between an 8 to 25 percent cot advantage over his competitors in Central America
and Caribbean Basin beneficiary countries.
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Despite early concern that accompanied the CBI, U.S. imports of textiles and ap-
parel from CBI countries are not disrupting U.S. industry. Over 77 percent of
Central America and Caribbean Basin textile and apparel exports to the U.S. are
assembled, in whole or in part, from U.S. components. These imports from Central
America the Caribbean Basin displace imports from Asia which contain little, if any,
U.S. content. Our assembly plants help the U.S. to remain strong, internationally
competitive and preserve US. jobs.

Many U.S. companies invested in Central America and the Caribbean in the
1980's. They did so to remain competitive against Asian facilities. This was a busi-
ness decision based in part on the strong commitment of the U.S. Government to
see this region prosper. This commitment, in CBI I and CBI II, was the basis for
air decision. Their business decision was based upon what was thought to be a safe,
secure and competitive investment.

Including parity in the NAFTA implementing legislation will protect the interests
of U.S. companies in the region especially in the textile and apparel industry. Many
U.S. firms invested in the region in order to compete with low cost Asian textile and
apparel manufacturers while still maintaining facilities in the U.S. Failure to pro-
vide NAFTA-like access for Central American and Caribbean nations would punish
U.S. firms who at the encouragement of the U.S. Government took the risk and in-
vested in Central America and the Caribbean Basin. More importantly, it would also
harm American workers in the mill and apparel sectors reliant on coproduction with
the region.

Including parity in the NAFTA implementing legislation will encourage the coun-
tries of Central America and the Caribbean to move quickly to negotiate reciprocal
free-trade agreements with the U.S. thus laying the groundwork for Central Amer-
ica and the Caribbean Basin to become part of a longer term economic integration
of the entire Western Hemisphere. We feel it will be a big mistake for the U.S. to
provide Mexico with benefits that will severely disadvantage the countries of
Central American and the Caribbean, and especially the textile and apparel indus-
tries. After all, are not the Central American and Caribbean nations part of North
America. We strongly urge the inclusion of parity for Central America and the Car-
ibbean Basin in the NAFTA implementing legislation and strongly urge adoption of
NAFTA.
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STATEMENT OF THE CHOCOLATE MANUFACTURERS ASSOCIATION

NAFTA is strongly supt)orted by the Chocolate Manufacturers Association of the U.S. A.
(CMA) and the National Confectioners Asot iation of the United States (N(:A). We welcome
this opportunity to explain the iml)ortant economic advantages ihat will accrue to our industries
in the U.S. troni free-trade with Mexi(o.

rhe (MtA and N( A represent conle( tioliery companiess with S5,0ll) employees at 16t.
loi ations in 12 states, i omprising dout 910% ot the chocolate anrl sugar (oniectonery produced
In this CounIry. We are a $13-14 billion industry at retail. I

on- (tioiee ' , rs to Mexico have in( reased 62% in the Fiasl two years, front over 43
million lls. to over S4 million lHs. Mexico is the second largest exliuOi market for U.S.
Iontectionery, I ight behind Canada. NAFTA will significantly Increase these l)ercentages
(reaiO~ l)ostlive e(o iomic growth and jobs in the U.S. for our industry. Every $200,000 of U.S.
confectionery sales translates into one American job directly related to confectionery
manuiaclure. The earlyy $600 million of confectionery sales to Mexico by 2008 projected by
USDA will translate into over 3,000 jobs within the next several years.

Tariff Eliminalioit will increase U.S. Coni..,clionery Exports

Most i OIIe( lone.y Iml)orts from Mexi( o enter the United States luty-tree under the
Generalized Syslem (It Preferences (GSP) In contrast , U.S. confe(tionery exports to Mexico
are il)llect to a 21% tariff. While Mexic.o's i urrent tariff of 20% marks progress over previous
import ans and tarifs at 45%, the large disparity Ietween the U.S. and Me(iian tariffs still
plj_ e our industry at a serious disadvantage in entering the Mexican market.

Ret- ent tatislti s 1 for U.S. trade with Mext(o in sugar and chocolate confectionery i.learly

demonstrate Ithat our industry will benefit even in the short run from the further reduction of
Mexi('s trale l)arriers. Five years ago, Mexico's market was virtually closed to U.S.
Ionfectionery irioduits. The U.S. confectionery industry responded vigorously to the opening
of the Mexicaii market in 1988, and in two short years, the U.S. industry enjoyed a $32 million
traie suigluie in ( hoi olate and sugar confectionery.

As the- hollwing U.S. trade charts for 1992 lemonstrate (see tables below), U.!. exports of
stigai (olitue ltionery to Mexico were valued at $23 million, while imports of sugar ( i)ife(.tionery
from ite\i(() were valued at $21 million. U.S. exports of chocolate ionfe( tione-ry Io Mexico
were vahtied at $53 nllion, whtle imports of Mexian chocolate confe tionery to the U.S. were
value at $5 ntllhi)n.

2 
U.S. confectionery exports to Mexico are projected to increase to a

whoppin$ $600 million in 2008, the 151h year of the NAFTA Agreement. That is nearly a 700%
increase in American exports in the 15-year period.

This is a staggering iri re-ase in U.S. exports. ()ur ountty has alwaS looked to e\pol I ii)

li iease its ei ononi1 giowih. We cannot afford to lose the )ppin (olllly for growth 'anil U..S.
jobs that will necessarily result from NAFTA. This real potential is fhe seasonn we So strotngly

sul))rt NAFTA.

U.S. Exports of Conieclionery Products to Mexico
Item 1989 1990 1991 1992

(Value in Millions)

(ii(o oa & ( Ito itlate pioiu(i s 34 .2 47 51
(otllte( ftliery 12 18 20 23

Total prodtcls 46 50 67 76

U.S. ImprtIs of Coniectionery Products From Mexico
Item 1989 1990 1991 1992

(Value in Millions)
('oi o anid i h(11(olate prodiu( is 3 7 6
(nhee t(loel 13 11 5 2

Total products 16 18 21 26

U.S. Trade Balance +30 +32 +46 +50

I MVxI( S StIar Inilustry--Current and Fiu ture Situation by Fred Kessel, Petei litzzanell and
Ron Lord, April 12, 1993.

2 These ae I lassified under HTS item numbers 1806.20 (bulk chocolate); Ill t)m..l t killed
(hocolale bars); 1806.32 (unfilled Lhoolale bars); 1806.90 (other (hou.olale i oile tionery, such
as boxed chocolates) and 1704.9020 (confe ltions/sweetmeats ready for consumtuion, n)t
Containing c(ooa).
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Cu-numplioll Potential

Contet tionery (onsuniption in the U.S. is more than 2I poul(Is per person. Mexico's
(onsumlitlon is only slightly more than 7 pounds per person. Most industrialized t ountries-
have per capita consumplion levels similar or higher than the U.S. Because the growth of the
U.S. t onlec tic)nery industry is linked to international trade and export to countrils like Mexic:O
wtli itsS )5 million inhabitants, there is tremendous )otential for int reased consuiption
opportiitnlies as Mexi an income levels continue to increase. As NAFTA fortifies exico's
ec onnmy and raises the incnoe levels of its inhabitants, this potential will grow exponentially.

Ten Year Phase Out Unnecessary

Wi-, do iiot believe that t I year phase out of confet lionery duties i net tssary. De( ades
or al)o i)rote( tion in Mexico have fostered a very strong Mexic an t Inettitinery industry. It
is (Joniii!atcl by La Azte a, a Mexican company whith p)ossesses about a 40% share of llt
( h( olate market. The Mexic in industry is not a "fledgling Indulstry" in need ot special
aclvantagi's. since it already henefits from secure supply sources., Iogstanling cistribluion)
arrange tis. brand-name ct ignition and other advantages whhic ac( crue to hlig-estabtihed.
irOle( ted c cinil)anies.

Agriculture Commiclily Provisions of NAFTA Should Not be Changed

NAFTA iprovildes a IS-year i)hase-in to free trade in sugar. Currently quotas are inl'lace.
These will lie rel)hted by tariff rate quotas. Finally, at the end of the IS year phast-in. Mexico
will ihe allowed to export peanuts or sugar at a level above their ( urrent U.S. cocirttry quota if
they i ari Ibti ome iet exporters of these prol( Is. We believe this S-year transition is iore
than ,idelIate for tile domestic producing industries to adjust to any changess whc h might
c)c ( ur.

Industry Opposes a Memorandum of Understanding on Sugar

WVe )plose[l ie domestic sugar Industry's request that U.S. inegOllators issue a
nitmncirandli ci understanding with Mexico exlinding the definition of "surplus producer" to
in( lucle iprdlu 1io0n and c.onsunption of corn sweeteners.

This expansion at this late date threatens the sugar and sugar-( onldining procdu( ts
(inc hithng c onie( ticnery provisions) of the Agreement. Under the expansion, Ntexc u's total
Sugar and corn sweetener production must exceed its total sugar and corn sweetener
(onsunliticOn tcr Mexico to qualify as a "net surplus producer." It is unlikely that Mexico can
ever meet the re luirements of the Agreement to become a net exporter of sugar:

3 
The

expansion then undermines the entire sugar part of the Agreement.

Summary

he 0,S. , iinie tionery industry has worked for years to reduce or eliminated barriers to
our pr)dllz is aruind the world. Our industry will grow if the U.S. continues to exer Ise global
leadership, in bilateral, unilateral and most importantly, in regional trade agreelenls like
NAFTA.

We urge this (Conimittee to work toward Congressional passage of NAFTA, vith n0 changee
in file sugar Iil cvisiOlns of the text.

3 Nexicd5 'ugiar Industry--Current and Future Situation by Fred Kessel, Peter Buz'anell and
Ron Locrdt, April 12, 1993.
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STATEMENT OF THE COSMETIC, TOILETRY, AND FRAGRANCE ASSOCIATION

CTFA is the national trade association representing the cosmetic, toiletry and fra-
grance industry. Founded in 1894, CTFA has an active membership of 240 compa-
nies which manufacture or distribute the vast majority of the finished cosmetic
products marketed in the United States. CTFA also includes 270 associate members,
which sell services, equipment or supplies such as raw materials and packaging
components to active members.

CTFA represents companies of all sizes. The annual sales of our individual mem-
bers range from $10,000 to more than $3 billion.

More than half of our members are small businesses with annual sales of less
than $1 million.

Many of our members, both large and small, are either actively engaged in selling
their products in Mexico or are looking at Mexico as a potential growth market.

Our members support the passage of the North American Free Trade Agreement
(NAFTA). CTFA is, however, sympathetic to some of the concerns that have been
raised by the critics of NAFTA particularly the concern that has been voiced about
the loss of American jobs.

Some opponents of NAFTA fear that its passage will mean the massive export of
jobs to Mexico or the import of competing products produced by low-paid workers
which would flood the U.S. market at a lower cost, making American produced
goods less competitive.

For our industry, neither of these scenarios is likely to occur. However, CTFA be-
lieves that there is the grim possibility that if NAFTA does not pass, American jobs
could actually be lost in our sector.

Today, Mexico is one of the fastest growing markets for our companies. The total
Mexican market for cosmetics has grown from just $290.5 million in 1988 to over
$1.5 billion in 1992.

This kind of growth offers substantial opportunities for American companies and
our companies have taken advantage of those opportunities by increasing exports
in a similar dramatic way.

Exports from the United States to Mexico in our product categories have in-
creased in just five years by about 1000%. For example, in 1988 the value of Amer-
ican cosmetic exports to Mexico was $11 million, by 1989 they had nearly tripled
to $30 million, and last year they were $125 million. These are exports of U.S. man-
ufactured products running the range of our products from soaps to deodorants to
shampoos to shaving cream to toothpaste to perfume, etc.

This year, even in the face of the worldwide slowdown, cosmetic exports to Mexico
are 50% higher than for the same period in 1992.

Exports have been one bright spot for our companies in an otherwise slow growth
period. And while total worldwide cosmetic exports grew 12% last year, with Mexico
offering four times that rate of growth, one can readily appreciate the significant
impact the Mexican market has on total exports for our industry.

In fact, Mexico now accounts for 7% of total American cosmetic exports. All of this
is good news for those people who express concern about American jobs.

Certainly, export growth is a major factor in a company's success and increased
exports contribute to sustained or increased employment.

Based on a Department of Commerce analysis, one job is created for every
$47,000 in exports. Using this estimate, last year's $125 million worth of cosmetic
exports to Mexico potentially accounted for 2,500 jobs for American workers.

It is important to note that a large segment of U.S. cosmetic companies are small
businesses and employ 50 employees or less. CTFA finds that for many of the me-
dium and small sized companies, Mexico is one of the first markets they look to
when considering expanding their markets beyond the U.S. borders.

These companies are able to supply the Mexican market from the U.S. It is quite
unlikely that they would relocate to Mexico when they can increase their manufac-
turing capacity in this country with very little effort.

CTFA does not believe that any of the critics of NAFTA are in favor of decreasing
exports. Yet if NAFTA is not enacted, that may be the very result of such a move.

For years, the cosmetic industry, like many others, faced a hostile trading envi-
ronment in Mexico. Mexico had rules requiring that companies manufacture their
products in Mexico or purchase supplies rom Mexican suppliers which, more likely
than not, meant inferior quality. The Mexican Government set the price at which
cosmetic companies could sell their products and required that a om pany obtain
Mexican Government approval for each cosmetic product before it could be sold in
their country.

These so called non-tariff barriers created an anti-business climate which meant
that many American companies refused or were unable to do business in Mexico.
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Beginning in 1987, the Mexican Government did away with these onerous rules
and our companies began entering the Mexican market in a big way. As a result,
the sales of American products increased by the magnitude cited earlier.

The failure of NAFTA could lead to a return to the old way of doing business in
Mexico which would spell the doom of the kind of growth the cosmetic industry has
seen since the opening up of their market to American exports. It might also cause
sales to shrink dramatically, thus potentially affecting American jobs that are de-
pendent on exports.

Also important is the spill-over effect that the passage of NAFTA would have on
the other economies of Latin America, many of which are just now thinking about
easing their own rigid market entry requirements. If it spurred growth in those
markets at anywhere near the rate experienced in Mexico, this would be an added
boon.

Turning for a moment to the other fear voiced by some of the opponents regarding
the potential threat from Mexican imports, CTFA believes that for the cosmetic in-
dustry sector that is not a reality.

As the leaders of the world in this sector, CTFA has no fear that the market will
be flooded with cosmetics manufactured in Mexico. Certainly there are Mexican
manufacturers of cosmetics and these manufacturers have made great strides in
their manufacturing capabilities. But the truth of the matter is that the U.S. leads
the way in quality and product development in the cosmetic sector. CTFA feels that
there will be little competition in this sector.

Finally, passage of NAFTA also means elimination of tariff rates which are now
2 or 3-times higher on U.S. goods than on Mexican goods. The elimination of these
tariffs on U.S. cosmetics will make our goods even more competitive, ensuring an
even larger share of the Mexican market.

The United States is the largest producer of perfumes, cosmetics, and toiletries
in the world, not the Europeans and not the Japanese. But there are competitors,
and it is incumbent upon the U.S. to take action to ensure competitiveness.

CTFA respectfully urges this Committee and the Congress to consider the over-
whelming evidence that NAFTA will lock in the export gains that have been made
and will lead to continued growth of exports.

Certainly, the cosmetic industry's performance in Mexico is one of which CTFA
can be very proud. The industry is frr ahead of the usual market competitors and
passage of NAFTA will assure that the U.S. cosmetic industry continues to lead the
way.

Thank you.

CUSTOMS AND INTERNATIONAL TRADE BAR ASSOCIATION,
New York, NY, October 12, 1993.

Mr. WAYNE HOSIER,
U.S. Senate,
Committee on Finance,
Washington, DC.

Dear Mr. Hosier: -

Re: Committee on Finance Press Release No. H-34; Request for Clarification on Pro-
vision in NAFTA.

INTRODUCTION

This letter presents the request for clarification by the Customs and International
Trade Bar Association ("CITBA")L in implementing legislation on a single article of
the NAFTA. This letter is submitted in conformity with the Committee's Press Re-
lease No. H-34. CITBA and its individual members do not by this written submis-
sion express either general support or opposition to NAFTA or agreement/disagree-

1 CITBA's membership consists of over 400 attorneys who practice primarily customs and
international trade law. The comments were prepared by CITBA's Committee on Unfair Trade
and Trade Adjustment (which has primary responsibility for monitoring developments within
trade agreements, unfair trade laws and trade adjustment assistance and for reporting its rec-
ommendations for Association action to CITBA's Board of Directors) based on concerns raised
by the Board.



337

ment with other provisions of the NAFTA. 2 Nor does CITBA suggest by this submis-
sion that Article 506.7 is the only provision within NAFTA that merits comment.
CITBA members have just recently received the Draft Implementing Proposal on
NAFTA from the House Ways and Means Committee Subcommittee on Trade (dated
October 5, 1993). CITBA hopes to provide more extensive comments in connection
with its evaluation of the proposed implementing legislation.

CLARIFICATION OF ARTICLE 506.7

Under 506.1 of the NAFTA, Parties may verify by means of visits to the premises
of an exporter or producer in the territory of another Party to review the records
referred to in Article 505(a) and observe the production facilities.

Article 506.7 provides:
Each Party shall permit an exporter or a producer whose good is the sub-

ject of a verification visit by another Party to designate two observers to
present during the visit, provided that:

(a) the observers do not participate in a manner other than as
observers ....

Pursuant to Article 511.1 the Parties are to establish uniform regulations by Jan-
uary 1, 1994 governing Chapters 4 (Origin) and 5 (Customs Procedures).

CITBA request for clarification flows from the lack of definition for the term "ob-
server" in NAFTA and the potential confusion that the term "observer" could some-
how deprive an exporter or producer of the right to have counsel present and ac-
tively participating in any verification. Therefore, CITBA requests that the Congress
in imp ementing legislation clarify that Article 506.7 does not limit the right of an
exporter or producer to be represented by counsel and to have counsel present at
any verification visit and to participate fully therein as the representative of the
person being verified, and that the attorney will not count as one of the "observers."
Nor should the presence of the producer's or exporter's accounting firm count as one
of the "observers." As local GAAP is to be followed (Article 506.8), it is probable that
the exporter or producer will want its accounting firm present to help in explaining
information, records, etc. The limitations stated for "observers" are plainly inappro-
priate for such advisers or-representatives as accountants.

CITBA also believes that Congress should clarify that the term "observer" can in-
clude any legal entity (e.g., not just individuals). This would permit a legal entity
(e.g., consulting firm) to participate as an observer regardless of changes in particu-
lar individuals from the firm at the verification.

CITBA assumes that there is no intention in NAFTA to deprive companies of
their rights to legal representation on customs matters or to deprive companies of
the ability to have other representatives present to participate in the verification
process. The clarifications requested herein would assure that confusion does not
arise after Implementation of the agreement.

Sincerely, BRIAN S. GowsTEIN, President

TERENCE P. STEWART, Chairman,
Committee on Unfair Trade and Trade
Adjustment.

2CITBA has had a longstanding opposition to the introduction of binational panels for unfair
trade litigation under the U.S.-Canada FTA. Similar provisions are contained within the
NAFTA.



338

STATEMENT OF THE FLORIDA FRUIT & VEGETABLE ASSOCIATION

Summary of Position

The Florida Fruit & Vegetable Association (FFVA or
Association) opposes the North American Free Trade Agreement
(NAFTA) as presently written. Fruit and vegetable growers, their
workers and communities will be seriously harmed by it. Moreover,
the side agreements will not adequately address the issues of
importance to our growers. Attached please review FFVA's most
recent Position Statement on this NAFTA.

During the course of negotiations, FFVA met with leaders in
the current and prior Administrations and with leaders in Congress
to get an agreement that would permit its growers to continue
farming into the next century. Initially, FFVA requested (1) an
exemption from tariff reductions or, at a minimum, a lengthy phase-
out of tariffs for sensitive crops (20 years); (2) harmonization of
environmental and labor standards between the growers in Mexico and
in the U.S.; and, (3) a price and volume-based safeguard mechanism
to protect growers against serious import surges during the
transition period.

The Agreement contains no exemption for fruits and vegetables,
nor does it contain a 20-year phase-out period. It does address in
general terms environmental and labor standards in the side
agreements, but there is no provision requiring the harmonization
of standards. Lastly, the Agreement contains a safeguard provision
for only a few commodities, but this provision contains only a
quantity-based snap-back mechanism which is not adequate for fruits
and vegetables.

As written, including side agreements, this NAFTA will harm
our growers and, until it is changed, we must oppose it.

Background

Florida agriculture is a $6 billion industry that provides
wholesome, affordable food for consumers in the U.S. and around the
world. More than 240 commodities are produced on Florida's
40,000 farms, ranches and groves. During the winter months,
Florida growers provide more than half of the nation's fruit,
vegetables, citrus and cane sugar. The agriculture industry in
Florida provides jobs for more than 250,000 people during peak
production periods, and contributes strongly to the state's
economy. It is the second ranked industry in the 4th most populous
state in the country.

In February 1991, the U.S. International Trade Commission
(USITC) found that producers and processors of winter fruits and
vegetables were expected to experience losses in production and
employment as a result of this Agreement. Subsequent studies have
confirmed these findings, including a recently released report by
the Council for Agricultural Science and Technology (CAST). In
April of 1991, Florida agriculture requested an exemption of
import-sensitive, winter-produced fruits and vegetables, and citrus
and their products from the NAFTA until such time as several
serious concerns of the industry were meaningfully addressed and
satisfied. A number of specific recommendations were made to
mitigate the harm to Florida agriculture.

On August 12, 1992, President Bush signed the NAFTA concluding
14 months of negotiations with Mexico and Canada. Very few of the
industry's recommendations were in the Agreement; in addition, some
provisions which we were told were in the Agreement were deleted in
the eleventh hour of negotiations. For example, we were assured



339

-tIat winter fruits and vegetables would be placed in the most
sensitive category (C+). They were not. Since that time, FFVA,
Florida's Agriculture Commissioner, and many other organizations
have commented on the Agreement's failure to adequately address the
concerns of the industry.

On December 17, 1992, President Bush signed the Agreement amid
considerable criticism over the potentially great impact the
Agreement would have on jobs, the environment, and selected
industries, including agriculture. Following his inauguration,
President Clinton proposed side agreements to the NAFTA to be
negotiated in the area of the environment, labor and import surges.

In a letter dated March 11, 1993 (copy enclosed), 23 members
of the Florida Congressional delegation wrote to President Clinton
advocating the inclusion of 6 specific recommendations in the side
agreements to assure that Florida agriculture does not
disproportionally bear the burden of NAFTA. In a letter dated July
20, 1993, Ambassador Kantor replied to this letter noting that
Florida will benefit from the NAFTA, but he (and the side
agreements) failed to address even one of the recommendations made.

It is clear to us that negotiations to date have failed to
meaningfully address Florida agriculture's concerns.

Injury to Florida Agriculture

Mexico is the largest foreign supplier of horticultural
products to the United States. The U.S. International Trade
Commission found in February 1991 that the elimination of tariffs
(and non-tariff barriers) in a free trade agreement would generate

"a significant increase in U.S. imports (of horticultural
products]. . . " Summary of USITC Inv. No. 332-297, "The Likely
Impact on the United States of a Free Trade Agreement with Mexico,"
p. xi. The Report continues saying that "Mexican producers are
able to supply the U.S. market with many of the same products grown
or processed in the United States at much lower costs. This is
particularly true for citrus crops and winter vegetables that are
manually harvested. U.S. growers of these products are expected to
experience losses in 'production, particularly growers in
Florida . . . who compete directly with products during the same
growing seasons in Mexico." A., at xi-xii. Florida's fruit and
vegetable growers grow and market their products during the winter
months in direct competition with Mexico. They are n=
complementary in any normal meaning of that word. Despite
arguments to the contrary, Mexico's imports of fruits and
vegetables do not supplement Florida's production. Florida could,
fairly easily, expand its production of fruits and vegetables if
Mexico was not in the U.S. market.

Several economists predict that 20% of the Florida tomato
industry (approximately $125,000,000) will be lost if the NAFTA
went immediately and fully into effect and that 8,700 tomato
workers would lose their jobs. Florida's Agriculture Commissioner
has estimated the job loss for all of Florida agriculture to be
50,000 plus. Others have predicted greater harm. We believe the
impact will fall hardest on the small, marginal growers. For some
of the larger growers, the free trade agreement may be the "last
straw" that will economically force them to take their operations
to Mexico or at least offshore so that they can compete with Mexico
without the heavy burden of U.S. governmental regulations.

There appears to be a concerted effort to downplay the
importance of fruits and vegetables in general and the impact of
this Agreement on them. However, fruits and vegetables represent
25% of the consumer's food bill, and according to the Surgeon
General and many others, they are highly recommended for a healthy
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diet. Truits and vegetables are grown in every state, but they are.
concentrated in California, Florida and Texas. They are so
important that California and Florida rank number 1 and 2 among all
states in cash receipts from growing crops. Fruit and vegetables
crops are not subsidized. In Florida alone they represent
approximately one million acres of economic activity. We estimate
500,000 people are involved in Florida agriculture, considering
field workers, truck drivers, packing house workers, mechanics,
salespeople and others. These people will be harmed by this
Agreement and the businesses and communities they work for and in.

At issue is the competitiveness of the American farmer
operating in an industrialized country vis-a-vis the Mexican farmer
operating in an economy only a fraction of ours. Our costs to
operate in our system are great, as much as thirty percent of all
our costs. Mexican growers do not pay such costs. The difference
in costs is a subsidy to the Mexican growers which is not accounted
for in this Agreement.

We are not suggesting there should not be an agreement with
Mexico; we are suggesting that this Agreement is not acceptable to
us and should not be acceptable to the Committee. Indeed, the fact
that there are millions of people who violate the legal
relationships between Mexico and the United States clearly
indicates that the people of our two countries want and need a new
arrangement. However, such an arrangement should be acceptable to
the people of both countries, not just selected businesses and
industries. It should protect U.S. consumers, U.S. workers, and
the communities in which they live. It should do the same for the
people in Mexico. The proposed agreement does not accomplish these
simple but fundamental goals.

Side Agreements

Mr. Chairman, the side agreements will not assist Florida's
fruit and vegetable growers. For example, the harmonization of
environmental and labor standards between the United States and
Mexico definitely will not happen during the phase-in period of the
Agreement. In addition, the import surge agreement provides only
an "early-warning" system with no real help on damaging srges.

We are particularly concerned that the environmental and labor
side agreements will not achieve their desired goals of ensuring
that each party enforces its own statutes and regulations. This
will give Mexican growers a tremendous, unfair, competitive
advantage over our growers. The proposal will allow Mexico to
maintain its present level of non-enforcement of environmental,
labor, sanitary, phyto-sanitary, food safety, and other laws. The
heart of the proposal is to determine whether a party shows a
persistent pattern of non-enforcement of its laws which is
unjustifiable. None of these terms is defined. We submit to you
that it will b', impossible to prove such a claim. Moreover, and
more importan..ly, these provisions appear intended to deal with
actions that happen only after enactment of this Agreement. We
submit to you that at this time Mexico does not enforce its laws
and, under any ordinary reading of such language, would be in
violation of such provisions. However, this apparently will not be
addressed and, by not addressing it, our growers will be
disadvantaged because they must compete with growers in Mexico who
are subject to laws which are not enforced. Failure to achieve
harmonization in this Agreement locks in an artificial competitive
advantage for our competitors in Mexico. This is not equitable;
nor is it right or even sound public policy; but, it is
correctable. The Agreement must be changed to provide fair
competition for our growers in our own market.
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Safeguard Provision

We need a price-based safeguard provision in this Agreement.
The volume-based mechanism currently found in the NAFTA cannot
react quickly enough in response to volatile fruit and vegetable
markets. We also are concerned that the mechanism will encourage
groves to plant early so thatt their product can be marketed in the
early part of the tariff window. This will likely cause depressed
prices early in the season -- the opposite of its intended effect.
A price-based safeguard, on the other hand, will provide a quick
response to changing market conditions, and will not affect
planting schedules.

U.S. Fruit and Vegetable Growers

As with many issues, the issues surrounding this Agreement are
complex and difficult. Winners and losers have been identified and
issues of agreement and disagreement also have been pointed out.
Fruit and vegetable growers across the country fall on different
sides on this Agreement. A number of commodity groups believe they
will benefit by this Agreement and they are working to get it
passed. On the other hand, there are many fruit and vegetable
groups and others in agriculture who oppose this Agreement because
they believe it will harm them. It is more than ironic and
interesting that there are more and more groups speaking up and
opposing this Agreement. In fact, groups like the Wheat Growers
are changing their positions once they analyzed how this Agreement
will work or not work for them.

We believe the provisions in this Agreement and in the side
agreements will not mitigate the harm to fruit and vegetable
producers and their communities. In addition, we firmly believe
this Agreement locks in an unfair competitive advantage and that
this unfair advantage has neither been recognized nor addressed.
We believe Congress is making a significant food policy decision in
considering this Agreement. If it is passed, for the first time
Congress will have determined that an important part of Americans'
food should come from foreign countries. We don't believe we are
overstating the case. The precedent this sets should not be taken
lightly and without further debate.

Conclusion

Mr. Chairman, FFVA continues to have significant concerns
about this Agreement and the proposed side agreements. We believe
this Agreement will substantially harm Florida agriculture, and
fruit and vegetable growers in particular, unless additional
agreements are negotiated that harmonize labor and environmental
standards, and provide adequate safeguard measures for all
perishable commodities. Until this is done, we will urge our
Congressional delegation and the rest of Congress to oppose it.

We thank you for the opportunity to present our views.
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North American Free Trade Agreement

Florida Fruit & Vegetable Association (FFVA) - an organization that represents Florida's
vegetable, ciurus, tropical fruit and sugar cane growers - believes the North American Free Tradc
Agreement (NAFTA) as presently written will harm the winter fruit and vegetable industry.

Numerous governmental and private organization studies have examined the potential
impact of the proposed agreement on the U.S. economy. The U.S. International Trade
Commissioa (ITC) in February. 1991, reported that the winter fruit and vegetable industry in the
United Stateus would su'cr losse in employment and production as a result of a free trade
amngcment with Mexico. Subsequent studies have confirmed these findings, including a
rcccntly.rrleased report by the Council for Agricultural Science and Technology (CAST).

In an effort to prevent potential damage to the industry, FFVA and other agricultural
groups representing the fruit and vegetable industry in the United States worked cooperatively
with the Bush Administration. and subsequently the Clinton Administration, to develop provisions
within the agreement that would provide Florida producers the opportunity to compete on an
equitable bass. To date - despite good faith efforts - neither the agreement itself, nor the side
agreements. contain the kind of substantive measures needed to prevent harm from occurring to
the indusy.

FFVA's position on the agreement has remained constant throughout the negotiation
process. Specific rneazsy designed to tidgate harm to the industry must be included in the
NAFTA or FFVA recommend that Congress reject the agreement. The specific measures are:

1. Tariff phase-eut:L Sensitive winter fruit, vegetable, and citrus commodities must be
provided a transition period that affords producers of these commodities with the
maximum time for adjustment.

Z. Safeguards: A price-based special safeguard mechanism for perishable commodities
must be included. Markets for these commodities are too sensitive and-react with too
much speed to be adequately addressed with the volume-based mechanism currently found
in the apeemiML

3. Labor and Environmental Standards: Mexico's occupational safety and health,
pesticide. and envizonmental standards must be harmonized with the United States prior
to the implementation of the agreement. No tariff reductions or other provisions of the
agVrMnt should be implemented until equivalent regulatory and enforcement practices
are achieved.

4. Dat Collection: A database must be developed and maintained on the U.S. and
Meican agricultural sectors for the purpose of assessing the agreement's impact on the
industry.
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March 11, 1993

The Ronorable 9111 Clinton
President of The United States
The White House
1500 Pennsylvania Avenue
Washington. D.C. 20505

Dear President Clinton$

The North Aaerican Free Trade Agreement and its impact on Florida's
$6.2 billion agricultural industry is of great concern to the Florida
Congressional delegation.

We nave attempted to monitor negotiations in an effort to make an
adequate assessment of NAFTA's effect on Plorida, Zn may of 1992, 'the
delegatLon met with, former U.S. Trade Ambassador Carla Hills. Zn
September of 1992. the delegation also discussed the Impact of NAETA
with Plorida agriculture representatives to assess industry conce;a..

On February i4t 1993, the delegation again mt with individuals
representing all at florida agriculture. Very valid and significant
concerns were brought to our attention outlining the economic damage
HAFTA, as proposed, will have on Florida agriculture.

While many of us believe the agreement has the potential for long-tern,
benefit to the United States, the r nort-term expense of NAFTA' in its
current form is borne in large measure by Plorida agriculture.

tn an effort to make XAr-.A the best possible trade agreement for our
countryy and for tbe State of Florida, we would like to take this
opportunity to outline reccnmendations brought to our attention by
'lorida'a agrLcultura industry.

1) Mexico's environmental protection practices must be
narmcnised with U.S. standards. This objective must be achieved
before any tari.s or other trade provisiona of NAFTA are
reduced.

2) IaxLcO's occupational, worker safety, and health standards
muct aslo be harmonized with U.S. standards. This objective
must bo achiovod before any tartfs or other trada provisiona of
NAFr' are reduced.

All retraining for displaced workers including aqciculturo
workers in h. United Stu.tin muut bo fully Eundod with
aprogriaton3 :ron thQ U.Z. TreOSucy.

3) To assure harmionization of the environmental and labor
regulations In Nexico, provisions must be made in a side
agreement to mandate the effective monitoring and enforcement ol
cpliance efforts in Mexico.

