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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) presi mﬁi

Also present: Senators Baucus, Boren, Bradley, Pryor, Riegle,
Rockefeller, Daschle, Conrad, Packwood, Roth, Danforth, Duren-
ber%er, 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,
gieicxl‘fta oft:he Treasury Lloyd Bentsen, and United States Trade Representative

ckey Kantor.

The hearing will begin at 10:00 a.m. on Wednesday, September 15, 1993, in room
SD-2156 of the Dirksen Senate Office Buildinx.

“This initial hearing will give the Clinton Administration the opportunity to make
the case for the NAFTA, including the recent}y concluded side agreements,” Senator
Moynihan said. “I look forward to hearing from Secretary Chriato(f)her, Secretary
Bentsen, and Ambassador Kantor concerning how this Agreement advences 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-
apectives 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
\&iewaFAw” ich will enable Members to make informed decisions on the merits of the

“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 eement,” Senator Moynihan stated.

e NAFTA was signed by President Bush, Mexican President Carlos Salinas de
Gortari, and Canadian Prime Ministar 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,
3 U.S. %I;JqNATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
N FINANCE

The CHAIRMAN. A very good morning to our illustrious colleagues
who are going to be testi%ying before us this morning, and to our
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guests. The hour of 10:00 o’clock having arrived, we will proceed
with this first hearing conzerning the North American Free Trade
Agreement, with which we begin what the Washington Post this
morning describes as “the non-process whereby trade agreements
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.

esterday, the supplemental agreements were signed, and I be-
lieve members of the committee have copies. If you have them, in
any event, {ou 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, o ;l>osing 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 has 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 olp ortunity to do penance for that past mistake of 60
years ago. fook 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
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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 seekinF 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 pac aqe 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-

arities of trying to integrate a Third World economy with a Third
orld 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 waﬁe levels are strip mining the job
base of this country, not just at the low end level, but also in the
elt}a‘ctronics 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, manfy jrears. It has published an editorial and an article in
the 1ssue 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.

n 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
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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
hore, 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 plant
close and go to Mexico. I have had, now, Ford, Chrysler 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, djust 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 haﬁpen. I know you will not allow that
to happen. I know Senator Hollings, who is here, feels stron%ly
about it in oEposition, as do I. We will be having a major public
meetitlzf on this subject in the State capital of my State, in Lan-
sing, Michigan this aturda{ 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 1 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?

enator RIEGLE. I thank the Chairman for that.
The CHAIRMAN. I thank you. Senator Bradley.
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Senator BRADLEY. When did you say Mr. Perot is coming?
The CHAIRMAN. We have invited him to come.

Senator BRADLEY. I see.

The CHAIRMAN. 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 su&port the President or not sur‘fort 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-
ca.llivl 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 framin%of the fundamental issue.
The question is jobs. The question is whether NAFTA will create
jobs, or whether 1t 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-

lained about is the status quo, and that the status quo is what
18 unacceptable.

The status quo, where Mexican tariffs are 2V2 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 big 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.
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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

iant; bloated, uncompetitive, waning, gasping for air and hiding

hind the measly 4 percent tariff program which we now have,
which opponents of NKF"I‘A 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 hearinlg1 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-
ﬁin'U.S. jobs at four to five times the pay of comparable jobs in

exico.

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 afau'i:isanship 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-
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rangement that we have made with Canada and, specifically, the
importation of wheat.

stimates 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-
daglat the White House.

r. 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 flood tide 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,
vefy 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 acgreement; 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
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the safety of the food supply can be to the people of this country.
On pa&)‘er 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-bouncf 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 Kave 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 alwaivls dealt in a nonpartisan way with these issues. It is to-
morrow that is ﬂ)ing to win out, and I hope that for North Dakota,
South Dakota, Minnesota, and for agricultural producers and ev-
eryone else.
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1 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-

ublicans; people coming from different parts of this country, dif-

erent places ideologically in many ways, but seeing the absolute
importance to the future of this country to ratify this treaty.

do 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

ou have been President of the United States you probably have a
ittle 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.

e 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. ether it's 300,000
net, or 200,000 net, or 400,000 net, almost all of the studies have
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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.

he 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, I feel 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 goin% 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 immifration, 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 bein% changed. Now you have a country that has
reached out and said, let us be a partner. You have a government
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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.]

ut I hope that we do keep the focus on the facts.

The CHAIRMAN. I hope we can keep our attention to those facts
at thg 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 agree 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-
ertx;lin the city of Detroit than of any city in this Nation.

d, 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
stronglty 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 CHAIRMAN. 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
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si)eak. But, other than that, we will stay right here and those peo-
ple 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 BAUCUS, A U.S. SENATOR
FROM MONTANA

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

ve&y brief.

ot 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-
Eortant, 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 beitter 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
rotect the environment, the environmental provisions are going to
evel 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
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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 y)ve 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-
tiating and concluding good faith trade agreements.

So, both are important for foreign policy. But, more im%ortantly,
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
ou, and I thank all the members of this committee because you
ave 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 A you
are a demagogue. When you read the morning coverage, they sa
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 %isenhower 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 b
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
greserving the status quo and what is for real change in trying to
ring Mexico into the community of nations economically.

President Carter really made a vexay eloquent statement yester-
day in the beginning with respect to democracy and human rights.
Then, coming down on the sifﬁe 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 Gnod 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
money down there and money would get to the poor, the poor
would become middle class and then the middle class would brin
about democracy. And we have learned that this does not work.
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
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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 controf , 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 Senatorial 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 the gov-
ernment, then how do you provide Mexico with the capacity ¢o con-
tract? Well, in Europe, they found out after a trial, what you call
EFTA, the European Free Trade Agreemeni, that, as Lester
Thurow says, free trade agreemznts 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. It took 7 years for Portugal and Greece, and
we could go down the list. -
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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-
n}clars 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, “T'o 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

ood about that. He does not know anything about trade, but he
ows 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 cr,i’tical 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 guote, 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
Mezxico City.

”"Mexico’s underlying dproblems 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 prorer 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
mmodernize Mexico, Salinas and his planners command nearly eve
variable of the economy to smother inflation and preserve Mexico’s
hufe 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
gfroné)};ny much closer to the Asian model than any country in the

est. i ,

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
Krecedent 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
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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 orfanize 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
40 J)ercent 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 {)oint 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
%oing to Mexico. And United Technologies, that we have in

ennettsville, is going to Mexico. Pratt and Reed, which makes pi-
anos, came to Liberty, SC, but are losing them to Mexico. Cummins
Engine from Stuttgart is also moving to Mexico.

he 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
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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 %linders 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 pubﬁcly 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
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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 tod}a;y, 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
o out about wheat. You heard some signals go out about sugar.
he 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 pt;blic, 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-
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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 nltimately 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 Jnackage in
South Carolina is ﬁ)%’)g to be $15 an hour, as compared, in down-
town Munich for B , 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 dgoing 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.]p

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
a}rll 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-
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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,
msny 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
{)roducts and to reduce them at the same pace and to the same

evel, 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 Deparfment. 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.

1
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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 CHAIRMAN. 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.
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'[’I]‘he prepared statement of Senator Levin appears in the appen-
X.

