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UNITED STATES-MEXICO FREE TRADE
AGREEMENT

WEDNESDAY, FEBRUARY 6, 1991

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:17 a.m,, in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Riegle, Daschle, Breaux,
Packwood, Roth, Danforth, Chafee, Heinz, Symms, and Grassley.

[The press release announcing the hearings follows:]

[Press Release No. H-1, Jan. 18, 1991]

Finance CoMMITTEE T0 HoLp HEARINGS ON U.S.-MEexico FTA; WiTNEsses 1o Focus
oN EconoMIC EFFECTS OF AN AGREEMENT

WasHINGTON, DC—Senator Lloyd Bentsen (D., Texas), Chairman of the Senate Fi-
nance Committee, announced today that the Committee will hold hearings next
month on the prospect of free trade negotiations with Mexico.

The hearings will be held at 10:15 a.m. on Wednesday, February 6 and 10:00 a.m.
an .l‘gfednesday, February 20, 1991 in Room SD-215 of the Dirksen Senate Office

uilding. -~ -

The lead-off witness will be U.S. Trade Representative Carla A. Hills.

“A free trade agreement with Mexico, with whom we had over $60 billion in trade
in 1990, can have a substantial impact on many sectors of the U.S. economy. An
agreement has the potential to provide new jobs and other benefits for the country.
At he same time, these free trade negotiations present significant challenges.
Never before have we negotiated a free trade agreement with a country so different
from us economically,” Bentsen said.

“It will be critical that any free trade negotiations be analyzed and then managed
carefully. A successful free trade agreement should help us realize substantial eco-
nomic opportunities while recognizing the important challenges facing U.S.-Mexico
trade relations,” Bentsen said.

“Under the law, the Finance Committee has the authority to allow these negotia-
tions to proceed under ex[)edited procedures. So it is essential that we have suffi-
cient information on the likely benefits and costs of a free trade agreement, and
what role, if any, Canada is likely to play in these negotiations,” Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order. If you would
please cease conversation.

Today we're holding the first of two hearings concerning the
Mexican Free Trade Agreement. We'll do another one on February

On September 26 the Finance Committee received notice from
President Bush of his intent to enter into these negotiations. Under

(1)
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the 1988 Trade Act that started a 60-day legislative day period
during which the Finance Committee has the authority to disap-
prove the negotiations.

That is why I have scheduled these hearings, to ensure that our
committee has a full opportunity to hear from Ambassador Hills
and other witnesses as to what the impact of such an agreement
would be on the United States.

In addition, later this month the President will have to come to
us to seek an extension of his underlying authority to negotiate
with Mexico under the fast track procedure. Now what, in effect,
that does is give a procedure under which in effect ultimately the
Congress votes up or down on this agreement and to do it without
amendments.

The justification for that is that no government can negotiate
with another government and feel it has an agreement if it is sent
back to a legislative body to add whatever amendment whatever
interest group might want to have on it. But what is basic with
this committee is that under the Constitution the Congress has the
responsibility for trade. And even though a legislative body cannot
negotiate effectively with another government on such an agree-
ment, we must be a par. of the consultation.

Ultimately, the executive branch comes to us and asks us to con-
sider the passage of such an agreement. But it is important if they
are going to ask for that at the end of those negotiations, we must
be in it at the beginning, and we must be assured that that consul-
tation is taking place with all the economic interest groups that we
have in this country—that they have been given a chance to voice
their concerns.

I must say that in general I support a Mexican-United States
Free Trade Agreement. I think there is much to be gained by a net
increase in jobs on both sides. Unless you get that kind of a result,
we should not have an agreement. I think that view is shared on
the Mexican side.

Today they are our third largest trading p<rty.w:r, and in turn we
are their number one customer. You have seca a very substantial
increase in trade on both sides. I think we have all benefited by it,
by the competition bringing about an improvement in the quality
of products and a better price for the consumers, and an increase-
in jobs as those products are manufactured and sent into Mexico
and in turn exported to us.

You have seen a sea change take place in Mexico in the last 5
years. | was born and reared on that Mexican border. I have spent
a good part of my life in Mexico. I have an understanding of where
they have been and hopefully where they are gcing.

To have been in Mexico 4 or 5 years ago and have talked to man-
ufacturers about trade—it was a closed society. One of the most
protectionist of countries. De La Madrid, the previous President,
took then into GATT. We cast the first vote for them in GATT.

Moving from licensing to tariffs, to a maximum tariff of 20 per-
cent and an average of about 10 percent, the Salinas Government
has been bringing down inflation, encouraging investment, welcom-
ing that kind of competition. There has been a remarkable change
in the attitude of the Mexican Government and we welcome it.
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In all candor, in talking to President Salinas and members of
that Cabinet, I don’t know what happened to ‘“Manana Land.”
They are pushing, they are excited, they are interested, and they
want to develop that trade.

As one of those Senators representing a border State, part of the
problem is going to be in the infrastructure area and seeing that
we improve transportation across those border crossings. That we
have the number of Customs people we need, we have the number
of immigration people we need, and that we have the bridges and
the crossings that are sufficient to expedite the increased amount
of trade that is developing there.

I was just down in Brownsville looking at what is happening
there, and the long lines of traffic waiting to come across, and the
delays. That is expensive to business on both sides.

There are a lot of concerns about what is going to happen. There
are going to be winners and losers in this. There is going to be
some tough negotiation that takes place on both sides. It is going to
be quite a bit different from the Canadian Free Trade Agreement,
which took quite awhile.

There you had comparable wage scales, comparable cultures.
This is the only place in the world where you have a major indus-
trial power sharing a long border with a developing country, with a
disparity in wages that is as much as 7 to 1.

Those are the types of concerns that have to be addressed. But if
we work together and have full consultation between the adminis-
tration and this body, I think we can bring about an agreement
that is going to be a major benefit for both sides and will help raise
the standard of living of both sides.

I defer now to the Ranking Minority Member, Senator Packwood.

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

Senator PAckwoob. Thank you, Mr. Chairman.

To paraphrase Will Rogers, I have never met a free trade agree-
ment I did not like. We have only had two and they are both work-
ing out really well. -

Israel was our first. But in fairness, while a potent country Israel
is a small country and if Israel flooded the United States with ev-
erything it could make it would not be a serious dent in our total
gross national product. But the agreement is working well.

With Canada, as the Chairman said the United States and
Canada share a common culture, roughly equivalent wage struc-
ture in most of our major industries, both countries having manu-
facturing backgrounds; and even with that, we put in a long 10-
year phase-in period.

And now we come to Mexico. I will support a good agreement;
and I am sure that Ambassador Hills will get us a good agreement.
But at the same time we have got to realize that there can come
from this agreement dislocations that could not come from the Is-
raeli Free Trade Agreement and was not likely to come from the
Canadian agreement and with those we had long phase-in periods.

Clearly, with Mexico there is a concern about disparity and
wages. Organized labor has a concern, and they should, about the
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further possibility of U.S. companies moving south to take advan-
tage of low-wage opportunities.

Having said that, I am convinced there is a way, if this agree-
ment is finalized and approved by Congress, that we can amelio-
raie those difficulties. But we should not assume there are no diffi-
culties.

So I would hope as we go forward with the hearings and as we go
forward with the negotiations that Ambassador Hills and the
others that will be involved in these negotiations, will realize that
for the first time there could be serious dislocations in certain sec-
tors. That will be the area I will be watching, wanting to support
this agreement, but wanting to make sure that it is not so abrupt
and radical a change that you suddenly have suffering in a fair
portion of both countries.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Baucus?

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

Senator Baucus. Thank you, Mr. Chairman.

Mr. Chairman, I hope that throughout this hearing and the de-
liberations on the Mexican-United States Free Trade Agreement
that we keep our eye on the ball here, the central bull’s eye, and
only adopt an agreement and only work for an agreement that is
in the United States’ best interests, particularly economically.

The fundamental goal of most Americans is to have higher living
standards, have higher incomes, have greater commercial opportu-
nities; and obviously that is the point of this agreement, to find a
way so that both Americans and Mexicans have higher incomes.

What I am really saying is, this is a free trade agreement hear-
ing, this is not a foreign aid hearing. We should not be involved in
trying to enact the best foreign aid bill. We should rather be in-
volved in trying to enact and help the administration negotiate a
free trade agreement that is in the best commercial and economic
interests of Americans and also of Mexicans.

After all, we are Americans. We are members of the U.S. Con-
gress; we are not members of the Mexican Congress. I note there
are probably some in the State Department and certainly some in
the administration, who would like to use free trade agreements to
achieve foreign policy objectives that are only tangentially related
to American’s economic and commercial objectives.

Since World War II we Americans have been in effect the “sugar
daddy’’ of the world. There were those in some administrations
who urged for U.S. trade policy to, in effect, be a foreign aid policy.
Actually, it has been the Congress, particularly the 1988 Trade Act,
which you, Mr. Chairman, authored and guided so ably through
the Congress, that was part of beginning congressional pressure on
administrations to use trade policy to help America’s economic in-
terests as well as our foreign policy interests.

I will be looking at this agreement when it is brought back to the
Congress, from the point of view as to what degree does it achieve
America’s economic interests. I hope that the administration very
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clearly sets out the standards it will be using to determine whether
or not this is a good agreement. I certainly will be looking at eco-
nomic objectives to determine whether I will in the end, support it.
Initially, we should proceed. We should, in my view, grant the
approval to negotiate and extend the fast track and so forth, but
certainly reserve final judgment on the agreement. In fact, with re-
spect to granting the fast track extension, I would like to see the
standards that the administration is going to be using in determin-
ing whether or not the agreement is a good agreement.
Thank you, Mr. Chairman.
The CHalRMAN. Thank you.
[The prepared statement of Senator Baucus appears in the ap-
pendix.]
> The CHAIRMAN. Senator Breaux?