4) A database of Mexican and U.S. agriculture, trade, production
and comuerco must be developed, maintained and funded iti order t.
assess NArTA's impact on the agriculture sector. The database
should havethe capability to track commodity specific data for
import senitive crops, inormation on the agricultural
vorxforce, trade levels and environmental conditions in major
export-producinq regions.

5) A price-based and expedited special safeguard mechanism for
sensitive agricultural com=odities must be included in the
agreement. Agricultural cor.odity markets are too volatile and
react with too mucih speed to be addressed adequately VLth the
voluwe-based safeguard mechanism found in the current agreement.
This pricsbased special safeguard mechanism should apply to all
report sensitive agricultural commodities. Language regarding

specific cemoedities has already been brought to the attention of
0.1. Trade Representative Mickey Kantor.



344
6) Mexico must not be allowed to ship to the United States any
c=modLty which exico Is net at the time already veriflably
self-suficient. This self-sufficiency can not be achieved bysubstituting another commodity in order to reduce Mexicandozestic consumption of tho commodity which Je~xlo desires to
ship to the United States.
We respectfully request the inclusion .f these recommendations as sideagreements are formulated to the Hoeth American Free Trade Agreement.W& look forward to hearing from you on these issues as soon as
possible.

gincarely,

Rep. Tam LOvIS

Rep. C7O.tL.. C&8&jy 7

6ep Ace Iifng

'4P

Rp. Karen Tacur--a n

Re rrine Storn

R~ep. Ilesn ar. o-L,.htinrn

lp. fi K.c0tu
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Rep. rater Coutfich
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STATEMENT OF FRONDS OF EARTH

Mr. Chairman and members of the Subcommittee:

Good Morning. I am Andrea Durbin, Policy Analyst with Friends of the Earth.
Friends of the Earth is a national, nonprofit environmental organization with 50,000
members and supporters. We have affiliated organizations in 51 countries and work on a
wide range of national and international environmental issues.

We appreciate this opportunity to share our views on the North American Free
Trade Agreement (NAFTA). After long and careful review of the text of the NAFTA, as
well as the text of the Side Agreement on Environment, we have concluded that the
NAFTA. as currently written, is not in the environmental interest of the three countries that
are panics to the agreement.

We believe that it is possible to structure a trade agreement that will directly link
economic growth and the improved social and environmental conditions of the three
countries, but this agreement does not achieve thesc ends. We urge the members of the
Subcommittee to vote against this agreement and put your full energies behind its
renegotiation.

Since we last spoke before the full Committee, the Administration has concluded a
side agreement on the environment. We want to acknowledge the Administration's efforts
in this undertaking and recognize the advancements of environmental issues in the trade
arena over the last few years. Trade and the environment will be intricately linked from
now on. However, the environmental side agreement does little to address the fundamental
environmental questions raised by NAFTA.

Friends of the Earth believes that NAFTA's potential to create environmental
problems and its lack of regard to existing problems is serious enough that it should be
rejected. in spite of what was negotiated in the side agreement. We agree with the Federal
District Court which ruled that "NAFTA, by its very terms, sets forth criteria that may form
a basis for challenging various domestic health and environmental laws".- and that "a state
law that conflicts with the NAFTA is preempted!.

We believe that rejection of this agreement, and commitments to negotiate another,
is better than approving this agreement in its flawed form, particularly since the NAFTA will
serve as a model for future integration with the rest of Latin America.

We do not subscribe to the idea that increasing economic growth will automatically
lead to improved environmental protection. We believe that economic growth enables a
country to better protect the environment, but it will not necessarily follow without some
guarantees and explicit commitments within the agreement.

In our testimony today we will:

1) summarize some of the issues that have not been addressed in the environmental
side agreement;

2) analyze the contents of the side agreement;

3) explore how the side agreement would address existing situations.

I. ANALYSIS OF THE ENVIRONMENTAL SIDE AGREEMENT

Many crucial environmental issues are not addressed at all in the side agreement.
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For example, the agreement:

I. does not ensure that NAFTA will not be used by our trading partners to weaken
federal or state environmental, health and safety laws that may impact trade.

2. does not make the basic dispute resolution process of NAFTA more open or
democratic by allowing for public participation or requiring a more representative
process.

3. does not create a comprehensive border clean-up plan, based on the polluter-pays
principle.

4. does not deter companies from relocating to countries with weaker or non-
enforced environmental standards.

5. does not address the serious impacts of NAFTA on the conservation of natural
resources - dining, timber and agricultural impacts.

6. does not safeguard laws which protect us against products produced in an
environmentally destructive manner.

7. does nothing to solve the ongoing problem of U.S. owned companies

failing to return toxic wastes to the U.S. for proper treatment.

A Tri-National Commission: A Lot of Talk, But No Real Teeth

The side agreement is limited and weak, consisting only of (1) the establishment a
tri-national Commission for Environmental Cooperation (CEC), (2) an exhaustive
mechanism to bring disputes between countries regarding lax enforcement of domestic
environmental laws and (3) -an announcement that the United States and Mexico will
continue discussion about a proposed border institution to leverage bonds that would build
infrastructure along the border region.

Because of the limited authority of this commission, we have to conclude that this
new institution will have little power to protect the environment from the impacts of
NAFTA. In fact, it could be negative for the environment because it will redirect resources
that could otherwise be used for border clean-up and building community infrastructure.

A major function of the Commission is to gather information in response to
complaints. However, the Commission cannot conduct its own investigations;but must rely
on information provided by the governments, not companies. It cannot investigate a
workplace or company directly. If a government finds an information request excessive or
unduly burdensome, the government may deny the request for information.

The Commission can draw attention to environmental problems and it can make
recommendations. Beyond that it can go no further. In short it is little more than a forum
for discussion.

A Long and Exhaustive Process for Enforcement

The centerpiece of the Commission is its ability to review whether or not each Party

is enforcing its own domestic environmental laws. Unfortunately, this power is so
circumscribed that it is effectively meaningless.

First, the definition of environmental law in the agreement is narrow and explicitly
excludes laws regulating the exploitaion of natural resources from the enforcement
provisions. The Commission can only consider laws related to the prevention or control of
pollutants, hazardous substances, and the protection of wild flora and fauna, including
endangered species. By narrowly defiling environmental laws in this way, laws such as food
safety regulations or public health measures are excluded.
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In addition, only the repeated failure to enforce an existing law is reviewable by the
Commission. EnvironnTental problems that are caused because of a lack of regulation are
not subject to review because there is no law to review. This kind of backward criteria leads
to a downward pressure against establishing an environmental regulatory structure.

For those narrow laws that are covered by the agreement, there are other criteria
that must be met to determine whether or not a government can be penalized for not
enforcing its environmental laws. The agreement allows for a Party to not enforce its
environmental laws if it "reflects a reasonable exercise of the agency's or the official's
discretion" or if it "results from a bona fide decision to allocate enforcement resources to
violations determined to have higher priorities" (annex II), creating a gigantic loophole for
governments to argue their way out of a complaint.

Finally, in order to be reviewable, there must be a "persistent pattern of
nonenforcement, which is defined as "a sustained or recurring course of action cr inaction"
report, which requires the approval of two-thirds of the Parties. Still the governments can
refuse to answer a citizen's request, or scale back the request.

The negotiators have made progress in the dispute process of the Commission, when
compared to NAFTA's dispute resolution. It will set up a roster of panelists that include
panelists that have environmental expertise. However, this does not extend to NAFTA's
dispute panel where environmental experts are not mentioned or required. This difference
is crucial because any challenges to U.S. environmental, health or safety laws will be
resolved in the NAFTA dispute process.

II. CARBON II: A HYPOTHETICAL CASE

In recent weeks there have been a number of press reports about the Carbon II coal
fired power plant facility under construction in Mexico near the U.S. border town of Eagle
Pass. Texas. 140 miles southeast of Big Bend National Park. The coal fired plants may be
exporting energy to the United States.

Carbon II will lack scrubbers and pollution control devices for sulfur dioxide that
would be standard equipment on a newly constructed power plant in the U.S.
Environmentalists are concerned that its emissions will cause air pollution problems on the
U.S. side of the border and impact Big Bend National Park. Attached to our testimony is
a recent Wall Street Journal article about the plant.

We would like to imagine how this situation would be addressed by the
environmental side agreement.

First, let's assume that a citizen's group like Friends of the Earth wishes to take
action to try to stop transboundary pollution. It could lodge a complaint with the
Commission. which can be denied. If it is accepted, the Commission could undertake a
report. It could not conduct its-own independent analyses of air quality or subpoena plant
managers or directors. It could only ask the Mexican and US governments to provide
existing information. The governments can then simply refuse, saying the demand is
burdensome. If the governments provide information, the Commission can write a report
and make recommendations. If two of the three countries agree, the report can be made
public, otherwise it remains confidentiaL

It would be impossible for an individual or an organization like Friends of the Earth
to initiate the process which might eventually lead to formal sanctions. Such actions can
only come at the request of governments, and with the support of two-third's of the parties.

If the U.S. Government decided to bring a formal complaint about Carbon II it
would have to prove that the pollution is being caused by Mexico's lax enforcement of an
existing law, not for the failure to set regulatory standards. According to the Wall Street
Journal. the Mexican embassy has already said that the plant "meets or exceeds all
applicable national and international pollution standards". If that is true, the Commission
can do nothing.

75-546 -94 - 12
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(annex IV). This definition is extremely vague as to the length of time such a behavior must
be sustained before a complaint can be brought. Without a more specific definition, the
determination of persistent pattern of non-enforcement is left subjective and undetermined:
it could be one year or five years of nonenforcement.

Enforcement: Punishing Governments, Not Polluters

The Administration has argued that the "real teeth" in this agreement is the ability
to penalize a government for nonenforcement through sanctions. The compromise struck
between the three countries would allow sanctions to be levied against the United States
and Mexico, and fines against Canada, enforced through the Canadian courts.

Much of the debate has focused on Mexico's record of enforcing environmental laws,
rather than on the behavior of industries and whether or not they are complying with the
law. We continue to believe that the industries themselves must be held responsible and
accountable for their own behavior. But this agreement punishes governments for not
enforcing, not industries for not complying.

If. after a long and exhaustive process, the Commission decides that sanctions or fines
can be levied, the agreement limits the amount of the penalty to no more than $20 million
the first year. and .007% of the three-way trade between countries thereafter (which is
roughly $20 million this year). Although $20 million appears to be a significant amount,
when it is a fine against governments, it is relatively insignificant. Despite what the
Administration has argued, it is unlikely that the government will pass on that cost to the
offending industry. Structuring the agreement this way puts the burden on governments,
rather than encouraging companies to comply with the law.

Resolving Disputes In the Commission

Like the NAFTA itself, the side agreement establishes a dispute resolution process
to allow Parties to bring complaints about non-enforcement. Only nonenforcement cases
will be resolved by this mechanism. All other environmental cases will be heard in
NAFTA's dispute resolution mechanism, which still remains closed to the public, and
unrepresentative of environmental interests.

To see the disparity between the side agreement and the NAFrA, one only needs
to look at the dispute resolution process. In order for a Party to establish a panel in the
Commission. it must gain the support of two-thirds of the Parties. Compare that
requirement to the NAFTA dispute resolution which requires that only one Party needs to
approve in order to form a panel. The criteria in the environmental side agreement are
consistently more difficult to meet than in the NAFTA.

Only governments, not citizens, can request a panel. Although citizens can bring a
complaint to the Commission, citizen complaints do not lead to the formation of a panel.
If a citizen meets the regimented criteria that the Commission requires to be a legitimate
consideration, the most the Commission can do in response to that complaint is issue a
report, which requires the approval of two-thirds of the Parties. Still the governments can
refuse to answer a citizen's request, or scale back the request.

The negotiators have made progress in the dispute process of the Commission, when
compared to NAFTA's dispute resolution. It will set up a roster of panelists that include
panelists that have environmental expertise. However, this does not extend to NAFTA's
dispute panel where environmental experts are not mentioned or required. This difference
is crucial because any challenges to U.S. environmental, health or safety laws will be
resolved in the NAFTA dispute process.

IL CARBON 11: A HYPOTHI1IICAL CASE

In recent weeks there have been a number of prevs reports about the Carbon II coal
fired power plant facility under construction in Mexico noar the U.S. border town of Eagle
Pass, Texas, 140 miles southeast of Big Bend National Park. The coal fired plants may be
exporting energy to the United States.
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Carbon 11 will lack scrubbers and pollution control devices for sulfur dioxide that
would be standard equipment on a newly constructed power plant in the U.S.
Environmentalists are concerned that its emissions will cat.se air pollution problems on the
U.S. side of the border and impact Big Bend National Park. Attached to our testimony is
a recent Wall Street Journal article about the plant.

We would like to imagine how this situation would be addressed by the
environmental side agreement.

First. let's assume that a citizen's group like Friends of the Earth wishes to take
action to try to stop transboundary pollution. It could lodge a complaint with the
Commission. which can be denied. If it is accepted, the Commission could undertake a
report. It could not conduct its-own independent analyses of air quality or subpoena plant
managers or directors. It could only ask the Mexican and US governments to provide
existing information. The governments can then simply refuse, saying the demand is
burdensome. If the governments provide information, the Commission can write a report
and make recommendations. If two of the three countries agree, the report can be made
public, otherwise it remains confidential

It would be impossible for an individual or an organization like Friends of the Earth
to initiate the process which might eventually lead to formal sanctions. Such actions can
only come at the request of governments, and with the support of two-third's of the parties.

If the U.S. Government decided to bring a formal complaint about Carbon II it
would have to prove that the pollution is being caused by Mexico's lax enforcement of an
existing law, not for the failure to set regulatory standards. According to the Wall Street
Journal, the Mexican embassy has already said that the plant "meets or exceeds all
applicable national and international pollution standards". If that is true, the Commission
can do nothing.

Second, the U.S. would have to prove that the violation is part of a 'persistent
pattern' of non-enforcement. While the meaning of this term is unclear and will likely be
resolved through precedent, the U.S. will have to wait until the plant is operating and will
have to show that the violations of environmental laws have been persistent. It may also
need to prove not just that this plant is in violation but that the whole Mexican power sector
is in violation.

If these difficult points were proven, Mexico could then simply claim that enforcing
pollution control on coal-fired plants is not a priority and the lack of attention "results from
a bona fide decision to allocate enforcement resources to violations determined to have
higher priorities" such as air pollution in Mexico city.

If the U.S. were able to surmount these difficulties and succeed in levying sanctions,
the most it could collect is $20 million dollars. According to the U.S. EPA the costs of
installing scrubbers to meet U.S. air emission standards would be aroum'd $300 million
simply to control sulfur dioxide, not to mention nitrogen oxide. Given such costs, at the end
of the day, paying the fine would be a bargain for Mexico.

il. CASE STUDY OF RE-EXPORTING HAZARDOUS WASTES

Annex III of the 1983 La Paz Agreement and the 1988 Mexican Law of General
Equilibrium require Maquiladora industries to export their hazardous waste to the country
of origin for treatment and disposal. The thinking behind this agreement is that Mexico
lacks facilities to treat these wastes in a manner equivalent to the treatment they would
receive in the U.S.

The U.S.-owned Maquiladoras widely flaunt this law. The Environmental Protection
Agency estimates that only about one-third of the hazardous waste generated in the
Maquiladoras is returned to the U.S., leaving somewLi-re around 20,000 tons in Mexico.
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This situation is not in the Mexican or the U.S. interest. The improperly dumped toxic

wastes can lead to public health problems and huge long-term clean-up costs for Mexico.
Industries may relocate to Mexico to take advantage of the situation and avoid the costs of
proper disposal in the U.S. The problem is not isolated to Mexico, since the toxics can cross
back into the U.S. through the air, water, or groundwater.

This whole topic is not addressed in the NAFTA, despite being one of the clearest,
current, trade and environment problems between the U.S. and Mexico. We had hoped that
the side agreements would address the problem, but, as with Carbon II, we see them doing
little more than providing an opportunity to discuss the issue. In fact the agreement could
provide political cover to allow this problem to persist into the next century.

If this issue were brought before the Commission, the politics would be somewhat
different from Carbon 11, since in the case of the failure to re-export hazardous wastes both
the U.S. and the Mexican Governments are failing to meet treaty obligations. Since the
approval of two NAFTA country governments is required to initiate a formal enforcement
proceedings, it is unlikely this situation would ever be considered. Furthermore, if the issue
were considered, the U.S. and Mexico could quickly announce that they had reached an
agreement on the issue - whether or not any real action would ultimately take place.

We therefore believe that the Side Agreements will deflect action on this crucial area
for the immediate future. Furthermore, since NAFT7A gradually phases out the
Maquiladora program as it phases out tariffs, the effect is to provide cover for these
corporate violations until the NAFTA itself steps in and makes the dumping of hazardous
wastes legal. In short, desperately needed control and prevention of industrial toxics will
not take place.

IV. CONCLUSION

The environmental side agreement did not serve to resolve some key conflicts
between increased trade and environmental protection. Instead, it creates yet another
international institution that, given its weak powers, will be ineffective, and given the
requirements for sanctions to be invoked, it is unlikely that they will be applied.

We still believe that a framework for integration is necessary within North America,
but that framework needs to be dramatically recast to incorporate the goals of sustainable
development. democratic participation and responsible corporate behavior.

TESTIMONY OF BRENT BLACKWELDER,
VICE PRESIDENT FOR POLICY, FRIENDS OF THE EARTH

DELIVERED BEFORE THE SUBCOMMITTEE ON ENERGY AND POWER, COMMITTEE ON
ENERGY AND COMMERCE

22 SEPTEMBER, 1993

Mr. Chairman and Members of the Committee:

- My name is Brent Blackwelder. I am Vice President for Policy
at Friends of the Earth. Friends of the Earth is a national,
nonprofit environmental organization with affiliated organizations
in 51 countries. We work on a wide range of national and
international environmental issues. With me is Andrea Durbin, our
Trade Policy Analyst. She recently returned from a trip to Mexico,
where she had the opportunity to view some of PEMEX's facilities
first hand.

We are pleased to have the opportunity to present our views on
the energy implications of the North American Free Trade Agreement.
Friends of the Earth is opposed to the NAPTA for a vide range of
reasons and would urge the members of the Subcommittee to vote
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against the agreement. At the same time we would urge the
Administration to begin negotiations on a new pact that would bring
a more sensible order to trade relations among the countries of
North America -- a NAFTA II.

From the outset we should make it clear that our views
concerning the proper energy policy for the United States differ
rather markedly from those espoused by the Administration that
negotiated the North American Free Trade Agreement. We believe
U.S. energy policy should feature the following two goals:

1) To dramatically increase the efficiency of the entire
energy system from production through end-uset

2) To shift, as rapidly a possible, to renewable energy
sources.

We are confident that the Subcommittee has heard many times
and at great length about the benefits of applying these guiding
principles and we will not elaborate on them here, except to point
out that energy efficiency is a crucial component of global trade
corpetitiveness. Efficient economies need to import less energy
(or can export more) and, since energy is a smaller part of
production costs, these economies find more of their products are
competitive on the export markets.

Unfortunately, the NAFTA does not promote the goals of
efficiency and renewables, but rather emphasizes business-as-usual.

I. INCENTIVES EXEMPTED

Quite simply the NAFTA and its side agreements do nothing to
promote the efficient use of energy in any of the member countries.

One of our main objections to the nature of current trade
agreements is that in their quest to root out so-called 'non-
tariff' barriers, they infringe on areas that have long been the
province of local, state, and national governments. We have seen
this process most dramatically in the General Agreement on Tariffs
and Trade (GATT). There the European Community has announced- that
it plans to eliminate a wide range of U.S. practices, from minority
et-asides to subsidized western water for farmers as unfair trade
practices. The EC has initiated formal GATT actions against two
U.S. energy conservation laws -- Corporate Average Fuel Economy
(CAFE) standards and the Gas Guzzler tax -- as unfair trade
practices.

We bring up the GATT because the provisions of the NAFTA
largely follow those of the GATT. Like GATT, the NAFTA seeks to
weed out subsidies and exemptions granted to particular industries,
since these allegedly skew the functioning of the free markets.

While in principle we believe that many of these decisions are
social matters that should be resolved through democratic means,
rather than through trade agreements, we would have at least
expected that the agreement would have obligated all aspects of the
energy sector to the same rules. fInfortunately that is not the
case. In article 608.2 a broad exemption is granted to the oil and
gas industry: "The Parties agree to allow existing or future
incentives for oil and gas exploration, development and related
activities in order to maintain the reserve base for these energy
sources."

The U.S. oil and gas industry already receives a wide range of
'incentives' at taxpayer and environmental expense. Many of these
exemptions are documented in Crude Awakenina, a recent Friends of
the Earth report on waste and inefficiency in the oil and gas
industry. We append a chart from that report which points out how
RCRA, Clean Water Act, Superfund, and other laws all contain broad
exemptions for the oil and gas industry. This report -also
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documents the incredible energy waste of the U.S. oil and gas
industry, estimating that from well-head to gas tank, the oil
industry currently looses about 236 million barrels of oil per year
-- roughly the equivalent of 1,000 Exxon Valdez spills. NAFTA, by
exempting incentives will simply allow this waste to continue
unabated in the United States.

Perversely, the effect of the exemption for oil and gas
incentives may pave the way for future challenges to incentives for
either efficiency or renewable energy that governments at various
level may be offering now or in the future. We can imagine that if
an incentive for a renewable energy source began to be so effective
as to eat into oil and gas profits, a NAFTA case could be launched
in which the incentive was challenged as an unfair trade practice.

II. IMPROVING THE SITUATION IN MEXICO?

It is no secret that PEMEX, the Mexican Government's oil and
gas monopoly, is an inefficient and highly polluting energy
producer. Our staff's recent sight visit to the State of Tabasco
certainly confirmed this situation.

Our colleagues in the energy industry will no doubt argue that
U.S. investment in Mexico's energy sector, to the extent that it is
allowed under NAFTA, would benefit the environment. To a limited
extent, we agree with this analysis -- the potential is there for
investments to improve the efficiency of the Mexican fossil fuels
sector.

That said, we are not convinced that the NAFTA does anything
to actually make that efficiency come about. The poor
environmental record of PEMEX argues that the Mexican government
will do little to regulate the oil and gas industry. NAFTA, in
essence, relies on the goodwill of the foreign investors to bring
about efficiency improvements and pollution reductions. As
mentioned above, the U.S. oil and gas industry, already feeding off
numerous exemptions has an extremely spotty record here.
Furthermore, reports we receive from our affiliates around the
world indicate that, once abroad, many of the U.S. oil companies
comfortably satisfy themselves with meeting the lowest
environmental standards they can get away with in the host country.

As a Subcommittee, you must ask yourselves if you believe that
the oil industry's promises of heightened efficiency and clean-up
in Mexico actually square with their successful efforts to exempt
themselves from domestic U.S. environmental laws, or from the
disciplines of the international free trade agreement. We believe
that in the absence of some mechanism to compel exemplary behavior,
the U.S. oil and gas industry will do little for Mexico's pollution
problem.

III. THE ENVIRONMENTAL SIDE AGREEMENT WILL NOT IMPROVE THE ENERGY
SITUATION, A CASE STUDY OF CARBON II:

The recently concluded Side Agreements on the Environment will
do little -to help with problems in the energy sector. To
illustrate the ineffectiveness of the Commission structure we have
analyzed what action might be taken to address the problems raised
by the Carbon II electricity plant currently under construction
near the U.S.-Mexico Border.

In recent weeks there have been a number of press reports
about the Carbon II coal fired power plant facility under
construction in Mexico near the U.S. border town of Eagle Pass,
Texas, 140 miles southeast of Big Bend National Park. The coal
fired plants may be exporting energy to the United States.

Carbon II will lack scrubbers and pollution control devices
for sulfur dioxide that would be standard equipment on a newly
constructed power plant in the U.S. Environmentalists are
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concerned that its emissions will cause air pollution problems on
the U.S. side of the border and impact Big Bend National Park.
Attached to our testimony is a recent Wall Street Journal article
about the plant.

We would like to imagine how this situation would be addressed
by the environmental s.de agreement.

First, let's assume that a citizen's group like Friends of the
Earth wishes to take action to try to stop transboundary pollution.
It could lodge a complaint with the Commission, which can be
denied. If it is accepted, the Commission could undertake a
report. It could not conduct its own independent analyses of air
quality or subpoena plant managers or directors. It could only ask
the Mexican and US governments to provide existing information.
The governments can then simply refuse, saying the demand is
burdensome. If the governments provide information, the Commission
can write a report and make recommendations. If two of the three
countries agree, the report can be made public, otherwise it
remains confidential.

It would be impossible for an individual or an organization
like Friends of the Earth to initiate the process which might
eventually lead to formal sanctions. Such actJiLns can only come at
the request of governments, and with the support of two-third's of
the parties.

If the U.S. Government decided to bring a formal complaint
about Carbon II it would have to prove that the pollution is being
caused by Mexico's lax enforcement of an ex4sting law, not for the
failure to set regulatory standards. According to the Wall Street
Journal, the Mexican embassy has already said that the plant "meets
or exceeds all applicable national and international pollution
standards". If that is true, the Commission can do nothing.

Second, the U.S. would have to prove that the violation is
part of a 'persistent pattern' of non-enforcement. While the
meaning of this term is unclear and will likely be resolved through
precedent, the U.S. will have to wait until the plant is operating
and will have to show that the violations of environmental laws
have been persistent. It may also need to prove not just that this
plant is in violation but that the whole Mexican power sector is in
violation.

If these difficult points were proven, Mexico could then
simply-claim that enforcing pollution control on coal-fired plants
is not a priority and the lack of attention "results from a bona
fide decision to allocate enforcement resources to violations
determined to have higher priorities" such as air pollution in
Mexico city.

If the U.S. were able to surmount these difficulties and
succeed in levying sanctions, the most it could collect is $20
million dollars. According to the U.S. EPA the costs of installing
scrubbers to meet U.S. air emission standards would be around $300
million simply to control sulfur dioxide, not to mention nitrogen
oxide. Given such costs, at the end of the day, paying the fine
would be a bargain for Mexico.

IV. TRANSPORTATION EFFECTS IGNORED

In November 1989, the European Commission published a study of
the environmental effects of the implementation of the Common
Internal Market in 1992. While the Europeans are undertaking a
more ambitious project than the proposed comprehensive North
American trade Agreement, their preliminary analysis is a sobering
confirmation of the environmental dangers of trade agreements.

The task force explored a wide range of effects, the most
significant of which was the increase in transportation that would
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result from greater trade. The task force concluded that the
Common Internal Market would increase interstate truck transport in
the EC between 30 and 50 percent. According to the task force,
"the growth impact of the Internal Market is likely to cause
atmospheric emissions of SO2 and NOx to increase respectively by a-
9% and 12-14% by 2010.0

While geographic differences between North America and Europe
mean that these results cannot be translated directly, a dramatic
expansion of truck traffic along the U.S.-Mexican border seems
inevitable. The EPA's Review of U.S.-Mexico Environmental Issues
points to a quadrupling of truck traffic between the U.S. and
Mexico by the year 2000, even without NAFTA. With NAFTA the total
will go higher; the Review suggests that upwards of 12 million
trucks may be crossing the border each way each year by the turn of
the century -- up from slightly under 2 million in 1990.1 The
resulting pollution could be significant.

With the inclusion of Canada, one can reasonably expect
growing transport across the U.S. to Canadian markets as well,
although we do not have estimates of this effect.

The overall increase in transport would not only have effects
on SO2 and NOx emissions, but would also increase emissions of CO2,
the principal greenhouse gas.

The task force goes on to conclude that in the European case:

"oWithout proper incentives, energy dervnd
(and corresponding pollution) appears to be
positively correlated with additional economic
growth. The main policy lesson of the energy
shortages of 1974 and 1979 may be that a
proper incentive, such as higher energy
prices, is critically important in breaking
the link between economic growth and energy
consumption. Only if the scarcity of natural
resources is properly reflected in the use of
price incentives and/or regulations, will
economic growth associated with the completion
of the Internal Market lead to overall
economic efficiency."

We concur with the conclusion of the task force and note that
the NAFTA completely lacks these sorts of compensatory measures.

CONCLUSION

In short, NAFTA holds the prospect for increased energy use,
particularly fossil fuel use, in the U.S., Mexico and Canada,
especially in the transportation sector. Current exemptions from
environmental laws and subsidies to the petrochemical industry will
continue, while inducements to the alternative energy industry may
be vulnerable to challenge as non-tariff barriers. As the case of
Carbon II illustrates, we will be powerless to stop transborder
pollution from power-generating facilities. Furthermore, these
facilities may gain a competitive advantage in the electricity
market because they need not abide by as strict a set of pollution
control laws.

Review of U.S.-Mexico Environmental Issues, February, 1992
p.177-178
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THE POUTICS OF EXEMPTION

BIG OIL'S BIG EXEMPTIONS

RCRA- The Resource Conservation & Recovery Act

Purpose: To foster safe management and disposal of waste; defines hazardous
wastes and chemicals to be regulated as hazardous; prohibits disposal
of hazardous waste, except in permitted facilities.

Exemption: Drilling fluids, produced waters; and wastes associated with
oil and gas exploration. development, or production.

Other. Petroleum pipelines exempt from RCRA; weaker underground storage tank
regulations; cleanups of leaking underground storage tanks exempt from
toxicity characteristic; above ground crude oil storage tanks exempt
from RCRA; used motor oil considered "non-hazardous."

SUPERFUND - Comprehensive Response, Compensatlon & LIabity Act

Purpose To foster the prompt cleanup of hazardous substances released into the
environment, mostly in toxic waste dumps.

Exemption: Petroleum, natural gas, and synthetic gas exempted from this law's
definition of hazardous substancs.

Te Clea Water Act

Purpose: To eliminate pollution discharges into the nation's waterways
through the National Pollution Discharge Elimination System (NWES).
NPDES permits required for surface water discharge.

Exemption: Stripper wells (less than 10 bbls/day) exempt from zero discharge
requirement for produced water & associated wastes;

Exemption: West of 98th meridian, produced water from any well may be dis-
charged

into navigable waters or used for wildlife or irrigation under "beneficial
use" provisos.

Clean Waler Act and Rivers & Harbors Act

Spedal Provision: Under the Army Corps of Engineers regulation of dredging and
construction activities in the coastal and offshore areas of the United
States under Section 404 of the Clean Water Act and Section 10 of the
Rivers and Harbors Act there is a special provision allowing for
"nationwide permits," called no. 8 permits, wlich is type of blanket
permit that does not require the same level of detail and environmental
review that specific permits due. Oil and gas structures, in other words,
do not have to go through the same level of review that a port authority
might have to in building or expanding its facilities.

aRUDE AWAMIING 143hmisa of 16, hd~
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THE POLITICS OF EXEMPTION

The Safe Drhk!; Water Act

Pupoms To prevent contamination of drinking water sources, including
groundwater, regulates contaminants in drinking water, and also
regulates deep-well injection of wastes.

General Provision: House Report notes law's intent "not to authorize
needless interference with oil and gas production." Oil and gas
production, in other words, is accorded preferential treatment
over protecting drinking water.

Exemption: Oil & gas wastes - exempt from RCRA "hazardous" definition-
allowed to be injected in less regulated, less structurally sound Class H
underground waste wells. Some 170,000 Class 11 wells in 31 states
are used for waste disposal and for enhanced oil recovery. Class 11
wells are also subject to less strict regulatory provisions.

Exemption: Existing owners and 6peratorsn estimated at 70% of all Class iI wes
- exempt from abandoned well "area of review" requirement to search
for and remedy improperly plugged/leaking wells in nearby am.

Othen Maximum allowable daily fines for past or current violations by oil and
gas operators are half the level specified for others under EPA
Administrative Orders.

Hazardous Liquid iperine Safety Act

Purpose Regulation of Hazardous Liquid Pipelines and establishment of
minimum federal safety standards.

Exemption: Low-pressure, crude oil gathering lim of a diameter of six inches or
less, and located In rural areas, are exempt from regulation under
section M)9.

Clean Air Act of 1990

Purpose-. To improve public health by controlling and reducing air pollution

Exemption: Oil & gas platforms in federal offshore waters of Texas, Loulslari,
Mississippi & Alabama are exempt from air pollution regulations
required of onshore rigs.

Othen Rule to regulate volatile organic compounds (VOCs) at marine-loadl
terminals has not m Issued, and EPA officials say that one of the
largest source of such emissions - the Valdez, AK terminal with
43,000 tons wnually-- may be exempted i It Is determined there Is
no slgnilcart health risk.

. %Ad6lo144 ctuDEAwuAMI
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THE POUTICS OF EXEMPTION

Emergeacy Planning & Community Right-To-Know Act

Purpose: To publicly disclose information about toxic chemicals and potential
chemical hazards under the Toxic Release Inventory (TRI) as required
by the 1986 Superfund Amendments; also to encourage emergency
response to chemical accidents.

Exemption: The following oil- and gas-related industrial segments as classified by
the Standard Industrial Classification (SIC) system, are excluded from
the TRI; Oil and Gas Extraction, Petroleum Pipelines, Marine Cargo
Handling Facilities, Gas Production and Distribution, Petroleum and
Petroleum Product Wholesalers, Underground Injection Wells, Gasoline
Service Stations, and Fuel Oil Dealers.

0i Poflution Act of 1990

Purpose: To reduce the risk and frequency of, and where possible prevent, oil spills
in U.S. waters; establishes double hull tanker requirement and other
provisions for spl lability, compensation and spill dean-up response.

Exemption: Barges exempt for double hull requirement, must meet other
secondary contauunent" requirement by year 2015.
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March 4, 1993

The Hon. Mickey Kantor
U.S. Trade Representative
600 17th Street, NW
Washington, D.C. 20506

Dear Am-bassador Kantor:

As we all acknowledged on February 23, 1993, during a
meeting with you, a number of environmental, conservation,
health, and safety problems remain in the present NAFTA. We, the
undersigned, hope that this letter clarifies the position of our
groups with respect to the President Olinton's NAFTA package.
Successful resolution of these problems would not only promote
sustainable hemispheric trade, but would also send a clear
message to the Uruguay Round negotiators in Geneva. While all
the groups signed to this letter acknowledge the NAFTA problems
identified, individual groups reserve the right to offer varying
solutions to these problems.