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.

e 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 Kears 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
unan(ilr.;lous consent that an opening statement be inserted in the
record?

The CHAIRMAN. It certainly would. I know that you were re-

uired 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-
loprappear in the appendix.]

he 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

Secret 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?
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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 22 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
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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 signed yesterday will also do that for
workers’ rights.
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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 gorder 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 pro-
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. Thial additional yearly cost to the Federal Government will be
very small.

e have a ﬁroposal 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 wrag 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 thely(' decide, when we do not put in
N. ‘A, to jack these tariffs back up, they can go 1(1ip to as hi%}é
as 50 percent because these are not bound tariffs, and they can
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.

75~546 ~ 94 - 2
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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.

['I(‘l}il: frepared 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. Mr. 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.]

ecretary CHRISTOPHER. Thank you. American foreign policy be-
ﬁins with our neighbors, naturally enough, Canada and Mexico. We
ave 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-
ogeration 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.
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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
ha}\lre 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-
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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, N. A was
conceived and negotiated under President Bush, but substantially
improved through the side agreements on environment and labor
negotiated under President Clinton.

resident 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-
isi&g future throughout the hemisphere.

r. 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
inIAF’é‘A is to consider the foreign policy consequences if it is de-
eated.

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

1issues 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 negotiatin
partner on global trade agreements vital to the economic renew
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
gust be willing to accept that change. We really cannot escape

om 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.
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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,
gnd we have got to make them fair. That is what this agreement

oes.

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,
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ﬁ/h;e Chairman, there has been much too much hyperbole in this de-
ate.

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 caﬁital 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. 4

How do the rules change? What is the situation now, and how
does it change under N 'A? 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



33

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 averal%e 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 awar 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
in the last 5 years because we have just slightly lowered the tariff
and non-tariff barriers, just slightlf. 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 N 'A comes
into being.

Let me add one more thought, as we think about changing the
rules and being more competitive in world markets. I was thinkin
this morning about another fight that many of you went throug
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 thg 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
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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.

hank you, Mr. Chairman.

The CHAIRMAN. 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.

Sle:nator 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 sa}\; 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?



35

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 roiress-—and we have observed steady
progress in Mexico-—we t?lin 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
’ll)y engaging with them in the way that we would through NAFTA.

hank 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, ans 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-wa e 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
exga:‘nsion 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 fn'edicted precisely, but I can say with-
out hesitation that we will grow our employment in the United
.Sta’l;,es, and, in particular, Oregon. We will not export jobs to Mex-
ico.
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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 CHAIRMAN. 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. So, 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 2%z 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. “ l?lart 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 Rie%le.

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,
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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. do lars, 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,
thsghhave to do certain over things.

at I am trying to get at—and you may not have this, but I
would 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 $90
black and white cr 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 great
mass of Mexican workers and people, that their disposable incomes
are so small that the notion that, somehow or another, there is

oing to be all this buying power unleashed by goods made by
ericans, really, is just implausible and fanciful. They do not
have the money, it y, to do that.

And, of course, there is no guarantee that if they did, with what
small amount of disposal income they have, that tgey 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
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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 antidumpin%
laws and countervailing duties.” It then goes on to say, which
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-
;‘nate journal that has a long history, to me, is just troubling on its
ace.

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
r%ply more fully, now that I know the nature of your question, Sen-
ator. ,

Senator RIEGLE. Thank you.

The CHAIRMAN. Thank you, 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 Re&)ublican 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-

earing today before us, is that the administration is solidly behind

AFTA. Then, when I read in Ambassador Kantor’s statement our



39

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
?estion. 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 ke 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 2'2 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
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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 rou 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
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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 aﬁfropriate 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.

e 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.

Secreta.rz BENTSEN. Mr. Chairman, if 1 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 i'ou, Senator Daschle. Senator Conrad.

Senator CONRAD. Thank you, Mr. Chairman. I want to thank my
colleague, Senator Daschle, for providin% a perfect lead in to the
T:estions 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
calleﬁi 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
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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 qf’lestion 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 sup{)ort 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 Vgetition 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.
J
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I mean, I hear a lot of talk about protectionism. We don’t warit
protection in an unfair way. We warit 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 abiiity to prevent the import of goods with
h}?rr‘r,lml 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. No, sir.
1Ser.;ator 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.
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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, especial{; 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
opgortunity you see this to turn a page?

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

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-
duction: of an 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 CHAIRMAN. Thank you, Senator Baucus.
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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
philosop}(liy.

I would like 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 Ma?uiladora program, gave
large business a great advantage over small business because small
business literall{ 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 alread
expanding into Mexico their exports, not jobs, because the tariﬂg
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



48

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?

Secret CHRISTOPHER. Not for a minute, Senator. I think that
the United States has benefitted greatly from lefal 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
sshould try to stem the flow of illegal immigrants to the United

tates.

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 makinf 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
greq’ter Mexican-American cooperation in regard to illegal immigra-
tion?

Secretary CHRISTOPHER. Yes, 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.

GThel CHAIRMAN. Thank you, Mr. Secretary. Thank you, Senator
rassley.

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

uestion in r\esPect 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 80 much on the platter I think it is going to Ve? 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.

ow, 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
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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 CHAIRMAN. 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 CHAIRMAN. Thank you very much.

[Whereupon, at 1:18 p.m., the hearing was concluded.]
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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) presidi %

Also present: Senators Baucus, Bradley, Riegle, Rockefeller,
Conrad, Packwood, Roth, Danforth, Grassley, Hatch, and Wallop.

[The press release announcing the hearing follows:]

[Press Reolease No. H-31, September 17, 1993)

FINANCE COMMITTEE 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
?Nhear%g concerning labor issues in the North American Free Trade Agreement

Testifying at the hearing will be Secretary of Labor Robert B. Reich. Also testify-
ing will be Thomas R. Donahue, Secretary ard 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
coverage of the supplemental lalior agreement—will be of great interest, Senator
Moynihan said.

e 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 apsroved. I know of no better people than Secretary Reich and Mr.
Donahue to provide us with these very different Ierspectives 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.

(61)
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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, JR., 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
;vith the Labor representative, Tom Donahue, who will be here
ater. :

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 1iob loss, it’s the question of retraining for what.

cannot engage 1in 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.

1, 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
Korkegs laboring in squalor and using that as a reason to oppose
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Those pictures represent the state of affairs in Mexico today. But
after NAE‘I‘A 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 din Mexico will benefit, both be better off after NAFTA is en-
acted. -

The economic evidence is overwhelming that NAFTA will create
jobs and economic &rosperity in both the United States and in Mex-
ico. l?%' removin, exico’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 sinfle 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 relgorted 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

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 the 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 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. 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
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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
eslimates 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
immégration, 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 jood 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-
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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 divigion, but it will be a civil one and we will debate these
matters on teir 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 ycu.
I believe this will be the first time you are before the Finance Com-
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 preceed, sir.

[
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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
andi 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.