OPENING STATEMENT OF HON. JOHN B. BREAUX, A U.S. SENATOR
FROM LOUISIANA

Senator BReaux. Thank you, Mr. Chairman. I want to thank in
advance all of our witnesses.

I come to the hearing with an open mind on my position on the
agreement. I am anxious to hear from the administration and from
others as to how this agreement would work. I think there are a lot
of problems that have to be overcome. I think, quite frankly, it is
difficult to see if you can really have a truly free trade agreement
between societies that are so vastly different economically as ours
is with the country of Mexico, a country that has wages of less
than $1 an hour, that has, I think, substantially less environmental
laws than we have in this country.

I am concerned as a relatively close border State in Louisiana as
to what the agreement would do to the chemical and energy com-
panies in my State. So I am really waiting to hear some answers. |
truly have an open mind on it. If it can be crafted in any way that
would take in these considerations I would be supportive of it; if
not, I will not be supportive of it.

I think the hearings hopefully will answer some of these difficult
questions.

Thank you.

The CHAlrMAN. Thank you.

Senator Chafee?

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Thank you very much, Mr. Chairman.

Mr. Chairman, I start with a heavy tilt toward a free trade
agreement, having been through the experience, as we all did, with
the Canadian Free Trade Agreement. I have confidence in Ambas-
sador Hills, just as we had confidence in our previous negotiators. I
want to say again, I think we have been very, very fortunate in the
series of USTR'’s that we have had representing our country.

Obviously, this proposed undertaking with Mexico, is attendant
with far greater risks, as you mentioned, Mr. Chairman, than we
had with Canada. I thini it is right to stress that what we are look-
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ing for is an agreement that is in the best economic interest of the
United States of America. That is clear.

At the same time I think our country has a deep interest in the
stability and success of the Mexican economy. That is going to
affect us, as you mentioned in your opening statement, Mr. Chair-
man. I think you said they are our third largest trading partner,
that is the third largest buyer from us and we are the iargest
buyer from them. )

o I think this is a very exciting undertaking that we are em-
barked on. I am glad we are doing it. I commend the administra-
tion for setting sail on these uncharted waters and look for a suc-
cessful landing, Mr. Chairman. .

The CHAIRMAN. Thank you.

Senator CHAFEE. Thank you.

The CHAIRMAN. Senator Riegle?

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

Senator RIEGLE. Thank you, Mr. Chairman.

I think this issue presents to us some complexities that are really
quite different than the United States-Canadian Free Trade Agree-
ment which this committee supported and which I supported. I am
concerned that the pace at which we are moving ahead here may
be driven as much or more by politics than by economics.

I am concerned that the manufacturing base in this country may
pay a price for a policy that is not really rooted in a careful eco-
nomic analysis of our domestic situation.

We have seen that in the past. If you go back and look at the
1980’s I think there were a number of very difficult economic ad-
justment policies_that were set in motion that have really damaged
a large part of particularly the manufacturing base of this country.
If we move ahead here, if this is not done with a very careful kind
of precision, I think we run the risk of more damage.

One of the reasons for that has been touched on by some col-
leagues that have spoken ahead of me—that is, the average manu-
facturing wage right now in Mexico is 57 cents per hour, where in
the United States it is $10.47. Now you do not have to be an econo-
mist to understand that if you create a free trade tilt situation
where those wage rates are pegged at those levels that the manu-
facturing jobs are going to slide away from the $10.47 locations and
on down to, in this case, both in terms of the economics and the
geography, to a market where those wages are 57 cents an hour.

This has a very substantial impact on my region of the country—
the upper Midwest. About 30 percent of the employment in our
part of the country is in manufacturing. It is about 16 percent na-
tionwide. So this is an issue of very considerable importance in our
part of the country particularly, although it affects the entire coun-
try. '

I think our strategy here has to be to strengthen, by these agree-
ments and understandings and changes, the capacity of the United
States to produce. We cannot just look at the earnings of multi-na-
tional companies. We have to look at what the actual full economic
impact is within the borders of the United States.
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Right now we are shouldering most of the burden in the Persian
Gulf. Over 90 percent cf the combat forces over there in a ground
war will be American; . id the lion’s share of the financial cost is
coming from this couritry. We cannot allow a progressive weaken-
ing of our capacity to produce here in the United States and to gen-
erate jobs and earnings in the United States and still hope to
project the strength and power overseas, whether it be in the Per-
sian Gulf or elsev. here. -

So these are -t isolated, disconnected issues. They are very fun-
damental issues that go to the basic, core economic strength of the
United States. I think it is put in a whole new light when you talk
about a free trade agreement here with a country whose circum-
stances are as radically different from the case of Canada, where
we have already crossed that bridge.

I just want to say a couple of other things. That is, I would like,
Mr. Chairman, to lay down here some markers that I think we

- have to measure against as we explore this issue, ones that I am
going to be looking at with some care with respect to what the
USTR is able to show us in terms of concrete progress in these
areas.

First, I think there has to be a very careful and specific address-
ing of labor and environmental standards. Mexico is not Canada.
Adequate labor and environmental standards are not enforced in
Mexico. I think it is a major problem. That by itself creates an
unfair trade subsidy if we were to have a free trade agreement.

The second is the need for what I consider to be a high rule of
origin. We cannot allow Mexico to become a low-wage export plat-
form into the U.S. market. I think we have to have a stringent
North American content rule of origin, something on the order of
75 percent.

And finally, I think we would also have to insist. on rapidly elimi-
nating some Mexican performance requirements. I will just cite
three laws which I think are blatantly unfair trade practices now
in place, hurting our auto industry in this country.

Each auto company is required to export more than it imports
and each much run a trade surplus. Secondly, 36 percent of each
car’s components must be made by a Mexican-owned company. And
third, car companies are prohibited from selling in Mexico unless
they produce there.

Now if we are going to talk about fair and square arrangements
when we have the kind of major problems going on in that core
industry in this country, those things need to change and not with
just word dances, but with specific, concrete measures to deal with
those problems.

So that is what I will be looking at, Mr. Chairman.

Thank you.

The CHAIRMAN. Senator Roth?

Senator RotH. Thank you, Mr. Chairman. o

I have no opening statement as I am interested in hearing what

——the-witnesses have to say. I do want to congratulate the adminis-
tration, as well as yourself, for moving forward on what I think is a
very important initiative. Obviously, it provides both challenges
and opportunities. I think it is important that we look at it.

I look forward to hearing from our witnesses. Thank you.



8 -

The CHAIRMAN. Thank you very much, Senator Roth.
Senator Heinz?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator HEINz. Mr. Chairman, I think many of the obvious con-
cerns have been touched on—the very large discrepancies and dis-
parities between wages, between occupational health and safety
standards, environmental standards.

I think none of us should be under any illusions that negotiation
of this kind of free trade agreement between two economies that
are not only economically so different but are culturally and legal-
ly so different will be easy.

It makes me think that the tremendous amount of time it took
for the European Community to negotiate the entrance of Spain
and Portugal into a common market—a negotiating process itself
which took 7 years, and which created a transitional period that is
still continuing—should give us an idea of the extraordinary differ-
ences that had to be overcome in those talks and the even greater
disparity that exists between the United States and Mexico com-
pared to the Iberian Peninsula and the rest of Europe to which it
had been firmly attached, going back 500 or 600 years thanks to
Spanish Kings, the Holy Roman Empire, and a variety of other in-
tegrating factors that we have, probably for better, avoided in this
hemisphere.

I would like to say that one of the major concerns I have is that
even if in the process of very arduous negotiations you could get a
de jure solution to most of these problems, there is a long way be-
tween law and fact in many less developed countries.

I do want to salute President Salinas on his political and econom-
ic progress in Mexico. It is startling. But he has, he knows and we
all know, a very long way to go. The economic aspects are reported
in Time and Newsweek. The political side, however, is equally im-
portant. It is equally as important that Mexico become politically
more pluralistic and stable if those are not mutually inconsistent.

And most importantly, it is important that the political system
gets rid of the well known favoritism and biases that have been
built into it by virtue of effective one-party rule over a very long
period of time; so that when there is a law that bans pollution that
law is enforced.

I do not want to minimize that problem. I think it will be prob-
ably the toughest nut to crack. While I am going to keep a very
open mind on this, I do not think any of us should be misled by the
difficulties that lie ahead.

The CHAIRMAN. Thank you.

Senator Bradley?

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

Senator BRADLEY. Thank you very much, Mr. Chairman.
Mr. Chairman, I think this is going to be a very difficult process.
I think it was Carlos Fuentes who said that the gap between
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Mexico and the United States is the gap between 18th Century
England and 15th Century Spain.

It is a gap of enormous proportions in terms of perceptions, in
terms of mind set. And yet if you look at what has happened in
Mexico in the last 10 to 12 years, if you look at President Salina’s
abrupt change on this issue in the last 2 to 3 years, I think there
has never been a potential for better understanding between our
two countries than now exists, given the leadership in Mexico and
given what forces are at work in the world at large.

So I think this is an effort worth attempting, without being sure
that there is a conclusion certain. Clearly, it is going to be very dif-
ficult, if not impossible, for any of us to move toward an agreement
that will have a disastrous impact on the manufacturing sector of
Bhis country overnight. Maybe we can assure that that will not

appen.

me of the concerns that Senator Riegle expressed are genuine
concerns. I would add to that patent questions, copyright questions,
a whole series of very thorny and difficult issues. But as I look at
the trade picture worldwide, the endangerment of the Uruguay
Round, I see this as an effort worth making, probably one thing
that this committee will grapple with that will have even longer
term implications for the nature of our society than even the
GATT Round.

If you can hypothesize a successful conclusion to these negotia-
tions where Mexico and the United States are much closer in every
sense of the word, where the gap culturally, historically, et cetera
is narrowed, and where American jobs are not lost in massive num-
bers, and where we have a more integrated economy, I think in the
long run that is probably the best objective and the best outcome.