First and foremost, we support the President's call for an
environmentall" supplemental agreement that will establish a
strcng North American Commission on the Environment (NACE).
X:oever, such a supplemental agreement must clarify various other
provisions of the existing NAFTA. In our opinion, these elements
of a supplemental agreement should be in the form of a protocol,
legally binding upon any party to NAFTA, and of equal stature to
NAFTA. Some groups have drafted protocol language for the NACE
and are presently drafting similar language for the protocol's
cther provisions that will be forwarded to you shortly.

I. ENFORCEMENT:

Trade should not be based on weak enforcement of established
standards. Enforcement is a crucial issue. We should not
sut)ect U.S. citizens to economic, health, safety, or environmen-
tal :nury as a result of weak enforcement of standards else-
where. Nor should our NAFTA partners be harmed by a failure of
U.S. enforcement. Sanctions, including both trade and non-trade
reasures, must be available to ensure compliance. Recognizing
that sovereignty concerns exist, we propose that a trilateral
.chanism, the North American Commission on the Environment
(!nAcr), as discussed below, be established with sufficient powers
to ensure adequate enforcement of existing and future laws.

11. NAFTA'S ENVIRONMENTAL OMISSIONS AND AMBIGUITIES:

We recognize the President's desire not to reopen t - NAFTA
text. Yet, there are provisions in the present text tnat are
*:t~er contradictory or unclear, and work to the detriment of

environmental, conservation, health, and safety protection. The
Bush NAFTA also completely fails to address several important
concerns. Therefore, the topics listed below are areas where a

NAFTA protocol must rectify present NAFTA omissions or ambigu-
ities.

A. ENVIRONMENTAL REMEDIATION:

Despite the fact that the several border agreements between

the NAFTA parties have been considered separate from the present

NAFTA, we do not believe that NAFTA should go forward until
enforceable commitments have been made to clean up the border

regions. Estimates for the U.S.-Mexico border clean-up range

from $ 5 to 15 billion. The U.S.-Canada border also suffers from

trade induced problems.
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B. FUNDING:

A secure source of funding for proper infrastructure devel-
opment, environmental enforcement, increased investigation, and
clean-up for all NAFTA-related environmental programs is vital.
Because national appropriations processes do not provide a secure
source of funding, we believe that designated funding sources,
based on fairness and the "polluter pays" principle, must be
developed as a prerequisite to implementation of NAFTA.

Ideas that deserve attention include: a)"snap-back" tariffs
applied to sectors with lax enforcement of existing standards; b)
a small transaction fee on all goods and services that could be
phased out over a specified number of years; c) a directed
"green" fee; d) an environmental countervailing duty on economic
activity that is environmentally unsusustainable or below stan-
dard: e) "earmarked" tariffs, which could be phased out during
the first 10-15 years of NAFTA; and f) development of a "green
investment bank," which could utilize established trust funds to
leverage additional money through bond proposals. Regardless of
which funding scheme(s) is eventually utilized, we believe it is
irperative to channel such funds back into environmental infra-
structure improvements, enforcement, border inspection, worker
transition programs, certain farmer support programs, and funding
of the NACE itself.

C. PUBLIC PARTICIPATION AND TRANSPARENCY

Public accountability of governing bodies is an essential
element of environmental protection and democratic governance.
Accountability includes the rights of notice, comment, the
opportunity to participate, the ability to bring complaints, and
access to decision-making processes. For the NAFTA package to
address these serious concerns, the process of crafting this
protocol must provide public accountability and the protocol
itself must ensure accountability in the administration and
implementation of the NAFTA package.

The current NAFTA dispute panel provisions completely fail
to provide citizens from the NAFTA countries with the means to
obtain information from, and participate in, resolution of trade
disputes concerning environmental, conservation, health, and
safety matters. The protocol must provide the public with
participatory rights in whatever forum ultimately resolves
trade/environment disputes under NAFTA. Furthermore, the NAFTA
package must ensure that the public can participate meaningfully
in the remaining negotiations of NAFTA. Prior NAFTA negotiations
failed to provide the public with sufficient participatory
rights, resulting in the deficiencies outlined in this letter.
The upcoming negotiations of the NAFTA supplemental agreements
provide an ideal opportunity to, at least in part, -rectify
NAFTA's failure to embrace democratic principles.

D. INTERNATIONAL AND DOMESTIC PRODUCTION/PROCESS
(PPM) STANDARDS:

Trade law must recognize that how a product is produced is
as important as the quality of the product itself. Only by
recognizing process-based trade restrictions will governments
retain their ability to keep high domestic standards without
placing domestic producers at a competitive disadvantage. Al-
though Article XX of the General Agreement on Tariffs and Trade
(GATT) provides for health and natural resource conservation
exceptions, these provisions have been constricted by recent GATT
panel decisions. Without explicit clarification, NAFTA will
repeat the mistake of GATT panels and the Dunkel draft by incor-
Forating unacceptable provisions or interpretations of GATT
(e.g.. Article 103, NAFTA). For example, laws that would re-
strict the import of products made with CFCs, timber produced in
an unsustainable fashion, or the inhumane treatment of animals
could be subject to challenge under NAFTA.
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The infamous tuna/dolphin dispute highlights the political

difficulties that can be involved in a dispute concerning produc-
tion process issues. In the tuna/dolphin case, a GATT panel held
that harvesting methods were not a GATT-legitimate basis for
distinguishing between, and placing import restrictions on,
dzlphin deadly tuna. After considerable political negotiation,
Mexico agreed to join the U.S. in a global moratorium on the
setting of nets on dolphin and to use the moratorium as a basis
for prohibiting imports of dolphin deadly tuna. To date, Mexico
and the U.S. have failed to enter into a global moratorium. The
failure of such agreement to be effectively implemented s9,rves to
underscore the necessity for specific text within the context of
the NAFTA package setting forth the right of NAFTA parties to set
standards and distinguish between products on the basis of
production methods. As part of the NAFTA package, we believe
that relevant NAFTA parties should also be required to enter into
and enact the global moratorium.

E. STANDARDS

A formal trading relationship between countries with signif-
icantly difftrent environmental standards possesses predictable
tensions. On the one hand, a country with high standards does
not want its environmental quality or economic competitiveness to
suffer as a result of weak (or non-existent) standards elsewhere.
On the other hand, a country with lower standards does not want.
its sovereignty infringed upon by other countries. No NAFTA
party's environmental, health, or safety standards should be
weakened by NAFTA, and the.NAFTA package should encourage, rather
than inhibit, the ability of any NAFTA party to raise standards.
5ee H.Cong.Res. 246 (Waxman-Gephardt); Trade Act of 1974, as
amended, 19 U.S.C. Section 2504. In addition, the protocol must
protect the full jurisdictional range of each party's domestic
standard setting ability, such as proposals to prevent the export
of domestically prohibited or restricted products (e.g., pesti-
cides).

We believe the difficulty in reconciling differences in
standards can be resolved in a manner consistent with the funda-
mental principles of international trade; namely, the test for
environmental, conservation, health, and safety standards should
be the same as for other NAFTA provisions -- national treatment
and nondiscrimination. NAFTA's standards provisions must not
provide a mechanism to challenge another country's chosen level
cf environmental, conservation, *ealth, or safety protection, nor
the means chosen to achieve such protection if the means is
facially non-discriminatory in intent.

NAFTA's two chapters specifically covering standards,
Sanitary and Phytosanitary standards (SPS) and Technical Barriers
to Trade (TBT), contain ambiguous and contradictory language, and
may be interpreted to encourage harmonization towards generally
lower international norms. The current TBT and SPS texts set up
numerous committees with broad poXicy jurisdiction, and establish
detailed procedures for "conformity assessment" and other harmo-
nization mechanisms. We believe that standard-setting is a
matter for local, state, and national democratic bodies, and
should be subject to trade disciplines only when there exists a
discriminatory intent. To the extent that such committees and
standard-setting procedures will exist in NAFTA, the SPS and TBT
texts must be supplemented and clarified to ensure openness,
mechanisms for public participation and oversight, and participa-
tion of environmental, health, and safety experts.

The protocol must also assure that the role of "science" as
a necessary basis for standards-setting is not an absolute
prerequisite to the adoption and implementation of standards.
Standards based, for instance, on the precautionary principle or
on consumer preference must be allowed, so long as their intent
is transparent and facially non-discriminatory. Similarly, stan-.
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dards not based on risk assessment, like referendums and "zero-
risk" standards, must not be challengeable by NAFTA. The NAFTA
package must also make clear the ability of countries to maintain
more than one level of acceptable risk. Further, the role of
international standard-setting bodies must be only advisory.

In addition, the NAFTA standards sections threaten to expose
legitimate environmental, conservation, health, and safety
protections to attack as trade barriers on the basis of how a
particular level of protection is implemented. The protocol,
therefore, must clarify that a non-discriminatory measure will
not be held to violate NAFTA because some less NAFTA-inconsistent
measure may conceptually exist, a measure has extrajurisdictional
implications, or is based on process distinctions.

Finally, the protections afforded by the wide range of
standards applicable in the NAFTA parties can only be as strong
as the commitment of the NAFTA countries to effectively monitor,
inspect, and enforce these standards. For example, with the
increased movement of products expected from NAFTA, the U.S. will
need to implement new inspection mechanisms to ensure that meat
and livestock imported from Mexico and Canada meet all applicable
U.S. standards.

F. IMPACT ON STATE AND LOCAL LAWS:

Because states and localities are not parties to NAFTA, they
cannot directly defend their standards under Chapter 7 or 9.
Although the federal government is allowed to set standards it
deems "appropriate," states and localities do not explicitly
possess this right, and are thus dependent upon the federal
government for defense. Furthermore, NAFTA Article 105 states
all parties "shall ensure that all necessary measures are taken
that in order to give effect to the provisions of this agreement
... by state and local governments." This situation will have a
chilling effect upon progressive sub-federal legislation that
often drives effective federal action. Thus, the NAFTA package
must provide sub-federal governments standing and a major role in
NAFTA disputes. It must also assure the ability of sub-federal
governments to establish initiatives that exceed federal and
international standards.

G. INVESTMENT:

Although Article 1114 of the existing NAFTA recognizes "that
it is inappropriate to encourage investment by relaxing domestic
health, safety or environmental measures," it does nothing to
actually prevent such an occurrence. No NAFTA country should
become a "pollution haven" for unscrupulous investors, American
or otherwise. The United States, for example, frequently applies
li tations to investment, domestically and abroad, for important
political and national security reasons; that definition must now
be broadened to include ecological security. The NAFTA package
must provide a means, including for instance offsetting tariffs
to make "polluters pay," so that environmental, health, and
safety costs are fully internalized. Moreover, NAFTA's invest-
ment provisions should permit access to dispute settlement as a
means of preventing environmentally damaging investment.

H. INTERNATIONAL AGREEMENTS:

At present, only three multilateral environmental agreements
are given some limited measure of protection under NAFTA: CITES,
the Montreal Protocol, and the Basel Convention. The Bush Admin-
istration's defense to this limitation was that only these three
agreements possess direct trade implications. Not only is this
assertion false, but the logic behind the argument is also
needlessly narrow. We strongly belieVe that all NAFTA parties
must possess the ability to implement and enforce any interna-
tional agreement by imposing trade restrictions, if such-restric-
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tions are an effective way to secure complete compliance with the
agreement in question. Therefore, we believe aUl present and
future international environmental, health, safety, animal
welfare or conservation agreements, to which any NAFTA party is a
signatory, should be referenced in the protocol and added to
Article 104.

I. ENERGY:

Rules of energy trade among NAFTA parties must respond to
the pressing ecological imperative of global warming by assuring
the stabilization of greenhouse gas emissions and the reduction
of C02 emissions. For both Canada and the U.S., substantial
reductions of the energy intensity of these economies is also
required. It is critical that the protocol make these goals
explicit. As currently written, Chapter 6 of NAFTA and its
precursor in the U.S.-Canadian FTA fundamentally undermine these
objectives. Particularly problematic are those provisions of
NAFTA that provide for proportional access, as well as the
subsidization of oil and gas projects.

Thus, the protocol must secure the right of all NAFTA
parties to restrict the export of energy and energy resources to
abate global climate change and achieve other environmental
objectives. The protocol must also protect least-cost energy
programs, like subsidies to encourage conservation and renew-
ables, from trade challenges. In addition, the protocol should
include specific provisions to encourage the transfer of appro-
priate energy efficient technology and to ensure that full
environmental impact-assessments are undertaken for all major
energy projects.

J. AGRICULTURE:

NAFTA, as written, threatens the survival of family farmers

who have the most experience and potential to be good stewards of
the land. If agricultural production is to be put on a sustain-
able footing, (e.g. decreased production on marginal land and the
use of fewer chemicals), then environmental and social costs must
be internalized. This will not happen if family farmers have to
compete with cheaper imports produced in less sustainable ways.

NAFTA must preserve the capacity to employ supply management
as a policy tool to promote sustainability. This capacity has
been seriously undermined by NAYTA's tariffication -of quantita-
tive import controls, including Section 22 of the Agricultural
Adjustment Act and the Meat Import Act. We therefore propose
that the tariffication provision be al-tered through the supple-
mental agreement to allow for import controls on supply managed
crops and to create the possibility for the future supply manage-
ment of crops not currently in the program.

K. CONSERVATION ISSUES:

The NATTA package must not allow or encourage natural
resources sort, as water, forests, and the diversity of species to
be unsustaina1y consumed or harmed. If countries are to develop
and imniement sustainable natural resource management programs,
they must possess unfettered authority to regulate resource
extraction. Of critical importance is the power to determine
whether, and under what terms, a NAFTA party's resources may be
exploited for export markets. Under NAFTA, particularly Articles
3C9 and 316, the sovereignty of countries to regulate the export
Cf natural resources is severely curtailed. In fact, Article 316
goes much further than GATT by assuring perpetual access to other
party's resources, notwithstanding domestic shortages, for as
long as those resources last. A particularly serious problem in
this regard is the prospect that NAFTA could be used to compel
ma3or interbasin transfers of water despite existing water
ranagement regimes. The protocol, thus, must explicitly provide
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that all parties possess unfettered authority to embargo natural
resource exports for legitimate conservation ends.

A related problem centers upon the impact of NAFTA's intel-
lectual property framework on efforts to protect the biological
diversity of this continent'S ecosystems. The protocol should
ensure that equal protection be afforded to both the "stewards"
cr"owners" of bio2ogical resources, including indigenous and
minority peoples, as well as to patent holders.

To help deal with wildlife habitat conservation in particu-
lar, we propose that the Convention on Nature Protection and
Wildlife Preservation in the Western Hemisphere be revitalized
ard specifically linked to NAFTA so that acceding countries to
NAFTA make specific accommodations to habitat protection within
their borders.

L. GOVERNMENT PROCUREMENT:

The use of preferential purchasing policies is an important
tool that has been used by governments at all levels to create
markets for, and encourage the development of, green technology,
and environmentally sound products. Under Chapter 10 of NAFTA,
such green procurement initiatives are vulnerable to challenge.
For instance, under the CUSFTA, Canadian paper manufacturers
have argued they possess a trade claim on the basis of recycled
paper content requirements by U.S. governments. Thus, the
protocol must assure the rights of governments to implement
environmental purchasing policies and practices free from the
threat of trade sanctions.

H. THE "NECESSARY" TEST AND OTHER PROBLEMATIC NAFTA
LANGUAGE:

Like many other NAFTA provisions, Chapter 21's environmental
"exceptions" incorporate GATT terminology and jurisprudence.
Unfortunately, recent GATT panel decisions have interpreted the
term "necessary to protect human, animal or plant life or health"
as requiring "necessary" measures to be "least-GATT" or "least-
trade" restrictive. Under this standard, many present federal
*rb'1 state measures could be found to be NAFTA-inconsistent --
from bans on the trade in elephant ivory to state recycling
programs. The environmental exceptions in NAFTA, therefore, need
to be clarified and strengthened to ensure that the GATT juris-
prudence does not affect the interpretation of NAFTA.

Also potentially problematic is NAFTA Article 903, which
could be read to incorporate GATT provisions and jurisprudence in
a way that diminishes a NAFTA country's ability to protect
environmental resources. Furthermore, Annex 2004's allowance to
seek dispute settlement if a party feels "any benefit it could
reasonably have expected to accrue it ... is being nullified or
irpaired" invites attack upon U.S. standards. Similarly, the
"based on" language of Articles 754, 755, 757, and 905 could
needlessly threatens U.S. laws like the Delaney clauses. Here
again, a clarifying standard should be adopted in the protocol
that protects all U.S. environmental, health, and safety stan-
dards, as long as they are not arbitrary, discriminatory, or
disguised trade barriers.

N. SUSTAINABLE DEVELOPMENT:

While we laud the goal of "sustainable development" in
NAFTA's preamble, we would like to see the goal of sustainable
development made binding, and appear in Article 102's Objectives.
By truly integrating the concept of sustainability into this
protocol, the NAFTA parties will establish an environmental
benchmark for hemispheric trade and development.
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U! . TE NORTI AM RICXN CONNI8XXON ON TEE ENVIRONMENT (IACU)a

We support a NACE that will possess investigative, monitor-
ing, and enforcement powers for all present and future parties of
NATTA, au well as serve as a mechanism for meaningful public
participation. A strong MACE would not only enable the NAFTA
parties to jointly increase the use and implementation of benefi-
cial environmental, health, and safety measures, but also provide
an effective mechanism for identifying and addressing degrading
activities that create unfair competitive advantages or result in
trade distortions. All activities of the MACE described will be
public, except where explicitly provided otherwise.

STRUCTURE OF THE NACE:

Following are some practical recommendations regarding the
structure and functions of the MACE.

1. NACE Commission:

The Commission should ultimately be responsible for all
functions of the NACE. Each NAFTA party should have the right to
a8pznt one NACE Commissioner who, together with the other NACE
Co=.issioners, will possess authority to effectively implement
MACE policies and perform MACE functions. We suggest that the
operative voting norm for NACE be a majority. The U.S. NACE
Commissioner, equipped with a staff, should be selected by the
President with Senate confirmation.

2. NACE Secretariat:

A permanent and independent Secretariat should also be
created in order to realize NACE's substantial mandate. Thus, we
recommend establishing a head of the Secretariat (Secretary
General). The Secretay General, with staff, should possess
responsibAlity for implementing the environmental, health and
safety provisions of the NAFA package, though national courts
would retain concurrent jurisdiction to enforce standards in
their own courts. The Secretariat should also be responsible for
submitting an annual public report to the parties on its various
duties.

3. Roster of Dispute Panelists:

The Commission should establish a roster of environmental,
c,;nserz'ation, health, and safety experts with appropriate trade
background for dispute resolution under NACE.

4. NACE Public Advisory Committee:

We suggest a Public Advisory Committee be formed, made up of
four representatives from each country and one representative
selected by the Secretariat. The four U.S. representatives
should be picked by the Presidert, and must include at least two
individuals from non-profit environmental, conservation, health,
and safety groups.

FUNCTIONS OF THE NACE:

1. Dispute settlement:

An effective NACE must be empowered-with the authority to
engage in two distinct prongs of dispute resolution:

a. NACE must be able to effectively dismiss complaints
that attack laws whose sole purpose is to advance legitimate
environmental, health, safety, or conservation laws. The proto-
col should provide that challenges to laws implicating environ-
rental, health, and safety protections should be referred to the

mACE. Where the NACE finds that the sole purpose and effect of a
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challenged party's measure is to advance a legitimate environmen-
tal, health, or safety goal, such a finding shall be referred to
the NAFTA dispute process for the dismissal of the complaint.
Where the NACE finds that the complained of measure is not in
full a legitimate environmental, health, or safety measure, the
NAFTA dispute may continue, according the findings of the NACE
great deference in making its environmental, health, safety, or
conservation determinations on the application of NAFTA's provi-
sions. This process will ensure that legitimate protections are
insulated from trade challenges, without compromising the ability
of the parties to address NAFTA-inconsistent protectionist trade
reasures.

b. The NACE dispute settlement procedure should also be
the mechanism for NAFTA environmental, health, and safety en-
forcement. Disputes may be brought by NAFTA parties or the
public involving environmental, health, or safety issues before
the Commission. The Commission should determine which cases
shall be directly referred to a NACE dispute panel. In cases
where the Commission declines a matter, the Public Advisory
Committee should possess authority to compel the dispute resolu-
tion under NACE. The Public Advisory Committee should also
possess authority to bring complaints to NACE directly. U.S.
implementing legislation must specifically acknowledge the right
of U.S. citizens and groups to sue in federal court to invoke
trade measures or other appropriate sanctions for violation of
U.S. standards. NACE should only enforce a party's own stan-
dards.

If a dispute panel verifies a complaint by a party or
individual, then that party or individual should be entitled to
pursue the "snap-back" tariff provisions of NAFTA's Chapter 8
through the complainant's domestic trade agency. If a dispute
panel determines that a party or individual has suffered an
environmental, conservation, health, or safety injury as a result
of lax enforcement in another country, yet no trade injury
exists, then NACE should possess the authority to levy a fine
upon the violating entity. Mechanisms should be developed to
enable monies collected through the dispute process to be used
for environmental compliance.

2. Investigation:

We believe the NACE must possess authority to investigate
environmental, conservation, health, and safety matters in all
NAFTA countries. The NACE should be able to commence an investi-
gation on its own initiative or at the request of the Public
Advisory Committee, the public, or a NAFTA party.

3. M o

The Secretariat, in cooperation with the NACE Commissioners,
sho-ild also possess authority to monitor the condition of the
NAFTA parties' general environment. Consequently, the Secretari-
at should possess the authority to obtain information form the
?!AFTA parties' government and the general public.

4. NAFTA Amendments and Accession:

Because of the significant impacts that either NAFT% amend-
rents or accession would have upon the environment, the NACE
Cc -ission should make recommendations to the parties on these
ratters. Any new party to the NAFTA should be required to
accede to the whole NAFTA package and submit a report to the NACE
on its environmental, health, and safety protection schemes, as
uell as the enforcement of those protections. These reports
ccz:d be revised by all NAFTA parties at regular intervals
tnereaftei-.
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5. Cooperative efforts:

We further suggest the NACE promote cooperative efforts
arcng NAFTA parties relating to trade and its environment,
health, and safety implications for technology transfer, techni-
cal assistance, training, and education programs. Several
successful cooperative ventures between NAFTA parties have
already commenced. The potential in exporting U.S. technological
expertise will not only enhance enforcement efforts in other
countries, but will also generate a significant number of Ameri-
can )obs.

We appreciate the opportunity to brief you on these matters
and look forward to working with you over the coming months and
years. We hope that the protocol outlined in this letter is
merely the beginning of a larger process to incorporate sound
environmental oversight into the NAFTA process. Please do not
hesitate to contact us if you have any questions.

On behalf of:

Defenders of Wildlife
Center for International Environmental Law (CIEL)
Friends of the Earth
Sierra Club
Public Citizen
The Humane Society of the United States
Humane Society International
Institute for Agriculture and Trade Policy
Center for Rural Affairs
National Family Farm Coalition
Earth Island Institute
Marine Mammal Fund
Animal Protection Institute
Rainforest Action Network
Whale and Dolphin Conservation Society
Performing Animal Welfare Society (PAWS)
The Fund for Animals
Environmental Investigation Agency
Environmental Solutions International
International Primate Protection League
N.Y. Public Interest Research Group, Inc.
Community Nutrition Institute
National Toxics Campaign Fund
North America Project, World Policy Institute
cc: The Honorable Bruce Babbitt

The Honorable Carol Browner
The Honorable Mike Espy
The Honorable Ron Brown
The Honorable Warren Christopher
The Honorable Tim Wirth
The Honorable George Mitchell
The Honorable Max Baucus
The Honorable Daniel Moynihan
The Honorable John Kerry
The Honorable John Chafee
The Honorable John Danforth
The Ponorable Sam Gibbons
Tb2 Honorable Gerry Studds
The Honorable Richard Gephardt
The Honorable Dan Rostenkowski
Vh* Honorable Ron Wyden
The Honorable Bill Richardson
The Honorable Henry Waxman
The Honorable Sam Gejdenson
The Honorable Robert Matsui
The Honorable Peter D.Fazio
The Honorable Cardiss Collins
The Honorable John LaFalce
The Honorable Laura Tyson
The Honorable Carmen Suro-Bredie
Ms. Kathleen McGinty
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May 4, 1993

Ambassador Mickey Kantor
U.S. Trade Representative
600 17th Street, N.W.
Washington, D.C. 20506

Re: NAFTA -- Supplemental Aireements

Dear Ambassador Kantor:

As you are aware, the undersigned environmental groups have
each consulted with your office about and made recommendations
concerning the North American Free Trade Agreement (NAFTA)
supplemental agreements on the environment. In order to clarify
the positions that we believe are-critical to the supplemental
agreement negotiations and to help the President achieve his
objectives on NAFTA, we have come together to define those
provisions which if included in the supplemental agreements would
secure the support of all of our organizations for the NAFTA.

In developing the positions set forth below, we were guided
by several key principles: (a) that the supplemental agreements
must establish a North American Commission on the Environment
(VACE) which is given meaningful responsibility and the resources
to undertake its role; (b) that the Signatories must give NACE
the power to play an important role in helping ensure that the
Signatories enforce their environmental laws; (c) that the MACE
have the ability to discuss, evaluate and report on important
environmental and conservation issues; (d) that the Signatories
agree to a dedicated source of funding for the NACE, border
infrastructure and cleanup, and conservation programs; (e) that
there be meaningful public participation in the environmental
aspects of the NAFTA, including the NACE; and (f) that
ambiguities in certain provisions of the NAFTA text, particularly
the standards provisions, be clarified.

Based on these principles, we have agreed that the
undersigned groups will support the NAFTA if the supplemental
agreements include the following provisions:

I. The RACE.

A. Structure. The Signatories would establish a North
American Commission on the Environment (NACE) that, in
addition to Commissioners, is staffed by a permanent
Secretariat needed by a Secretary General who has the
independent power to prepare reports and conduct
investigations, and which is advised by a Citizens Advisory
Board that includes representatives of nongovernmental
organizations from each Signatory.

a. Power to Prepare Reports. The NACE would have the
responsibility for preparing specific reports set forth in,
the supplemental agreements. The NACE would also have the
power to act as a policy forum to debate and report on
environmental and conservation issues.

C. Power to Investigate. The NACE would have the
power to conduct investigations on its own initiative or in
response to citizen petitions in a manner consistent with
priorities set by the supplemental agreements and the
Secretary General. It would also prepare reports on the
results of such investigations.

D. Contents of Reports and Follow-up. The reports of the
NACE wculd include suggested action plans; the Signatories
involved would respond in writing to such action plans; the
RACE agreement would require the Secretary General at
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regular intervals to follow up and report on the status of
the implementation of an action plan; and the Secretary
General would make all its reports and responses public.

X1. Enforcement.

A. Gathering Information. To gather information, the
Secretary General would have the power to hold public
hearings and request that the relevant Signatory government
gather information that the Secretary General finds is
necessary. A Signatory responding to a request from the
Secretary General for information would seek to obtain such
information pursuant to and consistent with the Signatory's
laws and regulations. The Secretary General would have the
power to request verification of data by visits by its staff
to the relevant facilities accompanied by enforcement
personnel of the Signatory. The visits would be conducted
consistent with the laws and regulations of the Signatory
and be of sufficient scope to meet the information
objectives of the Secretary General. All denials of
requests for information or verification would be made
public unless the Signatory certifies that this would
interfere with an ongoing civil or criminal investigation.

3. Individual Facilities and Operations. The Secretary
General would have the power to gather information about
individual facilities and operations, and be able to use
such information to evaluate enforcement of law by the
Signatories.

C. Sanctions. The Signatories agree that any Signatory
who believes that another Signatory has engaged in a pattern
of failing to comply with NACE recommendations embodied An
an action plan or with requests for information and
verification by the Secretary General could initiate a
dispute settlement proceeding under Chapter 20 of NAFTA on
the basis that such repeated failures nullify and impair the
concessions granted in the NAFTA. Article 2019 sanctions
would be implemented where a dispute panel finds a pattern'
of a Signatory failing to comply with NACE recommendations
embodied in an action plan and/or a pattern of failing to
respond to NACE requests for information and verification.

D. Domestic Law Enforcement. The Signatories would agree
to make available to their own citizens under their domestic
laws enforcement procedures similar to those in Article 1714
of NAFTA so as to permit effective enforcement of
environmental laws.

tUl. Funding.

A. Funding for MACZ and Border Projects. The supplemental
agreements would provide for a secure source of funds in an
amount sufficient to enable the MACE to undertake each of
its responsibilities and functions, as well as for cleanup
and infrastructure programs on the U.S/Mexican and U.S./
Canadian borders.

3. Funding for Conservation Programs. The supplemental
agreements would provide for a secure source of funds for
conservation, biodiversity and ecosystem protection
programs.

IV. Standards.

A. Negotiation of Process Standards. The Signatories
would agree to enter into negotiations within six months of
the implementation of the NAFTA to discuss criteria for
setting process standards. In addition, the Signatories
would agree to place a moratorium on bringing cases to
dispute settlement panels if the law at issue is designed to
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protect fish, animals or wildlife outside the territo-rial
land of the Signatories until these negotiations develop
applicable criteria for process standards. The implementing
legislation would include a provision specifying that
arbitral panel decisions adverse to a U.S. fish, animal or
wildlife law or regulation would not result in the repeal or
amendment of any such law or regulation.

a. Chapter 9. The Signatories would clarify that Chapter
9 was intended to allow challenges to an environmental
standard-related measure only on the ground that it is
discriminatory or was designed as a disguised barrier to
trade, not on the ground that it is too strict.

C. chapter 7. The parties would either agree on language
clarifying certain key terms in Chapter 7 that remain
ambiguous, including but not limited to the term C
"necessary," or agree that they will not bring cases under
Chapter 20 challenging a sanitary or phytosanitary standard
for pesticide residues or contaminants in food under Chapter
7 except on the ground that the standard is discriminatory
or was designed as a disguised barrier to trade.

D. Challenges to State Lava. The Administration would
agree that it will seek in the U.S. implementing process a
provision preventing the preemption of or interference with
states' or other subnational entities' laws or policies on
the basis of Articles 105 or 902.

V. Dispute Settlement.

A. Dispute Settlement Protocol. The Signatories would
enter into a protocol which clarifies the procedures of
arbitral panels; which sets forth the deference sucir panels
will give to a Signatory's agency and judicial decislos and
a Signatory's laws concerning the setting of standards;
which increases the transparency of arbitral panel
proceedings by providing, consistent with criteria set in
the supplemental agreement, documents to the public and the
opportunity for interested persons to file amicus briefs;
and which specifies the opportunity for public participation
and the use of environmental experts in such proceedings.

B. Input Into U.S. Positions During Dispute Settlement
Proceedings. The implementing legislation would provide for
public input (and, where appropriate, input from state and
local governments) into U.S. government decisions relating
to: (i) the defense of cases before arbitral panels
challenging environmental laws, and (ii) decisions whether
to bring a dispute settlement proceeding alleging that a
Signatory has not complied with NACE recommendations or
requests.

VI. Public Participation. In addition to the public
participation provisions described above, the Signatories
would agree to enact "community right-to-know" laws
consistent with Principle 10 of the Rio Declaration.

VII. International Zmvironmental Agreements.

The Signatories would add additional environmental and
conservation agreements to Annex 104:1 and list automatically on
that annex all amendments to the agreements on that annex and in
Article 104. Dispute resolution panels would give deference to a
Signatory's decision that it has properly interpreted the
relationship between the NAFTA and another international
environmental agreement. We will provide a list of the
Agreements that we believe should be added to Annex 104:1.
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VZZ1. supplemental Agreements.

The Signatories would agree, consistent with their domestic
law, to take actions that give the supplemental agreements on the
environment the same status and effect as the NAFTA itself.

The provisions described in this letter are elaborated and
amplified in the attached back-up memorandum. Tsken together, we
believe that they would be either consistent with historical
practice in the international area or reflective of the trend
towards greater transparency'in international deliberations, that
they would be consistent with.the preamble to NAFTA and the Rio
Declaration, that they would not unduly interfere with the
sovereignty of the Signatories, that they would not require a
rewrite of the NAFTA text, that they woild increase protection of
the environment throughout North America and that they would lead
to significantly better protection of the environment than would
result if the NAFTA were defeated.

Please note that neither this letter nor the back-up
memorandum addresses a number of important issues that affect the
borders of the Signatories, including the relationship between
the NAFTA and other border agreements and institutions and the
need for establishing national environmental management
districts. Those issues will be addressed in another letter we
are preparing. In addition, we are preparing and will provide a
letter analyzing funding options.

We deeply appreciate your careful consideration of the
matters set forth in this letter and look forward to meeting with
you to discuss them further.

Defenders of Wildlife

Fred Krupp
Environmental Defense Fund

Feter A.A. Berle
National Audubon Society

r '.

:X .Aal Pesorcs Defense CoDncil

Sincerely,

Jay a .Hi
National Wildlife federation

Joh4- Whill
Nat Conservancy

World Wildlife Fund
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BACK UP MEMORANDUM

This memorandum sets forth a more detailed description
of each of the points referenced in the letter to Ambassador
Mickey Kantor dated May 4, 1993. The organizations that signed
the letter believe that these points, if achieved, would
successfully implement the broader provisions set forth in the
letter.