['I(‘il}e ]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 then
some more specific points. The general points are these. Everyone’s
goal here, I believe, in this deliberation is precisely the same. That
18, 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 t()f»inion 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 2%2 times ours—10-per-
cent tariffs on average aiainst 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 ‘%’p and say something about American export

atterns 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 out

initially, the United States pioneered a system of international
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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 liberalizatio:: 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, ci:emi-
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 to 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
lw;ery high Mexican tariffs, many American companies will stay

ere.

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.
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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
'(S}er{nany are now 60 percent higher than they are in the United
tates.

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-
rizia 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.

’ t 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
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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.

othing 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, grod 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
?merican who is worried about his or her job, that is small com-
ort.

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. -

75~546 - 94 - 3
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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.
.Y(l))ubw?'e 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 ma 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, 1 believe, is a very tiny, tiny element with regard to a
huge tide of change that is sweef)ing 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 de?ly about helping Americans with re-
gard to creating more jobs and better jobs. I would not be here, and
the administration would not take the position of supportin
NAFTA if I did not believe, and we did not believe, that NAFT.
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-
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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-emégloyment 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 sgeaking 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 gointg 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 producin
autos in Mexico versus the United States. I was intrigued wit
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 de jlgn,
manufacturing engineering or sales, marketing and so forth. The
high wage factory jobs are, indeed, increasing in the United States.

enator PACKWOOD. I have discovered the same thing. In Oriion
we have a large truck manufacturer, Freightliner, which makes
these big over-the-road trucks. In 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 Kour 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
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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
wa%es 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
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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 {ears ago Japan was in the top 10 on the ex-
ports of both apparel and textiles. They are still in the top 10 toda
1n textiles. It is a capital intensive industry. They do not even ran
in the apparel export. They gave up on that. They figured this is
not an industry we are going to compete in.

You are hard pressed to find 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
so]x:lebody, 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 1t 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.

QOur attitude had been that, yes, they may take some very, ve
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 Flant. 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 trainini. 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.
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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
lS)?e';l on the floor except he thought his first duty was to be here.

ir?

Senator BAucuSs. 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?

Se retary REICH. If you factor in—you put a clause in your ques-
tion which 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 ntangard 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.

enator 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

uestion 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.



65

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
Amefican 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 22 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
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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.

T)l'le CHAIRMAN. Thank you, Senator Baucus.

Secretary REICH. I just want to say in very quick summary——

The CHAIRMAN. 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 NAFTA?

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
gor business and manufacturing it is pretty good for upper Midwest

tates.

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

oing into theirs. So I think that creates a very unlevel playing
eld 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 marnu-
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 vi'ill %et back to you, and we will make sure that that playing field
is level. ‘
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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 awfull
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
czl'eate 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 zstressed at the possible job loss from the horseless ear-
riage.

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

The CHAIRMAN. 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.

U t]:ll; KATZ. One of the them is North Dakota and the other is

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

The CHAIRMAN. 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, wé 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 undoubtedly 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 is 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 NAFTA 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!

ecret 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 of the
Unitted 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
eftects will be positive. Now that is 24 out of 25 studies.

I am the first one to admit because of my previous life 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 d]:oarticular sponsor or trying to sell any particular point
of view. And 24 of the 25 studies have conclhdec{ 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 CHAIRMAN. 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
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-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-gkilled, 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.



71

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 advanced 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,

S%I;ator 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 BRADLEY. 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-
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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 States, 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 compariies 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.

enator 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
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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 80 attractive more American companies will go down there, with-
Oll;t 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
Magquiladora 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 CHAIRMAN. Mr. Secretary——

Secretary REICH. Let me make a more general point.

The CHAIRMAN. Mr. Secretary.

Secretary REICH. Yes?
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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
ailld 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.
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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.]
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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 saiJ) 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 af)propriate 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, to prod 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 %ﬂte 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
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companies leaping over their high tariffs to invest in Mexico, that
on all those I_ﬂounds the situation will improve through NAFTA.

Senator TCH. 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-
panies do not center their manufacturing strategies or even move
all 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 capitels 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.
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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-

am. It does seem to me that there is a way to pay for that, at
east 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 fcrth. 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-
le}a:as 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 hel{)ed 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——



79

Senator ROTH. Let me ask, because this is the heart of my pro-
posal, I strongly disagree with tyou. 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 Eurest philosophy that you cannot do it.

It is an exception that I think makes possible the kind of a%just—
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

urest with regard to this other matters. But I think it is worth

ooking 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.

enator ROTH. Two hundred thousand, in other words. Does this
ﬁgl;re 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.

enator 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, and Mr. 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 vmall loan
securitization bill. We reported it ogt 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.

e CHAIRMAN. That is great.
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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.—T agologize 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 f'obs 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"done 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
:ﬁa:on—the economics drive that, the quality of the work drives

at.

What we are doing here is not just eliminating the Maquiladora
area, which has been said, you are turning all c¢f Mexico, all of
hMexico, into a Maquiladora area. That is really what is happening

ere.

And the economic hydraulics of this, because the wage standards
are 8o 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 addition 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 Franiklin and Dakota Avenue, five houses from
where 1 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 1t 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 i’ust 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 dowrt—the-economic ladder. We know that
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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. -

We do not have any answer for how we are going to reemploy
people who lose their jobs. And to be very speci%c l't;%out it, I just
visited a radiator hose plant in Wall Lake, MI. The women, prin-
cipally a work force of women, were eaminﬁ$6.25 an hour. That

lant has since been closed and moved to Mexico. The work has

en 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 coxzf)uter 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
gome out against the NAFTA as have many other people in that

tate.

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 an<£ 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 th 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

ot some questions which we have left with you and we hope to
ear back from you.

[The questions appear 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 langu:ﬁe
somewhere in tﬁe 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.
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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
go Flint and what has happened to the American manufacturing

ase.

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.

Secx}'letary 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 thin’%s 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
conll)e 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
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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 CHAIRMAN. Would you (f)roceed 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
XI":I%I!})K A. ANDERSON, DIRECTOR, TASK FORCE ON TRADE,

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-
peza\(i‘s 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
tlf}(;psgands 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.
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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 an4 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 benéfit 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-%ercent poverty rate, a 20-percent
unemployment rate, and a GDP one-twentieth the size of ours.
Many Mexican workers, particularly Maquiladora workers, live in
cardboard 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.
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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
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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
the 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-

le 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 CHAIRMAN. 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
a%;‘eement, 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 openin
trade would raise standards of living elsewhere in the world, an
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
%oup in this Nation and one organization in this capital that a

esident 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 Furopean
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 ycu 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 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

roduce products at a lower cost because it is not complying with
exican 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 %
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

ossible there could be a Japanese-Mexican Free Trade Agreement.
t gives me the shudders because Japan would use Mexico then as
a Ylatform to ship product to the United States.
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 susgend any belief you have
in an analysis of past history. I heard Secretary Reich say low
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wages will not draw companies to Mexico. There are 2,200 plants
on that border, 1;;rovidin%nover 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 d&y
after the agreements were signed or the day they were signed, say-
in% he believed that Mexico would do that. .

hat 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
::ihink the companies which did not apply U.S. standards ought to

o it. : .

If I may just conclude on this, Mr. Chairman.

The CHAIRMAN. 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 goin,
to use this authority, the Mexicans will tell you you have destroye
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
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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, Senator, 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 goo
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 to 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 %oods 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
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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 jou, Senator Baucus.