But the proof is going to be in the pudding and it is gomg to be a
very difficult road ahead.

The CHAIRMAN. Senator Danforth?

Senator DANFORTH. Mr. Chairman, I have no statement.

The CHAIRMAN. Thank you, Senator Danforth. [Laughter.]

Senator Daschle?

[No response.]

The CHAIRMAN. Is Senator Daschle here? He apparently has left.

Senator Symms?

Senator Symms. Mr. Chairman, I would ask unanimous consent
to insert my remarks in the record and just say that I want to com-
pliment the comr._ittee and the administration for moving forward
with this:

I think it is interesting to note that the potential for trade in the
North American Continent has great unlimitless opportunities for
all of our economies in all of our States. I am hopeful that this can
be resolved.

I might also add just a personal note today that in 1976, then
former Governor Reagan was campaigning in Idaho for my re-elec-
tion for Congress and also for his election to the Presidency which
he did not win that year, but he unveiled his new plan for a North
American free trade zone between Canada, Mexico, and the United
States. It has taken a long time, but we are making headway to-
wards it; and this is his 80th birthday.

The CHAIRMAN. Senator Grassley?
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Senator GRAsSLEY. Mr. Chairman. I am just going to insert my
statement in the record as well.

I would like to say however, that I have had a chance to visit
with constituents in my State about this issue and I found most
people have a positive impression; and I think that is encouraging
from my standpoint. I look forward to hearing the testimony of the
witnesses, as well as exploring the depth of the issue.

Thank you.

The CHAIRMAN. Thank you, Senator Grassley.

Now we have as our first witness the senior Senator from Arizo-
na, who has had a long time interest and involvement in dealing
with relations with Mexico and has continued that concern and
that interest. We are pleased to have you testify.

STATEMENT OF HON. DENNIS DeCONCINI, A U.S. SENATOR FROM
ARIZONA

Senator DECoNciNI. Mr. Chairman and members of the Finance
Committee, I am pleased to hear the statements here this morning.
As diverse as some of them are, Chairman Bentsen, it is a compli-
ment to you and this committee that you are forthrightly address-
ing this problem today.

This is truly, I think, one of the most economic important prob-
lems or issues for this country. I support a free trade agreement
between Mexico, the United States, and now Canada. I want to con-
gratulate this committee for looking at this issue in depth, but also
I am glad to see that those who have some questions at least indi-
cating that they certainly have an open mind.

I commend President Bush and certainly President Salinas and
Prime Minister Mulroney of Canada on yesterday’s decision to
pursue the tri-lateral free trade agreement that was announced for
the United States, Mexico, and Canada. This takes great leadership
on everybody’s part. .

Our country faces great economic challenges. Building our eco-
nomic relations with neighboring countries is crucial to strengthen-
ing our competitiveness in international markets. I support the
free trade agreement with Mexico for this particular reason. But it
is crucial to the future, global competitiveness of the United Gtates
how it is put together.

Neither I, nor I think other supporters, of United States-Mexico
Free Trade Agreement are willing to give the President or the U.S.
Trade Representative a blank check in negotiations with Mexico.
That is what I think this cammittee is going to hear and also will
spell out by expressing their views.

It is critical that congressional input throughout the process be
maintained at a high level and an early level. The Chairman of
this committee has taken a marvelous leadership role in expressing
his views early last year on a FTA.

President Salinas has taken significant steps to open the Mexi-
can economy, including privatizing State-owned enterprises and de-
regulating foreign investment. While Mexico must still take addi-
tional steps to truly open their economy, these measures taken so
far represent real economic reform for that country as anybody
who has studied it for even a short period of time is well aware.
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While I am generally supportive of a free trade agreement, Mr.
Chairman, let me briefly—and I say briefly and I will submit and
already have a more comprehensive statement that I would ask to
be in the record—let me briefly address the particular aspects of
the United States-Mexico Free Trade Agreement that are high on
my agenda and I hope on Ambassador Hills’.

The environmental implications that have been raised by mem-
bers of this committee of expanding trade between our two coun-
tries are significant. Environmental pollution knows no political
boundaries; they recognize no legislative fiats and do not stop at
border stations.

During these trade negotiations we have an opportunity to an-
ticipate environmental problems ahead of time that will likely
result from removal of trade barriers and increased industrializa-
tion. We must ensure that expanded United States-Mexico trade
opportunities do not burden border communities with the negative
by-products of industrial expansion.

The Chairman knows so well in his home State, about the prob-
lem in Juarez and El Paso. While the pollution problem in El Paso
is not solely a result of border problems, plenty of it is.

Another issue I would like to raise today, Mr. Chairman, con-
cerns the type of trade the United States wishes to see not in-
creased—that is illegal narcotics. I am pleased with the strong com-
mitment President Salinas has shown to fight the war on drugs.

I know I would not be here, and I do not believe this committee
would be here, discussing the possibilities of a United States-
Mexico Free Trade Agreement regardless of its economic benefits if
Mexico had not made a dramatic change in its commitment in join-
ing the fight against drugs. Although I have been critical of past
Mexican administrations and their lack of commitment to the war
against drugs, I am hopeful, and I am pleased, to see President Sa-
linas move in the right direction. He has said and promised to
“fight with the utmost energy that I have.”

The prevention of production of illicit drugs and the trafficking
of those drugs across the border requires bi-lateral cooperation and
it is an essential element of our relations.

Finally, I would like to discuss an issue which I believe is essen-
tial to increasing United States-Mexico trade, the importance of ex-
pansion of port of entries. Inadequate border facilities are a dis-
grace, as any of you who have traveled on the border with Mexico
knows. As negotiations begin we must ensure that our border fa-
cilities have adequate staffing and equipment, as the Chairman
pointed out. We must also continue to work with the Mexican Gov-
ernment to identify locations for new facilities and see that Mexico
provides funding to construct these.

Because of the importance of this agreement to the United States
and Mexico we are holding some hearings in Arizona. And Com-
missioner of Customs, Carol Hallett will be there and also someone
from the trade representative’s office next Monday.

Mr. Chairman, our Ranking Member, Senator Domenici, and I
on the Appropriations Committee have issued and ushered through
the appropriations process over $300 million already appropriated
for border improvements.
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So we are moving in the right direction, Mr. Chairman, and this
committee plays the leadership role on what that treaty will really
look like; and it will benefit Mexico, of course, and it will benefit
us, and it will be safe for us.

I thank the Chairman for his leadership in this role; and this
committee for its willingness to really tackle this problem and put
forth some constructive suggestions to our trade representatives.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Are there questions of Senator DeConcini?

Senator Baucus. Mr. Chairman?

The CHAIRMAN. Yes.

Senator Baucus. Senator, do you think the trade agreement
should include provisions dealing with narcotics and drugs?

Senator DEConNciINI. I think, Mr. Chairman, that the environ-
ment in order to have a free trade agreement has to be such that
we have a country that is committed, as we are, and I believe
Mexico now is, towards the war against drugs. I would not have
supported a free trade agreement 5 or 6 years ago, primarily be-
cause it was my judgment at least that Mexico had not fully coop-
erated. This Senate had decertified Mexico on two occasions for not
full cooperation with the U.S. Government on drugs. That has had
a dramatic change.

So the question: is: Is it part of the free trade agreement? It is
part of the environment in order to get here in my judgment.

Senator Baucus, thank you for the question.

Senator Baucus. Thank you.

The CHAIRMAN. Thank you.

Are there further questions?

[No response.)

The CHAIRMAN. If not, thank you very much.

Senator DEConNcini. Thank you.

[’I;ihe ]prepared statement of Senator DeConcini appears in the ap-
pendix.

The CHAIRMAN. Our next witness will be Senator John McCain, a
Senator from Arizona, who has a long interest in our relations with
Mexico. We are pleased to have you.

STATEMENT OF HON. JOHN McCAIN, A U.S. SENATOR FROM
ARIZONA

Senator McCAIN. Thank you, Mr. Chairman. I would like to ask
permission to have my statement be made part of the record. I
would just like to make a few comments.

The CHAIRMAN. Without objection that will be done.

[Td}ge ]prepared statement of Senator McCain appears in the ap-
pendix.

Senator McCaIN. I paid close attention, Mr. Chairman, to your
opening remarks and that of the other members of the committee.
I think they are valid and I think they raise substantially the ma-
jority of the issues that surroundthis free trade agreement.

I would just like to reemphasize a few major points. One, Presi-
dent Salinas and his predecessor have dramatically changed the
landscape of Mexico, as you know, politically, economically, and in
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every other way. There is no doubt that greater progress must still
be made.

But as wise as you are, Mr. Chairman, and maybe as uninformed
as I am, perhaps a few years ago you and I would have never pre-
dicted that the advances that have already been made would have
been possible in such a short period of time.

President Salinas has pointed out that if this North American
Free Trade Agreement is concluded, we will have created a market
of 400 million consumers, larger than the European Community. It
is not just the border States that will profit.

I would like to remind my colleagues of the obvious. Mexico is
our third largest trading partner. Last year Arizona exported $734
million worth of goods to Mexico. The State of New York exported
$739 million worth of products to Mexico.

We have seen indications the future may hold in the maquila-
dora. I would hope that if any member of this committee has time
they would visit a maquiladora.

The maquiladoras have provided an enormous number of jobs,
hundreds of thousands of jobs for Mexican citizens who otherwise,
my friends, would be finding jobs in the United States. They are
going to go where they can feed themselves and their families. The
guestion is: Do they stay in Mexico or do they come to the United

tates illegally?

Now that is the good news. The bad news is, as members of the
committee well know and as the Chairman does, there are environ-
mental problems, waste, sewage flowing across our borders, for ex-
ample, due to this dynamic growth. There are problems with labor
abuses. There are problems with housing and other infrastructure
problems that need to be addressed clearly.