1. The NACZ.

A. The structure of MACE.

1. Organisation.

The RACE structure would include: (a) as
Conmissioners the chief environmental officers of each of the
Signatories; (b) a Secretariat headed by a Secretary General with
a permanent staff; and (c) a permanent Citizens Advisory Board.

2. The Secretary General.

The supplemental agreement would provide criteria for
the choice of the Secretary General, including a requirement that
the Secretary General have trade and environmental experience,
management experience and sufficient stature. The supplemental
agreement would provide term limits for the Secretary General as
well as criteria for the removal of the Secretary General,
including, but not limited to, a requirement that the Secretary
General be subject to removal only for cause.

3. The Citizens Advisory Board

The Citizens Advisory Board would be made up of six
representatives from each Signatory and one representative
selected by the Secretary General. The six U.S. representatives
would be picked by the President and would include at least two
representatives from non-profit environmental, conservation,
health and safety groups and one representative from a non-profit
border group.

4. The Commissioners.

Each Signatory would appoint its senior environmental
official as one of the three RACE Commissioners.

s. Role of Commissioners and Secretary General*

The Commissioners would oversee the operation of the
RACE by setting policy guidelines for the Secretary General and
by reviewing annual work plans prepared by the Secretary General.
The Secretary General would have the power to propose the annual
work plans, to implement independently the work plans reviewed by
the Commissioners, to issue the reports described below, to
include in those reports recommendations to the Signatories, and
to respond to citizen petitions as described below.

2. The Powers and Responsibilities of the MARC.

1. Initial Reports.

No later than two years after the NMFTA becomes
effective, the Secretary General would issue separate reports
that evaluate and make recommendations concerning the enforcement
of environmental laws by the Signatories; the implementation of
NAFTA and the side agreements; the relationship of natural
resources, biodiversity, agriculture and energy to trade and
sustainable development; the status of environmental protection
on the borders of the Sigatories; and the status of upward
harmonization of the environmental laws of the Signatories. An
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example of a specific description of what would be included in
the initial reports is annexed as Exhitit A.

2. Annual Reports.

After the issuance of these initial reports, the
Secretary General would issue an annual report on enforcement of
environmental laws by the Signatories, the status of the
environment of the Signatories, and the implementation of NAFTA
and the supplemental agreements, as well as any other reports
consistent with the work plans for the NACE proposed by the
Secretary General.

3. Investigations.

The Secretary General would investigate, report on the
results of investigations, and make recommendations based on
investigations he or she initiates or undertakes in response to
public petitions. The Secretary General would grant priority to
petitions that allege significant harm to the environment and
that relate to transboundary pollution, the global commons and
failure to enforce the law against facilitiuas or induvitries that
are involved in the import or export of goods among Signatories.
The Secretary General may in his annual work plans set rth
additional criteria for setting priorities for conducting
investigations and responding to public petitions.

4. Policy For&.

In addition to preparing reports and conducting
investigations, the NACE would act as a policy fora to debate and
report on environment and conservation issues. To advise these
foray, the Secretary Generel may form ad hoc groups of policy
experts and would consult with the Citizens Advisory Board.

C. Citizen Access.

Any person or organization may petition the Secretary
General to undertake investigation of allegations that a
Signatory's law is not being enforced, to hold-policy fora and to

investigate allegations of damage to the environment or
biodiversity as a result of trade.

II. Enforcement.-

A. Information Gathering.

To gather information necessary to prepare any of the
above reports or to evaluate citizen petitions, the NACE would
have the power to request that the relevant Signatory government
gather information that the Secretary General finds necessary.
The Signatories would agree in the supplemental agreements to
cooperate fully with these requests and a Signatory responding to
a request from the Secretary General for information would seek
to obtain such information pursuant to and consistent with the
Signatory's laws and regulations. A signatory would notify the
Secretary General in writing if the Signatory refuses to or
cannot provide the information, with an explanation for its
decision. 10

3. Verification

If the Secretary General finds that the information it
receives about an enforcement of law issue is inadequate, the
Signatories agree that they would permit the NACE staff to verify
the data by visiting, accompanied by enforcement personnel of the
Signatory, the relevant facilities, operations or government
officials. The visits would be conducted consistent with the
laws and regulations of the Signatory and be of sufficient scope
to meet the information objectives of the Secretary General. If
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a Signatory does not permit such verification, it woul! notify
the Secretary General in writing and provide an explanAtion for
its decision.

C. confidentiality

The Signatories and the Secretary General would provide
confidential treatment-to business records in accord with the law
of the relevant Signatory. All notices required by this section
would be made public unless the Signatory certifies that making
the notice public would interfere with an ongoing criminal or
civil investigation.

D. Public Bearings.

The Secretary General is authorized to hold public
hearings in connection with the preparation of reports or the
irvestigation of citizen petitions.

3. Individual Yacility Information.

In preparing general reports and in responding to
petitions, the NACE would be able to gather information about
individual facilities, and be able to use such information to
evaluate enforcement of law by the Signatories.

F. Recommendations in Reports and follow-up.

The recommendations in the reports prepared by the NACE
would include an action plan for addressing the issues raised in
the report. No later than six months after submitting an actfton
plan to a Signatory (or sooner if so recommended in the action
plan) and at regular intervals thereafter until the Secretary
General finds that the Signatory has implemented the action plan
or a plan that the Secretary General finds would achieve a
similar result, the Secretary General would request information-
on the implementation of theaction plan, conduct verification if
necessary, and would issue a publicly available report on the
status of the implementation of the plan.

0. Response to Reports.

The Signatories would respond in writing to the 4a
recommendations and fact findings in each report issued by e
NACE, and the Secretary General would make public all reports
produced by NACE and all responses from Signatories denying the
NACE information or verification requested by the Secretary
General.

N. Chapter 20Procoodings.

The Signatories would a4ree that any. Signatory who
believes that another Signatory has engaged in a pattern of
failing to comply with NACE recomendations embodied in an action
plan or requests for information and verification by the
Secretary General could initiate a dispute settlement proceeding
under Chapter 20 of the NAFTA on the basis that such repeated
failures nullify and impair the concessions granted in the NAFTA.
The parties would agree that Article 2004 of NAFTA provides
recourse to the dispute settlement process for these proceedings.
Article 2019 sanctions would be implemented whare a dispute
arbitral panel finds a pattern of a Bignatoryq. failing to comply
with NACE recommendations embodied in.an action plain and/or
failing to respond to NACE requests for information or
verification. The supplemental agreements would set forth the
factors the arbitral panel would consider in determining whether
a pattern of noncompliance had occurred, including but not
limited to, the frequency of the failures of the Signatory to
comply, the severity of the harm to the environment resulting -
frem the failures, and the time period within which the failures
occurred.
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to Domestie Law 3aforcaento•

The Signatories would agree to make available to their
own citizens enforcement procedures under their domestic law
similar to those I.n Article 1714 of the NAFTA so as to permit
effective enforceasnt of environmental laws. A sample set of
such provisions is annexed as Exhibit B.

III. Funding.

A. Funding for MACE and Border Projects.

The supplemental agreemnts would provide for a secure
source of funds in an amount sufficient to enable the NACE to
undertake each of its responsibilities and functions, as well as
for infrastructure and cleanup programs on the U.S./Mexican
U.S./Canadian borders. In determining border infrastructure and
cleanup program needs and priorities, procedures would be
established to ensure input from local communities that are
affected by the program.

N. Funding for Conservation Programs*

In addition to funding the NACE and border
infrastructure and cleanup programs, the supplemental agreements
would provide a secure source of funds for conservation,
biodiversity and ecosystem protection programs.

IV. Standards.

A. Negotiation of Process Standards*.

The Signatories would agree to enter into negotiations
within six months of the implementation of the NAFTA to discuss
criteria for the use of process standards. In addition, the
Signatories agree to place a moratorium on bringing cases to
dispute settlement panels if the law at issue is designed to
protect fish, animals or wildlife.outside the territorial land of
the Signatories until these negotiations develop applicable
criteria for process standards. The implementing legislation
would include a provision specifying that arbitral panel
decisions adverse to a U.S. fish, animal or wildlife law or
regulation would not result in the repeal or amendment of any
such law or regulation.

3. Dolphin Conservation Act.

The U.S. negotiators would formally request the Mexican
government to agree to the International Dolphin Conservation Act
moratorium on the practice of setting nets on dolphin to harvest
tuna.

C, Chapter 9.

The Signatories would clarify that Chapter 9 was
intended to allow challenges to an environmental standard-related
measure only on the ground that it is discriminatory or was
designed as a disguised barrier to trade, not on the ground that
it is too strict.

0. Chapter 7.

The parties either would aree on language clarifying
certain key terms in Chapter 7 that remain ambiguous, including
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but not limited to the term wnecessary,r or would agree that they
would not bring cases under chapter 20 challenqinq a sanitary or
phytosanitary standard for pesticide residues or contaminants in
food under Capter 7 except on the ground that the standard is
discriminatory or was designed as a disguised barrier to trade.
Sample language clarifying the terms of Chapter 7 is annexed as
Exhibit C.

3. Challenges to state Laws.

The Administration agrees that it would seek in the
U.S. implementing legislation a provision preventing the
preemption or interference with states' or other subnational
entities' laws or policies on the basis of Articles 105 or 902.

V. Dispute settlement.

A. Dispute settlement Procedure Protocol.

The Signatories would agree to enter into a protocol
setting dispute settlement procedure guidelines for arbitral
panels, including but not limited to provisions thats (1) ensure
that the burden of proof by a preponderance of the'evidence is on
the challenging party in a dispute over standards and on a
Signatory in a case in which the Signatory is defending an
allegation that it failed to comply with MACN recommendations or
request for information or verification; (2) provide deference to
agency and judicial decisions (except to the extent they conflict
with NACE recommendations) and to the laws and regulations of the
Signatories concerning the setting of standards.;(3) provide that
at least one environmental expert would sit on arbitral panels
when the dispute involves environmental issues and that the
expert would be chosen from a panel of such experts established
by the NACE; (4) provide access to all briefs filed before
arbitral panels in environmentally-related cases with appropriate
protection for national secrets and security interests and
confidential business information; (5) make arbitral panels
decisions available to the public except when the panel finds it
is necessary to redact the decision to protect confidential
business information or national secrets and security interests;
(6) permit interested persons or organizations to petition an
arbitral panel for permission to file amicus briefs and set
guidelines for the arbitral panel as to when to accept such
petitions; and (7) open hearings on environmentally-related cases
to the public with appropriate protection for national secrets
and security interests and confidential business information.

a. Input Into ,.S. Positions During Dispute Bettlement
Proceedings.

The implementing legislation would provide for public
input (and, where appropriate, for input from state and local
governments) into decisions relating to: (1) the defense of cases_
in the dispute settlement process of Chapter 20 of NAFTA
challenging environmental laws; and (2) whether to bring dispute
settlement proceedings alleging that a Signatory has not complied
with NACE action plans or requests.

Vi. Public Participatio.

In addition to the public participation provisions set
forth above, the Signatories would agree to enact "community
right-to-know laws" consistent with principle 10 of the Rio
Declaration.

VII. Relation to other environmental and Conservation
Agreements.

The parties agree pursuant to Article 104:2 to add to Annex
104:1 additional environmental and conservation agreements, and



377
to list automatically on Annex 104.1 all amendments to the
environmental and conservation agreements listed in that annex or
in Article 104. Dispute resolution panels would give deference
to a Signatories' decision that it has'properly interpreted the
relationship between the NAFTA and another international
environmental agreement. A list of the Agreements that we would
like to see added will be supplied in the near future.

VIII. Supplemental Agreement.

The Signatories would agree consistent with their domestic
law, to take actions that give the supplemental agreements on the
environment the same status and effect as the NAFTA itself.

ZxhibLA

INITIAL REPORTS

1. ComPliance with Law Reort - This report-Vill
generally analyze enforcement of environmental law within each
Signatory. The first report shall for each Signatory: (a) a
describe the resources available for enforcement of
environmental laws; (b) describe the permit programs for
discharge of substances into the air and water and the disposal
of substances on the land; (c) determine whether enforcement
resources are adequate and what steps can be taken to improve
enforcement; (d) determine, after review of a sample of
facilities, whether and how the permit program is being
implemented and suggest measures to improve implementation; and
(e) reach preliminary conclusions as to whether and how well
environmental laws are being enforced and recommend steps that
can be taken to improve enforcement.

2. Crossborder Revort -The crossborder report
shall analyze generally the status of crossborder pollution,
environmental compliance by maquiladora facilities, the need for
additional waste water treatment facilities, and the adequacy of
existing agreements relating to crossborder pollution among the
Signatory nations. The report shall make recommendations with
respect to each of these matters.

3. The Transborder Investmbnt Ieport - This report
shall include (a) a review of compliance with environmental law
by firms that are partially or fully-owned by persons (including
ultimate parent corporations, partnerships and individual
investors) from another Signatory (alternatively, another
"nation"] and have industrial, agricultural, mining or natural
resource operations or facilities in the territory of a Signatory
(except for operations by magutladra facilities which will be
covered by the crossborder report) and (b) an analysis of whether
any additional steps need to be taken to ensure that foreign-
owned facilities come into compliance with or stay in compliance
with the environmental laws of the Signatory.

4. Natural Resources. Biodiversitv Enerav and
Agriculture Reoort - This report shall analyze the effect of
increased trade and development on natural resources, energy and
agriculture and species diversity beginning with a general
analysis of the status of natural resource protection and the
threats to biodiversity as of the date of the first report. It
shall consider the effect of NAFMA on natural resources and
species and make recommendations to alleviate any significant
adverse effects it finds.

5. The SIde-AAreegment Reoorl - This report will
monitor compliance with side agreements, including any agreements
requiring that the legal systems of the Signatories give citizens
effective rights to enforce environmental laws
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6. The HarmoniZation of Standards Report - This

report would analyze whether the Signatories are making progress
in achieving upward harmonization of their standards.

EX1f3IT B

Environmental Enforcement

(Prepared by Justin Ward. Natural Resources Defense Council)
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3. ac Party s) provide that its Mkome mtborittes shall
have the 02tywritj toWg~zeay applicant for pravisienal
measures to Provide, to th aUdIcia authorities any evidence,
rsaona ly evall-al to that ~lIgMt that the ju icial
autborities consIder neesary to mble them to detinew with a
s.fficleat degre of -tasAty whether:

(a) the RWLcat is the rigot holders

(b) a natictal eavizemestaL low or realatoha in being
violated or Mck vTjolatiM in IMLnat; du

(c) any delay in the lssuews of sach mmaree is lkely to
cause irreparable hamn to the fight bour (or the

mnity st-lUrgl), or then Le e deisaible risk of

ach Party shall provide that its judicial authoritlem shall have
the authority to reqaace tL sw5Lmat to pTov=id a sodrutY or
equivalent aswurano emffioa~t to protest th Lnterests of the
4aoa6d0at end to prevt abuoe.

S. * ach Petty inhMU Provide that Its 1udiciaI sothorites shal
hav the Akthority to order prOvisionaZ measures on&aa V&
bass, in particular where any delay is Ikaly to satse trrepe
harm to the right h older (or the ommunity et-largep . or whoe
there is a dommstrams risk e Vida g diS&tyed.

4. ach Party shall Provide that where provisiona msur ere
adored by that frty a judicial ,utborities o an jarte besis:

(8) P rona afected su be given tice of those mesur
without 4O bat i any event so Later than immediately
etter ts eseatca Of he ms s

(b) a defedant sha, on requet, hay these smasurm
revimewd by "haV . 3Piemt' udell mutrities for the
purpose o deaL *"rl 1 a reasonable period after
maotie Of those measures La given, whether the motures
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sA1&U be Mdledf. revoked 69 onfr nd h all S A121 be
given an opportunity to be hea&" In the review
proceedLAgl.

4. Without prejudice to paragrph 4. eAc Party sha provide
that. on the cequat of thi 4efeat, ths Party's jmudcLta
authorities b u revoke or othe is 0c20ease to a th
provisional _asurs takea an the baia.r of po1 areg'ra Ph 3 i
procoedings .emdlia to a decasio an the msrfts tr aot lsitlateds

(a) without a reaaahie period s 4stat.ned by the Pdsicja3
Wtbarity orderlng the inoa"12 wra the #a&MONs
4e*"* lm so peauntz: or

(b) a the aoem 9 of mat a detete/atioa, within a period
of so mrs than 20 vo=irJo' days or 32 calea"r days,
Vwhchovr to longe .

I. och paty sball provide that, were th provisional masurs
age revoked or whers tduoy ee its. to any Gat.OR e.aL oIan by tM
An-mlic.at. or whors the"Jud$ £ suthoritie sbsoeac Alidthareci ham bee so violetten cc threat of a viciatlan at an
ovirocmmata1 lmw or rsgmat~o; the J olal authorities shall

have the sutrity, t4eo oder the .pol .t. n request of the
defendant, to provide the defenant appropriate @ame"AatLen for
ay &njury ownsd by ths a+.u+ii

a. eh party shal provide that, where a provisoa. Wasure
can be or vas a eswunt of e nLAatwratsve procedure, such

roou"shal fmozs to priocip1se eg vU wt subsotance to
se ct LA thin AUGtiUe

LAIrcle Zi CC8rAU Pm oase e4 0"eo

i. ach party shaL% provide orU~AI proeaure. and pealties tobe appled et* Uet in naged of ULUf~4 Yiolatioa of an
fYiroonmtztl Li or regulatLon ibm a ot ,tjmr& oaX. e
aty abalu prvie that tenaltes evaLlable Lao I rIsat

of aenatas) fine, or btlh. sufficient to Provide a etergent.

Exhibit C
(Drepared by Justin Ward, Natural c Defense C=ucil)

IIL CLARIFICATION OF NAFTA PROVISIONS AFFECTING HEALTH AND
ENVIRONMENTAL STANDARDS

Throughout the NAFTA process, we have repeatedly expressed concern that the
trade agreement 'not become a vehicle Tor undercuttIng the ability of our society to
protcc public health and the environment. We accept the concept in NAFTA that
envrom-cntaI and health standards should neither unjusslflably dlscritinate agaihs
imported goods nor create disguised trade res ion We also recognise that It may be
very diffic l to document and prove intent on the part of a county to misuse hbalth and
enmvonmenal standards to restrit trade.

Chapter 7 of NAFTA attempts to address this problem by establishing a more
objective test of the validity of " nitary and phytosanlta' (S & F) measures, incluin
standards to protect human health from pesticide, and other food contaminant.
Unfortunately, the cunem NAPFA tA although improved over earlier versions and
proposed OA7T languaSe, still goes too fAr. It would allow NAFTA dispute panels to
second uess the democratic decisions made at the federal, state, or local levels in our
country as to 1) the existence and acceptability of environmental and health risks. and 2)
the choice of appropriate protective measure. Administrative agencies most often make
such ' esk asUessments,' but legislatures, courts and the electorate have both legal rights
andl imp .ant roles top i making these chodc .

Language tn the 'NAFA side areements should make it clear that beadth and
enromcntal decisions are not subject to ful reconsideration under NAFMA, but can
only be challenged as lacking eratiorad basis or a 'arbitrary or capricious' reulting fro
an unfair or unreasonable dec lsionmaing process.- U1. standards adopted In
conformity with the Admnlttve Procedure Act cc similar lm would be free from
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such scrufiny. We also must recognize th Inevitable unceainty associated with health
end envirorzamal r , and nonetheless act to prevent injury to health and the
environment - the so.called 'precautionary principle."

As currently drafted, NAFFA falls to recogni e fully that food safety standards
involve judgments about both technical evidence and social policy. Instead, NAFTA
treat& them as solely within the province ct "scnce," a term that is not dcfljed In the
text, and the result ot administrative risk assessment " a term that Is defined in detail
(Articles 715. 724). Our concern is that NAFMA might be Interpreted by dispute panels
as requrtig that health and environmental measures rest upon the kind of certainty
generally associated in many peoples minds with scientific experiments or as requiring
the support of all or most scientific opinion.

In a side agrernent, the NAFTA Panies should expliddy recognize the entire
range of governmental Institutions at the national and subnatlonal levels that may be
involved in the adoption and application of bcalth and environmental measures and in
carrying out "risk assessments." These include administrative agencies, legislatures, the
courts, and electoral referenda. The side agreement should also adopt a dictionary ,
definition of scicncc" such as the systematic pursuit of knowledge through observation
and experimentation." These definitions would permit challenges to measures only in
those cas where there is simply no supporting analyses, where supporting analyses can
be shown to have no factual basis or to be fundamentally flawed, or where the decision.
making process is totally unfir. The clarificatons we a/e proposing would be consistent
with the way NAFTA's Imea has been interpreted by trade and environmental officials
It each county.

We are well aware and ludeed share some of the concerns regarding the closed
nature of the dispute settlement procedures under NAFTA. We should frt recognize
that these panels are not like federal courts. They do not now have the power to
overturn or preempt domestic standards. Instead the paneb are mechanisms for trying
to resolve diplomatic disputes whe negotiations fall. Nonvetheless, a finding that a health
or etironme.tal measure is an unfir trade barrier could have significant legal and
poutical impacts in national fob.

We do not tvor touring the NAFTA panels Into trinatlonal courts.' InstMe, we
should sharply limit the scope of their review with respect to health and environruntal
standards. As suggested above the panels should consider only whether the decision-
making process and basis underlying a contested measure were rational with some factual
basis and not arbitrary and capricious, and, of coure, whether the measure discriminates
unjustfably against Intemational trade. ' ...

The Prks should also adopt provisions to assure the opportunity for meenknul
particlpst .ion In trade disputes by concerned citizens, nongovernmental oraniations,
end state and local government bodies. This would Include public access to submissions,
d€tcsime, and procedinp of panels, and rights to make written and oral submissions to

dispute panels.

, .Z

As discussed above In our recommerdations on the NAC, we support moving
toard new disciplines that would treat unmidgted environmental enorcement lapses as
Actionable trade violations. Such violations could be addressed within the NAFTA
dispute regime with environm al expertise furnished by NACS.
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We have proposed to USTR the following specific clarifications to th' NAFTA
discipLines governing S & P measures:

Clarificatfons of Article 712

The Panic recognize that the adopt ior4 malhenance, and application of sanfary and
phyoanis" measure may involve aninr by reUlaroy agncis rllanm cow
ekaoral rtferondat and private nandard eui ,g bodies at both Ow national and subnational

eWl nTe Panis Mor recognize that aes actions may sake place in Ocwstanc
w r rtk azsmenmz, as quimd in Anicl 712.3 (c) and prscibed In Arric 71J may

am to appropiwe orfeasible.

Addito tal language for Article 712

(d) & not arbrorac or capticlow. but baeud upon a fair and open process In which dan is
conuideation of cintc evidence and opinion, and policy options and preference

This subsection vould be added to an Article establishing the conditions under
which a Party may adopt, maintain, or apply S & P standards. This language much more
accurately reflects the reality of S & P standards decision-making than the currem
forrnn.atlon in NAFTA It would Insulate from NAFTA challenge U.S. measures, which
by Is must be established nd carded out with due FrocesM At the same time, this
formulation would protect the interests of American exporters against "nidnight" or *off-
the.wa7 regulations. Where there are significant procedural failures or lapses, Parties
would be able to question the validity of resulting standards.

A;dlti- !o Aricle 724 Definitions

wamsesr means reasonably required

Ankles 712.1 and 712.3 use the term "necessary" In regard to S & P measures,
which Parties are free to adopt and apply. There is concern based upon earlier GAFF
practie that the term 'necessary" might be construed to mean least trade restrictive.'4

(To the negoiators' cedit, Chapter 9 of NAFTA governing "Technical Barriers to Trade'
omis the troubling "naoessazleast trade restrictive" test.) NAFTA trade panels should
act be empowered to second guess the judgment made by domestic authorities as to the
best means to protect life and health. With the proposed clarification, a Party
challenging such a measure under NAFTA would have to prove that there wAu no
reasonable nexus between the measure and the accomplishment of Its specific objective
to protect life and heahh. A measure could not be viewed in violation of NA.7TA ust
because there was theoretically an equally effective, but less trade restrictve, a'ternatve.

"Sintiflc' rfe to the .pwriatpnmd of acquhing knoledge ouvgh study or .acde

'Basi refe n to any facftal ,ppo,4 &sooy or opinion that & neither Imdonal nor dtij
wr capriciocli

Article 712.3() states that Parties must establisk S & P measures based upon
"scientific principles." Article 7123(b) obligates the Parties not to maintain S it P
measures where there is no longer a "sdentific basis," defined In Article 724 as. 'a reasem
based on data or Information derived using scientific methods.' However, the term
"ientic" or 'science" Is never defined.

8_ Testimony of David A. Wkrsh. Assistant Professor of Law, Washington and Lee
Uamnity, before the House Committee on Science, Space vid Technolog, September
30. 1 992I S. Clwrnovftz "NAPTA: An Analysis of Its Environmental Prov/sions," 23
Environmental Law Renoert. p. 10066 (February 1995).
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Our proposal Is to adopt the "dkdon definition for the tem which refers to
it. reasoned process by which knowledge is gained through obsenmtion or
experimentation. Under this defntio, NAFTA panels would not be able to substime
their own Judgment for those of national authorities A to whether the science
underl)ng the measure were 'good" or 'adequate.' Instead, such measures could be
successfully challenged only it could be shown that there were no supporting analyses

Addflko. to Article 105

7Te Pariei agree that measures taken to secure observance by tae, proncial and local
Voernmenu of provslos of thi Agreement shag not dimlnih nor bnpair the consdrudonal
and Iqal nghu of stae, pivincial and local goewmmenu to adop4 maiain, or applj
meaures to prota publtc health and the envlronme

This language would recognize the rights of states (granted in the U.S.
Constitution and by federal started) to adopt more exacting health and environmental
standards than those of the federal government. It is critical that the NAFTA side
apeemenu and lmpicmcnting legislation make clear that the US. Federal Government
will not be required or expected to preempt state or local requirements in any manner
that is consistent with e3osdng law.

ClarificVton of Alicle 2012

Te Portin agree in advance that In any dir, at Lnvolvft envlronmetual or health issue
the ruls of procedure must rrque thle prior publication of writer submissioAs to she p=4

permit sub.federal governmental bodies and nongovemmemal oflanzations so premsf Written
and oral submiLssion to the pane4 and assure public access to panel proceed' and hnital
and jrnal panel report.

It Is critical that the public have an opportunity to p uticipate meaningully it
disputes that go beyond purely commercial matters to raise health inJ environmental
concerns. Our proposed langiagc would not upset the general assumption that dispute
panel deliberations would be confidently. Instead, the Parties would agree, as permitted
by Artxle 2012.2, to treat health and environmental disputes more openly.

ofo

UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
WASHINGTON. D.C. 2

AN-9 IM
omcl

AIR ANO RAVIAMYlN

The Honorable C&rdiss Collins
Chairwoman, Subcommittee on Cowerce,
Consumer Protection, ad Competitiveness

Committee on Energy and Commerce
Washington, D.C. 20515-6130

Dear Ks. Chairwoman:

2 an responding to v'ur letter to Administrator Browner of
June 25, 1993, regarding environmental issues surrounding the
construction of four coal-fired electricity generating units at a
sitse near Piedras N gras, Mxico (Carbon'2Z). Thes4 units are
being built near an existing, oal-fired power plant (Carbon Z)
and are located approximately 20 miles south of Eagle Pass, Texas
and 140 miles ecuth*ast of Dig Bend Brationol Park. Heithor
Carbon I nor Carbon II have add-on controls for sulfur dioxide
(502) emissions.
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Like you, EPA Is very concerned that the plant could have a
significant impact on U.5. air quality in adjacent border areas.
the EPA's focus to date has been on gathering technical
Information regarding the source's operating parameters and
emissions and, using standard modeling techniques and other
tools, assessing the impact of the 502 emisoions on ig Bend
National Park and other portions of the United States. In this
effort, ZPA has worked cooperatively with the National Park
Service and other federal agencies.' Tho EPA hue also had the
cooperation of Mission Energy Corporation, the U.S. investor in
Carbon 11. The answers below are based on the information EPA
has gathered as well as the modeling conducted to date by EPA and
the Park Service. However, because of the early stage of ZPA's
investigation, the following answers must be consideredproliminary...

Once IPA's evaluation is complete, EPA will be in a position
to seek a resolution of the issues surrounding the project. The
EPA is omitted to seeking a solution that eliminates any
significant impairment of visibility at Big Bond National Park
and addresses any other significant traneborder impacts from Ua

project. We remain optimistic that a satisfactory solution can
achieved and we will continue, with the assistance of the

National Park Servioe the State Department and other federal
agencies, to pursue the issue aggressively until that solution is
identified and implemented.

No -janL.o : Tf the Carbon 2 amd Carbon 21 facilities were
located immediately across tie U.S.-Neico border in Texas, what
federal and state environmental laws would apply to their
operation?

Response to Ouestion.

Based on the i.&formation ZPA has in its possession, EPA has
not assessed, and cannot assess, the full range olE federal, state
and local environmental laws that would apply i0 this project had
been constructed in the United States. A" discussed, our focus
has been on the air emissions from this re-fired facility. in
this regard, the limits on a now coal-fired power plant locating
on the U.S. side of the border would iclude a requirement that
the. source comply with the new source performance standard (NSPS)
applicable to power plants (Clean Air Act 5 111 and 40 CIR 00.40&
at seq.) and the requirement that the source undergo Now Source
Review (NSR) pursuant to the Prevention of Significant
Deterioration (PSD) program (Clean Air Act S 160 .t seq.),
assuming that the plant is locating in a border area in
attainment with the National Ambient Quality Standards (NAAQS).

The NSPS would require a power plant of the Carbon 11 design
to comply with the more stringent of the following limits for
emissions of 502, particulate matter. () ,and nitrogen oxide

802 An emissions rate of 1.2 lbs. of 802 per million
"British Thermal Units (Stu) or a 900 overall

reduction in the unit's emissions rate; or a 700
overall reduction in the unit's 502 emissions rate
so long as the resulting emissions rate is less
than .60 lbs. par million Btu.

Peg An emissions rate of .03 lbs. of PH per million
Btu or a 99t overall reduction in the unit's PH
emissions rate.

PJOx An emissions rate of .50 lbs. of ROx per million
Btu or a 631 ove ranl tvduction In the unit's POx

emissions rate.

($s 40 Cr 60.40a et sq.)
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To secure a Now Source Review permit, the applicant would

meed to Lnstal best available oontxol technology (DACT) to the
project. CAA .165(a)(4). SACT is based on a case-by-case
evaluation of tn appropriate technology considering the
individual oharacteristics oe the proje t# although the level of
controls cannot be less stringent than the relevant NAP8. CA §
169(3). The initial survey of available control technology Is
the responeibility of the appliuant subject to the approval
(after notice and comment by the public) of the permtting
authority.

Zn addition to agreeing to Install the best available
control technology, the applicant would also have to demonstrate.
through air quality modeling that the new source would not
violate a XAMQS or V5d "increment." or significantly contribute to
such a violation. CAA J 165(a)(3). ISD increments are
prescribed ,levels of degradation of air quality that will be
allowed in an area. The 150 inarements for Big "end National
Park and other "Class 2" area are very small and allow little
additional degradation of air quality from baseline levels. If
modeling indicated that the project (even with eACT) would
violate a XAAQS or the increments, additional reductions or other
measures would be required before the applicant could construct
the facility.

The SO evaluation would also include an analysis of whether
the project would result In adverse Impacts on visibility or
other air quality related values on nearby national parks and
other Class I areas. C&A 6 165(a)(5), (d). Class I areas are
designated by secLion 162(a) of the Act. It a project is found
to result in an adverse impact# it could not be.built unless
these impacts are mitigated or a waiver (available under limited
conditions) in granted. These ambient impact requirements for
new or modified sources are specified In 42 CR 62.21(p). even
It treated as an existing -- rather than a new -- source, a plant
like Caerbs ZZ could be subject to the visibility protection
provisions of Clean Air Act section 169A, which requires
Installation of the best available retrofit technology at
eAlsLaWr sources that may Impair visibility In Class I areas. It
is worth noting in this regard that in order to address
visibility problems in the Grand Canyon area, XPA recently
required a large, coal-fire power plant to reduce its 502
emLssion by 90 percent in order to achieve an 802 emissions rate
of .10 lbs per million itu. -ee 56 Fed. Reg. 50,172 (Oat. 3,
1991). .

TUheatgn.l: What are the equivalent Mexican standards for the
U.S. federal and state laws identified in question 1? Please
identify, in particular, where there is no equivalent Mexican
standard or where the Mexican standard provides less
environmental protection than the applicable U.S. federal or
state standard.

aesonnee to OuesAton 2

Mexico's environmental standards for air pollution contain
both ambient standards and source-specific emissions limitations.
For 502, the Mexican ambient air quality standard is .13 ppm (340
9g/a3), averaged over a 24-hour period, This is slightly
stricter than the 0.8. 24-hour KAAQS which is set at .14 ppm (365
ug/m3). For nitrogen dioxide (N02), the Mexican standard is 395
u/a3, .averaged over a one-hour period. The U.S. H02 NAAQS is
100 us/m3, averaged annually. (The u.S. has no short-term U02
standard.) For particulate matter, Mexico's ambient standard is
275 ug/m3 for a 24-hour average (measured as total suspended
particulates). The comparable U.N. NAAQS is 10 ug/m3 for a 24-
hour average (measured as particulates with diameters equal to or
less than 10 micras). ror carbon monoxide, Mexico's ambient
standard Is 14,950 ug/m3 (8-hour average), while the United
States QX is 10,000 ug/M3 (8-hour average).
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EPA's preliminary research indicates that a Mexican

technical norm" (RNT-CCAT-006/S8) provides the key emissions
standards applicable to coal-fired, electricity-generating
stations. Pursuant to that norm, a plant's 802 emissions are
limited to 51.3 kilograms of sulfur per cubic meter of dry coal
burned. Because the Mexican emission standard for 502 in tied to
coal density and heat (Stu) value of the coal to be burned,
conversion to comparable U.S. units is necessary. Based upon the
coal's heat value specified by Mission Energy# EPA staff estimate
the applicable Mexican 802 emissions standard at Carbon II to be
approximately 4.4 lbs. per million Stu. rn comparison, as
discussed above, EPA's NSPS would require a new source to install
controls that achieve at least a 70 percent reduction and also
achieve an emissions rate of .60 lbs per million Stu, even if the
cleanest of coals were used (0.2 to 0.4 percent sulfur). Coal-
fired generating units subjoct to BACT in the last few years have
typically been required to achieve reductions of 90 percent or
more •

The same technical norm also provides limits for
particulates (3.6 Kq/m3), l02 (10 g/m3)'and CO (.270 Kg/m3). As
with 802, the Mexican emissions standards for particulates, N02,
and CO are written somewhat differently than U.S. standards,
being based upon kilograms of pollutant emitted per cubic meter
of coal burned. The stringency of this type of standard is,
therefore, heavily dependent on coal density and heat (Stu) value
of the coal to be input into the power station. Zn contrast, the
U.2. standard directly links pollution emissions (in pounds) to
the best input of the coal to the power station (in Btuls).