Senator Riegle?

Senator RIEGLE. Thank you very much, Mr. Chairman. Let me
just say how much I ap]preciate 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
wié:h 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.

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 Prasident; 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 econcmy, 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
manufacﬁurinﬁebase is struggling in many areas. And it is a prime
candidate to 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
}ﬁghlighted 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 stag 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 Vietnam War was a great idea.
They f‘ust did not want to go and sort of deal with it themselves
directly. I am talking about people in corporate leadership posi-
tions, hi‘gh 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
elr}g 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 CHAIRMAN. 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



93

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
Magquiladoras need to be understood. But what needs to be under-
stood is that we are not talking about low-wage, low-sgkilled 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.
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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 %oes against everything we are being 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 CHAIRMAN. Thi:ank 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.



95

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.
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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.

r. 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?

r. 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 Iv%oing 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 ecor.omy 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 gt 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
sa’yI" it will protect 700,000 jobs and create 200,000 more.

he 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.
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This room is filled and the line out in the hall will tell you how
much corporate interest there is in the NAFTA and how much the
Eeople believe this is a big deal and this is a major change in the

nited States’ future, and this is a question of public policy that
affects millions and millions of people.

Senator BRADLEY. 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 ixll1 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 pensions 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 ﬁad 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 retraines. 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.

hen you do need to have this security platform there. So that
if a worker loses his or her job, they know they are not goin% 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

iven maneuver here on and to explore that possibility. I would
ope 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, that 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.
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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 is a;fparently going to pro;;lose 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 ?\? arently what is going to be. We were told at the
outset of the 'A 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 evel:;'thing 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 this
question 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-



99

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.

enator 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 aireement. 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
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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 ﬁyou that if you do that, then some-
where or other you have to find equilibrium between those two
:'lates. The 10 comes down. The one may come up, but the 10 comes

own.

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 alwaKs 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
geople who are 40 percent unemployed to our work force, which is

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
m%State that I am very concerned about.

ut I have this larger question as well—the whole question of
what ha;l)f)ens 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 econom
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
Mexli<can 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 waﬁes 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 subsidizini 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 will affect 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

may.

B‘);cause 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 applg 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-

The CHAIRMAN. We thank you, Mr. Secretary.

Thank you, Mr. Anderson.

Mr. ANDERSON. Thank you, Senator.

The CHAIRMAN. 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 en:i/i{onmental organizations, both those supportive of the Agreement and those
opposed to it.

PAs 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-
{,entﬁ_ to which these communities are divided in their views on the Agreement’s like-
y 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,‘l
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 CHAIRMAN. I think that, clearly, that was the reason that
Trade Adjustment Assistance was developed. When r\lrou 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 percent 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: “B
allying themselves with groups whose agenda has little to do wit
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 b
labor and some environmental groups, is based “upon emotion, ad-
mittedly, and fear and insecurity. I happen to believe that NAFTA
will up{iﬂ; 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
mearn.

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 1 say this, because if you do not like the anti-surge or dis-
pute resolutior, or other remediation procedures in the NAFTA
agreement, or if they do not apply, you never forfeit your recourse
tcf{ isuglz,: 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 (ganadian 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 intemationalg'
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, price undercutting, or other unfair or unrea-
sonable practices that ﬁave 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 Krulzf, 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 8% 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.

4 The CHAIRMAN. Which we will place in the record, and happy to
0 S0.

Mr. JUNKINS. Thank you.
di[’Iihe prepared statement of Mr. Junkins appears in the appen-

X.

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 taﬁen 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 for our country. It is an opportunit
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 {o 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, and 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 foing 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 th: 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, JR., 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 companty, 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 $9,000. We are paying people $23,000.

We are re-educatinf 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
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 with, people if they are
hurting, no matter where they are around the #orld. 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.

£
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The CHAIRMAN. We thank you, Mr. Black. Do I take it that your
‘t:lorm?is in that area that I understand is called just-in-time inven-

ry?

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 am
here, also, as a spokesman for Ag for NAFTA.

YThe. CHAIRMAN. Oh. Agriculture for NAFTA. Right. I am sory.
es, 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.

he North American Free Trade A$eement 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 EuroEean 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 mambers, 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-
glorts continue to spiral down, and we must stop that trend.

AFTA is a rallying point for mounting new export offensive.

As you are all well aware, rural America is suffering from chron-
ic unemfployment 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 buﬁ
goods, and we must have more rural jobs. NAFTA can achieve bot
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 ag-
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
ne%otiations a success.

he 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.

he 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 industr{’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 1s 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 Eurogeans 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 er-
ica. Thank you very much.

The CHAIRMAN. Thank you, Mr. Cruise.

[The Srepared statement of Mr. Cruise a%ears 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. Krurp. Thank you, Mr. Chairman, and distinguished Sen-
ators. My name is Fred Krupp. I am the executive director of the
Environmental Defense Fung, an environmental advocacy organi-
zation regresenting 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 F?;deration, 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 whicﬁ 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
ac?ieve 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
%rocess which ultimately leads to fines, and, in the case of the

nited States and Mexico, trade sanctions.

The commission’s council will advise the NAIF'TA’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 Ltack 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
{'Jou to adopt recommendations that will reaffirm the protection of

.S. laws, promote the use of binational agreements, provide nec-
essary funding for United States-Mexico border clean-up, and the
new Commission for Environmental Cooperation and ensure open-
ness and og ortunities 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
guickly on creating an international air quality management dis-
rict.

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. Krup anears in the appendix.]

The CHAIRMAN. 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 t{eir own. But, in the early
stages—our history has been over 30 years—certainly, those are
the things that you would consider.

Senator PACKwWoOOD. 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 groductivity. That is just about the productivity dif-
ference, also. So, it is not that big og 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. )

e 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 PACKwWooD. Now, 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 PACKwWOOD. 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 fgor 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
supplies to Fortune 1,000 companies.

enator PACKWOOD. And you face the challenge of the Mexican
market quite optimistically.

Mr. BLACK. gure. 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 {ou feel that just the agreement, in and of itself, will be all you
will need 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 PACKwWOOD. 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 PACKwWoOD. 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 for
. 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-
ticularily 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 BAucuUs. 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 exam;})lle,
clearly establishing the burden of proof on the party claiming that
U.S. environmental statute contravenes NAFTA. That would be
one imllg;ovement, would it not?

Mr. KruUPP. 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
};.estimé)ny, are upset and think GATT needs to be substantially re-

ormed.

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.

Seélator 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. KrRUPP. 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 hiiher 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. Krupp. 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. KRrUPP. 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 irnglgvement with NAFTA. I think
some of the others believe if N. A is rejected there can be an
even stronger agreement with more goodies thrown in approved.
Anl(xi 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 CHAIRMAN. 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 h&Pe ou
(vivol;xld have known something about the intricacies of the A

ebate. .
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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 than 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
inlmy testimony, and let others fill it because we disadvantage our-
selves.

Senator GRASSLEY. So,-you see some very serious consegquences.