In the event of any free trade agreement we must have that
these problems will be addressed. I have great confidence in Am-
bassador Carla Hills and the job that she will do. I do not underes-
timate the magnitude of the problems that we face.

But I would like to point out that if we truly expect democracies
to last, not only in Mexico where for all intent purposes democracy
is truly emerging for the first time, and in other Latin American
countries, we have to do whatever we can in my view to help their
economies to grow.

We cannot do that without breaking down the barriers that exist
between our nations. I am convinced that a free trade agreement
will entail great prosperity for the United States and for the people
of Mexico. I envision, Mr. Chairman, as I know you do, someday a
hemispheric free trade agreement when all of the peoples of the
Americas will be joined economically and democratically with one
another.

I thank you, Mr. Chairman, for the time and the attention of this
committee on this very important issues.

The CHAIRMAN. Thank you very much, Senator McCain. We are
pleased to have you.

Are there any questions of Senator McCain?

[No response.]

The CHAIRMAN. Thank you.

Ambassador Hills, we are ready to hear from you. I can recall
what one Chief Executive told me about Carla Hills. At the begin-
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ning of negotiations, he said, ‘I think I like that Carla Hills; that I
hope I like her when this is all over.” [Laughter.}

The CHAIRMAN. I am sure he did. But most of all, I am sure he
respected her.

Ms. Hills, we are very pleased to have you back with us. If you
would proceed.

STATEMENT OF HON. CARLA A. HILLS, U.S. TRADE
REPRESENTATIVE

Ambassador HiLLs. Thank you very much, Mr. Chairman and
members of the committee. I was very interested in your state-
ments. I would appreciate it if I could submit my longer, written
statement for the record and simply make a few points by way of
summary before I can learn further from you.

The CHAIRMAN. That will be fine. If you would proceed.

[The prepared statement of Ambassador Hills appears in the ap-
pendix.] -

Ambassador HiLLs. Thank you.

Yesterday the President notified you of his intent to negotiate a
North American Free Trade Agreement. This decision is a result of
7 months of consultation beginning last June.

At that time Presidents Bush and Salinas endorsed the goal of a
comprehensive free trade agreement, and they directed the Com-
merce Secretary of Mexico, Minister Serra, and me to begin the
preparatory work and to report back. In August, after exhaustive
consultations with Congress and our private sector, Minister Serra
and I recommended to both Presidents that we formally initiate ne-
gotiations of a bi-lateral and comprehensive free trade agreement.

On August 21, President Salinas wrote to President Bush propos-
ing that the negotiations begin, as required, by our fast track provi-
sion of the 1988 Omnibus Trade and Competitions Act. And on Sep-
tember 25 President Bush wrote to the Chairman and notified of
his intent to negotiate a bi-lateral free trade agreement and no-
ticed Canada’s interest in participating.

This notification triggered the 60 legislative day clock under our
fast track, during which time the two committees review our pro-
posal and, if either choose, disapprove our fast track procedures.
The United States has already benefited from the opening of Mexi-
co’s market which began as the Chairman has mentioned when
Mexico joined the GATT and began a systematic reduction of its
trade and investment barriers.

As a result of this liberalization U.S. exports to Mexico have
more than doubled from $12.5 billion in 1986 to $28.5 billion in
1990. Many of our industries have benefited. Agricultural exports
exceeded $2.5 billion last year. Telecommunications exports to
Mexico have doubled since 1986. Steel had a deficit of $12 million
in 1986, which turned to a surplus of $300 million last year. And
textiles and apparel had a deficit in 1986 of $91 million which has
also turned to a surplus.

A free trade agreement in our opinion would expand the benefits
of trade with Mexico by expanding export opportunities for the
United States, for its firms and farmers, and stimulate Mexican
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economic growth which in turn will increase Mexican demand for
our goods and our services.

The potential for further expanded trade with Mexico by remov-
ing restrictions is quite substantial. With respect to tariffs Mexico's
average applied rate is about 10 percent. But it has the right uni-
laterally to raise tariffs to 50 percent. A free trade agreement
would lock in a scheduled phase out of these tariffs.

With respect to import licensing Mexico still applies import li-
censes to roughly 40 percent of our agricultural exports, including
grains, dairy, some fruits and vegetables. A free trade agreement
would be a means of dismantling that system.

With respect to investment restrictions, Mexico has liberalized
its investment regulation but restrictions contained in its 1973 law
remain on the books. We would like to see these laws amended to
permit open, nondiscriminatory investment free of trade distorting
requirements.

With respect to access to the Mexican services market, such
areas as banking, securities, insurance and transportation remain
quite restricted.

And finally, in the area of intellectual property protection,
Mexico did introduce a new patent and trade mark law in Decem-
ber of last year. | expect that law to be passed sometime between
April and June of this year. There are indications that Mexico will
revise its copyright laws. But a free trade agreement is a very ef-
fective means to accomplish these goals and in strengthening our
overall relationship.

When President Bush sent his letter forward on the 25th of Sep-
tember he noted that the Canadians have a strong interest in par-
ticipating. Since that time, we have met with Mexico and Canada
to consider this question. The three governments foresee several
advantages in creating a North American free trade area. Without
a question, it would create the world’s largest, single market with
360 million procedures and consumers with a total output of over
$6 billion.

By establishing common rules among all three nations, it would
minimize the economic distortions that could arise from separate
bi-lateral arrangements; and in so doing create an overall expand-
ed potential for growth and job creation. In agreeing to proceed tri-
laterally the three countries have agreed to ground rules set forth
in my written testimony.

Today is the 53rd day of the 60-legislative day review period for
notification on Mexico. In addition, we face the expiration of the
President’s fast track authority on June 1 unless the President re-
quests an extension of that authority by March 1.

To proceed with the Mexican Free Trade Agreement, the North
American Free Trade Agreement, we will need to have such an ex-
tension. Assuming we clear the 60-day review period, and that the
fast track authority is extended, we expect to begin formal negotia-
tions this summer.

As to content, Mexico and the United States have agreed that a
free trade agreement should progressively eliminate barriers to
trade in goods, services and investment, protect intellectual proper-
ty rights, and establish a swift and fair mechanism for resolving
our disputes. Large-scale labor mobility has been ruled off the
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table, but beyond that we have an open mind and look forward to
consulting with Congress, labor and business. And, of course, we
will listen closely to your suggestions.

I would be delighted to answer your questions.

The CHAIRMAN. Thank you, Ambassador Hills.

You heard some of the concerns here from some of the members
and I share those concerns. Various interest groups are deeply con-
cerned about the environmental questions and worker’s safety
standards insofar as whether or not they should be a part of these
negotiations.

How do you respond to that? What is your view insofar as those
concerns being = part of these negotiations?

Ambassador HiLLs. We will want to consult with those parties
that have a concern and I would suggest to them that many of
their concerns—take environmental, for example—that their goal
is the same as ours: to deal effectively with the issue.

We believe that there are many ways to deal with the issue. For
example, right now we have a number of bi-national efforts to deal
with the environmental issue. It may be that another agreement
would be preferable to deal with the environmental concerns than
trying to deal with the environmental issue within a trade agree-
ment.

But that doesn’t mean that we would not deal with the issue. I
am very cognizant of the border environmental concerns, and we
have enormous efforts underway now. Indeed, in November in
Monterrey, Presidents Bush and Salinas discussed the need for an
intensified bi-national effort and call for a joint master plan. The
United States and Mexico officials have already met twice and plan
to meet again this month to work further on this master plan.
That will be one way to deal with the border concerns.

Beyond the border, President Salinas adopted in 1988 what we
might call an omnibus environmental bill that is based upon our
environmental laws, experience and regulations. We have sent for
the first time in history from the Environmental Protection
Agency an attache to Mexico to help. The administration in Mexico
has already declared that lead-free gasoline that so pollutes the air
around the city of Mexico will be available and that catalytic con-
verters will be a mandatory requirement on all cars starting in
1991.

So that we are conscious of the need to deal with environmental
issues. We need to consult closely on whether those environmental
issues are best dealt with within the four corners of a trade agree-
ment or perhaps through some other mechanism agreed to by the
two nations. The important thing is that we have earnest resolve
on both sides of the border to deal with all environmental issues.

I have every confidence in Administrator Riley, who is extremely
interested in these issues, has been a part of the bi-national com-
mission to Mexico on each of its trips and is working closely with
its Mexican counterparts.

The CHAIRMAN. Ambassador, I had some concern about the join-
ing of the Canadian Government in these negotiations, that it
could slow down the process. I have been assured by Canadian au-
thorities that they will lend every effort to see that that doesn’t
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happen. And the Mexican Government is acquiescent to that par-
ticipation. So I am not opposing it.

But what kind of a precedent are we talking about? What hap-
pens when we talk about the Enterprise for the Americas and we
are talking about building a free trade agreement that extends
through the Americas? Does that mean that in each of these nego-
tiations the United States has that we are going to have other
peop!,e apart from the immediate parties be a part of those negotia-
tions?

The Canadians and Mexicans, for example, does that mean that
they sit down at the negotiating table too with us as we talk about
the Enterprise for the Americas?

Ambassador HiLLs. I think that as we move ahead on complex
trade issues that we will want to look at them carefully and con-
sult carefully. I am cognizant that Congress has constitutional au-
thority over international commerce, just as the President has con-
stitutional authority to negotiate agreements. I think we have had
a magnificent partnership thanks to every member of this commit-
tee and you, Mr. Chairman.

As we look at the enterprise for this hemisphere we will want to
look at the best means of addressing the issues. We do not have a
perfect crystal ball. With Canada we knew that we would like to
create a North American Free Trade Agreement. That was a vision
that we have all spoken of.

The question is: Could we do it better through two bi-lateral ar-
rangements that we would need to weld together or would it be
preferable to proceed with one tri-lateral arrangement? After four
meetings of consulting with my counterparts—John Crosbie in
Canada and I, and Jaime Serra Puche in Mexico—we three agreed
that it was in each of our national interests to make an effort to
proceed tri-laterally.