At this time. EPA's best estimates for the Maxican standards
for particulate matter emissions and nitrogen oxides emissions
for coal-fired power plants (for the heat value and estimated
coal density of the coal specified by Mission Energy) ore
approximately the following:

n .31 lbs. per million Stu.

lOx .06 lbs. per million Btu.

The comparable U.s. PM emission standard is .03 lbs. per
million Btu. This standard is approximately 10 times as
stringent as the Mexican standard. The U.S. Nox emission
standard (.5 lbs. per mill1on Btu) Is approximately 701 more
stringent than the Mexican standard. There Is 'no specific U.S.
CO emissions standard for ooal-fired power plants, as the 802,
PM, and NOx standards are sufficient tu indirectly limit CO
emissions so as to prevent ambient CO problems.

gumpti L31 Does federal law require Utat a power generating
facility located outside the United States meet the requirements
of the Clean Air Act in order to transmit power into the U.S.
powa r grid?

Remoonse to Ouestion 3

At this time, EPA is unaware of any evidence indicating that
the power generated at Carbon r or Carbon IX will in fact be sold
to U.S. utilities for use in tho U.S. it appears instead that
the power from Carbon. U, like that from Carbon 1, will be used
to meet power needs solely within Mexico. Xf EPA learns that
power from the plants is to be Imported into the U.S., EPA will
at that time consider what, if any, environmental restrictions
Vie Clean Air Act or other U.S. environmental statutes may Impose
on these sources. Za addition, an environmental assessment
consistent with NEPA may be required under such circumstances for
any now connecting transmissions lines involving construction in
the United States. This assessment should Include an examination
of the environmental impact of the sources supplying the power to
be transmitted over the new lines.
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Dueston 4: What effect do the air emissions from the Carbon I
plant have on the compliance or noncompliance status of states of
the United States, or geographic sub-areas of such states, under
the Clean Air Act Amendments?

RenonR, to OustiOn 4

The XPA has undertaken preliminary air quality modeling to
assesss the impact an thes 15 Increments of the 502 emissions from
the Carbon Z and Carbon 11 plants. This modeling appears to
indicate that the Carbon r and Carbon 11 plants result in ambient
Impacts at aig bond National Park In excess of the 3-hour and 24-
hour Class I Increments for 502. -The EPA is in the process of
subjecting those results to internal review.' While this air
quality modeling followed all SPA guidelines, it was based upon a
model known a ISCST2, which can produce somewhat conservative
(i.e., scomwhat overestimated) results when extended beyond 100
kilometers. mssesn Energy has attempted to run a more refined
model and has agreed to share these results with EPA when they
are completed.

Although SPA has not independently verified the analysis,
the National Park Service has reported that its screening
modeling indicates that emissions from the plant will degrade
visibility significantl at Big Send National Park and may
adversely impact visibility at other southwestern parks.

au ,si.I: What effect do these air omissions have on the State

implementation Plans of states of the United States?

Reevonee to Oneatiqii So

In general, Itf EPA determines that a PSD increment has been
violated# it must call for a revision of the relevant state
Implementation plan (SP) (40 CFR § 51.166(a)(3)) and, In the
meantime, bar any maJor construction or modification prolect that
would cause or contribute to the violation.. See Clean Air Act IS
113(a)(5)# 165(a)(3)(A), and 167. However, a state may exclude
emissions from foreign sources in calculating increment
consumption. CAA I 163(c)(1)(D). Since Texas' PaD provisions do
not contain this exclusion, the emissions from Carbon I and 11
would count in all Increment consumption calculations until such
time as Texas adopted and submitted, and EPA approved, a SIP
revision adding the foreign emissions exclusion. CAA 1
163(c)(3). Even with that exclusion, EPA may still be required
to call for a revision of the P5D portion of Texas' SIP If the
Administrator determined that revisions were necessary to prevent
significant deterioration of air quality. See 40 CYR
61.166(a)(3). , .

ug ..1...fit What effect will the expected emissions from both
the Carbon I and Carbon Il, when taken together, have on the
Clean Air Act compliance status of states of geographic sub-areas
in the United States?

OeLonMse to Oution S

IPA has not attempted to assess the impacts that the Carbon
I and Carbon II emissions might have on non-attainment airsheds
in Texas and elsewhere.

Qiau±gn..t: What is the average cost of compliance under the
Clean Air Act for Industrial firms and comparable power plants
located In noncompliance areas In the United States?

ARauIe to Ouaaftan.7.

Compliance costs at power plants vary widely depending upon
whether retrofit controls are necessary, the operating paranotors
and output capacity of the units, and the profile of the cqal to
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be burned. Zn addition, the nature and severity of the
nonaLtainment problem for the area can also have. dramatia
Impact on the level of emissions reductions necessary for any
particular source. Tor this reaon, it is difficult to provide
meaningful average cost numbers. Still, there is no doubt that
the cost of Installing a scrubber on an existing power plant the
size of Carbon I or Carbon Ix - whether in the United States. or
Mexico -- Is substantial. IPA would expect a sarubber project ast
a plant of this size to cost in excess of $300 million. This
does not Include the cost of NOx or other pollutant controls that
may also be required depending on the air quality status of the
area in which the plant is locating.

1uegtion 8: Was an Xnvironmental impact Statement, or similar
environmental review, prepared before the operation of Carbon I
and Carbon III Did any such statement or review mot the
requirements of the National Znvironmental Policy Act (NSFA)'
Including the requirements of public transparency and
participation?

lesonnwe to Oueatio S

LTA understands iroa Mission Energy, the United States
investor in Carbon IX, that an environmeptal assessment complying
with Mexican laws was prepared by (L, the state-run utility
authority that built Carbon I and In currently constructing
Carbon 1X. SPA formally requested a copy of this analysis in an
April 31. 1993 letter to MIDEUUL. however, to this date, SPA has
not received a copy of this document and cannot comment on
whether it would be comparable to an environmental impact
assessment prepared in accordance with the requirements of NRA.
In addition# Mission has furnished a "draft" environmental
assessment which it Is in the process of revising. Because it
has not been flalized, SPA has nQt assessed whether the Mission
nlysia meets NXPA standards.

ggutan i: it the U.8, proposal for the creation of a North
American Commission on the Environment were fully implemented
today, what authority would that Commission have to require
Carbon I and I to generate power In a manner that meets the
requirementa of the U.S. Clean Ai Act?

Nesonse to Oueatign 9

Although the United States objectives in negotiating the
environmental side agreement to the NArTA may be discussed in
general terms, it is impossible to predict at this time what the
provisions of the final side agreement will contain and what
pact it may have on the situation posed by the Carbon I and iUfaclitie.

One objective of the negotiations of the environmental side
agreement to NAFTA has been to develop a forum for the discussion
of environmental issues of concern to the RAFTA parties that will
serve as a mechanism for avoiding environmental disputes before
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they arise or for conciliation of such disputes before they
become acute. Xn addition to dispute avoidance and resolution
measures, it may also be possible that the Commission could be
used as a forum to work toward the development of Increasingly
compatible environmental standards among the three 1ATA parties.
This would be useful when particular problems are due mainly to
significant differences in environmental standards between or
among "EnJ countries.

Other Materials Requested:

1. a copy of the memorandum identified i enclosed.

2. IPA does not have sufficient data to map the overall impacts
from Carbon Z and X. If and when this Lnforvation becomes
available, EPA will provide it to the subcommittee.

3. As discussed in the response to Question 3# KPA has not
identified what United States environmental standards# If any,
apply to importation of power generated in Mexico. Since EPA Is
unaware of any evidence indicating that the power generated at
Carbon 12 will be imported, EPA does not intend to pursue the

estion of extraterritorial application of the Clean Air Act
further at this tie.

I hope the information contained in this letter is helpful.
If you have any questions regarding any of the information
presented, please have your staff contact either Bill Tyndall at
EPA Ueadquarters (260-6499) or ,Jim Yarbrough (214) 655-7232 ut
Region V1 in Dallas.

Sincerely yours,

40-. Michael HI. Shapiro
0tI Assistant Administrator
for Air and Radiation

aclosure
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STATEMENT OF THE FLORIDA TOMATO EXCHANGE

The Florida Tomato Exchange is opposed to the North American Free Trade
Agreement as presently written, and we strongly urge this Committee to oppose this
Agreement as not being in the best interests of Florida agriculture, of U.S. agri-
culture of U S. labor, or the environment of U.S. citizens.

The Plorida Tomato Exchange is a non-profit agricultural cooperative association,
whose members sell more than 50% of the U.S. grown tomatoes for fresh market
in the U.S. each year. In 1992/93 Florida shipped more than 70 million 25 lb. car-
tons of tomatoes with a farm value of more than $570 million. Tomatoes are the
largest vegetable crop produced in the State and vegetables from Florida rank No.
2 in the U.S. at a total farmgate value in excess of $1.6 billion annually.

The impact on Florida's tomato growers will be great. The impact on the workers
will be great- and, the impact on the rural communities in which our growers farm
and live wilf also be great. Florida's Commissioner of Agriculture estimates that
50,000 plus jobs in agriculture in Florida will be lost as a result of the NAFTA. The
U.S. International Trade Commission estimates that the impact on winter fruits and
vegetables which compete directly in the U.S. marketplace with Mexican imports
will be great. More specifically, another government report estimates that if the
NAFTA were to be fully implemented, the first year Florida would lose 8,700 jobs
in the tomato industry alone. This was published in The Potential Effects of Labor
Intensive Agriculture in Mexico on United States-Mexico Migration, Commission for
the Study of International Migration and Cooperative Economic Development, Gary
D. Thompson and Philip L. Martin, December 1991, p. 11. They also estimated to-
mato production would decrease by 20% or roughly $125 million the first year. The
personal toll across this industry will be greater than that experienced during Hur-
ricane Andrew.

In response to the plight of Florida's growers as a result of this Agreement, trade
negotiators provided for a special phase-out period for the tariff that has been in
place and unchanged for approximately fifty years. Despite the fact that the U.S.
Trade Representative's Office specifically on a number of occasions in the past has
found that tomatoes are extremely import sensitive, tomatoes did not receive the
longest phase-out period. Instead, tomatoes were given a ten-year phase-in period
and a special safeguard provision to address surges of imported tomatoes from Mex-
ico. This was done on the last days of negotiation. The U.S. negotiators never ever
told us what we were traded for.

The safeguard provision in the Agreement is a quantity based snap-back provision
designed to "kick-in" when quantities entering the U.S. exceed the quota permitted.
The tomato growers did not propose this safeguard provision. The tomato growers
do not want this provision, called a Tariff Rate Quota (TRQ), which clearly is anti-
thetical to any notions of free trade. More importantly, the tomato growers believe
this provision may well exacerbate the import surge problem because it creates a
very real advantage to those growers in Mexico who market in the early part of each
quota window. If this happens, tomato prices at the beginning of each window pe-
riod will likely drop significantly and depress the market for the remainder of the
period.

The tomato growers along with other vegetable and citrus growers in Florida,
proposed a price-based safeguard mechanism, which was not adopted. No expla-
nation was given as to why this couldn't have been done-the fact is a price-based
mechanism can easily be done and, most importantly, it would provide some real
protection against import surges.

The tomato growers realize they are in the line of fire because they compete so
directly with Mexico in such a competitively sensitive commodity. They are used to
adversity and they are used to competition with Mexico. Our growers do not receive
subsidies from the government; they do not receive support prices when the prices
they receive are below their costs of production; they do not receive export credits
or other government help to export their product; in fact, they are as close to free
traders as you will find in agriculture or anywhere else. The forces in the market-
place generally dictate the prices received, who survives and who doesn't. However,
even Adam Smith acknowledged that there are certain exceptions to the principles
of free trade and one is where the government imposes internal taxes which make
a domestic industry less competitive vis-a-vis imports from another country. And,
that certainly is the case here. NAFTA clearly favors Mexican producers.
Our growers must pay the costs of complying with a myriad of local, state, and

federal regulations. Estimates range up to 30% of all costs are incurred to meet
these worthy societal goals. The problem in this case is that our competitors for our
own market do not have to pay such comparable costs; nor do they have to comply
with comparable standards. This reality is glossed over by proponents of the Agree-



394

ment but it is real, it is substantial and it is unfair. It amounts to a direct subsidy
for the tomato growers in Mexico for which there is nothing in the NAFTA or in
any of the side agreements which would eliminate or even lessen the unfairness.

The side agreements supposedly were to be an attempt to deal with significant
issues of disparity between Mexico and the United States. Canada is not mentioned
here because for agriculture only Mexico and the United States have negotiated an
agreement. Canada opted out. [Canada and many agriculture aoups in the north-
ern tier states want to renegotiate the Canadian-U.S. Trade Agreement (CUSTA)
because of the problems encountered in implementing and enforcing that agree-
ment.] The side agreements, in our opinion, provide the worst situation possible;
they promise great cooperation and support for the environment and labor and on
import surges, but, in reality and upon a careful reading of the agreements there
are no economic incentives for Mexico to improve its enforcement in any of these
areas. In fact, these agreements lock in Mexico's existing lower standards and levels
of compliance and, therefore, create a real disi-centive for Mexican producers to
take the costly and burdensome steps necessary -o improve in the environmental,
labor and other areas. The import surge agreemei is not substantive and does not
respond to the issues of those commodities threatened by import surges.

Promises of cooperation and good will can not overcome the economic realities de-
scribed previously. Waiting for the economic situation to improve in Mexico so that
there will be more money to improve the working conditions or the environment in
Mexico again is based on a promise or hope that things will improve. Assuming all
the promises will happen, which is extremely unlikely because of the economic dis-
incentives previously mentioned, improvements in these areas will not happen in
the short term, not in the mid-term, and doubtedly in the long term. What hap ens
in the meantime? In the meantime, tomato growers, their families, their workers,
their communities, and those whose livelihoods depend on them will be seriously
harmed. So also will other perishable agricultural industries similarly situated be
harmed.

A careful reading of the side agreements reveals that it will be extremely unlikely
to actually bring and successfully conclude an action through either the environ-
mental or labor side agreements. The standards are undefined or too vague; the ob-
ligations and duties too remote; and the penalties are not likely ever to be imposed.
In fact, the side agreements do not address any actions prior to the time the Agree-
ment goes into effect, thereby locking in past abuses and locking in the existing sit-
uation of substantial and widespread non-compliance with existing laws and regula-
tions. We believe it will be most difficult to determine what "a consistent pattern
of non-enforcement that is not justified" by a party to the agreements means, espe-
cially when a party can make a case that it simply does not have the money to bet-
ter enforce the agreements. Again, the reality is that the economic incentives (or
lack of real economic disincentives) will compel non-compliance by those companies
operating in Mexico. Thus, these agreements with all their great sounding words
will like ly have no real impact in improving the labor and environment in the two
countries.

Relatedly, the side agreements on the environment and labor establish large bu-
reaucracies, which are supposed to be in place on January 1, 1994. No explanation
as to how this is going to happen or, more importantly for your Committee, how
these commissions will be paid. We think it is fair for the Finance Committee to
determine the costs of these particular commissions established in the side agree-
ments and fix where the money is coming from to pay for them.

Mr. Chairman, not only are there substantial costs associated with the commis-
sions established in the side agreements but also there are substantial costs estab-
lished in and associated with the NAFTA itself. Tariff eliminations alone are esti-
mated to cost the Treasury $600 million a year, and costs of implementing the
Agreement will be substantial, including costs of increased inspections, costs of
cleaning up the environment, costs for infrastructure, etc. We have raised the issue
of retraining for our workers many times over the last several years; however, we
have not received a good answer as to how our particular workers in Florida will
be helped or how much it will cost. We think that is a fair question which should
also be answered before the Agreement is approved, not after. The Congressional
Budget Office estimates the costs to implement NAFTA be roughly $40 billion, if
it is approved. Where is this money coming from? Shouldn't this be determined
ahead of time? How about letting those companies who benefit from the NA.FTA
pick up the tab for implementing it. It is truly a case of adding insult to injury to
require those who will be harmed by the Agreement to pay for its implementation
as well. Given the costs connected with implementing this Agreement and the neces-
sity to raise taxes (or take money from somewhere else) to pay for it, we strongly
urge your Committee to find the funding sources for this before you consider passing
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on the merits of this Agreement. Mr. Chairman, al official estimates by the govern-
ment indicate that the Florida tomato growers will be harmed by this Agreement
and that the harm will be great. The side agreements do not he1p; they may even
hurt us. Given this situation, the Florida Tomato Exchange, on behalf of the tomato
growers in Florida must oppose this Agreement. We are for free trade if it is also
fair trade. This is not a fair trade agreement; it will hurt us, it will hurt Florida
agriculture and we not see how the Agreement can be fixed to help us. We have
worked with the prior Administration and the present Administration address our
concerns and we will go anywhere and meet with anyone to help our growers, but
to date we have not been offered such an opportunity. It is our conclusion that the
NAFTA is a bad trade agreement. It should be killed. Go back to the table to write
a free trade agreement that is also a fair trade agreement.

Thank you for considering our position on the NAFTA.

STATEMENT OF FUNDESA

The Committee to promote Foreing Trade, COSOSCO, operating under
the umbrella of Guatemalan Development Foundation, FUNDESA. is
pleased to be able to present its statement, pursuant to the
chairman's request of September 9th of 1993 for private sector
comments on North American Free Trade Agreement, NAFTA. and in
particular in implementing legislation for the Trade Agreement.

The creation of NAFTA will undoubtedly damage some export markets
which Guatemala and other Caribbean Basin Initiative (CBI)
countries have developed in the United States and Mexico.
Nevertheless, we strongly favor the creation of NAFTA as a vital
first step towards the development of a hemisphere-wide free
trade area. We believe strongly that development of this
hemispheric market will be of great benefit to both the United
States and the less developed countries of the area. To ensure
that Guatemala and other Caribbean countries do not lose growth
to Mexico once NAFTA is in place however, we support the adoption
of NAFTA parity legislation for CBI countries, in line with
Senator Gram's Bill (S.B. 1155), for inclusion in the NAFTA
implementing legislation. Without such parity legislation.
Guatemala and other Caribbean countries will be disadvantaged in
the U.S. market via a vis Mexico for certain sensitive items not
granted preferential access under the CBI legislation.

In the past the Guatemalan Government followed inward-!ooi:ing
economic policies which produced only very limited improvements
in the lives of millions of our very poor citizens. In recent
years Guatemala, and many other hemisphere countries, have taken
meaningful steps to participate more fully in the world economy.
Our tariffs and other trade barriers have been reduced by
more than half, and our import and export regulation procedu
have been streamlined.

As a result of these market access measures many more Guatemalans
have become involved in exporting and importing. It is important
that this trend continues to grow.

Because of the Guatemalan Government's liberalization measures
Guatemala's imports from the US. tripled in six years, growing
from $ 400 million in 1986 to $ 1,200 million in 1992.

The US trade balance with Mexico improved form a $ 5,000 million
deficit in 1986 to a $ 7.000 million surplus in 1992. The US
balance with Guatemala durig this same period improved from a
S 200 million deficit to a nearly $ 200 million surplus. There
were similar improvements in US trade balances with other
liberalizing CBI countries.
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Clearly, the changes in the economic policies of Mexico.
Guatemala and other CBI countries, which brought them more
actively into the world economy, have been very beneficial to the
US trade balance. Moreover, the sharply increased US exports to
these countries were generally of higher-tech and higher wage
products, while the increased US imports from Mexico and
Guatemala were almost entirely of low-technology and low-wage
products. The rapid development of export markets for US high
tech products in nearby countries such as Mexico and Guatemala
not only creates more of the very desirable high-wage Jobs in
your country, but should be of great assistance to the US
industry in becoming more competitive in the more distant markets
of Europe and Asia.

Because the US market is so large and relatively prosperous, many
US firms concentrate solely on domestic market and neglect the
much more complicated export markets. Since Mexican and CBI
markets are so close and easy to serve, better access will mean
more US manufacturers will beco me--eng&agd in exporting to our
country. Much of Guatemala's imports come not from specialized
US export firms but from wholesalers in Miami and elsewhere who
supply US department stores and super markets as well as those in
Guatemala. This supply system has become so efficient that the
duty-free diplomatic import commissary at the US Embassy in
Guatemala has difficulty competing with the prices for US
consumer items in the Guatemalan super markets, with their large-
"olume-buying discounts.

Some US opponents of NAFTA argue that because the US market is so
much larger than that of Mexico (not to mention those of the CB!
countries), a free trade arrangement Oetween the United States
and Mexico, or between CBI countries, would greatly favor the
countries with the smaller markets since they-would get access to
a much larger US market. What these critics overlook is that the
US market is much less protected that those of Mexico and the CBI
countries, despite the recent-year liberalizing activities of
those countries.

The average tariff in Mexico and the CBI countries remain at
about 15% , while the average US tariff is about 5% .

NAFTA, therefore, will give Mexico, and any other area countries
that Join later, only a 5% tariff advantage over our mainly Asian
Competitors for the US market, while US firms will have a 15%
tariff advantage over their EUropean and Asian competitors for
our markets. With that advantage, US firms should come to
dominate the import markets in our countries. For example, in
Guatemala US auto imports dominated our market until the 1960's
and 70's when the Japanese and Europeans caused the US "Big
Three" to close their showrooms in Guatemala. With their
recently-acquired greater competitiveness, and the 15% tariff
advantage, US autos once again should dominate our car market.

Other NAFTA opponents, who focus on the threat to US workers from
the low wage rates of Mexico, overlook the fact that the CBI
countries (many with wage rates less than half those of Mexico)
have enJoyed duty-free access to the US market for almost 10
years under CBI legislation. Despite these years of duty-free
access, the CBI countries have been able to make only very minor
dents in the Asian dominance of 1l1w-wage imports into the US. It
is very likely that the only "huge sucking sound" that NAFTA will
cause will be that caused by the departure of Asian and European
imports for Mexican and CBI markets.
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In conclusion, we support the Senate's approval of the NAFTA
agreement and encourage the adoption as part of the agreement's
implementation legislation of Senator Graham's proposal to have
NAFTA benefits extended to the CBI countries simultaneously with
the approval of the three-party agreement. The Graham proposal
calls for the NAFTA benefits to be extended to the CBI countries
for three years during which those countries would have to
negotiate full participation in NAFTA or lose these benefits. We

1

believe that Senator Graham's proposal is an even better deal for
the US than is NAFTA alone.

Under existing CBI legislation the US already has granted duty-
free access to its market for all but five products from CBI
countries. The Graham Bill would get eventual duty-free access
for all US products to the CBI markets in exchange for giving
duty-free access in the US for those five CBI products not
granted preferential access under the current CBI legislation. It
is difficult to think of a more favorable arrangement for the US.

Although the US clearly should reap greater benefits from NAFTA,
and any CBI extension, than they do, Mexico and Guatemala, we
support NAFTA because it is the only route available for our
country to modernize and become an effective part of the world
market. We see such participation, as demonstrated by the 'Asian
Tigers" as the most effective way to bring improved living
standards to our countries.

We thus urge your Committee to approve the NAFTA accordingly and
include as part of the NAFTA implementary legislation parity
language for Caribbean Basin court n line with the Graham
Bill.

Sincerely,

Will Kaltschmitt
President COSOSCO

c.c. File
Reading
CorrelativeN1

2E11
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ALCONMIatAN 9iNvAla MGNMtONAn U-LuMeqo

Sa. AVENIDA 10.43, ZONA I

GUATEMALA, C. A.

GUATEMALAN GOVERNMENT VIEW ON NAFTA PARITY

I. COMPARATIVE MARKET ACCESS/IMPACT:

The eratwent of the Caribbean Basin Economic Recovery Act
(CBI), stitnulated the local investment in Guatemala helping
our country increase its exports of the non traditional
products. The new business opportunities that the CBI brought
were so successful that they convinced Guatemalan businessmen
of the importance of Non-TraditionaL Exports.

The CBI started a new way of living for hundreds of thousands
of people. Before the CBI, job opportunities were limited and
stost women were employed as domestic workers. The 807 program
opened new Jobs in the industrial sector increasing the income
and improving the lifestyle of the people. The most amazing
fa-t is that when the draw back industry began in Guatemala it
was expected that wages earned by women would complement the
family income. Now with the competition between factories
seeking good workers many wives are earning more money than
their husbands.

The major disadvantage to Guatemalan exports from NAFTA would
result from its removal of tariffs and Quotas on imports of
Mexican Textiles and Apparel to the United States. According
to the US Department of Commerce, in 19V2, Guatemala' shipped
US$ 457 million of apparel and about US$ 20 million of
textiles to the United States. Moreover, our exports of these
products have been increasing very rapidly in recent years,
from 1986 to 1990 its average growth was of 95%. If Mexico no
longer had to pay the relatively high textile and apparel
tariffs (17-23%) and was not constrained by quotas, we
anticipate that. as a minimun, the growth of Guatemlean
exports of these products would come to an end. More likely.
the Mexican price and access advantages would begin to out our
exports.

NAFTA will not obligate the companies to out the fabric under
Guarantee Access Level -GAL- in the United States and it could
be cut in Mexico, so it will affect Guatem&lan exports under
GAL since mainy American factories that work GAL would prefer
the advantages that NAFTA gives Mexico. This will affect
hundreds of Guatemalan factories that depend on GAL to
continue growing in categories constrained by quotas.

NAFTA favors Mexico's Vertical integration in apparel, helping
Mexican factories acquire higher economies of scale and
reducing their production costs. This situation compensates
any cost advantages that Guatemalan factories could have over
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Mexicans. Guatem---t-ies are prepared to compete in
equal circumstances since they have developed the technical
skills and a large number of support industries. The Apparel
exports account for 2% of the Gros Domestic Product of
Guatemala.

The Guatemalan apparel and textile export industries currently
employ about 80.000 workers. They have been the major source
of Job creation in the Guatemalan economy in the past seven
years, since these industries have improved the technical
skills and productivity of their workers and the quality of
their products, the negative impact on our growth and export
possibilities from a reduction in their growth could be
severe. The apparel industry in Guatemala have permitted the
incorporation of thousands of new entrepreneurs to the
industrial activity spreading it inside the country benefting
hundreds. of small family shops. A fall off in employment in
the country's major Job-creating sector could cause serious
repercutions in Guatemala's never-too-secure political
situation. Guatemala's population is growing at an annual rate
of 3% and its actual unemployment rate is about 40%.

In the Footwear Sector, much has been done to support the
development of the factories. The personnel have been trained
and the factories have received technical assistance to
improve their designs, their technology, they have also
invested large quantities of money in machinery Etc. in order
to be more competitive in the global market. This industry
importo around 00% vt its raw materials from the United
States.

If NAFTA parity is not given to CBI countries, thousands of
small producers in Guatemala who work in their own houses will
be affected and all the efforts that this industry has done to
develop their exports and compete in the market will be
frustrated.

I I. INVESTMENT tMPACT:

The advantages of the CBI have helped our country to attract
local investment. While there has not been too much direct
foreign investment in terms of capital flows, the foreign
companies have trained and given technical assistance to
Guatemalan entrepreneurs to develop suppliers in Guatemala.
We are working hard to attract foreign investment and whatever
success we might have had in the future would be severely
undercut by the existence of NAFTA. In recent years we have
taken a number of steps to make our country more attractive
to foreign investors. We have taken and are taking measures
to make it easier for foreigners to set up businesses here and
for foreign technicians and managers to reside in our country.
Our laws already give equal treatment to local and foreign
investments. Despite our best efforts, however, the
existence of NAFTA will make investing in Mexico much more
attractive than investing in Guatemala. especially when the
greater ease of transportation to and from Mexico is
considered.As trade prospects and advantages in the Caribbean
diminish, investors will begin to redirect their funds to
Mexico.

Existing productive enterprises, which had originally located
in the Caribbean to take advantage of the access to the U.S.
market, could transfer or close operations in preference for
Mexican locations, which have the advantage of better access
to the U.S. market. (An apparel plant of about 500 machines
can be moved in a very short time).
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The loss of trade and investment opportunities would
precipitate a decline in business confidence and economic
activity. undermining development prospects throughout the
Caribbean. Caribbean governments would inevitably find it
more difficult to sustain their own economic reform and
structural adjustment programs, becoming more reliant upon
bilateral aid programs.

On the other hand, for instance, the US Cortnerce Department
estimates that each $ I billion of US exports creates some
20,000 Jobs in this country. Thus. the $ 11.4 billion in
exports from the US to the CBI region during 1992. has surely
contributed to create 230,000 american Jobs. In Central
America and in the Caribbean for each U$ 1.00 that we export.
we import from the United States US$ 0.60, in comparison with
Asia where they spend only US$ 0.10 in American products and
services. Furthermore, the Caribbean industries depend on
American raw materiel and services.

III. POLITICAL IMPACT OF NAFTA PARITY IN CBI BKNEFICIARY:

We in Latin America support NAFTA as a matter of general
policy. But NAFTA is only one of the Free Trade Agreements
that must be negotiated by the US and its Western Hemisphere
neighbors. NAFTA is definitely important for Mexico now, and
for Latin America in the longer term. It is the gateway for
the Free Trade Agreements we should have in the whole Western
Hemisphere. But it should not be an instrument that
deecriminates against the small and economically weak nations
of the Caribbean. We do not want to risk seeing potential
foreign investment, and even those investors already present
in the region, migrate from the CBI nations in search of
better conditions in other friendly countries of the same
neighborhood, that is why it is very important to obtain the
NAFTA'a parity at the same time it takes effect for Mexico.

If NAFTA parity legislation were passed by the US Congress aid
Guatemala had three years to decide whether it wanted to join
NAFTA or lose the parity benefits, we are confident that the
Guatemalan Goverrnenrt, with the support of our private sector.
would move very quickly to become part of NAFTA. Our
Government and our private sector are convinced that the best
chance for Guatemala to hr,'e a mo-e prosperous future lies in
increasing our involvement in the world economy.

As the hemisphere country just south of Mexico. many of our
,oorer citizens continue to Join their Mexican neighbors in

moving North to what they see as "the land of opportunity".
Participation in NAFTA should help slow this flow of our more
enterprising citizens. Almost all the roughly one million
GuatemalanF now living in the U.S. would prefer to live in
their own country, if they could find adequate economic
opportunities. We hope that participation in NAFETA Will
permit our country to experience the kind of economic growth
which would help attract vastly increased imports from the
Unites States an attract back many of our U.S. based oitizens
with the English language and work experiencess they have
acquired.
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STATEMENT OF THE HENRY GEORGE FOUNDATION OF AMERICA

The NAFTA Agreement should be implemented, for the following reasons:
(1) American consumers will pay lower prices if imports from Mexico are tariff-

free.
(2) NAFTA will create jobs in export-to-Mexico companies. We shouldn't hurt our

Mexican customers. "In recent years, nearly 50% of U.S. economic growth has re-
sulted from increases in America's exports" (Karen House, "Wall Street Journal," 9/
14/93, p. A18).

(3) NAFTA will help Mexico move toward democracy and capitalism.
(4) If NAFTA isn't passed, Mexico can be expected to retaliate with higher tariffs

against U.S. manufacturers, and anti-American sentiment will (justifiably) grow in
that country.

(5) Illegal immigration will lessen with NAFTA.
When wealthy European nations brought two new relatively poor nations (Spain

and Portugal) into the free-trade European Economic Community in 1986, every-
body benefited, including the wealthy nations ("U.S. News & World Report," 9/13/
93, p. 65. Mexican wages are 1/7th of American wages, but American productivity
is six times higher, and labor costs account for only 10%-20% of production costs
in most manufacturing today ("Ibid.," p. 64).

NAFTA opponents lack patriotism because they want Americans to do back-break-
ing jobs and because they think the American worker is inferior to Mexican labor.

I recently had occasion to go into another state (Virginia) and was so happy I
didn't need a passport and didn't need to pass a customs barrier.

STATEMENT OF THE INTERNATIONAL TRADE COUNCIL

Mr. Chairman and Members of the Committee. We thank you for this opportunity
to appear and present testimony before the Committee on Finance.

We wish to address the issue of the North American Free Trade Agreement
(NAFTA) specifically our overwhelming support of the trade agreement for reasons
which will be stated herein.

The International Trade Council (ITC) is a trade association that represents about
850 exporters and importers throughout the United States. We have members in 49
of the 50 states and represent a very broad section of the U.S. industry. We wrote
the first proposal on bilateral reduction of trade barriers in 1979 which led to free
trade agreement with Israel in 1984 and subsequently. with Canada in 1988. The
Mexican agreement is a logical extension of the previous pacts and vital to the
growth and economic welfare of the United States. We have divided our argument
for NAFTA into two parts. The first will give support for the pact and the latter
will rebut the arguments of NAFTA's opponents.