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

- todm?ove 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 CHAIRMAN. Thank you, Senator Grassley. If I could just, not
in any adversarial rmode, 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 baronial 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 CHAFEE. 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
woul)d 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.

tSenat:or Baucus. Right. Thank you very much. I thank the Sen-
ator.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. 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.”

his is exactly })ursuant 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 tgey 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 foing 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-
cerr:. 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 geing 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 CHAIRMAN. 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. < A

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 a 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 & 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 CHAIRMAN. 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

1 down there. Why would you not?

er. JUNKINS. There is a host of reasons. The first, and most sim-
ple is—

Senator BRADLEY. Just take your time and lay it out.



127

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 intoe 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——

hSer';ator 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. JUNKINS. 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. :

Sirll?ator BRADLEY. Now, who are your biggest competitors in the
world?

Mr. JUNKINS. Our biggest competitors in the world today are
largely out of Japan, the major electronics firms in Japan, plus ex-
cﬁllent 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——

Setnator 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
o}ﬁ q}xarrying 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 NKFTA, 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 pancl.

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

lass 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-
%am of Public Citizen’s Congress Watch, here in Washington. Ms.

allach, 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. Ipam 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 goins 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 ofy the Bnited 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-
€s as a young person was very precise in forming our own govern-
ment, and it gave us, any one of us that has problems with 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 CHAIRMAN. 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
gompanies and their jobs to lower-wage areas in less regulated

tates.

Mr. Chairman, the loss of manufacturing companies like DuPont,
and other well-known names into the Carolinks, TN, and other
Southern States i 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 (1uestiom'ng. You have made your points
very effectively and very well.

Mr. HUBNER. Thank you, sir.

The CHAIRMAN. 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.

g ['Iihe prepared statement of Mr. Hubner appears in the appen-
ix.

The CHAIRMAN. 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 emgloyment 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 N A de-
bate has become mired in insoluble macroeconomic theory, shrill
ﬁarochialism, and host of high-minded platitudes, none of which

ave 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 anj'body in this room would recognize. In fact, the
mattei is handed off 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 tor 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 amendment.

NAFTA parties are bound to either rescind or ignore any meas-
ure which a panel deems an impediment to the N. A, 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 bein%ldisputed.

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 l.?.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 tor
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 forei
policy initiative afoot which aims to combine the whole of the
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-

ing.
%The 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 f{)r you. )

The CHAIRMAN. Fine. Your statement will be put in the record
as read in completion.

Mr. ROHLAND. So I understand.
di;’lihe prepared statement of Mr. Rohland appears in the appen-

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 fPamily farm and rural organizations across 32
%&?tes. I, myself, run a struggling family dairy operation in Withee,

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-
ces(f,ful 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 gettin(i’ word out to farmers as to what disaster relief
programs are available, the USDA has seen fit to prepare a ve
glossy portfolio of pro-NAFTA literature which I hesitate to thi

\
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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 CHAIRMAN. 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 ‘frovisions 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,



137

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
{.:) l()leneﬁt from the exchange of goods, services and capital across

rders.

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
lc\}tizeng’ groups who are now banded together to fight against this

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

oups. I bring up this point, because the whole issue of the split
ﬁras geen 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 1s why it is 2,000 pages long, there are lots of exceptions.

Now, the problem is, many U.S.——

The CHAIRMAN. 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 kee
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, ener%{ 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



139

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 that 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.

di)[('I;he prepared statement of Ms. Wallach appears in the appen-

The CHAIRMAN. 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. Chairraan. :

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 CHAIRMAN. The Environmental Defense Fund.

Senator BAucCuUSs. That is correct. That he helieves 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, 18 that it clarifies the present ambiguity over who has the
burden of proof in GATT in challenging a country’s environmental
law. As you weil 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 proof 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
glz 'It‘}li‘Ct is reversed, which is a good advancement of NAFTA over

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?

8. 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 wﬁat 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 CHAIRMAN. 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 iasue 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, Ilegitimate 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-

ower legitimate existing domestic, environmental and consumer

aws. 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-
%uire Pasteurization, just ultra-high temperature milk, UHT. And

anada 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

ost-harvest fumigants. They are fumigants of crops that dissolve.

here 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
l'ulel dif 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 paraflel 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.
th. 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 net working is not good
news. So, I am obviously job sensitive.

Glassware, stemware, chinaware, apparel, all of which have a lot
of {':)bs 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 everything 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 ufwards again, but it is still a very interesting point.

o, 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. PLATT. 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 iay 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 i)lane.

Moreover, I will point out that energy costs in Mexico are deter-
mined by Pemex, which is all hands-oft 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
thg{r way? I do not feel that that should have been left off the
table. S

Be that as it may, the nominal -fficiency of the enterprise has
not changed at all. And, subsequently, factors that really have



146

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
Eieces, of which, of course, you have seen many, can only be made

ere because we have developed the skiii 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 CHAIRMAN. 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 CHAIRMAN. 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. 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 acheduling 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 affairg 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 96,000 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-
;‘efsents the only chance to change the status quo and give those workers a better
ife.

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.

1 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.

ank you.

(149)
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PREPARED STATEMENT OF LLOYD BENTSEN -

Mr. Chairman, members of the committee. 'm delighted to have the opportunity
this mornxtng to give the committee an overview of the North American Free Trade

eement. ]

AFTA is about jobs for Americans—creating jobs and protecting jobs. And while
NAFTA at its core 18 a trade agreement, it also creates an alliance that will produce
prosperity. By establishing a $6.5 trillion market with 370 million people, tge larg-
est in the world, we provide the ogportunity 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
%ood sense about Mexico, and about trade, and about what they both mean to the

nited 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 barriers 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-
gends 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 onl ﬁave 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 di%’erence 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 wilfrise 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 droxg\i'{}i tariffs that are 2% 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 gerson 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 a 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 f)roducts 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,
tge 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-
ary, 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
ﬁunning, it's workers are going to be more likely to buy our goods, and create jobs

ere.

I know those who use the job argument, like my friends in the labor movement
anlzl 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 peogle 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 mirth 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 'A. Secretary Reich is a strong advocate of N. A,
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 srew 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. gWe 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.

ile 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 progam.

The Administration believes that the implementation of NAFTA will significantl
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 lprocess 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 budgetar?' effects increases the federal budget deficit.

In closing, tailing 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 futuré, 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.

N ‘A 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 Eroposed 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 lépon 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

Pq1



155

PREPARED STATEMENT OF ALBERT C. BLACK, JR.

Testimonial Summary

The gradual elimination of trade barriers that exist between the United States, Mexico, and
Canada is essentizi 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 baus.

The proposed North American Free Trade Agreement (NAFTA) is an opportumty for the United
States o 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 devcloping 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. [ am suggesting that trade, not aid should be the objecuve of the United States.
History iells 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 ciime 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 Business Opportunities

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 concemed with NAFTA. I am confident that as we discuss and debate the
issues, the benefits of NAFTA will be crystallized. There is a tremendous zinount 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 cClients
pursue open markets, we will continue to serve them in newly established venues.

Education and Technical Training

Most of us can agree that the current education and training of most U.S. students and
employees is less than what he global economy requires. NAFTA, as is creates more
international opportunities, will enable our public and private schoois as well as the country's
industrial trainers to understand clearly what it is to participate in a regional and world economv.