The CHAIRMAN. I have accepted that. You have carefully avoided
committing for the Enterprise for the Americas; and I understand
that. But let’s keep that in mind as we talk about whatever prece-
dent that we set in this process.

I defer to my colleague, Senator Packwood.

Senator PACKwoob. Ambassador Hills, Mexico has indicated they
are going to pass a new intellectual property law; and have indicat-
ed they would do it this spring. What would be your recommenda-
tion if the Mexicans say, no—that they want to put it into the free
trade negotiations rather than passing it now?

Ambassador HirLLs. A commitment has been made to me that a
new intellectual property law will be passed. I have met with m
counterpart, Minister Serra. I am told tnat we will have an intef:
lectual property law that will meet the needs of potential investors.
I think it is in our mutual interests to have such an intellectual
property law. I have even met with several Senators from Mexico
who assure me that they believe that it is in Mexico's national in-
terest to pass such a law to protect the creativity of their own en-
trepreneurs in Mexico.

So I would not want to wait beyond the time that had been sug-
gested, and we are told that by summer we could lock for the pas-
sage of a good intellectual property law.

enator PAckwoob. Good. Thank you.
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Secondly, in 1986 we signed in Canada what we regard as a very
satisfactory Softwood Lumber Agreement, and there are always
perpetual rumors that Canada wants to reopen the issue. In fact,
they suggested it a time or two in the past. I am concerned that
Canada may want to use these negotiations to reopen that issue.

What is your view about that?

Ambassador HiLLs. We expressly discussed that when we had
these tri-lateral meetings. We have agreed with the Canadians that
we will not slip back from the commitments of the Canadian Free
Trade Agreement.

Senator PAckwoop. Thank you very much.

No more questions, Mr. Chairman.

Senator Baucus. Ambassador Hills, I would like to follow up a
little bit on the Chairman’s question on the environmental con-
cerns. It is becoming increasingly obvious to me that environmen-
tal issues are starting to converge now with trade issues. I know we
have trade agreements. We have bi-lateral negotiations on a rela-
tively continual basis. It seems that trade negotiations are a little
farther ahead than multi-latera! environmental negotiations.

Obviously, environmental concerns do have economic effects.
That is, if Mexico has lower environmental standards, .hat is a
competitive cost of doing business for American competitors. It
may also encourage some American businesses to manufacturer in
Mexico, where perhaps environmental manufacturing standards,
environmental protection is more lenient than it might be in our
country.

How do you address that? I mean, because those environmental
effects do have very definite economic results. How are you going
to address that in free trade negotiations?

Ambassador HiLLs. Actually, I think the free trade agreement
will go a long way in enhancing our level of environmental protec-
tion coming south of our border. I say that because I think it will
enhance wealth, the lack of which is one of the factors that im-
pedes adequate enforcement of environmental rules.

There is not much disharmony with the rules. President Salinas
has passed in 1988 a broad, environmental statute that is based
upon our statute.

Senator Baucus. And that 1988 statute deals with what?

Ambassador HiLLs. It creates a national standard and it deals
with practically every environmental issues, with air, water and
the like. But the enforcement mechanism is one that requires
greater resources. We are trying to address the issue. The Mexican
Government this year doubled its enforcement budget.

But as for yours and my standards, we would like to have great-
er enforcement.

Senator Baucus. I appreciate it. I would urge you though to dig a
little more deeply in finding ways to deal with these concerns than
perhaps you earlier might have intended. I just sense a growing
concern in the Congress in this area and I urge you to pursue it.

I also want to echo the remarks of the Senator from Oregon on
the Softwood Lumber MOU and potential Canadian backsliding. I
will be watching that very closely to make sure there is no back-
sliding, as well as Senator Packwood’s comments with respect to in-
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tellectual property right protection in Mexico. That is very impor-
tant.

One final question. How do you envision the North American
Free Trade zone, if you will, in comparison with the EC? What do
you see down the road, say, roughly in 10 years from now? Are
they going to be identical? Are they going to be different? And if
not identical, that is if different, generally along what lines.

Ambassador HiLLs. The European Community has launched an
. effort to create a common market. That is much more extensive
than launching a free trade agreement. We are dealing with trade
barriers, not with a host of other issues that are on their agenda
and have been commented on in the press regarding their difficul-
ties. Such issues include the common monetary policy, immigra-
tion, and the like.

Our effort is much, much more modest. It is described in a differ-
ent fashion in the General Agreement on Tariffs and Trade; we
will look for comprehensive treatment of reducing barriers to trade
in goods, services, investment. We will want good intellectual prop-
erty protection. We will want a good dispute mechanism.

Senator Baucus. But different European countries have very
unique cultures. Yet they are moving to establish a common cur-
rency, a common market. Just playing devil’s advocate here, why
shouldn’'t North America have a common currency, common
market ultimately?

Ambassador HiLLs. Perhaps we would want to get over the trade
hurdle before we added more to our agenda. [Laughter.]

Senator Baucus. Thank you.

The CHAIRMAN. Senator Breaux? .

Senator BREaUX. Thank you, Mr. Chairman. And thank you, Ms.
Hills, for the work on the presentation that you have done.

I want to follow up a little bit nn Senator Baucus’ line of ques-
tioning dealing with the environmental concerns and how that is
going to be treated. One of our next witnesses or our later wit-
nesses will testify in their statement that they cite an Arizona com-
pany that sends perspective clients a flyer stating-that one of the
advantages of doing business in Mexico is ‘“‘minimal governmental
regulations, controls, i.e.,, no OSHA, no EPA, EEOC, AAP, air qual-
ity control, et cetera,” as an incentive for them to locate down
there.

I am concerned that while Mexico is making progress in the en-
vironmental area, they certainly do not have the same type of
clean air, clean water, RICRA regulations and all these other regu-
lations that are in the United States that do, in fact, cost business-
es a certain amount of money to comply with.

My question, I guess, is: Would the administration have any ob-
jection to an amendment to whatever treaty is produced that would
in effect allow products to be freely traded if they are produced
under environmental laws and rules and regulations that are sub-
stantially similar to those in the United States; and if so, why?

Ambassador HiLLs. You raise two questions. One is our concern
about the environment; and the other is the labor adjustment that
might occur. Let me address that, because it has been implicit in

some of the questions.
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Environment will be just one of many factors that may cause a
company to locate in a different jurisdiction and a relatively small
factor. We in the United States are 25 times more productive than
Mexico. Our workers are 25 times more productive than the Mexi-
can worker. That is because we have a much higher level of educa-
tion, greater facility to get electricity, better roads, much more
available capital, and those sorts of things are not readily available
in Mexico.

You might have thought—I think there was a mention of the
auto industry—that if there is all this cheap libor in Mexico why
wouldn’t—I think I heard Senator Riegle say—th> jobs just slide
south. That that has not happened to date, yet we have not had
massive trade restrictions; we have only a 2%-percent duty on
autos. Were it advantageous economically for our auto companies
to slide south, there is no impediment to their doing so.

But there are reasons for them to stay north to capture the ad-
vantages in this market which are very, very real. I think to attach
on conditions on trading that talk about similarities of environ-
mental law would not be a good precedent. We do not, for example,
vis-a-vis other jurisdictions necessarily have the same sort of envi-
ronmental laws ourselves; and we might find ourselves trapped by
a precedent that we created. '

But let me point out again that with respect to the environment,
there are really three environmental concerns that I have been
able to isolate. They are the border measures; they are the broader
measures that would cover all of Mexico; and then there are the
pesticide issues.

And in each instance where there are laws, for example, in the
Environmental Protection Law passed in 1988—1I call it an omnibus
environmental bill—there are broad standards. I will complete the
record for Senator Baucus since I do not have on my fingertips all
of its provisions.

[The information appears in the appendix.]

Ambassador HiLLs. I can tell you it contains criminal sanctions
including fines and jail sentences as well as the power to close
firms that are in violation. It is a strong law.

Then with the pesticide rules, the pesticide rules of Mexico and
the United States are substantially similar. Their list of restricted
pesticides is roughly the same as FDA'’s.

So I think it is more important that we have joint groups sharing
information in this and in many other areas, than it is to mandate
certain things that we could not abide by, vis-a-vis some of our
other trading partners.

Senator BREAUX. What I am concerned about is in Louisiana we
have a lot of chemical plants that are getting ready to get hit by
substantial new requirements under the Clean Air Act, requiring
the best available control technology, et cetera, to be placed on
their plants.

Now if I am an owner or manufacturer in that area, why would I
not just build my plant in Mexico. Labor is an almost insignificant
factor of where they locate because after you build the plant it is
automated and you are pushing buttons.

But the costs differentials associated with locating that plant in
Louisiana vis-a-vis Mexico could be as much as probably 20 percent
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or more because of the control technologies that they would have
in this country. There are not those control technologies require-
ment in Mexico.

So I mean why would you build in Louisiana or build in Texas
for that matter? Why not just build across the border and sell it
back over here without any restrictions?

Ambassador HiLLs. Well, first of all you might have trouble find-
ing the engineers that you need.

Senator Breaux. Well, you could bring your own engineers over
{;)hefe, I presume; and then just locate over there after the plant is

uilt.

Ambassador HiLLs. Many companies with whom we have consult-
ed have pointed out that the transportation factors, the educational
factors, the capital requirements, the infrastructure with telecom-
munications—if you cannot pick up your phone and reach your
headquarters in Louisiana you are going to have a much harder
time.
hSenat:or BRrReEAUX. Southwest Bell is supposed to be taking care of
that.

Ambassador HiLLs. There have not beeri enormous restrictions in
our market in many of these areas; and companies have stayed lo-
cated in the United States for very good economic reasons. We do
have complimentary areas where we could have advantages with

artial activities in Mexico. We want to see investment in Mexico.

e want their investment restrictions to be brought down.