Passage of NAFTA will supply long-term growth for U.S. industries and labor
through a lowering of tariffs and removal of trade barriers between the borders.
NAFTA will create the world's largest free trade and investment market with 360
million consumers demanding access to U.S. gods, leading to the creation of at
least 200,000 U.S. jobs and possibly up to one million jobs over five years. The ma-
jority of these jobs will be skilled jobs at above average wages. U.S. exporters will
gain substantially from the free trade agreement. Since Mexico' tariffs on U.S.
goods are two and a half times as high as U.S. tariffs in Mexican goods. By reducing
tariffs through NAFTA, U.S. firms will expand production and thereby help reduce
the U.S. trade deficit.

A segment of the U.S. economy which will benefit greatly from NAFTA is the
service sector. According to the Coalition of Service Industries, private service ex-
ports reached a record high-$42.3 billion in the fourth quarter. One service indus-
try which will see substantial growth after NAFTA is enacted is the transportation
industry, specifically trucking. A recent study by the International Trade Commis-
sion estimates that NAFTA will boost the U.S. trucking industry's growth by six
percent to 15 percent. Ocean and air transportation will also gain beyond the dra-
matic growth that have been achieved in the last five years.

Also benefiting from NAFTA is the consumer who will be given a wider choice and
lower price on many products. A General Accounting Office report states, "The ef-
fects of competitiveness reach beyond the successes of individual businesses to the
economic well-being of a country's citizens." A competitive nation can only function
with success by reducing tariffs and creating free trade thus enabling the country's
citizens to boost their quality of life. People who have to count on government assist-
ance programs to put food on the table would find it difficult paying tariffs of 35
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on tuna, 17.5% on milk powder, and 17.5 on carrots. Jim Bovard, a trade analyst
for the National Center for Policy Analysis reports, "U.S. tariff policy assumes that
it is better for the poor to go hungry than to buy inexpensive foreign foods." (Wash-
ington Times, July 15, 1992 Editorial) Interfering with consumer's rights by not re-
ducing the existing barriers to trade with Mexico witl be detrimental to the United
States.

Mexico is the fastest growing market for U.S. manufactured goods. Due to Mexi-
co's comparative advantage in labor and the U.S.'s comparative advantage in tech-
nology and capital, trade is expected to surpass Japan as the U.S.'s second largest
trading partner in the next year or two. With one-third of the United States' popu-
lation, Mexico's market potential is very great. Nearly $40 billion worth of Mexico's
exports come here annually, and with the passage of NAFTA roughly 65% of all U.S.
exports to Mexico can be sold completely duty-free. The additional goods entering
Mexico will stimulate the economy creating high levels of investment and eventually
contributing to long term stability. Mexican financial institutions can get urgently
needed outside capital to modernize their operations and improve their goods while
consumers stand to get more choices in their services and products.

Although criticized in the past for being corrupt, having unbeatable control on pol-
itics, the leading Mexican political party (the PRI) has broken away from this view.
Several key gubernatorial districts were lost by the PRI in the July 1.992 elections
showing the commitment of the people to a fair democracy. The results of these
changes in Mexico have allayed fears of Mexican adverse political development.

Many people would say that Mexico could possibly cooperate by reducing the num-
ber af illegal immigrants coming into the United States. With the passage of
NAFTA the need for Mexicans to emigrate to the U.S. will be alleviated due to the
higher wages and more jobs created by Mexico.

A wide range of NAFTA opponents have created arguments which may mislead
the public. For example, statistics have been thrown around regarding the creation
of jobs from NAFTA. The Institute for International Economics estimates the U.S.
economy would gain an additional 130,000 NAFTA-related jobs by 1995. However,
NAFTA opponents respond that Mexico's low wages will create a flood of chea im-
ports into the U.S. market. They also maintain that a loss of U.S. jobs going to Mex-
ico would follow because American companies will move their factories to Mexico to
take advantage of lower wages. The fact is that several thousand U.S. producers
have already set up plants in Mexico. The NAFTA will ive some companies reason
to come back to the U.S. because they will now be able to sell in Mexico without
producing there. While some workers will be displaced, the belief that high-skilled

.S. jobs going to Mexican workers is a fallacy. Wages matter, but they are not the
only things calculated in costs. A study done by the Congressional Office of Tech-
nology Assessment shows that an automobile made in the United States is cheaper
to manufacture and transport more than in Mexico. U.S. workers are paid higher
because they are generally several times more productive than Mexican workers.
They are among the most productive in the world, attracting foreign firms who want
to benefit from the human capital available in the U.S. that is why Honda, Toyota
and other multinationals set up shop in the U.S., not Mexico. These statistics show
how much Mexico has helped U.S. business from 1987-1992. U.S. exports to Mexico
tripled and trade balance swung from six billion annual American deficit to a five
billion annual American surplus. Trade will flow across the border in increasingly
greater amounts and it will not be stopped. The jobs that will be lost through
NAFTA will be gone in a few years anyway because of the rapid growth of tech-
nology, regardless of the passage of NAFTA. These jobs are low wage, low skill jobs.
By retraining the affected worker and qualify them for better jobs, requiring a high
skill level, their companies will remain in the U.S. If U.S. companies wanted to go
to Mexico to exploit cheap labor, they would have all moved there. To reassure U.S.
labor leaders, Mexican President Carlos Salinas de Gortia has announced that Mex-
ico would work towards making minimum wage standards a part of NAFTA. He
should also be pointed out that Mexican wages have increased 155% since 1987. Any
greater wage growth would rekindle hyperinflation which has recently been reduced
from over 100% to 10%, more or less.

There are concerns regarding NAFTA which include drug trafficking, degrading
the environment and loss of sovereignty. The assumption that under NAFTA drug
trafficking will increase because of less border restrictions is incorrect. Mexico has
stepped up its anti-drug enforcement efforts and the treaty will enable the two coun-
tries to work together to create tougher anti-drug policy. Without NAFTA this will
not occur.

The concern that U.S. companies, eager to avoid strict environmental regulations
will relocate to Mexico were these regulations not strictly enforced has been reduced
through side agreements. The trade agreement would shift the industries along the
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border toward Mexico's center slowing pollution into the U.S. Since Mexico is not
living up to costly environmental standards the best way to strengthen their envi-
ronment is to enact NAFTA and work side by side with their industries and create
a cleaner, safer environment while fostering growth.

A major concern of NAFTA objectors is national sovereignty. However, the com-
mission which arbitrates the NAFTA laws can only ask the U.S. to enforce our own
laws and simply prohibit violations. If NAFTA passes Americans would be free to
buy Mexican made products and to sell American made products in Mexico. The U.
S. has not ceded any sovereignty in signing the agreement and it is regarded as
being no different from previously debated bilateral treaties which the U.S. has par-
ticipated in. NAFTA opponents fail to see how the world has changed and how inter-
national trade is vital to the success of U.S. firms. The International Trade Council
emphasizes the importance of enacting NAFTA and the role experts will play in cre-
ating U.S. jobs. Ve concur with Former Secretary of Commerce Robert Mosbacher
when he said "countries that seize the opportunities created by economic coopera-
tion will deliver rising standards of living to their citizens. Countries that do not
are in danger of being left behind." NAFTA will enable the U.S. to maintain its role
as a leader in free trade and individual freedom.

For all the above mentioned reasons, we along with our members strongly urge
passage of the North American Free Trade Agreement.

STATEMENT OF THE NATIONAL COAL ASSOCIATION

The National Coal Association (NCA) and its affiliate the Coal Exporters Associa-
tion (CEA) appreciate the opportunity to submit written comments on the North
American Free Trade Agreement (NA A) and its potential impact on the U.S. coal
industry.

NCA is an organization that represents coal producers, coal exporters, equipment
manufacturers, resource developers, coal-burning utilities, and transporters of coal.
NCA's coal producer members represent approximately 70 percent of the coal pro-
duced in all the regions of the United States. NCA members serve all coal markets.

CEA members represent coal producers that export coal as well as coal brokers.
These companies represent approximately 80 percent of the coal that is exported
from the United States.

In 1992, the United States was the second largest coal exporter worldwide export-
ing 102 million short tons to more than 40 countries including Canada. This contrib-
utes more that $4.2 billion in terms of value to the positive side of the trade bal-
ance. Coal exports are the third largest commodity, after wheat and corn exported
from the United States. In terms of volume, coal is the largest commodity exported.
Australia, Canada, South Africa and Colombia are major U.S. competitors. Typi-
cally, about 10 percent of the coal produced in the United States is exported.

More than 20,000 direct coal dining jobs are dependent upon the export of U.S.
coal. This activity accounts for an additional 140,000 jobs in U.S. companies sup-
porting the production of -coal for export. Coal exports are critical to economies of
West Virginia, Virginia, Kentucky, Pennsylvania, Alabama, Utah, Illinois and Alas-
ka. Coal exports move through the ports of Baltimore, Hampton Roads, Los Angeles,
Mobile, New Orleans and various ports on the Great Lakes.

The National Coal Association supports the passage of the North Amer-
ican Free Trade Agreement for two very important reasons: (1) NAFTA is
good for the United States; and, (2) NAFTA is good for the U.S. coal indus-
try.

NAFTA AND THE UNITED STATES

NAFTA does two things for the United States: (1) It eliminates, over time, tariffs
and trade barriers; and, (2) It creates the world's largest trading region with more
than 370 million people and a $6.5 trillion market.

No one can deny that Mexico has trade barriers that are higher than the United
States. Despite Mexico's progress in voluntarily opening markets, Mexico's tariffs re-
main 2.5 times higher than U.S. tariffs, which average 4 percent, on Mexican im-
ports. Under NAFTA half of all U.S. exports to Mexico become eligible for zero Mexi-
can tariffs. Within five years of NAFTA's implementation, two-thirds of U.S. indus-
trial exports will be duty free. The end result is that U.S. products become more
competitive. Virtually all Mexican protectionism of its industrial and agricultural
sectors is eliminated. And, for the first time, the Mexican market will be open to
U.S. service industries-banking, insurance, construction and telecommunications.

Even with current trade barriers, Mexico has become the third largest export
market for the United States. From a deficit of nearly $6 billion in 1986, the United
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States has gone to a surplus of over $5 billion based on $40 billion in export busi-
ness in 1992. More than 70 percent of all Mexican imports come from the United
States. Today, Mexicans purchase more American imports per person than do the
Europeans and Japanese.

NAFTA enables the economic strengths of the United States, Canada and Mexico
to come together to build a region of more than 370 million consumers. Unless coun-
tries in North America work together, we will be at a severe disadvantage as we
try to compete with large economic centers in other regions of the world. Europe
is moving toward a single integrated economy and at the same time, is aligning it-
self with Eastern Europe and the Newly Independent States. Japan has been build-
ing economic ties throughout Southeast Asia as part of its strategy to compete with
the United States and Europe in the 21st century.

NAFTA AND U.S. COAL

NAFTA immediately eliminates the 10 percent tariff on U.S. coal imported into
Mexico. This represents a 10 percent improvement in the competitiveness of
U.S.coal shipped to Mexico.

Secondly, the Comission Federal de Electricidad (CFE), the state-owned electric
utility, has plans to significantly increase its capacity. In 1991, CFE's installed ca-
pacity reached 26,797 MW with 60 percent from oil and gas, 30 percent from hydro-
power, 4 percent from coal, 3 percent geothermal and 3 percent nuclear.

The 1991 Program for Construction and Investment of the Power Sector (POISE),
developed by CFE, indicates that 17,000 MW of new capacity will be installed by
the year 2001. Of this, 1,400 MW will be in coal-fired power stations and 6,700 MW
will be dual-fired, coal or fuel oil, plants. Depending upon oil price projections, 47
percent of the planned new capacity is likely to be coal-fired. This would mean that
Mexico would need 28 million metric tons to meet demand. CFE estimates that 7
million metric tons would come from domestic sources and the remainder-21 mil-
lion metric tons would be imported coal.

While it is very difficult to predict exactly how much of the 6,700 MW of dual-
fired capacity will be coal, several factors can influence how much will be used.
There is a need for port and coal-handling infrastructure in order for large volumes
of coal to be imported. Also, CFE's POISE is reviewed and revised annually and the
current program is based on the best estimates of electric generation needs at the
time. However, it is clear that Mexico will be using more coal in the future and coal
will be imported in Mexico.

The United States is now in a position to compete for the steam coal market in
Mexico. However, on January 1, 1994, with the passage of NAFTA and the imme-
diate elimination of the tariff and VAT, U.S. coal exports gain a 10 percent advan-
tage over other competitors (except Canada) competing for Mexico's potential market
of 21 million metric tons of steam coal.

Each million tons of U.S. steam coal exported to Mexico will create an average
of 220 jobs in coal mining and another 1500 jobs throughout the U.S. economy in
support industries for the coal produced. In addition, hundreds of additional jobs
will be created in the transportation industries, inland waterways, port and rail-
roads that move the U.S. coal to Mexico.

In addition to the benefit for coal exports, the passage of NAFTA will result in
increased economic activity as markets for U.S. exports further develop in Mexico.
This means an increase in the demand for electricity in energy intensive domestic
industries. In 1990, end use energy consumption in the United States was 36 per-
cent electricity. This is projected to grow to 38 percent by 2010. Since 56 percent
of electricity is generated by coal-on average the low-cost fuel source, more domes-
tic coal will be needed to meet demand and more U-S. jobs will be created.

CONCLUSION

NAFTA reflects a U.S. commitment to widen and to improve our ties with our
North American neighbors, a commitment that extends South throughout Latin
America. The passage of NAFTA and the subsequent economic growth in North
America will show democratic governments from Argentina to Venezuela that elimi-
nating trade barriers and developing economic ties with the United States promotes
trade, investment and a better standard of living.

NAFTA is about building bridges; not islands.
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NATIONAL RETAIL FEDERATION,
Washington, DC, October 12, 1993.

Hon. DANIEL PATRICK MOYNIHAN, Chairman,
Senate Finance Committee,
U.S. Senate,
Washington, DC

Dear Mr. Chairman: The National Retail Federation, the nation's largest trade
group which speaks for the retail industry, supports the North American Free Trade
Agreement (NAFTA). Retailers believe the NAFTA offers significant benefits to the
U.S. economy generally, and to retailing specifically. It promises to open new oppor-
tunities for American retailers in Mexico, with positive feedbacks to their suppliers
in the United States.

American retailers expect the NAFTA will have three important benefits to them
and to the U.S. economy generally. The primary benefit will be an expansion of
trade and investment opportunities in Mexico. A virtually untapped Mexican
consumer market of as many as 90 million individuals offers new potential for
American retailers interested in opening stores in Mexico, servicing those stores
with U.S. technologies, stocking their shelves with U.S.-made goods, and equipping
them with state-of-the-art U.S. retailing technologies.

Several American retailers have had a longstanding presence in the Mexican mar-
ket, including Sears, Roebuck & Company, Woolworth Corporation, and several food
franchises (Pizza Hut, Kentucky Fried Chicken, and TGI Friday's, to name only a
few). The prospects for growth in Mexico under the NAFTA have already spurred
others to invest in Mexico, including J.C. Penney Company, Wal-Mart, The Price
Club, Dillard Department Stores, Blockbuster Video, Baskin-Robbins Ice Cream,
Subway Sandwiches and Salads, and numerous others. Mexican retailers are eager
to acquire U.S. retailing technologies and expertise, and are actively courting Amer-
ican retailers to be joint venture partners. So far, large American retailers and
chains have expressed the most interest in investing in the Mexican market. How-
ever, nothing precludes smaller American retailers from undertaking similar
projects, particularly through joint ventures with Mexican retailers.

The second important benefit of the NAFTA to the United States and to American
retailing is the opportunity the Agreement will provide U.S. retailers to supply their
Mexican stores with U.S.-sourced goods and technologies. Reductions in Mexican
tariffs will open new markets for American companies and their employees, and the
U.S. retailers which open stores in Mexico, to sell U.S.-made goods in a growing
Mexican market. Mexican consumers have a decided preference for American-made
and American-style goods. Already, Mexicans spend four times as much per capita
on American-made products as they do on European goods. Mexico purchases more
than two-thirds of its imports from the United States. Mexican consumers are quick-
ly influenced by the latest American trends, due to the ready availability of virtually
all U.S. television programs and movies in Mexico, and a high-income consumer seg-
ment that travels widely and frequently to the United States, often primarily to
shop.

The NAFTA therefore offers significant opportunities to American manufacturers
and their employees. Producers of apparel, furniture, automobiles, food products,
computers and software, and other important consumer products can expect demand
for their goods to grow as Mexican incomes grow. The most recent of the more than
20 virtually unanimous analyses of the likely impact of the NAFTA concluded that
the Agreement will raise Mexican wages by as much as 16 percent, employment by
as much as 6.6 percent, and real gross domestic product by up to 11 percent.1 Clear-
ly, these growth prospects are significant and promise important export opportuni-
ties for U.S. manufacturers and related industries and their workers.

NAFTA will also increase U.S. income and employment, although more modestly.
U.S. wages are expected to increase by up to 0.3 percent, employment by 200,000
workers in its first year, and the real gross domestic product by up to 0.5 percent.2

While these increases may not seem large, it is important that they are positive.
They translate into larger U.S. retail sales.

'U.S. International Trade Commission, Potential Impact on the U.S. Economy and Selected
Industries of the North American Free.Trade Agreement, Inv. No. 332-337, USITC Pub. No.
2596, January 1993, p. 2-3, and Office of the U.S. Trade Representative.

2 Ibid.
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The third significant benefit of the NAFTA to the United States and to American
retailing will be the opportunity it will provide to American retailers to shift some
of their consumer product sourcing, primarily from the Far East, to Mexico. For ex-
ample, the NAFTA eliminates immediately tariffs on artificial flowers, ceramics,
jewelry, leather handbags, wallets, travel and sports bags, leather apparel and belts,
certain toys, Christmas tree ornaments, and kitchen, Office and household fur-
niture. Eliminating tariffs on these items, some of which are currently sis high as
20 percent, coupled with the benefits of Mexico's proximity, will make Mexico a
lower cost source-which will benefit both American retailers and consumers.

The provisions of the NAFTA related to textile and apparel trade liberalization
are not as generous to American consumers or American retailers. Tariffs on most
textile and apparel products will be only gradually phased out over a 10-year period.
U.S. quotas will be eliminated immediately only on textile and apparel products
that meet very restrictive rules of origin: generally, the products must be made in
North America from North American origin yarn and North American origin fabric
to benefit from the quota eliminations. Quotas on North American products not
meeting the rules of origin will be phased out over 10 years. Nevertheless, the
Ag,-eement's textile and apparel provisions will provide some increase in the global
competitiveness of American producers, strengthening the export potential of the
textile and apparel industries and increasing manufacturing employment in the
United States.

The National Retail Federation looks forward to working with Congress to suggest
ways in which the implementing legislation can make the Agreement's textile and
apparel provisions more beneficial to American consumers. In particular, retailers
support provisions that would ensure that the implementation of the NAFTA in-
cludes review processes that are transparent, dynamic and responsive to the fre-
quent changes in consumer demand, particularly for apparel and other textile prod-
ucts. Retailers believe that a transparent review process is imperative to keep the
Agreement flexible and sensitive to the frequent changes in consumer demand
which will occur over the course of the 10-year transition period. We are encouraged
that the NAFTA provides for special reviews of several provisions of the Agreement
relating to textile and apparel trade, including the rule of origin. It also provides
for a major review of all of the textile and apparel provisions no later than five
years from t'e implementation of the NAFTA. Review provisions are important and
should not be weakened.

Retailers believe that the NAFTA will benefit American consumers and the mil-
lions of workers in the retailing, importing, and manufacturing industries. We look
forward to working with the Congress in the coming months as it evaluates the
Agreement and its implementing legislation to achieve these goals.

Sincerely,
TRAcY MULLIN.
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STATEMEN'o PPG INDUSTRIES, INC., GUARDIAN INDUSTRIES CORP., AND AFG
INDUSTRIES, INC.

. a

This statement is presented on behalf of PPG Industries, Inc., Guardian Industries
Corp. and AFG Industries, Inc. We are U.S. producers of flat glass and fabricated
automotive safety glass. We are grateful for this opportunity to explain why it is imperative
that there he a corrective side agreement or side letter, or corrective provisions in the
NAFTA unplementing legislation. if this U.S. industry is to have hope of a future.

What we face is an enormous disparity between the U.S. and Mexican tariff rates on
flat glass and fabricated automotive safety glass, and between the U.S. and Mexican
NAFTA phase-out periods for tariffs on those products. We also face an ominous
monopoly in Mexico able to use its monopoly power, and its world-class competitiveness,
to keep us out of Mexico and to severely undercut our industry on this side of the border.

Let us look briefly at NAFTA. as it now stands, with respect to our industry.
Immediately upon NAFTA's entry into force. duties on this side of the border will be
elminated for 99% of Mexican exports to the United States of flat glass and automotive
%atety glass. That is. our market will be completely open to the exports of Vitro. S.A., the
Mexican glass monopoly. The Mexican tariff, however, a rate of 20%, will be phased out
over a painstakingly slow period of ten years in most cases. So you see, with respect to flat
glases and fabricated automotive safety glass. the NAFTA assures the glass monopoly in
Mexico a closed market at the same time that it enjoys unfettered access to the U.S.
market This situation is totally at odds with opening North American markets and
enhancing cross-border trade, the supposed centerpieces of the NAFTA.

It is important to note what it means on both sides of the border that the Mexican
producer, Vitro, enjoys and will continue to enjoy monopoly power in its home market.
Basic principals of economics teach that Vitro's monopoly power in Mexico, reinforced by
the high tariff barrier, will permit Vitro to undercut our prices and limit our access to the
expanding market in Mexico, no matter what prices we are able to offer. That's what
monopoly power and high tariffs mean. Mexico remains the protected province of Vitro.
What about on this side of the border? Vitro will compete in this market with a
comfortable cushion of home-market, monopolist revenues. With that cushion it will be
able to set prices at whatever level necessary to make a sale and to endure even extended
losses here. The same losses for U.S. producers--lacking monopolist cushions--will cause
us to be severely injured. This is not speculation. This is the economic reality of domestic
and international competition when a world-class competitor also has monopoly power in
its home market.

Also to be factored in is that the U.S. market for these products is getting smaller
while the Mexican market is expanding. United States apparent consumption of these
products is contracting largely as a result of reduced construction of buildings and reduced
production of motor vehicles in which these glass products are used. The market in Mexico

wever is expanding along with growth in its construction and automobile sectors. On
this basis alone the long phase out period in Mexico is fundamentally unfair.

It is clear under NAFTA's present tariff formula for these products that U.S. producers
and workers in our industry are seriously threatened. This is why it is imperative for our
survival that the equation be balanced: just as the U.S. tariffs will be nearly totally
removed at the outset of NAFTA implementation, the tariffs on the Mexican side of the
border must also be gone at implementation.

In our contacts over the past months with members of the House and Senate we have
requested support for our request that the United States use the occasion of its
side-agreement negotiations to remedy the tariff inequity. We have noted, for instance, the
provision in NAFTA that:

On the request of any Party, the Parties shall consult to consider
accelerating the elimination of customs duties set out in their
Schedules. An agreement between two or more Parties to accelerate
the elimination of a customs duty on a good shall supersede any
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duty rate or staging category determined pursuant to their Schedules
for such good when approved by each such Party in accordance with
its applicable legal procedures.

NAFTA. Chapter 3. Article 302. Consultations or negotiations aimed at accelerating tariff
elimination cannot be expected to yield meaningful results, however, if they occur after
NAFTA implementation, when bargaining power will have evaporated. The side
agreement negotiations would have offered a ready-made opportunity for obtaining a
pre-ratification agreement by Mexico to eliminate its tariffs on U.S. fiat and automotive
safety glass exports.

We are grateful for the many members of Congress which have asked the past and
present administration for modification of NAFTA's provisions on flat and automotive
glass tariffs. It is still within the grasp of this administration to seek agreement with the
Mexican authorities for immediate elimination of the Mexican tariffs even though the
recently completed side agreements do not include such an agreement. Because the
administration has not been able to assure that it will be either willing or able
to do what is necessary to obtain such an agreement, we ask for this Committee to include
corrective measures in the NAFTA implementing legislation.

Below. we give more details on the relevant terms of NAFTA, the highly competitive
producer in Mexico and its competitive advantages, market forces in the United States and
Mexico, and ways in which we believe this Committee and Congress can provide a solution.

IL U.SJMexico Tariff it Tariff Phase-Out "Disparity Need for Acc.leraimn of
Tari'f" Eliminatin in lii,-

NAFTA's present formula for flat-and automotive glass assures that Vitro S.A., the
huge Mexican glass monopoly, will be shielded from meaningful competition in its home
market for another decade at the same time that it enjoys unfettered access to this market.
Vitro's access to this market will increase when U.S. tariffs on 98.6% of U.S. imports of
fiat glass and automotive safety glass markets from Mexico are permanently eliminated
immediate upon implementation of the NAFTA. S=, c,&, U.S. International Trade
Commission. Potential Impact on the U.S. Economy and Selected Industries of the North
American Free-Trade Agreement, Inv. 332-337, USITC Pub. 2596 (Jan. 1993) at II-2. Of
the I .4% of imports from Mexico on which U.S. duties will not be eliminated immediately,
1.33% will be phased out over eight years and 0.07% over ten years. Id That is, any
delays in U.S. duty elimination will be insipgtificant. Moreover, the present average U.S.
tariff on dutiable imports from Mexico is only 4.8% ad valorem. Id. See table following.

The treatment of U.S. exports to Mexico, both presently and under NAFTA, is entirely
different. The Mexican tariff is 20% on twenty-nine of the thirty eight-digit items of
concern (the exception being one item with a rate of 10%). The NAFIA phase out period is
ten years for all but four of the thirty items, representing the vast majority of product
quantity in demand in Mexico. Se table following.

Hence. whereas the present averagee U.S. tariff rate on dutiable irts of flat and
automotive glass from Mexico is 4.8% ad valorem, the rate in Mexico is 20% for virtually
all categories. Whereas U.S. tariffs on 98.6% of imports from Mexico will be eliminated
immediately upon implementation of NAFFA, tariffs in Mexico on the U.S. exports of
these products will not be gone until the end of ten years.

The Mexican producer thereby preserves its monopoly position and closed market in
Mexico while gaining free access to our market.

1m. The Mxicn Erdjr is a Moanoolv. I-irlv Canmetlve In Both t

Tariff P s At Hom While EnJyina g Pul Access to w U-.q Madri At
Oh- , of the U.S.Id,

The competing industry in Mexico has neither a need nor a reasonable right to a
protected market while it enjoys free access to the U.S. market.

The flat glass and fabricated automotive glass sectors in Mexico are dominated by
Vitro S.A.. a multibillion dollar consortium, using state-of-the-art technologies and

/
di
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en)oying monopoly power in the glass sector. Vitro began in 1909 and has evolved into one
of the world's largest glass corporations, with more than 80 individual entemprses located
mainly In North America. It has annual sales of $3.3 billion, operating income over $350
mdlion, and assets of about $4.5 billion. In addition to flat glass, Vitro's subsidiaries
produce other glass products and non-glas products.

COMPARISON OF U.S. AND MEXICAN TARIFF P4ASE-OJTS ON FLAT GLASS AN
AUTOMOTIVE SAFETY GLASS UNICER THE NAFTA
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While direct exports represent about 20% of total sales by Vitro's facilities in Mexico,
Vitro retains the protection of monopoly power and tariff barriers which permit it to control
and limit import competition in glass products in Mexico.

It is also in the interest of U.S. companies that foreign
monopolies be restrained so that they do not use their profits to
break into U.S. markets. Once here, such companies can rely on
revenue from the parent's protected home business to weather
competition that wipes out U.S. firms.

Currently. Guardian cannot easily compete with Vitro in Mexico for
two reasons [Guardian's Vice President] said: First, the 20 percent
tariff on glass exports to Mexico, and second, the Detroit company
has alleged that Vitro has used various tactics to discourage
competition in Mexico. For example, Guardian has alleged that
Vitro has driven off rivals by responding to their entry in a market
by lowering prices sharply in a predatory manner and making it
difficult for the newcomer to compete.

"It is a mess, but it's the nature of the beast," [Guardian's
Vice President] said. "That's how monopolies behave."

Glater. Jonathan D.. Bisting Trusts. South of the Border, Wash. Post, Aug. 21, 1993, BI,
B6.

Vitro's float glass interests consist essentially of two companies, Vitro Flotado and
Vidrio Piano. These producers have been identified by the International Trade Commission
as among the most competitive float glass producers in the world. EQrgignAInv.e ntm
Barriers or Other Restrictions that Prevent Foreign Capital from Claiming the Benefits of
FoignGovrnment Programs, USITC Pub. 2212 at 2-11 (1989). Vitro's flat glass
division is 35% owned by the world's leading flat glass producer, Pilkington Brothers, Ltd.
USITC Pub. 2596 at 1-1. That relationship guarantees Vitro access to the highest levels of
technology and marketing. Pilkington has about $5 billion in annual sales. It invented the
float manufacturing process. Hence, as a November 19, 1991 prospectus issued by Vitro
(p. 45) explains. its equity/technology partnership with Pilkington gives it Qflgpulg.aC
to "the leading technology in the flat glass industry."

Vitro also has the controlling interest in five automotive glass companies: Cristales
lnasttllables de Mexico ("Crinamex"), Vitroflex, Vidrio Plano, Auto Templex, and
Shaterproof de Mexico. Like Vitro's float glass producers, these companies are
state-of-the-an and world-class competitors. In the case of automotive glass, Vitro reports
that it exported to the United States in 1992 product valued at about $75 million from Vitro
Flex alone, in addition to controlling 90% of the $1 million car set OEM market in Mexico.
This is a good illustration of the dual effects of the Mexican producer's having access to
this market while U.S. producers are denied meaningful access to the Mexican market.

Moreover. Vitro has strong resources and a demonstrated access to international
capital markets. For instance. "16 international banks and an arm of the World Bank ...
[lentl glassmaking giant Vitro $126 million for up to 10 years. In addition, the
Intemauonal Finance Corp., the World Bank unit that extends credit to private companies,
said it will invest $10 million in the company's stock." Mexican Glassmaker Gets
EorignLoans. LA Times, Oct. 25, 1990, D2. "The banks agreed to lend Vitro the money
at a favorable interest rate of 2 percentage points over the London Interbank Rate." Id.
(emphasis added). Vitro's profitability, ready access to capital, and ease of cross-border
trade and investment-and, hence, that it does not require high tariff walls--are also
demonstrated by investments in joint venture arrangements with U.S. firms: Vitro's cash
payment of $130 million in a joint venture arrangement with Coming in the household
glassware sector (Financial Times, Aug. 7, 1991, p.11, NY Times, August 7, 1991, p. DI);
another joint venture arrangement with World Tableware International in the United States
in the same sector. (PR Newswire, July 25. 1991); and a cash payment of $440 million plus
the assumption of $460 million in debt to acquire Anchor Glass Container Corp. in the
United States (NY Times, August 7, 1991, p. Dl ).
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Improvements in the economy of Mexico, increased construction, and the
establishment of automobile and truck production facilities by a number of foreign firms
makes Mexico a growth market for flat and auto glass. Asian, European, and U.S.
companies -are investing heavily in the Mexican automotive industry. Ford Motor
Company de Mexico S.A..has spent nearly $1 billion renovating three plants to produce
Escorts and Tracers for the U.S. market. Chrysler and General Motors have been producing
vehicles in Mexico for a number of years. Together they exported approximately 114,000
vehicles in 1990. Volkswagen de Mexico S.A. recently announced that it will be increasing
both export and domestic volume at its Puebla plant and has spent $1 billion in renovations
to expand annual capabilities to three hund.d thousand units. Nissan Mexicana is also
investing $i billion in a plant scheduled to open this year. According to Vitro, already the
automotive glass market in Mexico increased 27.7% between 1989 and 1990. S= YAm
Annual Report. 1990 at 8. Since 1982, the Mexican market has enjoyed an automotive
trade surplus with the United States. Similarly, the Mexican construction industry
experienced a boom from 1986 to 1991. New construction put in place rose from $11
billion in 1986 to nearly $14 billion in 1991. a 26% increase. The flat glass market for the
construction industry in Mexico expanded by 6% between 1989 and 1990 alone. The
overall Mexican economy, as measured by GDP, expanded by 4.0% in 1991 and is
forecasted to grow by 4.5% to 5.0% during the next few years. U.S. Industrial Outlook '92
at 9.

Vitro's monopoly position in the lucrative Mexican market permits it to use profits
both to further expand its capacity, aggressively acquire U.S. firms and U.S. market share,
and expand its already highly-developed distribution infrastructure in the United States.
Relateddirectly to flat glass, in May 1992, Vitro purchased ACI America Inc. for $82.6
million. Francisco L Villegas, Vitro Group up to Purchase Another Glass Plant in the US,
El None. May 20. 1992. ACI America is a leader in the wholesale and retail distribution of
float glass for the automotive and construction sectors in the United States. I. The
company has more than 120 oule in the western and southern regions of the United
States. d. In addition to augmenting the already-sophisticated network Vitro has in place
in the United States, the ACI acquisition further demonstrates Vitro's extensive financial
resources and its intention to use those resources to become a dominant force in the U.S.
market.

Vitro has also announced plans to build a huge, nearly 500,000 square foot warehouse
in Laredo. Texas as part of its U.S. distribution network. This warehouse is the equivalent
of ten acres under one roof and can store the equivalent of six months production of an
entire float glass plant.

In an apparent reference to the ACI acquisition and the warehouse expansion, the
International Trade Commission states that "[the Mexican industry has improved its
service potential in the U.S. market by purchasing U.S. distribution facilities." USITC Pub.
2596 at 11-3.