75~546 ~ 94 = 6 ,
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A greater demand for more technical and international training will cause a greater supply.
Businesses will insist on a more skilled work force. Because of NAFTA 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 NAFTK represents the vast majority of American farmers.
I appreciate being asked to testify before the Senate
Pinance 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
ths 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 dekate
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
:qrc.ncnts, NAFTA is a truly historic and valuable trade
sal.
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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 $3.7 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 NAFTA lock in this trade situation, protecting
these 700,000 jobs, but it will also lay the groundwork that
will 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 peuple, is growing by 2% a year. These people
vant 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 harrier 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 duty-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-rote 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.
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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
NAFTA. 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
NAFTA, involving foreign policy, illegal immigration,
environmental practices and more. I will ieave 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
tar-:r- and create new jobs for our constituents in rural
America. '

President Clinton said it best about NAFTA earlier this
msonth: "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 giving
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 extporters the opportunity to sell without barriers in
what will be the world’s largest free trade area-——comprising about 370 million peo-

le. It will lock in—and increase—the advantages that have boosted our exports to

exico 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 Am assadyor 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. 1 ﬁrmli' believe that the foreign
policy implications of NAF’I]A 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 5anada 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 %rowth 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 galinas 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 Yrogress——and it must be sustained. L

e 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 lonf-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
th]ele?forcement 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 ang the United
States together took the lead in calling for immediate action by the Organization
of American States to stand by democracy in Guatemala. OQur 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-
%xl'oved through side agreements on the environment and labor under President

inton.

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 hemisrhere 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
(f:lear opportunity to gain advantage in what should be natural and growing markets
or 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 Eolic —and good foreign policy. It ig a once-in-a-genera-
tion opportunity. For the sake of future generations, N A is an opportunity that
must not be lost.

Thank you very much.
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United States Department of State

Washington, D.C. 20520

SEP I T 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 distlosed 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 Poreign Agents Registration Act.

During hic ..omination process, Secretary Christopher not
only fully disclused 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.

1 hope this information is helpful to the Committee.
Dlaage let us know if we can be of further ascsistance.

Sincerely,

jZZaz;aag,Af<5&k«enQZL,~_,

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, 1993]

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

ements. 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 m Fe%ruary 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
groa)é that benefits farmers and workers and small businesses on both sides of the

rder. ,

But, frankly, I am akegtical 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 aﬂeement and Mexico more closely—are not addressed, the
NAF’I;{\ 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-
s&es. 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

receding implementation of the CFTA. As a result, North Dakota producers have
ost hundreds of millions of dollars in income, and USDA supply management and
ex%(})lrt ﬁ;{)ﬁams have been undermined.
e 'A, 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 agfressive 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
plgxﬂ\in field in the North American grain trade.

e 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 cxport 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 fproduction 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

uota established by the NAFTA will cut U.S. exports to Mexico in half. While

STR 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 ﬁain 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 N. A than they would have been without it. Over the
past several years, potato exports to Mexico have doubled each year as Mexican
frocl::ssing plants sprouted in northern Mexico. The NAFTA stops this growth in its

racks.

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, 1 have two concerns. The first is that—given the realities of USDA border in-
sgections-——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 factors 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 modern 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 IfS. agriculture can comfpete
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 skephcal, 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 N. 'A on American workers is central
to the national debate on N. 'A. And, as I expect the testimony we hear today
w;ll demonﬁtrate, 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 Kart 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 tl)n’at 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 rcly 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 think 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-
i% 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 gerformance 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 wa(ges. 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 modern 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 net creation of U.S. jobs. Similarfy, exports of capital goods to Mexico provide
a short term benefit to the U.S. economy, but if these capital goods are used 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 reasor 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. exf)orts 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.

owever, to the extent that tariffs drop, average Mexican workers’ incomes rise
and Mexican Furchases 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, sewaie systems or elec-
gigity, they will not buy many U.S. computers—or much of anything else from the

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 rﬁgarding 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 germanently lose income. Some may never find another
job; they will drop out of the labor force permanently when they ﬁet 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 inuch more convincing answers than 1 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 b{‘ 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

gus_h Mexico to go beyond this commitment and bring its wages up to levels justified
y its iroductwity.

.. 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 Aﬁ:‘eement. 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 cou? 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 1t 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-

led with reliance on the “free market” as the only path to economic progress. It
as 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 magquiladora 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
teot;?orary. 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
tS}:;:te .S. dollar, and far less capable of buying products manufactured in the United

8.

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 proguction 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 pi‘otect U.S. investment in Mexico, and the agreement meets this goal with fly-
ing colors. -

AFTA 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 com})ensation.

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, neFotiated 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 aEainst 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 mang: 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 attacheg) which also would be extremely harmful
to domestic employment. Weak rules of origin, inadequate safeguard procedures, in-
e?uitable 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 do-'
mestic producers for at least 10 years, and even lon7er if the Mexican government
demands future commitments from the companies. It would permit the Canadian
ﬁovemment' 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 ﬁercent 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 accordinﬁ to a Conference Board report, during the next two years, gusi-
ness spending will grow almost three times faster in Mexico than in the United

tates. .

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 . llowing competition
based on low wages to result in lost jobs and reduced wages ir the richer nations.
ThedEC 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 l%ord 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
standaxl']d 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 e%zal 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, ;lmndits and politicians accuse us of being economic criminals.

e 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 technclogy,
no-government-business partnership scheme, can bring back the jobs and the invest-
ment dollars that N 'A will take from the U.S. under the conditions enshrined
by NAFTA. L

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
VTHE 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, resuiting in the loss of hundreds of thousands of American jobs
and a general dechne in wages. One of the agreements’ primary -- though
tar from only -- flaws is its complete failure to promote the upward
harmonization of iving standards by linking market access with the
enforcement of worker nghts 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 nght of citizens to form and join organizations of their own choosing,
hold meetings, speak and opzrate without fear of reprisal. This fundamental
freedom 1s not protected by the accord. Neither are citizens’ rights to
bargain collectively, to withhold labor through strikes or to be free from
being torced to provide labor (slavery and prison labor).

. Action may only be sought if 3 nation "has engaged in a persistent
pattern of faillure to effectively enforce its labor laws with respect to health
and salety, child labor and minimum wage.” In addition, the non-
enforcement must “relatie] to a situation involving mutually recognized labor

laws and related to trade.”

Under existing U.S. law -- the Generalized System of Preferences, the
Carnbbean 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 i1s 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
actuon. 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? A

And finally, laws which are simply inadequate would not qualify for
any corrective action at all.

4) The only enforceable remedies are ineffective.

The ottending 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. ’

It the case 1s against Mexico or the United States, their NAFTA
benetits 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 Commussion 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 1s difficult to beheve that the cases against it will be judged with the
same impartiahty 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

nauon,

The NAFTA provisions governing intellectual property, such as
patents: copynghts 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 environmeri end import surges) compare with what American
workers asked for?