But the concern you express is one of wholesale migration to
Mexico by your chemical firms. That would not he something that
we would anticipate.

Senator BREAUX. Thank you.

The CHAIRMAN. Thank you.

Senator Roth?

Senator RotH. Carla, many people are concerned that the cre-
ation of a United States-Mexico Free Trade Agreement will under-
mine the global economy or the GATT Round. Do you view this as
an alternative to the GATT Round, which is in such difficulty, or
do ‘);ou see it as part of a naturai development of our global econo-
my’

As | say, many people are concerned that it could result in re-
gional conflict rather than worldwide trading.

Ambassador HiLLs. We will hope to have a successful conclusion
of the Uruguay Round of trade talks. We think that that is some-
thing that will greatly benefit our economy, Mexico’s economy, and
the economies of all of our world trading partners. .

When we embark upon a North American Free Trade Agree-
ment, we are embarking on a strategy that we believe is entirely
consistent with our multi-lateral trade aims. I do not use the word
‘“bloc”’ because to so many people it connotates an exclusionary ap-
proach to trade. We do not mean to be exclusionary. We will be
GATT compliant. We mean to be outward looking.

But we do think there are enormous benefits to a regional ap-
proach that is complimentary with multi-lateralism, that will
reduce barriers so that trade in North America can expand--and
create the jobs and economic opportunity that come from expanded
trade. Because our multi-lateral trade talks are in a suspense at
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this point, it is a time that is appropriate to move forward in a
region that is hospitable to the notion of reducing trade barriers.

Senator RoTH. To what extent have our two countries’ positions
converged or diverged in the Uruguay Round negotiations? Where
have our positions been most united? Have they been pretty con-
sistent on most of the key issues?

Ambassador HiLLs. We have had our differences, and we have
had good discussions over the differences. I think that we are quite
aligned on the dispute settlement mechanism. Mexico has taken an
enormous interest in the multi-lateral trade talks. Minister Serra
did host an informal ministerial in Mexico last April. It was a very
good meeting. And he was Chair of the services group in Brussels
and made progress.

So that we have enjoyed working with Mexico on the multi-later-
al issues as well as with a number of our other trading partners.

Senator RoTH. I would like to turn to another matter. I am sure
you are aware that the United States and Mexico are in the proc-
ess of negotiating a tax treaty. Would you agree that you should
factor these negotiations into the proposed free trade negotiations
in order to gain the maxintum benefit out of both?

There is a great deal of concern, as I am sure you are well aware
of, that any free trade agreement eliminate some of the restrictive
banking practices in Mexico, including the reduction or elimination
of Mexico’s 5 percent withholding tax rate.

Ambassador HiLrs. I would certainly want to consult with you
and others on the committee who are focusing on this tax treaty.
We have not had a lot of consultation on the tax aspects and
whether the removal of trade restrictions would be harmonious
with, say, a withholding provision.

Senator RotH. But you would be sympathetic to investigating the
matter?

Ambassador HiLis. I am sympathetic to investigating every
matter. [Laughter.] |

Senator RotH. What I am really asking is: Do you see where it
may be important to have both the tax treaty and your negotia-
tions be part and parcel of the same negotiation?

Ambassador HiLLs. I am willing to explore that with you. Inclu-
sion of a number of issues has been raised: should environment,
drugs, and a whole host of other issues be part of a trade agree-
ment. I think it is important to investigate what is the best means
of dealing with each of these very complicated issues that go
beyond trade, but may have an affect upon trade.

It may be that you need not include in the same document each
of these issues, so long as you are assured that the issue is getting
the best treatment that it can in perhaps another document that
would better deal with the issue.. That is where we need to consult.

Senator RoTH. One.last question, Mr. Chairman.

In our trade legislation of a couple years ago there was a provi-
sion for negotiating a small uniform import fee for assistance in
the GATT Round. But it does not look like anything will develop in
the Uruguay Round. However, Mexico did indicate some interest
and willingness to go along with the proposal.
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Do you see some kind of a worker adjustment program as part of
the free trade negotiations because of the concern over the impact
this free trade agreement might have on American workers?

Ambassador HiLis. That is another area that I think we need to
study. Under the Job Partnership Training Act there is an adjust-
ment provision. Title III provides adjustment authority and we can
look at whether that is the best place to have it because there are
adjustments that may occur.

I would say that most of the changes that will occur by reason of
our trade agreement will be phased in over a substantial transition
period and we need to study whether or not they will create an ad-
{ustment problem, and if they do how much of an adjustment prob-

em.

Senator RoTH. My time is up. Thank you.

The CHAaIRMAN. Thank you.

Senator Heinz?

Senator HEINz. Mr. Chairman, thank you.

Carla, obviously a free trade agreement makes sense only if
there are benefits to both countries and if an agreement, while
benefiting both countries, causes the least amount of harm to both
countries. That is what you are referring to, I think, when you talk
about the need for time and adjustment.

Let me ask you, from a U.S. perspective, where in our economy—
what industries, if you will—will be adversely and disproportion-
ately affected as far as you know at this time?

Ambassador HiLLs. Because Mexico has an economy that is
roughly 4 percent of ours we do not see a tidal wave of harm
coming to any of our industries. We are going to have to do a lot
more study. There have been some concerns that in certain of the
fruits and vegetable areas we should take a special look, that there
are sectors, such as glass, where we should take a special look.

But all of the studies that we have so far seen to show some gain
across a broad spectrum. I brought up the one study that the Labor
Department has produced and I have looked through it fairly care-
fully. The employment across most sectors increases by the year
2000 and the exports also increase.

I suspect that I cannot claim that there is going to be a massive
winning sector because the Mexican economy relative to ours is so
small. But what we do gain is increased opportunity for jobs and
employment; and a reduction of restrictions which are higher in
Mexico than we ourselves have. So the bringing down of the re-
strictions that our entrepreneurs face should create gains for us.

Senator HEINZ. So you are saying that even though the Mexican
economy is tiny compared to.the U.S. economy, 4 percent, that the
United States has a lot to gain and little to lose?

Ambassador HiLLs. I would say that if you mean by ‘“gain” that
our exports will go up massively, I would say no. I would say that
it creates measurable gains for our exports across a broad spectrum
and few losers. It does create opportunities for us that I think they
are certainly measurable.

Almost every study that we have looked at shows that the gains
are quite real and there are reasons for that. We have the experi-
ence in the European community when there was the accession of
Portugal and Spain. There there was a concern, would that pull
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down Germany, for example, which has a high standard of living
vis-a-vis Portugal. To the contrary.

In fact, the results there were that the Germany real wage rate
stayed up and in several sectors went up. What happened was Por-
tugal made some gains. But that Germany became more efficient.
We would expect several sectors of our industry to become more ef-
ficient to gain the efficiencies or being able to work in joint produc-
tion arrangements with some of the Mexican counterparts.

That may be because 50 percent of our imports from Mexico
right now are with collaborative concerns.

Senator HEeINz. Carla, it has been suggested that in addition to
fruits and vegetables and glass that footwear and apparel would
also be adversely and disproportionately affected. Do you think
that is probably right?

Ambassador HirLs. I wnuld have to look at that. Are you refer-
ring to loss of jobs, is that what you are saying?

Senator Heinz. Adversely and disproportionately affected.

Ambassador HiLLs. We will have to look at that. We have a
number of general studies, and we have a number of sectoral stud-
ies. We have done substantiel consultation with various industry
and leaders that are knowledgeable in these areas.

Senator Heinz. Earlier, I think it was Senator Riegle brought up
the question of Mexican good rules of origin. What thought have
you given to that? What is your current thinking on whether it is
advantageous both to the United States and to Mexico to have a
substantial, if you will, Mexican value-added component that is not
minimal, that is really perhaps greater than 50 percent. I think
Senator Riegle- mentioned 75 percent.

What is your thinking about that?

Ambassador HiLLs. We need a rule of origin. Every free trade
agreement does. And we will have to consult——

Senator HEiNz. My question was not whether you need one. The
question is,.the key component, is what kind of criteria are you
thinking of. Are you thinking of it in terms of a high value-added
component or not?

Ambassador HiLLs. Let us define the term. We know that with
Canada we have a 50-percent rule of origin. I regard that as sub-
stantial. If you regard that as substantial, then I think we can say
we are thinking about a substantial North American content for
our rule of origin. But it is subject to negotiation and it is most as-
suredly subject to further consultation.

Senator Heinz. Thank-you-very much.

The CHAIRMAN. Thank you very much, Senator.

Senator Bradley?

Senator BrRapLEY. Thank you very much, Mr. Chairman.

Carla, why do you think that Mexico essentlally shifted its posi-
tion and moved toward a free trade area?

Ambassador HiLis. I am sure President Salinas’ answer to the
question which would be better than mine, would be complex. The
Mexican Government must wonder whether our markets will
remain open to it, and whether it can attract the kind of invest-
ment that I think most countries know today, they need for further
development.
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Those two things must be significant in their thinking. The bene-
fits that come from reducing the barriers to trade have been well
documented, and President Salinas has been trained in economics,
as has his team. They are quite well aware that if we can remove
trade restrictions we can create greater economic prosperity for
both nations.

Senator BRADLEY. The ITC report basically said that the FTA
would have little or no effect in overall employment levels but it
would cause some shifts in employment among occupations.

Now isn’t the real concern that among those occupations with
high levels of unskilled labor that those would be the occupations
that would be under real pressure from Mexico?

Ambassador HivLs. I suspect that they are certainly under more
pressure than the higher skilled ranks; we have a greater percent-
age of our population with higher levels of education than does
Mexico.