Increasing its capacity to supply its U.S. distribution network, Vitro recently built a
second plant in Monterrey, near the U.S. border. The new plant commenced operations in
October 1991 and, by Vitro's own estimation, will increase Vitro's flat glass production
capacity by 89% by 1993. Securities and Exchange Commission Form F-1 Registration
Statement, Vitro, S.A. October 30, 1991, p. 44. Vitro's glass production capacity has
increased from 265,000 tons annually in 1991 to 600,000 tons this year. S= Chart below.
Vitro has plans to build a third plant in Monterrey by 1995, which will provide Vitro
hundreds of thousands of tons of additional production capacity. The proximity of
Monterrey to the United States border, where three-quarters of Vitro's flat glass production
is presently housed, enhances Vitro's ability to ship its increased production to the United
States. Indeed. given that 80% of the market for flat glass in Mexico is in the Mexico City
area, nearly 1,000 miles south of Monterrey, and that transportation costs for flat glass in
Mexico are relatively high (USITC Pub. 2596 at 11-2), the expansion of production capacity
in Monterrey is clearly ained at increasing exports to the United States.

75-546 - 94 - 14
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VITROS FLAT GLASS CAPACITY
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Not only is Vitro as advanced and competitive as any producer in the world, it enjoys a
number of important cost advantages compared with U.S. producers. It has a staggering
competitive advantage in labor costs: S2.20/hour. including benefits. for production
workers in the glass sector in Mexico. versus S16-30/hour. including benefits. for similar
workers in the United Sttes. It also has an advantage in fuel costs. U.S. International
Trade Commision, Foreiga Investment Barriers or Other Restrictions That Prevent Foreign
Capital from Caiming the Benefits of Foreign Government programs, USITC Pub. 2212
(Aug. 1989) at 2-12; a= aL U.S. International Trade Commission, The Likely Irmact on
the Uit s of a Free Trade Agreement With Mexico, Inv. No. 332-297, USITC Pub.
2353 (Feb. 1991) at 4-31, and USITC Pub. 2596 at 11-2. Vitro also has lower costs with
respect to certain key glass raw materials, including sand, soda ash and feldspar. E,,
USITC Pub. 2596 at 11-2.

Moreover. Vitro's production lies only 140 miles from the U.S. border, in Monterrey,
providing it the same or better access to major U.S. markets as U.S. producers.

At the sane time. in the U.S. market, demand for fiat glass is contracting due to the
correlation of the flat glass industry with the construction and automotive sectors. During
the period from 1988 to 1992, both the construction and the automotive industries endured
xcre slumps in the U.S. market. The value of new construction declined in the
construction industry, in real terms, from $415 billion in 1988 to $380 billion in 1991, a
decline of more than 8.4%. The Commerce Department estimates that new construction
will rise by only 1.0% per year through 1996. U.S. Industrial Outlook at 7-11 (1992). The
International Trade Commission characterizes the investment conditions for the flat glass
industry in the United States as unfavorable, citing recent investment, existing excess
production capacity, and weak demand in the principal flat glass markets, L&, construction
and automobiles. USITC Pub. 2596 at H-2. The excess capacity problem is likely to
remain until the end of the decade. Id. Additionally, the share of total imports held by
imports from Mexico continues to grow.

There is vigorous competition in the U.S. flat glass market, with price renc as
sm&l as one percent often dete*ining purhasing decisions. Already the economic slump
in the U.S. construction and automotive sectors has ca,.ised pressed prices and the
shutdown of five float glass plants in the United States (approximately 10% of domestic
capacity). Float glass prices have fallen by 25% in the past two years. Employment in the
U.S. market already dropped from 14.600 in 1987 to 13,000 in 1991, a line of 11%.
L1S, ttiOutlook at 7-11 (1992).

The following apparent consumption table illustrates the progressive contraction of the
U.S. market.
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US. Apparemt Consum on of Flat Glass and Flat Glass Products
(In Millions of U.S. Dollars)

1917 121 1M2 1f 1 192

3.655 3,510 3,410 3,012 2,715 2,492

SQin=: U.S. Industrial Outlook 1993, U.S. Department of
Commec, Bureau of the Census (1992 estimated by Department of
Commerce)

Accordingly, the most relevant facts concerning our request can be simply
summarized. Vitro enjoys considerable cost advantages, is as technologically advanced and
imernionally competitive as any of the leading flat glass producers in the world, possesses
the additional advantages of monopoly power in its expanding home market, and is
expanding geometrically its production capacity near the U.S. border and its distribution
and warehousing infrastructure in the United States, notwithstanding contraction of the
price-sensitive U.S. market. These facts can in no way justify granting Vitro immediate
access to the U.S. market at the same time that competition in Mexico is restricted by
Vitro's monopoly position and a 20% tariff rate, which is to be eliminated only at the end of
a ten-year transition period.

The U.S. fiat glass industry has concluded that it would be worse off if NAFTA is
implemented in its current form than if it is not enacted at all. Without NAFrA it could at
least petition USTR to revoke the Mexican flat glass industry's tariff preference under the
Generalized System of Preferences (GSP). Mexican cot i in flat and automotive
safety glass products makes its preferential GSP status particularly unwarrated. We have
in fact petitioned in the 1993-94 GSP review for removal of Mexico's GSP treatment from
four glass product categories. Its competitiveness, which resulted in automatic removal of
its GSP treatment on one product, was demonstrated by Mexico's exceeding the GSP
statute's "competitive need limit" last year.

Unless the present tariff disparity is eliminated, the U.S. flat glass industry estimates
that the Mexican fiat glass monopoly will capture at least 13 percent of the overall U.S. flat
glass market, including 26 percent of the market in the Southwest and West, long before
NAFrA, as proposed, would allow compensating competition in Mexico.

If the agreement is approved as currently written, the effects of Vitro's tariff
preference in the United States, its monopoly power in Mexico, its other competitive
advantages, and its expanding production capacity in Mexico and distribution network in
the United States will likely include substantal plant closing and the loss of thousands o
U.3workers' "obs in both the glass industry and related sectors. Vitro's explosion into
this market from a posture of home markCt protection spells serious trouble for the U.S.
producers and their workers.

IV. Imefli Need for Provision in a i e A or Letter. or In the
_uzleanhing BilL to Aume Acleae mintion of Flat Glmas d

Atignde, Sd=y CHAw T1u11finMico

Although the American flat glass industry is extremely competitive globally,
thousands of U.S. manufacturing jobs and related positions in service industries are
threatened because the NAFTA gives the Mexican flat glass monopoly this extraordinary
tariff advanage over flat glaus manfcturers located in the U.S.

The U.S. flat glas industry is not looking for protection from Mexican import. Al it
aks is fair and equal treamme, and an o to c on both sides of te d .
Moreover, the Mexican flat glass industry does not need protection-as evidenced by,
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among other tings. its high profit margins. It boasts some of the world's largest, most
modem glass making facilities, inexpensive labor, and competitive raw materials.
Amencan glass produce sr are more than ready to compete on bth sides of the border if we
ae given a level playing field.

The ways we believe our concerns could be addressed by USTR prior to
implementation or by Congress in the NAFTA implementing legislation include:

1. A side letter of agreement offered by the Mexican government assuring that,
kicandiincly upon iipemnmation of the NAFFA, Mexico will accelerate elimination of
tariffs on fla glass and mutienotive safety glass to a position of parity with U.S. tariffs
uler the NAFrA (the cent Mexican letter regarding Oppormuities for the U.S. insurance

inuhsy in Mexio is a precedent in this regard);

2. lnlusion of a provision in the NAFTA implementing legislation stating as a
condoikm precedent to the NAFrA's taking effect that the Mexican government agree to
accelat th eliination of tariffs on flat glass and automotive safety glass to a position of

with US. tafls l nde the NAFTA.

For NAFTA to be a success, "free trade" must mean that goods move freely in both
directions across the borders of North America. Very simply, accelerating the removal of
Mexico's unfair tariff on American flat glass is the only solution consistent with the
purpose of NAFTA and with the health of the U.S. industry, as well as with the objectives
underlying this nation's antitus laws.

STATEMENT OF THE NATIONAL FARMERS UNION

Thank you for the opportunity to present the position of the
250,000 farm ranch and rural families of the NFU on the proposed
NAFTA. Last week approximately 250 of our members traveled to
Washington D.C., at their Qwn expense, to discuss their concerns
on NAFTA with all the members of Congress. Our farm delegates
were surprised when some Members of Congress stated that they
were unaware of farm opposition to NAFTA.

Today, I wish to emphasize our message -- NOT THIS NAFTA!

A question often asked is whether organizations who oppose the
current agreement could support any trade agreement. The answer
is yes. National Farmers Union is a strong advocate of trade.
We support the establishment of international rules and
regulations which enable the fair trade of goods and services in
a manner that provides a fair return to the producer and promotes
environmentally sound production methods.

However, we do not believe it is necessary nor beneficial to
accept an agreement which trashes the social, economic and
environmental gains we have achieved, all in the name of free
trade.

In previous testimony, we have gone on record in support of the
resolutions passed by Congress which set forth certain guiding
principles that must be met by U.S. trade agreements. Last fall,
NAFTA was announced and many, including Majority Leader Richard
Gephardt, pointed out that it did not meet the standards, and
must be renegotiated. Others, including President Clinton, took
the position that there were problems, but that points of concern
could be addressed with the addition of side agreements.

Now we have read the side agreements and our earlier concerns
remain valid. Our analysis of the proposed agreement shows that
NAFTA will be a giant step backward, not only for our friends
with labor and environmental concerns, but specifically for North
American farmers. Today I intend to point out the inequities and
lack of safeguards for agriculture in the proposed NAFTA.

Our concerns fall under 4 general categories, which will affect
our members not only as family farmers, but as consumers and
taxpayers as well.
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I. Food safety - including inadequate inspection, the use of
banned chemicals, meat inspection problems under the CFTA, and
animal disease.

2. DiApacement of our markets for comodities - caused by
transshipment concerns, the accession clause, and inadequate
country of origin provisions.
3. Loss of means for redress against trade violations -
including the loss of Section 22.

4. Loss of farm income - including the loss of off-farm
employment opportunities.

Failure to add safeguards to address these areas will result in a
loss of farmers, not only in our country, but in Mexico and
Canada as well. The lack of safeguards carries over into the
concern of environmental abuse in Mexico as livestock feedlot
expansion occurs, dairy factories increase in number, large fruit
and vegetable producers move south of the border. In addition,
the NAFTA lacks safeguards to protect children and other workers
from exploitation.

I. Food Safety

Many take it for granted that all we have to do is go to the
grocery store, where we choose from the freshest fruit, a large
selection of attractively packaged meat and all types of dairy
products. Will this change with NAFTA? We believe it will.
Suppose USDA and EPA suddenly decided that chemicals which had
previously been banned on food for human consumption were now
okay for use -- not because the danger had lessened, but because
they were convenient to use. Suppose they further decided that
dairy farmers should be able to stretch their production by
adding water and vegetable oil to milk? Suppose they decided to
forego inspection of meat plants, or to change current
regulations which prohibit the sale of meat contaminated with
feces and urine?

No one would agree to these changes, and yet it has been
documented that these problems currently exist with imports and
will be exacerbated if we step up trade without addressing them.
When confronted with these problems, free-traders often respond
that a trade agreement is not the proper forum. This ignores the
reality that behavior is tied to profit. There is clearly a
financial incentive not to comply with restrictions. If at the
same time, there is no reason to comply with standards, i.e., no
trade sanctions, then laws on food safety, as well as worker
safety and environmental protection will be ignored.

An important safeguard that is missing is the assurance of both
the quality and quantity of border inspections for commodities
traded.

The Government Accountability Project (GAP) has documented the
problem with meat inspection under the U.S./Canada Free Trade
Agreement. Under the CFTA, meat inspection has turned into
paperwork inspection.

GAP has also documented the problem of trans-shipment. Under the
CFTA, Australian beef is shipped into Canada and then comes into
the U.S. as Canadian beef. Because it is not produced in Canada
or sold for Canadian consumption, it is not inspected in Canada.
At the same time, because it comes over the U.S. border as
Canadian beef, it is not inspected as Australian beef, nor does
it apply toward the import quotas and tariffs normally applied to
Australian beef.

What then, are the implications for the U.S./Mexican border?

If current inspection under the Canadian/US agreement is any
indication, and we believe it is, then the process would better
be labeled a paper certification inspection. We clearly have
stronger inspections between states and within our marketing
structure and processing system than exist at either our Canadian
or the Mexican borders. In the absence of strong corrective
measures, we believe the problem will become even worse as trade
is increased.
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Safeguards are also needed to protect against the spread of
animal disease, which could have disastrous consequences. GAP
reports that since 1982, the number of steers imported annually
from Mexico has quadrupled, and so has the incidence of TB in
cattle. In 1992, 83 percent of the cases of Bovine TB were found
in Mexican cattle. Bovine tuberculosis is more than a disaster
for cattle producers -- it can also cause TB in humans. Yet, a
USDA veterinarian has testified that he was ordered to release
for human consumption a beef carcass with laboratory confirmed
evidence of TB lesions.

Food safety and human health will also be jeopardized if imports
produced with banned or restricted pesticides are allowed to come
up across the border. GAO found 58 pesticides which could not be
used in the U.S., but which are allowed in Mexico. Clearly,
pesticides not safe for use within the United States are a1so not
safe if they are introduced into the food supply via imports.

I. Loss of U.S. Market Aocess

The NAFTA is supposed to increase our market access. Yet in some
instances, it actually decreases market access, by adding new
tariffs and restricting many existing markets. Corn, barley,
wheat, beans, milk, and cheese products have either less access
or higher tariffs, or both for the immediate future. Yet the
agreement allows Canada to maintain significant commodity
protection and transportation assistance.

In documenting our case, I draw your attention to the
accompanying chart AT--t wn from the Mexican tariff schedule.
In the case of dry edible beans, between 1989 and 1991, the U.S.
average annual export volume of beans to Mexico pursuant to
CONASUPO license, was 90,276 metric tons with no tariff. NAFTA
cuts our tariff-free access from over 90,000 metric tons to
50,000 metric tons. Sales over that amount have a tariff of 139
percent, but not less than $480 a ton.

This new tariff will come down slowly over 15 years and the quota
will increase by 3 percent a year over 15 years.

The situation we believe gives China the advantage to export more
beans to Mexico as they continue to operate under the old
CONASUPO licensing system with no tariffs!

On wheat, Mexico has imposed a new 5 percent addition to the
existing 10 percent tariff on durum wheat, and imposed a new 15
percent tariff on all other wheat, in exchange for the free
CONASUPO license.

Canada, meanwhile, will maintain its transportation assistance in
marketing its wheat to Mexico, as well as the United States. The
attached chart A-2 shows the increase in durum, all wheat, and
barley to the U.S. from Canada since the implementation of the
Canadian Free Trade Agreement.

Charts A-2 and A-3 clearly document the increased import levels
from Canada since the implementation of the Canadian Free Trade
Agreement in peanut products, sugar products, beef and beef
products, pork, wheat, and barley, and clearly demonstrate the
need to correct these inequities. There is no reason to believe
that such activities will not occur under the Mexican/U.S.
agreement at an even greater level and quantity base.

This year the United States made a significant investment in
using the Export Enhancement Program (EEP) to allow us to compete
favorably with Canada on wheat sales to Mexico. Yet, because
there are inadequate rules of origin, the is no way to ensure
that the United States is not expending EEP dollars to export
Canadian produced wheat! If we further open our borders without
correcting this problem, what other countries will send us
commodities to be exported with our EEP funding?

We are also concerned that NAFTA may jeopardize our ability to
continue use of the Dairy Export Incentive Program (DEIP) on
sales of milk to Mexico.
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XX1. Loos of Ability to Address Trade Ineauities

The U.S. eliminates restrictions on access to its market
immediately, as well as removes the only tool of recourse if
trade abuse occurs, in giving up Section 22 in our agreement with
Mexico. Section 22 of the Agriculture Adjustment Act of 1933
allows the Secretary of Agriculture and the President to take
Immediate action if they believe a condition exists requiring
emergency treatment.

In analyzing what has taken place with certain commodities under
the Canadian/U.S. Free Trade Agreement, the Clinton
Administration has now seen the need to take and consider Section
22 action. The accompanying chart A-3 reports the increase in
peanut butter and peanut paste at 567 percent from 1989 to 1992
and an increase of 3021 percent in sugar products from 1989 to
1992.

Chart A-2, referred to previously, clearly shows the import surge
of durum, barley, and all wheat that has occurred from Canada
since the implementation of the Canadian Free Trade Agreement.
The only tool available to the Administration to respond to the
detrimental trade action is Section 22.

The only other option for impacted producers of a particular
commodity is to file a complaint through a binational panel, at a
cost per case of several hundred thousand dollars.

Within the Mexico/U.S. agreement,there is no enforceable way for
the U.S. government to intercede on behalf of producers if
flagrant trans-shipment of commodities occur, nor to intercede if
import surges occur.

IV. Loss of Farm Inoome

Some may characterize NAFTA as a method of redistributing the
wealth. We believe farmers in both the United States and Mexico
will be the donors.

Free trade proponents like to cite a recent study claiming that
corn prices may increase by $.06 per bushel under NAFTA. It is
worth noting that this study does not make any claims of gains
for any other U.S. agriculture commodities. We also point out
that the $.06 for our farmers comes at the expense of an
estimated 3 million Mexican corn farmers who will lose their
farms, jobs, and homes when their prices are cut by one half.

One of the biggest threats to U.S. farm income under the NAFTA is
the loss of Section 22, which allows us the ability to stabilize
our domestic food supply. Currently used for dairy, sugar,
peanuts, and cotton, Section 22 is available and has been used
for many other commodities, including wheat, barley, rye, oats,
and others. NAFTA eliminates our import controls in favor of
tariffs, which are then phased out, over periods of 5, 10, and 15
years.

The loss of import controls, coupled with the problems caused by
inadequate rules of origin and trans-shipment, combine to produce
a serious threat to producer income and will also negatively
impact U.S. taxpayers.

The problem becomes even worse when one considers that NAFTA
provides an incentive for farms to be moved south of the border,
due to cheaper labor and land, and lack-of enforcement regarding
environmental restrictions. Family farmers do not have the
incentive to move. However, agribusiness does.



418

A Texas dairy farmer compared his cost-f production to those of
a Mexican counterpart. The Texan paid his workers $40 a day,
along with social security and workmen's compensation. His land
costs were higher, his fuel costs were higher, and his
environmental restrictions more severe. His Mexican friend paid
his workers $3.00 a day, with no benefits, and paid less for the
chemicals and pesticides he used on his farm. The result was no
surprise. The Mexican farmer had a much higher profit margin.

The projected loss of jobs is often cited by labor unions. This
loss is also serious for farm families, since off-farm income is
often the source of cash flow that provides day to day living
expenses for our members. When off-farm income is separated out
from farm income, USDA figures reveal that the average annual
farm net income is less than $4,000 per year!

Conclusion

Some tell us that the decline of the American farm family is
inevitable. If the United States continues to accept agreements
such as the NAFTA, we will seal this fate.
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Canadian Grain Imports Climb
Following Free Trade Agreement
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Canadian Processed Foods Imports Explode
Following Free Trade Agreement
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STATEMENT OF THE INTERNATIONAL SUGAR POLICY COORDINATING COMMISSION OF
THE DOMINICAN REPUBLIC

INTRODUCTION

The International Sugar Policy Coordinating Commission of the Dominican Re-
public (Dominican Sugar Policy Commission)' is submitting this statement in re-
sponse to the Finance Committee's request for comments on the North American
Free Trade Agreement (NAFTA). The Dominican Sugar Policy Commission is
strongly opposed to the provisions in NAFTA which provide Mexican sugar export-
ers with increased preferential access to the U.S. market.

These provisions (in the U.S.-Mexico Free Trade Agreement) increase Mexico's
percentage share of the allocated tariff-rate quota on sugar imports and reduce the
second tier duty on Mexican sugar imports under the tariff-rate quota. Such changes
to the U.S. sugar import program will provide a windfall to Mexican exporters and
would certainly harm those countries in the Caribbean and Central America whose
economies are heavily dependent on sugar, particularly the Dominican Republic.
The Dominican Sugar Policy Commission believes that if the United States were to
enact corrective legislation, (or reach a diplomatic understanding with Mexico), such
action would have the salutary effect of protecting the Dominican Republic's access
to the U.S. sugar market, and that of other traditional suppliers in the Caribbean
and Central America whose access is seriously threatened by the sugar provisions
in NAFTA. This would also protect the guaranteed minimum quota established for
off-shore suppliers in the 1990 Farm Act.

TREATMENT OF MEXICAN SUGAR IMPORTS UNDER NAFTA

It is the understanding of the Dominican Sugar Policy Commission that the U.S.
Government initially contemplated substantially increasing the tonnage of sugar
that Mexico could ship to the United States under the tariff-rate quota, but rejected
this approach when it became apparent that it would be a windfall for a few Mexi-
can sugar exporters. (Mexico apparently asked for increased access of 1.5 million
tons while the U.S. initially considered giving Mexico a quota increase of 25-50,000
tons. Since Mexico is a traditional net importer of sugar, traders would simply have
purchased lower-priced work' market sugar and used it (on a substitution basis) to
fill the additional quota at 'he premium prices available in the U.S. market.) In-
stead, the U.S. Government negotiated provisions whereby Mexico's sugar quota is
increased subject to a determination of?"net exporter" status and the second tier
duty on Mexican sugar imports (16 cents per pound, raw value) will be staged down
over fifteen years. A summary of the pertinent provisions is set out below:

Years 1 to 6. Any year that Mexico is projected to be a surplus producer of
sugar (i.e., production is expected to exceed consumption), its duty-free access
to the U.S. sugar market will increase to 25,000 metric tons, roughly 3.5 times
its current quota of 7,258 tons. The surplus producer status projection for each
fiscal year must be made the preceding June. The U.S. 16 cent second tier tariff
for Mexico will drop 15 percent during years 1 to 6.

Years 7 to 15. The U.S. 13.6 cents second tier tariff for Mexico will be reduced
to zero during years 7 to 15. Mexico will adopt the U.S. second tier tariff as
a common external tariff on non-NAFTA sugar. In addition:

a. If Mexico fails to achieve surplus producer status for two consecutive
years, including years 1 to 6, Mexico's potential access to the U.S. market
wilt increase to 150,000 tons in year 7, and grow 10 percent per year to
322,000 tons in year 15. Mexico may export up to the proscribed amount
in any year it is projected to achieve surplus producer status.

b. If Mexico does achieve surplus producer status in two consecutive
years, including during years 1 to 6, Mexico may export its entire export-
able surplus to the U.S.

After Year 15. There will be no limit on Mexican sugar exports to the U.S.
(Presumably, rules of origin would discourage transshipment and a remaining
common external tariff would discourage substitution of non-Mexican sugar by
private producers, but verification and enforcement measures are uncertain.)

Sugar Blends and Sugar-Containing Products. U.S. Section 22 limits on im-
ports of these products would be converted to tariffs and the tariffs would be
reduced to zero over 10 years.

1The International Sugar Policy Coordinating Commission of the Dominican Republic is a
quasi-governmental agency comprised of both public and private sector members under the
chairmanship of the Secretary of State for Foreign Relations of the Dominican Republic.
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FLAWS IN NAFTA SUGAR PROVISIONS

The Dominican Sugar Policy Commission is concerned primarily with the treat-
ment of Mexican sugar imports in three main areas: the stage-down of the second
tier duty, the substitution problems, and the lack of appropriate marketing and dis-
tribution restrictions. Each of these problem areas is addressed separately below
along with possible solutions. These solutions are not contained in NA A and
therefore need to be addressed in legislation, if not diplomatically.

Stage Down of Second Tier Duty
The U.S. Government's agreement to stage down the second tier duty on Mexican

sugar imports (16 cents per pound, raw value) over a period of fifteen years is ex-
tremely objectionable to Dominican sugar exporters since it would have the effect
of increasing Mexico's share of the U.S. market at the expense of traditional export-
ers because the second tier tariff is the only effective control on the volume of im-
ports.

Assuming world prices remain close to current levels of about 10.5 to 12.0 cents/
pound, the effectiveness of the second tier tariff as a limitation on imports from
Mexico would be lost in about ten years (or faster if world prices were to decline).
At such time, exporters from Mexico could flood the U.S. market by satisfying do-
mestic needs in Mexico with world market sugar or other nutritive sweeteners such
as high fructose corn syrup (HFCS), and then shipping as much raw or refined
Mexican sugar as possible to the United States.

Substitution Problems
There are several serious problems regarding "substitution": (1) Mexican traders

could satisfy domestic needs with world market sugar, thereby freeing up Mexican
sugar for shipment to the United States; (2) HFCS and other nutritive sweeteners
could be substituted for sugar in domestic applications; and (3) sugar blends and
sugar-containing products could be used in the place of raw and refined sugar when
Section 22 protections are lowered. These substitution problems are of immense con-
cern to the Dominican Sugar Policy Commission. Unless they are solved, in a few
years the Dominican Republic and other traditional exporters in the Caribbean and
Central America could be shut out of the U.S. market entirely. Moreover, failure to
address these problems in an effective manner would have serious adverse con-
sequences for the U.S. domestic industry as well.

During the negotiation process, the Dominican Sugar Policy Commission sug-
gested that the best way to solve the substitution problems would be to suspend the
stage-down of the second tier duty as long as Mexico is not "self-sufficient" in sugar
production and/or to apply the reduced second tier rates only to imports of sugar
and sugar-containing products from Mexico in amounts which exceed Mexico's total
domestic consumption of nutritive sweeteners. For this formula to be effective, Mex-
ico should not be able to substitute high fructose corn syrup and other nutritive
sweeteners for sugar in domestic applications and be able to qualify for the reduced
second tier tariffs. (Starting in 1975 a switch to HFCS occurred in the U.S. soft
drink industry which caused a shrinkage in U.S. sugar imports of about 4 million
tons and concomitant harm to off-shore suppliers.) For example, if Mexico's total do-
mestic consumption of nutritive sweeteners (sugar, sugar blends, sugar mixtures,
HFCS, glucose syrups, dextrose, etc.) were 5 million tons, its sugar production would
have to be more than 5 million tons before the excess (only) would be eligible for
the reduced second tier duties. 2

Another suggestion was made to apply the reduced duty rates only to exports of
sugar and sugar-containing products from Mexico in excess of Mexico's domestic con-
sumption of nutritive sweeteners. This would have ensured that the benefits of the
liberalized trade in sugar are not limited to a few traders. Moreover, it would pro-
tect the interests of the traditional exporters in the Caribbean and Central America,
who have reliably supplied the United States with sugar during periods when it was
often far more profitable to ship their sugar to other destinations. Unfortunately,
the U.S. Government did not incorporate these suggestions into the agreement with
Mexico.

The "tariffication" of the Section 22 quotas on sugar blends and sugar-containing
products will further compound the substitution problems, since the Section 22 quo-

2 Mexico's domestic sugar consumption for 1990/91 was 4.19 million metric tons, raw value,
and was expected to expand at about 3.5 percent a year to 4.8 to 5.0 million tons by 1996. To
date, alternative sweeteners have not been significant factors in the Mexican soft drink indus-
try one of the world's largest, but their use could increase substantially. (Source: USDA Sugar
and Sweetener Situation and Outlook Report, March 1991). However, an April 12, 1993, USDA
study predicted a major expansion in Mexican sugar production as a result of NAFTA.
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tas were imposed precisely to control imports of sugar blends and sugar-containing
products. Converting the Section 22 quotas to tariffs and then lowering the tariffs
will erode the protection that Section 22 was designed to afford.

Marketing and Distribution Restrictions
The Food, Agriculture, Conservation, and Trade Act of 1990 (the 1990 Farm Act)

established a guaranteed minimum import quota of 1.25 million tons for traditional
off-shore suppliers. In addition, it provided that marketing controls would be im-
posed on domestic cane and beet sugar and crystalline fructose if anticipated fiscal
year imports for consumption were less than 1.25 million tons. If the second tier
tariff on Mexican sugar imports were to be staged down as described above, imports
from Mexico could trigger marketing controls on U.S. sugar producers. This would
lead to the anomalous situation where Mexican producers could produce as much
as desired while U.S. producers would be subject to marketing controls. To prevent
this unfair result, Mexican producers should be subject to the same marketing con-
trols as U.S. growers. One of the stated objectives of the negotiations is to establish
the framework for free trade throughout North America. Under such philosophy,
creating a North American "common market" in sugar, Mexican sugar growers
should not object to being subject to the same marketing controls as U.S. producers.
To do otherwise would undermine Congress's express intent in the 1990 Farm Act
to provide traditional off-shore suppliers with guaranteed minimum access to the
U.S. market while preserving a viable domestic sugar industry.

SUGGESTIONS FOR CORRECTIVE LEGISLATION

The Dominican Sugar Policy Commission believes that it is essential to have effec-
tive legislation to address the problems with respect to the treatment of sugar under
NAFTA in spite of the Administration's views on the subject. Apparently, during the
negotiations with Mexico the Administration thought that Mexico would not qualify
as a "net exporter" of sugar at any time soon and consequently that it was unneces-
sary to have meaningful safeguard arrangements in the agreement. Moreover, it
now appears that the U.S. Trade Representative has backed away from President
Clinton s position on the need for strong mechanisms to protect against import
surges. (We refer to the Monday, March 22, 1993, issue of The Journal of Commerce
in which Deputy Trade Representative Yerxa is quoted as saying that a "monitor-
ing" and "consultation" mechanism is all that is needed.)

Unlike the Administration, some farsighted Members of Congress have recognized
the problems associated with the treatment of sugar in NAFTA and have introduced
a bill, H.R. 1403, intended to remedy such problems. The parallel Senate bill, S.
1155, cures many NAFTA ills but does not address the sugar problem. The bills are
important because the situation is actually growing worse.

The need to have effective legislative provisions for specifically mandated actions
to protect against surges of Mexican sugar imports is obvious when one reads the
recently released Department of Agriculture (USDA) study on the Mexican sugar in-
dustry. This April 12, 1993, study, entitled "Mexico's Sugar Industry--Current and
Future Situation," prepared by officials of USDA's Economic Research Service and
Foreign Agricultural Service, warns that Mexico is expected to have exportable sugar
surpluses reaching 800,000 tons by year 14 of the agreement. Furthermore, total an-
nual production is expected to increase by over 1 million tons by year 14 as a result
of $2 billion new investment in the Mexican sugar industry. This is a fundamental
change in circumstances which must be addressed by Congress in the absence of a
strong separate agreement with Mexico on import surges. (The current agreement
provides basically for "monitoring" and "consultations" only.)

The Dominican Sugar Policy Commission submits that the corrective legislation
should contain the following elements at a minimum:

(A) a "snap-back" of the second tier tariff under the tariff rate quota under
specified circumstances;

(B) stand-by marketing controls on Mexican producers similar to those im-
posed on U.S. producers; and

(C) provisions to prevent the substitution of HFCS and other nutritive sweet-
eners for sugar when calculating Mexico's "net exporter" status.

(1) Trigger for Action.
Congress has already established a threshold for determining when irreparable

injury will occur to traditional off-shore suppliers, that is, whenever total imports
are projected to be less than 1.25 million tons, i.e. the "guaranteed minimum quota"
established in the 1990 Farm Act. This should be used by the Finance Committee
to specify when action must be taken. However, more is needed since Mexico's in-
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creased imports presumably would count against the "-uaranteed minimum quota,"
thereby reducing the proportionate shares of the traditional supplying countries.
Therefore, action should be triggered whenever it is projected that (1) total fiscal
year imports for consumption are projected to be less than 1.25 million tons, and
(2) traditional off-shore suppliers' share of the guaranteed minimum quota will be
less that their traditional allocated share of the U.S. sugar import quota. (For exam-
ple, the Dominican Republic's allocated share of the U.S. sugar quota is 17.6 per-
cent. Under this formulation, action would be mandatory whenever the Dominican
Republic's share of the "guaranteed minimum quota" fell below 220,000 tons, i.e.
17.6 percent of 1.25 million.)

(2) Required Action.
Since the second tier duty is the only effective control on imports, the President

should be required to reimpose the duty whenever traditional suppliers' access is
threatened as described above. However, Mexico should be allowed to avoid a "snap-
back" if Mexico imposes stand-by marketing controls on Mexican producers similar
to those imposed on U.S. producers under USDA's marketing allocation regulations.
Thus, the Finance Committee should adopt language to mandate a "snap-back" of
the second tier tariff on Mexican sugar imports under the tariff rate quota unless
"substantially equivalent" marketing controls are in effect in Mexico whenever mar-
keting allocations are in effect in the United States.

(3) Additional Legislative Provisions.
The Dominican Sugar Policy Commission believes that the legislation to be adopt-

ed should contain provisions to prevent the substitution of HFCS and other nutri-
tive sweeteners for sugar when calculating Mexico's "surplus producer" status. Be-
cause the Clinton Administration has not yet been able to come to grips with the
problem and to reach any diplomatic understanding with Mexico (apparently be-
cause of Mexico's hard-line position), it may seem more appropriate to incorporate
the provisions determining Mexico's "surplus producer" status into legislation rather
than hoping for a diplomatic cure. The Dominican Sugar Policy Commission is pre-
pared to submit technical language to the Committee in this regard.

CONCLUSION

It is extremely important to the Dominican Republic that its sugar exports retain
at least the minimum level of access to the U.S. market established by the 1990
Farm Act. Congress has recognized this and in order to accomplish this it is nec-
essary to enact corrective legislation as set forth herein. This would afford meaning-
ful protections to Dominican sugar exporters and other traditional off-shore suppli-
ers, and would prevent further damage to their economies.