WE ASKED FOR: A measure whereby infractions of labor rights or
workplace standards can be enforcad 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? NQ. -

The NAFTA side accord on labor is actually weaker than existing U.S.
trads law. Remedies can only be sought for poor enforcement of labor
standards, 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 if it can be proven that there is a "persistent pattern® 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 it 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 tumed much of the border area into what Business Week calis 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 inadecuate. 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 benelfits derived from an agreement
will accrue to workers and producers located in the three countries.

DID WE GET IT? NO.

The AFL-CIO believes that an 80% rule of origin would be an appropriate level to
assure that the binefits 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 being traded.
Even this 50%, however, can include administrativa costs and a variety of other non-
production-related 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 agreement.

WE ASKED FOR: The immediate elimination of duty-drawback programs.

DID WE GET IT? NQ.

This i4 a program whereby a Korean company could import parts into Mexico or
Canada, assembie 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-licerising schemes.

.DID WE GET IT? NO.

In offect, Mexico's export performance requirements mandate that some
multinationals sell their Mexican-assembled goods on the American market. Under
NAFTA, this 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, Mdico will be allowed to continue protections on a significant list of products for
up to 25 years.

WE ASKEL FOR: The requirement that all internationally-traded goods are marked with
their country of origin.

DID WE GET IT? MOSTLY, 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 IT? NQ.

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
exporting 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 wouid ever be taken.

WE ASKED FOR: The continuation of federal, state and Ioca) ‘Buy American" laws and
regulations.

OID WE GET IT? NO.

Under NAFTA, federal government purchases over a certain dollar limit will be open
to suppliers 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.

OID WE GET IT? NQ. -

As written, NAFTA would allow strong American consumer-protection laws to be
challenged as barriers 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 interrational 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.

OID WE GET IT? NO.

In fact, NAFTA 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 “disciplin{e] 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

sewvices, including transportation services, and the prohibition of entry to affect a labor
aispute. Any temporary entrant must, at a minimum, be paid and work under conditions

prevailing in the host country.

14
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DID WE GET IT? NQ.

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
. domestic workers before hiring outside of the country. Under NAFTA there is no such

imitaton. NAFTA would aiso allow for grossfy 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 disputa, and a prohibition on trade while a labor dispute is in progress.

OID WE GET T? NQ.

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 public safety or the environment.

OID WE GET IT? NOT REALLY. -

New standards can be ¢ Jopted, however, as detailed above, U.S. environmental
and food-satety 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.

OID WE GET IT? NO.

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.

OID WE GET IT? NO.

Canada will be allowed to maintain restrictions on products of the American

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? NO.

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 choase whether Mexican auto production is considered “foreign” or "domestic® for
10 years for the purposes of CAFE (Corporate Average Fuel Economy) standards. (After
10 years all Mexican production will be considered "domestic.”) This will have the effect
of encouraging small-car production to be shifted to Mexico. Instead of leaming to be
more efficient in their production of small cars, the Big Three can just use cheaper
Mexacan labor and still maintain their company’s U.S. environmental targets.
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WE ASKED FOR: Provisions that address the needs ol Import-sensitive Industries,
including, but not limited to, textiles and apparel, electrical and electronic, glass, tuna,

meat, sugar and light-duty trucks.
DID WE GET M? NGQ.
These industries remain particularty threatened by NAFTA.

WE ASKED FOR: A fiva-year review of the economic impact of an agreement that would
permit parties to suspend provisions when necessary to address labor market disruptions.

DID WE GET T? NO.

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 IM? NO.

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 the 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 Adjustment Assistance (TAA) program to provide guaranteed benefits to
workers harmed by trade.

DID WE GET IM? NO.

The idea of a crosy-border tax on cross-border commerce to pay for the hidden

costs of these transaction pained some support in Congress, but was rejected by both
the Bush and Clinton administrations. These costs, estimated at as high as $40 billion
over 10 years, wil be bome mostly by the American taxpayer. Some of Mexico's
infrastructure 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: Lsgfs/ation to eliminate the foreign tax credit and deferral and to deny
trage benelits to companies that transter production to Mexico. For workers dislocated
by any such transfers, companies should be required to cover heaith insurance, pay
severance, training and job search costs.

DID WE GET T? NQ.

No such legisiation has been proposed or even contemplated. Corporations would
be free to abandon American communities, enjoy the benefits of NAFTA, and write-off the
cost of transferring production on their taxes. U.S. workers would, of courss, be left in
the lurch.
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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 wiﬂg 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 %‘ord,

arter, and Bush take the offensive along with President Clinton on what is sure
to be a long and heated debate on the N.

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 I‘i,kely result in a decline in U.S.
major appliance production and employment of about five (5) percent in the short
term and teun-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 tarift 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 severel; imcted. Both Iowa and the Nation have
a great deal to gain from the passage of N. 'A. 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.

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 p?jving jobs.

Mr. Chairman, I would like to support NAFTA, and it is my hope that I will be
gble to do so since there are many benefits to farmers and businesses in my home

tate.

PREPARED STATEMENT OF ORRIN G. HATCH

[September 15, 1993) .
Mr. Chairman, [ 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 N. 'A a reality.

MEXICO HAS MADE REFORMS TO GET NAFTA

Senator Dole and I just returned from a visit with President 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 changes:

o Mexican working conditions and wages have improved &eatly over the past
nine years, with the average manufacturing wage at $26.00 per day and climb-
ing.

. H;‘s environmental commitment is indisputable: he has committed $400 miilion
to border clean-ups, and closed hundreds of polluting businesses.

e But most importantly, he is creating a financial infrastructure suited to trade:

1
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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 $16 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 expoits 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.

o It opened its doors to tariff-free telecommunications exports.

o It liberalized access to many parts of its financial sector. ‘

o 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.

e 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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PREPARED STATEMENT OF ORRIN G. HATCH

[September 21, 1993} .

Mr. Chairman, I am pleased to welcome Secretary Reich and cur other witnesse
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 amonil 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, negative 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.

—Arl:d, 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, 1 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 Asgistance proiram 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 tﬂe process of exchanging views.

As a NAFTA supporter, I continue to hope that the job creation value of NAFTA
will become apfarent. 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. .

Increasingl*,l Mr. Chairman, opposition to NAFTA is becoming heavily protection-
ist oriented. Many commodity ﬁt{)‘ups, environmentalists, and especially labor fear
substantial injuries from a N 'A agreement. Labor Secretary Reich, in his ap-
pearance before this committee on September 21, hinted at this. But he pointed out
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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, cr other remediation procedures in the NAFTA
agreement, or if they don't apply, fyou never forfeit your recourse to such U.S. statu-
tory mechanisms as Section 3C1 of the Trade Act of 1974.

I would disagree substantiallyy 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 Secc. 301.

On the contrary, Sec. 301 continues to apply to Mexico, in precisely the same way
it applied to Canada after paseage 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 Utah.

My friend Dick Gephardt also misconstrued the general authority of Sec. 301 in
his well-publicized September 2ist 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 investigatio: regarding internationally recognized worker rights.