We are going to have to look at that. The question is: Is that in-
dustry under global competitive pressure? Or is Mexico the only
one that is providing the competitive pressure? In some instances
industries with very low skilled labor are under great pressure
from East Asia; if firms in these industries can get the benefits
from collaborative arrangements with Mexico we as a country will
derive substantial cross-border benefit because these firms will be
more competitive and because Mexico spends 70 cents of every
dollar it gets its hands on in the U.S. market. So for these two rea-
sons, the United States will secure more jobs. Therein lies a sub-
stantial benefit.

Senator BRADLEY. Do you see the free trade area itself s enhanc-
ing U.S. competitiveness worldwide?

Ambassador HiLLs. I do.

Senator BRADLEY. In what ways?

Ambassador HiLLs. The cross border benefit would be one. In ad-
dition we have talked to a number of companies that have been
able to have a joint production arrangement in Mexico that have
enabled them to compete worldwide, where they have faced very
hewvy competition from East Asia. And by having a close ally to
supply some component parts, some portion of the production that
has enabled them not only to stay alive but to expand and to
expand dramatically.

It is something that is ongoing, of course, in East Asia. We have
seen Japan farm out many of its lower skilled endeavors to East
Asia and we have been up to now relatively restricted to having
open investment and the kind of opportunities that we are talking
about with Mexico.

So I do believe that it does provide us with a real opportunity to
enhance our worldwide competitiveness.

Senator BRADLEY. So would you say that with the free trade area
we would be nearer to what we have come to know as the Asian
formula, which is capital, technology, low-wage assembly, some
lower domestic prices and i increasing exports?

In other words, it would give us an opportunity here that we
haven’t had in the past.
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Ambassador Hiris. I think it enhances our opportunities along
those lines. Yes, I do. ] am aware that our manufacturing sector
have made dramatic comebacks since the 1980’s.

You undoubtedly saw the article in the New York Times that
pointed out that we are back to the very height of where our man-
ufacturing sector was in its prime following World War II. The fig-
ures are really dramatic as to how far it has come. But I think in
worldwide competition with the production links that we face glob-
ally, that this is an opportunity to become super competitive and to
stay super competitive.

Senator BRADLEY. On the intellectual property issue Mexico will
pass a law. Is it your sense that it will be sufficient to meet the
concerns, as you know the whole discussion with pharmaceutical
products, recording, et cetera? There are a series of problems that
relate to how strong this law is. I think that will be an indication
of how serious Mexico is about the agreement.

Ambassador HiLLs. J agree. 1 think that we have talked for a
very long time about the need to piotect our technology. It is very
hard for us to persuade American entrepreneurs to have collabora-
tive arrangements if they do not feel secure in the protection of
their technology.

I have been assured that that law which has been introduced by
the Salinas Administration will be passed by their Congress. I hope
their Congress will be accommodative and that that legislation will
be available very shortly. It certainly will be available before we
get very far into the negotiations because I have been assured that
we can look forward to intellectual property of protection in
Mexico by summer of this year.

The CHAIRMAN. I might say I have had that kind of assurance
too in meeting with Mexican officials in Mexico.

Senator Chafee?

Senator CHAFEE. Mr. Chairman, Senator Danforth has one ques-
tion and then he has to leave.

The CHAIRMAN. Yes. Senator Danforth?

ChSe}nator DANFORTH. Thank you, Mr. Chairman and Senator
afee.

Each of us has, I am sure, different standards by which we would
judge how well the negotiations turn out. I would like you to just
state, if you would, the degree of emphasis that you give and per-
haps some of the hopes you would have in three areas—agricul-
ture, trucking and beer. [Laughter.]

Ambassador Hirrs. Well, I know you care about beer.

Senator DANFORTH. I certainly do.

Ambassador HiLLs. And there is a Mexican tariff on beer. As I
mentioned in my opening statement, we would hope that the free
trade agreement would provide a staged or phased in reduction of
tariff barriers; and most assuredly we would want to cover as many
products as we could. That is the whole purpose of free trade agree-
ment: to reduce the barriers across the goods area.

On trucking I think we have a mutual benefit in trying to en-
hance efficiency transportation. One of the reasons why the United
States is so much more productive than Mexico is because we have
better transportation. So I would hope that we could talk about
transportation in an open way.
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We have had a working group that has come out of our bi-nation-
al commission addressing transportation issues. As a result of that
working group, I think that there has been removal of restrictions
on rail transportation, but we need to do so much more. Better
transportation will enable our investors to get the product out from
factories, and that provides demonstrable mutual advantage.

In agriculture, our trade breaks on a fairly even basis. Our agri-
cultural trade is quite substantial with Mexico, and our complaints
include Mexico’s import licensing, where more than 40 percent of
our products are blanketed with requirements to get import li-
censes.

Again, this is an area which legitimately is a target of any free
trade agreement as we try to bring down restrictions.

Senator DANFORTH. Thank you.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman.

Carla, I had to go testify at another meeting so 1 missed some of
your testimony here. If this is redundant, just say so and I can pick
it up in the record.

Would you say that the result of a free trade agreement with
Mexico would be that the losers, if you might say, would be those
industries in the United States that are low wage industries now
and relatively unskilled?

Ambassador HiLLs. That is what we would think. Although the
term ‘‘losers’’ carry such an adverse connotation. We will have a
long phase in, as we did with Canada, and so we believe that there
will be ample time for adjustment in most sectors where there is
increased competitive pressure.

I would point out that the demographics of our work force are
changing rather dramatically. In the past two decades we have had
a 2 percent growth in our work force. That has plummeted to just
barely over 1 percent. So that it may very well be that our own
demographics will cushion the adjustment. We need to do more
studies on that.

We just need to do more analysis. But I cannot disagree. I do
think that low-skilled sectors are ones where they may feel addi-
tional pressure from Mexican competition as we reduce our protec-
tion.

Senator CHAFEE. In my State we do have a high percentage of
unskilled labor in labor intensive areas—the jewelry industry and
textiles, to some extent. You just mentioned that there would be a
phase-in. How would that work as far as a reduction in the tariffs,
say, in jewelry or textiles or whatever it might be?

Ambassador HiLLs. We would contemplate a gradual reduction of
all of the restrictions, just as we have had with Canada. If you will
recall, with Canada we talked in terms of a decade. Of course, that
is subject to negotiation.

To allow adjustment on both sides of the border, nothing would
be contemplated overnight. That may be one of the problems with
studies that do not assume a phase-in. If a study is undertaken and
assumes that every goal of the free trade agreement is going to be
before us tomorrow then, of course, you are going to have clear
winners and losers.

42-960 0 ~ 91 - 2
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But I do not think that that is the way that this is pragmatically
going to work. We are absolutely thinking of a phase-in.

Senator CHAFEE. A final question. Is there anything you can
point to, any studies, that indicate the affect of the Canadian Free
Trade Agreement? I appreciate that it has not been in affect very
long. What, less than 2 years now. Is there anything that will indi-
cate how that is working one way or the other, any studies?

Ambassador HiLLs. We think it is working very well. We think
that it has, in fact, permitted trade to expand. Of course, we are in
an economic slow down so that it is more difficult to document how
it would have been without a slowdown. We do know that entrepre-
neurs on both sides of the border have petitioned us for accelera-
tion of tariff reduction; and that those tariff reductions that they
have sought have equaled something close to $6 billion.

So that tells you that in some sectors they are saying they want
the restrictions off sooner rather than later. That is a pretty good
indi?ation that the agreement is working, as we had hoped it
would.

Senator CHAFEE. But there is no study that has been undertaken
that you know of where all this has been documented, other than
the evidence that you feel has taken place through the requests for
the earlier reductions?

Ambassador HiLLs. There may be some commentary and we can
comb our libraries for what there is; and I will supply it for the
record if it does exist. I have been told that probably a half decade
is the shortest period of time that one could make a real evaluation
of how an agreement of this nature is working, but let me see what
we can supply for you on commentary and writings by knowledgea-
ble people.

Senator CHAFEE. | have just seen some reports that the Canadi-
ans, some suggest are not so enthusiastic about it, but that remains
to be seen.

If hyou have anything, 1 would appreciate it. Thank you very
much.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Grassley?

Senator GrRAsSLEY. Thank you, Mr. Chairman.

Senator Danforth brought up the subject of agriculture earlier. I
would like to revisit the issue of agriculture with a question that is
a little more specific and tacitly related to the Mexican-American
Free Trade Agreement. I am concerned, as all agriculture ought to
be, whether or not there is going to be a Uruguay Round. For ex-
ample when the Europcan community agricultural ministers met
yesterday, they could not reach a consensus on the issue of agricul-
ture. It does not look to me like there is much progress being made.

Is there a chance we might get an Uruguay Round agreement
that might leave agriculture out?

Ambassador HiLLs. No. I think that has been quite clear. Our
meeting in Brussels showed that not only is agriculture important
to the United States and it is a premier export—$40 billion last
year—but a large number of our trading partners care very much
about agriculture.
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And were we not to deal with it in this Round, a large number of
actions would not deal with other issues also of importance to us,
including services, investment, protection of intellectual property,
access for our manufactured goods. And if we do not get those
areas dealt with, and we do not get agriculture dealt with, we
really have not accomplished any of the objectives that we started
out with in this round of trade talks.

Senator GrRAsSLEY. You have been very clear on that for many,
many months. | appreciate that. I guess I am always fearful that
the agricultural community might be sold out because it is such a
small number of people in the United States. From your answer I
assume you are assuring me that it will not be forgotten in the
process of reaching an all-encompassing GATT agreement?

Ambassador HiLLs. Even if we wanted to forget about agricul-
ture, Senator Grassley, which I can assure you we do not, I can
also assure you that the Latin American nations that are negotiat-
ing with us, the 14 members of the Caribbean group, and others,
will simply not move forward in the other sectors.

Our problems with respect to protection of intellectual property,
with getting access for our service providers, to getting our goods
into foreign markets, is as much with the developing world as it is
with our European friends. So that we really need 107 nations at
thlektable in order to obtain the benefits from this round of trade
talks.