STATEMENT OF THE SWEETENER USERS ASSOCIATION

The Sweetener Users Association is pleased to have the opportunity to submit its
views on the likely impact of the North American Free Trade Agreement (NAFTA)
on the U.S. sweetener economy.

The Sweetener Users Association represents U.S. food and beverage manufactur-
ers who are industrial users of sugar and other sweeteners, and the trade associa-
tions representing such companies. We support the sweetener and sweetened prod-
uct provisions that have emerged from the NAFTA negotiations. The Association is
a member of Ag for NAFTA, a broad-based coalition representing the vast majority
of U.S. farmers ranchers and agribusiness firms, all of whom strongly support pas-
sage of the NAFA.

THE NAFTA AGRICULTURAL PROVISIONS

The NAFTA calls for the elimination of all tariffs, quotas and licenses that act
as barriers to agricultural trade between the United States and Mexico. There are
no exceptions.

The NAFTA allows import-sensitive agricultural industries adequate time to ad-
just to free trade. The Agreement explicitly provides for a transition period of up
to fifteen years before tariffs are eliminated for the most sensitive products.

The Agreement requires no changes in domestic farm programs for either country.
In keeping with the "no exception" mandate, all trade barriers on sugar and

sweetened products eventually will be eliminated. Sugar, due to its import sensitiv-
ity, has been granted the longest transition-fifteen years. Moreover, tough rules
have been established to protect our domestic sugar industry from sugar that is not
produced in Mexico.
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NAFTA SUGAR AND SUGAR-CONTAINING PRODUCT PROVISIONS

The Sweetener Users Association supports the sugar and sugar-containing prod-
uct provisions of the NAFTA without change.

We do so for two reasons. First, the prospects for increased sales of sugar-contain-
ing products to Mexico as a result of the NAFTA are enormous. Second, the sugar
provisions of the NAFTA, along with the supplemental agreement on import surges,
afford significant protection to the domestic sugar industry during the fifteen-year
transition period.

SUGAR-CONTAINING PRODUCTS

According to a recent Department of Agriculture study entitled "Mexico's Sugar
Industry-Current and Future Situation," exports of sugar-containing products to
Mexico will expand sharply as a result of a ten-year phaseout of the tariffs on man-
ufactured food and beverage products which currently range from 10 to 20 percent,
ad valorem.

This report projects total U.S. sugar-containing product exports to Mexico to reach
$2.2 billion in the year 2008. At the same time, Mexican sugar-containing product
exports to the United States will only reach $545 million. The table below graphi-
cally demonstrates that, therefore, there will be a significant net balance of trade
of $1.6 billion in favor of the United States by the end of the transition period.

U.S. EXPORTS OF SUGAR-CONTAINING PRODUCTS TO MEXICO
[Million dollars]

KIMs 1990 1991 1992 P~o ~e
2000 2008

Cocoa & chocolate products .............................................................. 32 47 53 225 480
Cereal & bakery products .................................................................. 23 30 67 400 850
Confectionery ...................................................................................... 18 20 23 50 105
Miscellaneous edible preparations ..................................................... 41 53 79 340 725

Total selected sugar-containing products ..................................... 114 150 222 1015 2160

Imports of sugar-containing products from Mexico .......................... 73 85 96 250 545
U.S. trade balance ................................ .... ..... ................................. + +4 +65 + 26 +765 +1615

Source: "Mudco's Sugar Indust-Curment and Future Situation," by Fred Kessl, Peter Buenell and Ron Lord, USDA, April 12, 1993.

RAW AND REFINED SUGAR

The NAFTA provisions relating to raw and refined sugar were among the most
difficult parts of the Agreement to negotiate. The transition rules for sugar are the
most unique and the most complicated of the entire range of products covered by
the NAFTA. Raw and refined sugar are among only a very few sensitive products
that will have a fifteen-year transition period. No other product is subject to the
"net surplus producer" restriction during the transition period.

TRANSITION PERIOD: YEARS 1-6

In the initial six years of the Agreement, Mexico's sugar exports to the United
States will be limited to its current export allocation of 7,258 metric tons. However,
in any year that Mexico reaches net exporter status during the initial six-year pe-
riod, it would be allowed access for its net exportable surplus, up to 25,000 tons.

During Years 1 through 6, the United States will reduce its second tier tariff on
sugar imports from Mexico by 15 percent, from 16 cents per pound to 13.6 cents
per pound.

TRANSITION PERIOD: YEARS 7-15

Beginning in Year 7, Mexico will be allowed to ship its net exportable surplus to
the United States duty-free, up to a maximum of 150,000 tons. This ceiling will
grow 10 percent per year over the remainder of the 15-year transition.

If Mexico reaches net exporter status for two consecutive years at any time during
the transition period, beginning in Year 7 or the second year of net exporter status,
whichever is later, it can ship its total exportable surplus to the United States duty-
free.
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Mexico will align its tariff regime with that of the United States by Year 7 of the
Agreement, implementing a tariff quota with rates equal to those of the United
States.

ECONOMIC IMPACT-SUGAR

The net effect of these provisions is that Mexico cannot ship any more than 25,000
metric tons annually to the United States during the first six years of the Agree-
ment. This amount of sugar is statistically insignificant in comparison to the mini-
mum 1.1 million metric ton (1.25 million short ton) annual import quota or the 8.3
million metric tons (9 million short tons) of sugar that are consumed each year in
the United States.

Moreover, by the beginning of Year 7 Mekico must harmonize its external tariff
on sugar imported from countries other than the United States. In essence, Mexico
will form a "common market" with the United States on sugar by the beginning of
the 7th year of the Agreement. This will tend to equalize sugar prices between the
United States and Mexico and, consequently, offset the incentive for Mexico to ex-
port sugar to the United States, since there will be no price premium to be gained.

Even with these protective provisions, Mexico must become a net surplus producer
in order to avail itself of additional export sales to the United States. There is sig-
nificant debate as to whether Mexico is capable of producing more sugar than it con-
sumes. Currently, Mexico is a deficit producer of sugar and most economists believe
that that trend will likely continue for the foreseeable future.

Whether Mexico will become a net exporter is very difficult to predict. It will de-
pend on a number of public policy and private investment choices in Mexico that
are difficult to forecast. Numerous economic forecasts have been advanced on this
subject. The USDA study referred to earlier states that it will require hundreds of
millions of dollars of investment to modernize the Mexican sugar industry and
achieve levels of efficiency required to be competitive. The study indicates that
under the most optimistic conditions, including higher sugar production, decreased
sugar consumption and HFCS substitution by the soft drink industry, Mexico may
only have a net surplus of 800,000 tons by the year 2008.

We believe that the opening of the U.S. market to Mexico is unlikely to have any
considerable effect on U.S. sugar producers. Even given the best case scenario de-
scribed in the USDA study, this level of Mexican imports is still below total sugar
quota imports and thus increased imports of Mexican sugar would simply displace
imports of sugar from other traditional suppliers. This is not an ideal situation, but
it represents another protection for domestic sugar growers unless the sugar pro-
gram is changed as a result of legislation or an international agreement.

SUPPLEMENTAL AGREEMENT ON IMPORT SURGES

In addition to the significant safeguards that are built into the NAFTA sugar pro-
visions, there is now also a supplemental agreement on import surges. While the
significance of this supplemental agreement should not be overstated, it does insti-
tutionalize a mechanism for dealing with sensitive products when imports enter the
domestic market in such volume as to cause undue instability in the form of de-
pressed market prices or declining employment in a particular industry. Also, a
working group established under the agreement will review how well NAFTA's safe-
guard provisions are working and can make recommendations for revisions, as ap-
propriate.

MEMORANDUM OF UNDERSTANDING

In spite of the special provisions for sugar, the domestic sugar industry has pro-
posed a number of changes designed to materially alter the basic provisions of the
sugar agreement. Apparently, the sugar growers have requested our negotiators to
conclude a memorandum of understanding with the Mexicans expanding the defini-
tion of "surplus producer" to include production and consumption of corn sweeten-
ers.

We are greatly concerned that any changes at this time could threaten not only
the sugar and sugar-containing product provisions but other elements of the Agree-
ment as well. In the United States, sugar statistics only include sugar for supply
and demand calculations. The inclusion of corn sweetener data for political purposes
distorts the statistics and the intent of the Agreement.
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Ifthe sum of Mexico's sugar and corn sweetener production has to exceed the um
of its sugar and corn sweetener consumption in order for that country to be judged
a "net surplus producer," then it is unlikely to ever qualify. Much of the corn sweet-
ener will be imported from the United States and would appear in the consumption
figure but not in production. Thus, Mexico would never achieve net exporter statue
and only the minimum quantity would be allowed to enter the United States during
the transition period.

It is logical to predict that the Mexicans would not favor substantive changes to
the sugar provisions. Irregardless of our assessment and that of many U.S. analysts,
the Mexicans believe that they are capable of becoming a net exporter of sugar.
Thus, any changes in the implementing legislation that would limit the value of this
negotiated benefit would in all likelihood lead to a withdrawal of concessions on the
Mexican side.

CONCLUSION

The Sweetener Users Association supports the NAFTA sugar and sugar-contain-
ing product provisions, without change.

Based upon our assessment of the requirement that Mexico become a "net ex-
porter" during the transition period, we do not believe that there is a significant
threat that Mexico will flood the U.S. market with raw or refined sugar.

With respect to sugar-containing products, we are very optimistic about the oppor-
tunity to supply Mexico's growing demand for these products.

During the transition period, the supplemental agreement on import surges estab-
lishes an additional mec anism for consultation.

The removal of trade barriers to sweeteners and sweetened products under the
North American Free Trade Agreement would have favorable economic effects on
consumers, as well as on efficient sugar growers and processors, corn refiners and
corn growers, and manufacturers of sweetened products and beverages. The U.S.
sweetener industry is competitive and will grow and prosper in an economic envi-
ronment less hindered-by restrictions on trade.

Thank you for the opportunity to submit our views on this most vital issue.
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STATEMENT OF THE TRANSPORTATION TRADES DEPARTMENT, AFL-CIO

Introduction
The promises of the North American Free Trade Agreement are enticing:

open markets, streamlined trading, prosperity for all. Yet the reality reveals the
difficulty in achieving so much so easily. If these benefits were always there for
the asking. why have they not been seized upon before? The answer is simple.
The conclusions of NAFTA proponents are false. Based on overstated numbers,
unheeded warnings and unfounded assumptions, NAFTA betrays the interests of
workers on both sides of the border. It threatens massive job loss in the United
States, while offering little hope for boosting either wages or working conditions
for Mexican workers. And environmental degradation only adds to the poten-
tially tragic effects of the agreement.

Where does the promise go wrong? A history lesson from Europe provides
the quick answer. There. the European Community has learned that nations with
lower standards of living cannot be integrated into a trading community without
correcting the economic and social conditions that created the disparity in the
first place. As House Majority Leader Richard Gephardt (D-MO) has pointed
out, in the post-Cold War world the focus of trading agreements has expanded
beyond tariffs to encompass "social and economic standards." The European
common market is extremely sensitive to varying levels of development and the
social consequences of change. It provides transition programs that, among other
issues, address basic labor, human rights and environmental protections as a
means to bring equal partners into the trading community. In other words, these
structural adjustment programs help a country practice fair trade when it joins
the free trade community.

NAFTA negotiators in the Bush administration failed to study their history.
Wage disparity, government-controlled unions, and lax enforcement of environ-
mental and worker safety regulations in Mexico create ripe conditions for ex-
ploitation of both workers and the environment. Given the political atmosphere
in Mexico - and lack of adjustment programs in NAFTA - very little of this
will change. The Mexican government has the power to artificially depress
wages without regard to worker productivity, and to ensure that enforcement of

whatever regulations are on the books remains weak. With no real market
forces at work, truly competitive trade cannot be achieved. None of these
problems were addressed in NAFTA negotiations. And none have been effec-
tively addressed in the inadequate side agreements offered in response to
protests from the labor and environmental communities.
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As a Vital link- in the pipeline of goods through production to market, the
U.S. transportation industry will be seriously damaged by NAFTA's passage.
Moving raw materials to intermediate manufacturers, component parts to
assembly plants and, finally, finished goods to market, our domestic transporta-
tion sector stands to lose every step of the way. Liberalized investment regula-
tions and low wages virtually taunt companies to move to Mexico and abandon
U.S. workers. Transportatitn workers face a double threat: a large segment of
their customer base will be lost and they must compete with the low wages and
weak safety regulations of the Mexican transportation industry.

What follows discusses these issues in more detail. The conclusion,
however, is apparent: NAFTA, as negotiated in the primary and side agree-
ments, will harm the U.S. economy and U.S. workers. Congress must reject any
such pact.

Leveling the Playing Field by
Bringing One Side Down

The Lure of Low Wages, Lax Regulation

From 1979 to 1992, the United States lost 2.9 million jobs in its manu-
facturing sector.

Already economists are warning that the nation is risking its-capability
to meet its own needs in times of war, be it a military or economic one.
NAFTA promises to hasten the exodus of manufacturing from the United
States. Even without the agreement in effect, numerous manufacturers have
headed south. The lure of low wages and lax environmental and workplace
safety regulations is too much to resist. General Motors, Smith-Corona and
Zenith are but a few examples of companies that have closed plants in the
United States and moved them to Mexico. Since 1971, investment in Mexico
has grown from 120 maquiladora plants along the U.S.-Mexican border
employing 19,000 workers to. in 1991, 2,000 plants and halfa million
workers.

The automotive sector, where the loss of one U.S. employee affects the
jobs of an estimated 10 additional work-
ers, serves as a perfect example of the
bleeding of our high wage manufacturing
industries. In 1974, General Motors
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began building three plants in Juarez, Mexico. One year later GM's plants
employed 7,000 workers earning pennies an hour. By 1991, GM operated 30
plants, making it the largest private employer in Mexico with 56,000 work-
ers. With its ill conceived treatment of key automotive issues such as export"
performance requirements. domestic content, tariffs, corporate average fuel
economy ("CAFE"), and rules of origin, NAFTA will only exacerbate a
problem that is crippling America's automotive work force.

Low wages are the motivating force. In 1990, the average U.S. manu-
facturing wage was S14.77 an hour. Mexico's average was $1.80. Workers in
the maquiladora border area traditionally earn even less - averaging $1.25
an hour in 1990 - even though these workers were allegedly benefiting
from the same type of investments NAFTA proponents claim will spur
economic equity. Between 1986 and 1992, Mexican employees in
maquiladoras continued to earn significantly less (up to 44 percent less) than
their counterparts throughout the rest of Mexico. Many of the Mexican
workers in these border towns live in total poverty, with no electricity,
sewers, running water or schools. They arm exposed to disease and dangers
both on and off the job that would outrage the U.S. public, but apparently
raise little concern from their U.S. employers. Clearly the evidence shows
that freer trade with Mexico is depressing wages on both sides of the border.

Companies also save money by avoiding the costs of U.S. environmen-
tal and workplace safety regulations. The dumping of toxic waste, the free
flow of sewage and other environmental hazards have turned the
maquiladora area into what Business Week calls a "2000-mile garbage
dump." What little regulations Mexico has it does not consistently enforce.
The country lacks the infrastructure for pollution control. A pro-NAFTA

Productivity and Real Hourly Worker Compensation
Mexican Manufacturing, 1979-1992
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Mexican Hourly Compensation Costs In Manuactulvg
as a Percentage of United States Costs
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business group. the Border Trade Alliance, places a $5.5 billion price tag on
the cost of preparing the border for free trade through pollution control, the
building of sewage treatment plants and hazardous waste disposal sites, and
training of enforcement personnel. Yet the Environmental Protection Agency
asked Congress for only S240 million in 1993 to deal with this environmen-
tal problem. Meanwhile, the pollution does not honor borders; it is the one
import subject to no tariff, but which carries a heavy cost.

Likewise, Mexican workers are paying the price for unsafe conditions
on the job. They can be exposed to life-threatening chemicals without notice
or protection. They risk potential injuries because of poor training and weak
workplace safeguards. And. they must suffer through all this because they
lack strong, independent unions that can protect their rights.

A Discord Between Pay and Productivity
However hard Mexican workers labor, they have little impact on the

wages they receive.

A government-dominated alliance of business, labor and peasant orga-
nizations has broken the traditional tie between wages and worker productiv-
ity. Wages are artificially set rather than responding to market forces. While
productivity in Mexican export industries is 80 to 100 percent of that in
similar U.S. industries, wages are 10 to 15 percent of U.S. levels.

Thus, even as Mexican workers increase their productivity, their wages
remain artificially low. Since NAFTA and its side agreements do not address
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these fundamental flaws, Mexican workers cannot expect to prosper from
increased investment, but rather to suffer as their productivity gains are
siphoned off in profits for investors. With this suppression of wage growth,
the notion that Mexican workers will create a large market for U.S. goods -

and thus jobs for U.S. workers - becomes ludicrous.

Though Mexican workers may labor for low wages, they are not neces-
sarily working at low-tech jobs. A recent study by Professor Harley Shaiken
of the University of California. San Diego, disputes the pro-NAFTA conten-
tion that U.S. workers will miraculously discover a wealth of high-tech,
high-wage jobs waiting for them when low-tech jobs move to Mexico. While
not universally true. "the capability of moving advanced plants to Mexico
has been repeatedly proven in complex, high-tech industries," Shaiken
writes.

"In the maquiladora industry employer federations conspire to hold
wages down," he observes. "In large maquiladora centers such as Tijuana,
employers meet regularly to agree upon salary ranges and to avoid engaging
in competitive wage bidding for workers. Rather than raising wages to
combat turnover - the way a labor market theoretically operates - these
associations fix wages and let turnover fall where it may, often as high as 10
to 15 percent a month."

Mexican workers have proven quite capable of achieving high produc-
tivity and quality levels - and without the concomitant increase in wages.
Shaken cites two Sony television assembly plants, one in Tijuana and the
other near San Diego. Despite comparable quality and productivity, wages in
the Mexican plant are less than $I an hour while wages in the U.S. plant are
around $10 an hour. Low wages more than compensate manufacturers
despite a learning curve of several years.
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Tricks Behind the Promised Treats of
Economic Growth

Whatever U.S. workers remain in manufacturing positions will be pres-
sured to reduce wages under the threat of employers moving their jobs to
Mexico. One fourth of 455 executives interviewed by' the-Wall Street Journal
admitted that they probably would use the threat of NAFTA as a negotiating
tool to reduce wages and change working conditions.

The current trade surplus with Mexico is misleading regarding the poten-
tial for economic growth. A closer examination reveals that the export of
capital goods to Mexico has increased sharply as manufacturers set up shop.
Currently, capital goods such as machinery and equipment and intermediate
goods such as supplies and components account for 85 percent of exports to
Mexico. Only 15 percent of U.S. exports to Mexico are famished consumer
goods, dispelling the myth that Mexico is a growing export market. This
surplus, then. is destined to fall since capital investments will at some point
level off and be surpassed by the consumer goods they allow Mexico to
produce and export back into the United States. Moreover, economists predict
that Mexico will soon devalue its peso, eliminating the small trade balance and
making the cost of U.S. goods more expensive for Mexican consumers.

A Massive Outflow of Jobs and Capital
With all these factors in mind, the Economic Policy Institute (EPI), which

was co-founded by Labor Secretary Robert Reich, estimates that the United
States will lose 550,000 jobs and $44 billion in capital to Mexico over the next
decade. The job loss is directly tied to the increased stability of and opportu-
nity for capital investments in Mexico, an aspect of the pact that is more
threatening than changes in trade policies. Predictions of job creation by
NAFTA proponents fail to account for this loss of capital and its effect on the
U.S. manufacturing sector. Even the promise of NAFTA is drawing capital.
By 1989 American investment in Mexico totaled $21 billion, accounting for
nearly two-thirds of all foreign investment in that country. This loss of capital
and future capital losses will further restrain the opportunities for job creation
in the United States.

Ripple Effects Threaten a Tidal Wave of Disaster
Even if transportation were not part of NAFTA, this massive loss of jobs

alone would severely impact transportation workers. As manufacturers move
final assembly plants to Mexico in order to reduce labor costs, plants produc-
ing intermediate components are not far behind. This way manufacturers gain
lower costs at each stage of the production process. The loss to the U.S.
transportation industry is compounded each step of the way, undermining the
customer base of an industry that already has suffered massive job erosion
over the past 12 years. The final insult, of course, is that transportation work-
ers will not suffer merely from the effects of NAFTA; they also are under
attack by the agreement itself.
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Transportation Labor on the Front Line
A Motor Carrier Terror

No sector of the U.S. transportation industry - trucking, bus, rail or
landside maritime - is immune from NAFTA's potentially devastating
effects. The trucking industry and its workers, however, face the most imme-
diate threat, as does the public on the nation's highways. Under NAFTA,
Mexican truck drivers will be able to traverse the country in a new interna-
uonal traffic zone that essentially has no boundaries. Once Mexican drivers
enter the country, there is little to stop them from engaging in illegal
"cabotage," or point-to-point service. Enforcement of these provisions is left
to already overburdened state and local authorities, who have neither the
time. resources, or knowledge of complex laws and regulations to adequately
address the problem. With the eventual lifting of investment restrictions,
U.S. companies will be able to own both the manufacturing plants and the
trucking companies, and thus exploit those who make and move the goods.
Products could be produced and transported from Nuevo Laredo to Chicago
without ever being touched by U.S. workers.

As in the manufacturing sector, the wages of Mexican transportation
workers are a major attraction. Mexican truck drivers in Zone A (northern
most region of Mexico) earn about $7 a day, while U.S. truck drivers earn
around $13 an hour. not including the cost of health insurance, pension and
other benefits. Under NAFTA, Mexican truck and bus drivers could work
full time in the United States and not be covered by American min mum
wage laws. And in the bus industry, NAFTA potentially paves the way for
U.S. citizens living in the southern most regions of America to take advan-
tage of the liberalized trade barriers by boarding low-wage, poorly regulated
buses in Mexico to travel back to the U.S. These low-cost alternatives raise
little doubt that Mexican motor carriers will seize a considerable amount of
cross-border business under NAFTA at the expense of jobs throughout the
entire U.S. transportation industry.

But NAFTA risks more than jobs; it could cost lives. Nowhere in the
agreement are Mexican companies required to meet the extensive safety and
training requirements found in the United States. Americans are supposed to
rely on a process called "regulatory harmonization" to address the well
documented differences between U.S. and Mexican labor, environmental and
safety standards. NAFTA is striking in what it does not address adequately:
drug testing-, hours of service; braking systems; insurance requirements;
licensing and certification, and hazardous materials transportation. Mexican
truck and bus drivers can enter the country using a Mexican commercial
driver's license (CDL), which falls far short of U.S. standards on significant
points: '

- Age requirements. Mexico grants its CDL to drivers as young as 18;
the minimum age in the United States is 21 years. Risk taking, and thus odds
of accidents, are statistically higher with younger drivers.

• Language requirements. U.S. licensees must be able to mad and speak
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English in order to understand highway traffic signs, respond to official
inquiries, and make entries on reports and records. Mexican drivers may
enter the country without knowing any English - a fact that has significant
implications should a hazardous material spill occur.

- Safety requirements. U.S. drivers must demonstrate specialized
knowledge and skill to operate specific equipment such as multiple-wailer
trucks or to transport placarded hazardous materials. Mexican requirements
are nonexistent or inadequate.

- Information exchange requirements. In the United States, driving
records are accessible by computer so problem drivers can be identified. In
addition, drivers hold a single license, so they cannot hide a poor driving
record behind multiple licenses. It appears that Mexican drivers could carry
more than one license, and thus have more than one driving record.

Mexican trucking equipment, particularly among the small independent
carriers. is older than most used in the United States, raising not only safety
issues but also questions about the lack of pollution control features. NAFTA
also fails to address the issue of unequal truck size and weight standards -
which could result in increases in both during the harmonization process.
These safety threats will be in addition to the ones the nation currently faces
even though it has substantial safety regulations applying to its own motor
carriers. Given that U.S. highways already bear the scars of unsafe, under-
capitalized motor carriers operating in a cut-throat, deregulated business
climate, it is inconceivable that NAFTA will somehow improve the enforce-
ment of safety regulations. Instead, it must be recognized that NAFTA will
only increase the dangers of traveling on U.S highways for all concerned.

Implications Immense for Railroads
NAFTA's implications in the rail sector are immense and are cause for

significant concern. As rail carriers watch the profits accrue to their trucking
competitors in the Unit,.,. States and Mexico, they soon will be arguing for a
"seamless" transportation system that allows them similar access to
Mexico's cheap wages. Giver the premise of "free trade," what will stop
them from achieving this suspect goal? But behind the rhetoric, the railroads
truly will be using liberalized trade arrangements under NAFTA to poten-
tially:

" gut U.S.-Mexico operating arrangements relating to crew changes;

* contract out to Mexico maintenance of way, signal maintenance and
repair. shop craft and other work;

* sunset vital Interstate Commerce Commission oversight responsibili-
ties; and

* pursue new U.S.-Mexico rail investment schemes that gut the present
international freight operating arrangement in the pursuit of the low wage,
advantages offered in the Mexican work force.
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Rail carriers also must fear the same forces that will drain manufactur-
ing jobs - and thus commercial traffic - from the United States. As U.S.
companies accelerate the move of production facilities to Mexico, long-haul
freight may be impacted even more quickly than the traffic that motor carri-
ers traditionally carry.

Threats to Landside Maritime
With the U.S. maritime industry and its employees already suffering

under destructive policies, NAFTA's effects will deepen their troubles. By
opening investment opportunities in Mexico that promise higher returns due
to low wages, NAFTA could deliver a critical blow to U.S. intermodal ports
an,! landside maritime services. With U.S. and other foreign investors fund-
ing the building and expansion of Mexican intermodal ports, an increased
diversion of traffic from the United States to Mexico is likely to follow. This
traffic diversion becomes an even greater concern as the Mexican motor
carrier and rail sectors become more efficient and better able to handle
greater volumes of business from port to land. NAFTA therefore threatens
not only landside maritime jobs, but the economic security of U.S.
intermodal port operations, and thus potentially U.S. national security as
well.

The Bottom Une
It is inconceivable that U.S. companies and their employees' can com-

pete with the substandard wages and working conditions of Mexican trans-
ponation workers. There is no scenario in -uhich trade liberalization does not
add up to economic hardship for transportation companies and significant job
dislocation on the U.S. side of the border with no associated benefit for the
nauon as a whole.

Distorting the Democratic Process
P Judging a book by its cover can be foolhardy, however, a quick glance
at NAFTA's major private proponents does little to decrease the worry that
U.S. companies will abandon the country's workers and rush to exploit
Mexico's workers and environment. The lobbying effort for NAFTA has
attracted tens of millions of dollars from the Mexican government and U.S.
corporations, leading to what the Center for Public Integrity calls a distortion
of the democratic process. This lengthy and expensive lobbying campaign
has "out-gunned" anti-NAFTA forces, says Charles Lewis, chairman and
executive director of the center, who adds that these well funded corporate
forces are working toward making NAFTA opponents become "trivialized as
almost caricature-like figures."

All but one of the state captains of USA*NAFTA, a major pro-NAFTA
organization in the United States. are among the 500 largest firms in the
country. The Institute for Policy Studies has analyzed their records and found
that most have been eliminating jobs over the past three years, with a number
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moving to Mexico. where the majority of state captains already have signifi-
cant investments. In addition, an assortment of USA*NAFTA leaders are
known polluters, have violated workers rights in Mexico or have conducted
anti-union activities in the United States. "NAFTA's passage would advance
certain narrow individual corporate interests, often to the detriment of com-
munities, states and North America as a whole," the institute concludes.

Side Agreements: Much Ado About Nothing
The hope that NAFTA could be corrected via so-called "side" agree-

ments has faded. On all the critical issues - wage disparity, labor standards,
environmental protection, and trade adjustment programs and their financing
- these supplemental accords fail. Moreover, the labor side agreement
actually weakens existing remedies available under existing U.S. law.

Currently, a violation of labor rights and standards under the General-
ized System of Preference, the Caribbean Basin Initiative, the Overseas
Private Investment Corp. and the amendments to Section 301 of the 1988
Trade Act are considered "unfair trading practices." A violation of these
rights and standards can result in the loss of trade and investment benefits.
For U.S. citizens concerned with environmental protection NAFTA fails as
well. The Sierra Club declared the environmental side accord flawed be-
cause,.among other things, "penalties come after a tortuous process that we
fear may never be used against law breakers."

The labor accord calls for the creation of a ti-national commission
which would be sackiled with a burdensome and vague appeals process and
unspecified sanction powers. None of the mechanisms set up to seek rem-
edies allow for the enforcement of internationally-recognized worker rights
and labor standards, meaning the commission only can respond to a "persis-
tent and unjustifiable pattern of non enforcement" of a country's own labor
standards. And in all instances, remedies can only be sought in cases which
involve "mutually recognized labor laws" and which are "related to trade."

The labor side agreement fails to protect a worker's right to join and
freely participate in democratic labor organizations, to organize and bargain
collectively, and to withhold labor through strikes. In negotiations, Mexico
and Canada did not even want these weak powers in the supplemental ac-
cords. But even if the U.S. position were to prevail in the accord's imple-
mentation, the commission and its four bureaucratic layers would be useless
tools to seek remedies and equalize the grossly uneven economic and social
factors that will only hasten the transfer of good wage jobs from the U.S. to
Mexico. Mexico's own Commerce Secretary, Jaime Serra Puche, agrees:
"The time frame of the process makes it very improbable that the stage of
sanctions could be reached."
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NAFTA Must Be Defeated
Creating a strong North American economy is a legitimate and worth-

while goal. NAFTA, however, will not achieve it. Instead. it thieatens to
cause great harm to the U.S. economy and to erode the jobs and living stan-
dards of U.S. workers. As EPI President Jeff Faux recently wrote in the
Washington Post, " ... it is perfectly consistent to be in favor of free trade
and against NAFTA." Congress and the American public cannot allow this
devastation to occur. NAFTA must be rejected as an agreement that violates
the ideals and principles of the United States and its working men and
women.

STATEMENT OF THE WHIRLPOOL CORPORATION

Whirlpool Corporation, the world's largest manufacturer of major home appliances,
strongly suoorts NAFTA as written. We market to over 120 countires with major
production facilities in 11 countries, including Canada and Mexdco. NAFTA is important
to our short and long term competitive posture and complemns our global organizational
structure which includes a North American Appliance Group.

NAFTA provides many positive provisions which will enhance the business opportunities
of U S. companies against global competition. For example, significant appliance rules of
origin would require major investment in North America by foreign competitors planning
to set up manufacturing operations. This would translate into more North American jcbs.
In addition, improvement in border clearing procedures, safeguards pertaining to
intellectual property rights, liberalization of past Mexican restrictions on U.S. carriers, a
phase-out of tariffs and a host of other provisions will enhance opportunities to sell U.S.
goods and components in Mexico.

Whirlpool Corporation, our employees, and suppliers are already benefiting from the
liberalization of trade barriers by the Mexican government during the last six years. In
1987. we established a joint venture with a valued Mexican partner (Vitro S.A. de C.V.).
Through this partnership we established distribution channels for U.S.-built goods and a
strategic partnership to market Mexican-built products (most of which are manufactured
with a majority of U.S. components and purchased primarily by Mexican consumers). We
believe that a positive result of this strategic partnership has been to help stabilize longer
term job prospects at Whirlpool's U.S. factory locations and among our supplier base.

Because of our strategic partnership, exports of U.S.-built Whirlpool products have
increased by 160-fold since 1987. There has been a substantial demand for U.S.-built
Whirlpool products in Mexico and our exports enjoy a nearly 2 to I dollar advantage over
Mexican appliance imports under our joint venture agreement. We expect these U.S.
exports to increase by approximately 5% - 6% annually over the next few years. For a
variety of reasons. Whirlpool added 1,700 employees at our U.S. plant locations this year.
Our continued and growing trade in Mexico was a contributing factor.

This growing Mexican market could be improved even more with the implementation of
NAFTA. since the improvement in Mexican markets will be enhanced by the elimination of
20% Mexican appliance tariffs over the next ten years. It is important to maintain this 10
year phaseout of Mexican duties, since any imniediate elimination of appliance tariffs
would destroy a budding industry in a developing country because a mature U.S. industry
would flood the Mexican market.
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In the absence of NAFTA, there will be no removal of Mexican appliance tariffs. In fact,
the Mexicans have-the option to raise their appliance rates up to 50% under current
General Agreement on Tariffs and Trade (GATT) arrangements. This scenario would be
inhibiting to any future trade opportunities at best and potentially devastating to any future
trade with Mexico at worst. In short, it could threaten jobs at our U.S. plants and among
our U.S. suppliers.

The failure of the U.S. Congress to pass NAFTA would force Mexico to look to other
major trading partners for free trade pacts around the world. We are aware of several
trade delegations from Mexico who have recently made exploratory visits to the Far East.
We are also aware that the Koreans have been making enormous increases in refrigerator
sales in Mexico. These Korean increases approximate 40% annually, and now account for
10% of the market from-0/o five years ago.

We are in a unique window of time. The U.S. Congress has the opportunity to promote
the long term competitive posture of our nation by approving this important North
American Trade Agreement. NAFTA is essential to counterbalance the powerful
economic trade pacts which are developing in Europe and Asia. Passage of NAFTA could
also enhance prospects for a hemispheric trade pact. This would further enhance
prospects for new markets for U.S. built products in Central and South America.

According to the International Trade Commission, the NAFTA will strengthen U.S.
manufacturers of appliances against global competition. Most major independent studies
indicate that U.S. employment in general will increase as a result of NAFTA. As a U.S.
headquartered appliance manufacturer with numerous global locations and expansion
plans, we strongly endorse NAFTA as an important link to our future business
opportunities and successes. As such, we strongly encourage your support and
endorsement of this important and historic agreement.

Thank you for the opportunity to comment. For further information please contact:

0

75-546 (448)