The Supplemental Labor Agreement addresses the issue of child labor, for exam-
ple. The Kgreement then puts in place an organizational framework which includes
a Dispute Settlement Panel. If the panel were to establish a persistent pattern of
{)‘ai[ure to gffectively enforce child labor provisions, fines, even trade sanctions could

e 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. [P.L. 93-618, Jan. 3, 1975]) -

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, 1979]

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-undercuttin%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 a%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. Qur 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 & 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 instituticns 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 contriﬁutions. 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 governoss
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 duties and steer investment from one re-
gion to another. In short, Salinas and his number crunchers run a near
%gmmand economy much closer to the Asian model than any country in the
est.

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 compan
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-
mg.mdependent unions is suppressed by the Mexican state.
ince 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
capalcity 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 per-
cent below its per capita income in 1980. Twenty million Mexicans earn less than
$400 per year—yet tge 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
8o they ean export products back to the United States. Mexican trade data l11)1'ovided
to our negotiators shows that 56% 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 l:!{roductivity 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 Umversity
of California at Berkely, the productivity of the Mexican worker rose by 41% from
11980 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
“Asian 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 {8 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” 1s 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 i{ndependent 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:
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ram which is restricted to the technicalities of
2gogg:gc development can fully answer the needs of the
Americas. Only an approach to economig 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,

Fritz HolLLINGS
CONTACT: Andy Brack at (202) 224-6654 NEWS

MEDIA BACKGROUNDER:

S. 1444: The Common Market Por 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."

Pundamental 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 Pund. 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 CMPA 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 Burope. 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. CMPA 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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* 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 US.-Canada FTA, many Canadian companics 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.

° 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 cavironment, leaving unemployment and broken
communities in their wake. )

M Proponents of the North American Free Trade Agreement (NAFTA) have often said that
cxports 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-
~gulanon® could be construed as an unfair trade practice, and could trigger trade

sanctions.

d Larger companics have the means to escape or protect themsclves from the anti-business
regulatory burdens imposed both by Washington and by NAFTA. They cither 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 minc do not, and will bear a
greater percentage of the cost of the new regulatory burden.

CHAIRMAN MOYNIHAN and members of the Committce, thank you for the opportunity to
appear before the Senate Finance Committce today. 1 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 becausc 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. [ understand that sove eignty is not a measurable
quantity, and that onc cannot analyze NAFTA and determine that it will take away X% of
America's sovereignty. This question has more 10 do with where the power 10 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 cur 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 issuc 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-agreement 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 wath 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
forcign government subsidies and predatory pricing practices. Under Article 1904 of the NAFTA
agreement itself, our unfair tradc 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 greater international regulation while being stripped of any means to
protect itself from unfair foreign competition.

Please note, Mr. Chairman, that this system of fincs and sanctions exempts Canada, which
insisted that such disputes be referred 10 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
truc that the side agreements create powerful incentives to increase regulation, or to forego
regulatory reform in the future, because cither 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 littic 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
burcaucracy. We believe numerous local and state statutes would be cndangered 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 overtum. While Minnesota’'s Governor disagreed and vetoed a
resolution expressing their concerns, The Economist magazine noted:

*4 GATT (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
distribution of wine and beer in more than 40 states were inconsistent with
wnternational trade rules...The federal government has been working with the
states 1o change the offending laws.”
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Now let me tum to my concern for the general health of the economy. As a businessman, I am
concemed for the general health of our cconomy. 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, [ have been in a unique position 10 witness the outflow of companics and jobs
that 1 believe will be the precursors of the economic impact of NAFTA on America. As you
know, Ms. 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. 1 invite you, Mr. Chairman, and any other interested
members of this committee, to come on a tour of my town to sce first hand the urban and
industnal 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, government-sponsored retraining
program. New York, which was onc 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 v.hy 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 onc 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 companics. In October of last year, The New York
Times reported that some eighty Canadian companics 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 berween the United States and Mexico. The article goes on to note:

Even without the Free Trade .Agreement, the New York region has lost a
succession of manufacturers 10 Mexico. Most of the losses have come from the
same area that has benefited maost from the 1989 Canadian agreement -~ Buffalo
and other western New York ciries.” This list of lost manufacturers includes Trico
Products, which left Buffalo, eliminating 1700 jobs, Sherwood Medical
Instruments, which eliminated 420 jobs and Sherburne, and Smith Corona, based
n Cortland, which has announced that it will move 885 jobs to Mexico.

There 1s 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 houf 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 cxport-related jobs are better than domestic-related jobs because they pay 17%
more. However, the assumptions and methodology beliind 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, arc 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 problem in th: 70 percent figure lies in GDP growth has been anemic in recent years.
Such s'uggish GDP growth makes any incrcase 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 gro:vth has been abysmal.

The secon<. 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”
T0% of our cconomic 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 growmg aggregate
demand, and all can be expressed as a percentage of GDP growth. Thus it ns 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 raisc 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 fucled by cxports, but rather by savings, investment,
productivity gains, 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 true 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
overscas. 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
create 200,000 new jobs in the US. This claim is based on a study by economists Gary
- Hufbaver and Jeffery Schott. They concluded that after five years, NAFTA would cause a net
increase of about 170,000 US. 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 cconomic 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 sidc of the story with the
import story. Talking only about exports gives a mislcading picture of the effect on the economy
of America's total trade performance. Although there is no question that exports provide jobs,
imponts 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.

b
\
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"As an American, | 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 cconomic
shoals of the 21st Century.

The conventional political wisdom in Washingion is that all American businessmen support
NAFTA 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 US. 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 arc family-owned businesses, with strong ties to their
communities. Larger employers might wish to move their labor-intensive operations 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 1o move even if they wanted to.

But, I would like to point out that companies like minc 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 belicve smaller American
companies, like mine, will ultimately be taxed and regulated to death.

NAFTA, in the end, will mean a heavier burden for small and medium-sized American business
to meet. You can rest assured, Mr. Chairman, cach of these new regulations will cost American
jobs. As | mentioned above, the Council's member companics arc among those who saw their
tax burdens raised dramatically by the recent tax bill. There have also been significant regulatory
burdens imposed such legisiation as the Clean Air Act and other environmental laws, the
Americans with Disabilities Act, and the Family and Medical Leave Act. In addition, business
can apparently look forward to potential new burdens from increased environmental, occupational
safety and health and other regulation.

1 fear that there will be a double coup de grace from health care reform and the Dunlop
Commission. This latter body is virtually certain to recommend a massive “reform” of our
federal labor law system, once more making life more difficult for American business. | am here
to tell you today, Mr. Chairman, that there is not much more in the way of additional burdens
that companics like mine can stand before we will exit business altogether.

Larger companies, with their greater profits and armies of speciclists and lawyers, have the means
10 try 10 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 thiny 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?

Agan. my strong belief is that America's sovereignty will be seriously compromised by
NAFTA's workings.

Thank you for your time and arteation. | will be pleased to try to answer any questions you may
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PREPARED STATEMENT OF JERRY R. JUNKINS

Introduction

Mr. Chairman and members of the Committee, I am pleased to be here to discuss the
North American Free Trade Agreement ("NAFTA"). 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 USA®NAFTA, 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 anti-NAFTA newspaper ads, facts and figures aren’t the real issue anymore. The real issue
18 fear.

o Fear of changes that have taken place in our economy over the past 20 years;

o Fear of the intensifyin