Senator GraAssLEY. Thank you.

Your answer to Senator Danforth pointed to the need to change
the import licensing requirements in agriculture. If that is
achieved, how would the Mexican-American Free Trade Agreement
impact wheat and feed grains? If you could give me some idea I
would appreciate it.

Ambassador HiLLs. I can identify what are the restrictions that
we face when we try to sell into the Mexican market. Tariffs are
one difficulty. Import licensing is another difficulty. It is those
types of restrictions that we are trying to bring down in these ne-
gotiations. So, of course, they would be a target of our negotiations.

Senator GRASSLEY. So, what you are telling me is that by chang-
ing those licensing requirements the opportunity of exports of
grain to Mexico would be advanced?

Ambassador HiLLs. Yes, indeed. Grain exports are limited by a
certain quantity and a license must be obtained. It is not only a
bureaucratic difficulty, but it also has a limiting factor on the
quantity that can be sold into Mexico at any given time.

Senator GRAsSSLEY. On another matter, my State does not use
much migrant labor for agriculture. But if you look at agriculture
as a whole and its use of migrant labor, a major share of it from
Mexico, is there anything about the free trade agreement that
would negatively impact migrant labor coming to the United States
to assist agriculture?

Ambassador HiLis. This body passed an immigration law that
dealt with migrant labor in 1986. Mexican workers are the largest
users of the temporary permits to come in for agricultural pur-
poses. I would not see this trade agreement as changing that Act
which you passed.

Senator GrRAsSLEY. Okay.
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There was concern expressed during the Canadian-American
Free Trade Agrecement about the possibility—and this probably
came as much from agriculture as any place else—of transship-
ment from third countries through Canada into the United States.

I do not know whether there has been a problem in the year or
two that we have had the Canadian Free Trade Agreement. But
the same concerns are being expressed about transshipment
through Mexico.

Has that been a problem with the Canadian Free Trade Agree-

entz Do you see it as a potential problem with a Mexican agree-
ment?

Ambassador HiLLs. I do not see it as a problem. It relates to the
issue that one of the Senators raised about a good rule of origin. If
you are required to use North American content you just do not
ship through and obtain the benefits of the North American Free
Trade Agreement. Your product must be part of North America.

Senator GRASSLEY. I do not think it is an issue so much of what
people in good faith might negotiate and governments might
intend. But the policing of the agreement, is that a problem?

Ambassador HiLLs. I think not. We have a great deal of confi-
dence in our Customs Service. Of course, there are violations from
time to time, just as there are violations of our domestic laws. But
we find that when we uncover a violation that we are able to close
the loophole very, very rapidly

Senator GRASSLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Since we very recently had an extended meeting with you, Am-
bassador, with the memgers of this committee on this subject, and
we are running behind schedule, we will not have a second round
of questioning. But we appreciate very ntuch having you.

Thanks. It has been helpful.

Ambassador HiLrs. Thank you very much. It has been extremely
helpful to me.

Senator RIEGLE. Do we have to let her go at this point?

The CHAIRMAN. Yes, we do. We are way behind schedule and we
had an extended meeting with her before; and she will be coming
back up to have further meetings. As you know, she has been very
accommodating in meeting with the committee.

Senator RIEGLE. May I ask then that two specific questions be re-
sponded to in writing?

The CHAIRMAN. Yes, of course.

Senator RIEGLE. Very good.

Ambassador HiLLs. And, Senator Riegle, I am happy to meet
with you in your office to answer any questions you have.

Senator RIEGLE. Well, I want to get them on the record here. So 1
appreciate that and we will do that, but that is not a substitute for
this, I might sa

Ambassador HiLts. Fine.

The CHAIRMAN. Thank you very much. .

Ambassador HiLLs. Thank you very much.

[The questions appear in the appendix.]

The CHAIRMAN. Our next witness is Mr. Thomas Donahue, secre-
tary and treasurer of the AFL-CIO. If you would come forward
please. I would anticipate a different point of view.
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Mr. Donahue, we are very pleased to have you and are looking
forward to hearing of your concerns about the Mexican-United
States Free Trade Agreement.

STATEMENT OF THOMAS R. DONAHUE, SECRETARY AND TREAS-
URER, AFL-CIO, WASHINGTON, DC, ACCOMPANIED BY ROBERT
M. McGLOTTEN, DIRECTOR, DEPARTMENT OF LEGISLATION,
AFL-CIO, ALSO ACCOMPANIED BY MARK ANDERSON, ASSIST-
ANT DIRECTOR, DEPARTMENT OF ECONOMIC RESEARCH, AFL-
CIo

Mr. DoNAHUE. Thank you, Senator. I am, for the record, Tom
Donahue, secretary and treasurer of the AFL-CIO and chairman of
the Labor Advisory Committee for U.S. Trade Policy and Trade Ne-
gotiations. .

I am accompanied this morning, Mr. Chairman, by Mark Ander-
son on my right, who is the assistant director of our economic af-
fairs department; and on my left Bob McGlotten, the director of
our legislative department.

Mr. Chairman, we are grateful for the chance to present our
views on the proposed Mexico-United States agreement or the
United States-Mexico-Canada Agreement or the North American
Free Trade area as the case may be. This is actually a very unusu-
al occasion. It is not every day that a sovereign nation seeks to ne-
gotiate an agreement that is certain to destroy the jobs of tens of
thousands of its citizens.

But that is precisely what the administration is proposing today.
The only uncertainty is to how many tens of thousands of jobs
would be destroyed. And yet the administration urges the Congress
to approve such an agreement quickly, move to one side and watch
the changes from the bleachers with the rest of us.

The AFL-CIO has two broad concerns about the negotiations.
First, we believe that the substance of the administration proposal
is harmful and ill conceived. We believe American workers will pay
for it with their jobs.

Secondly, we are alarmed by the effort to limit discussion and
debate and to circumscribe the role of the Congress in what will be
a wholesale restructuring of the economy of North America, with
apparently all of Latin America to tollow under the same logic.

We already have a preview of what such a restructuring would
bring in the maquiladoras, those U.S.-owned plants that operate in
Mexico, exploit Mexican workers, but produce goods that are ex-
ported back here. There are now about 1800 maquiladoras in oper-
ation; they employ over half a million workers.

The single most immediate effect of a new free trade agreement
with Mexico is that it would spur the growth of even more maqui-
ladoras, but now it would open their back doors for sales to Mexi-
can consumers while it eliminated their intake and their use of
U.S. components.

What is the effect of the maquiladoras so far on- U.S. workers?
Tens of thousands of people—employees of Electrolux, Trico,
Zenith, Westinghouse, GE, AT&T, General Motors, Ford, Chrysler,
the list goes on and on—have all seen their jobs exported to
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Mexico. Those numbers will increase substantially with the advent
of a free trade agreement.

As for Mexican workers, they can expect very little from such an
agreement. The real reason that U.S.-owned plants are set up in
Mexico is this pay check. I have the pay stub of a worker at a
Zenith plant in the Mexican city of Reynosa. For a 48-hour week
the gross wages were equivalent to 61 cents and hour. That is a
typical pay check. The average wages in the maquiladoras is 60 to
80 cents and hour.

Those wages barely provide a subsistence living in northern
Mexico, to say nothing of the problems that those jobs create for
the infrastructure of northern Mexico.

The Wall Street Journal reporting on the maquiladoras said
their very success is helping turn much of the border region into a
sink hole of abysmal living conditions and environmental degrada-
tion.

Mr. Chairman, if that is the ladder to prosperity for the Mexi-
cans, all of the bottom rungs are missing. Even that is less than
what they could expect under a free trade agreement.

People who defend a free trade agreement say that it might stem
the flow of illegal immigration. We submit that is nonsense. A free
trade agreement will create more jobs south of the border at 80
cents an hour. The people working those jobs will still look at the
much higher wages in the United States and the incentive would
be just as strong to come here.

orse yet, the question of increased labor mobility, in other
words the temporary use of Mexican workers in the United States
is going to come up in these negotiations. It is going to arise at
least under the discussions of trade in services, despite assurance
to the contrary from the administration.

I note that in her testimony Mrs. Hills rules out for now only
“large scale” labor mobility. That is not a very encouraging omis-
sion from the negotiations. Some people say that the Mexican-
United States agreement is a natural extension of our free trade
agreement with Canada. We hear about a market from the Yuca-
tan to the Yukon.

The poetry is impressive, but the practicality is depressing.
There have been all sorts of headaches because of the differences
between the United States and Canada; and yet the gap between
the United States and Mexico is 10 times greater than that be-
tween the United States and Canada. The GNP per capita in
Canada is 90 percent of ours; the GNP per capita in Mexico is 9
percent of ours.

We hear the argument that a United States-Mexico Free Trade
Agreement or a North American Free Trade Area is just following
the lead of the European Communities single market. It is a com-
parison I submit of apples and oranges. The Europeans are work-
ing busily to establish a social charter to protect workers in all of
the countries in the community, to include the rights to collective
bargaining, vocational training, health and safety protection, mini-
mum wage, the care of the disabled, the care of the elderly, a
whole host of concerns being addressed.

In this situation the administration and the Mexican Govern-
ment resist any such protections in a United States-Mexico agree-
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ment. It has been reported that the Mexicans have taken the envi-
ronmental issues off the table and Mrs. Hills noted that they may
be negotiated separately. I submit that this is a different standard
than the one we are applying in the GATT negotiations where we
seek an all-inclusive negotiation. Here we are looking for piecemeal
negotiations and trading away our best card before we get environ-
mental understandings.

There is another big difference in the European Community and
that is that the richer nations are financing development in the
poorer nations such as Portugal. There are no such plans in the
United States.

The third difference is the gap that has to be bridged between
the richest and the poorest. In the European Community Portugal
and Greece are the poor members. Their GNP is 20 to 25 percent of
the average in the community; and they account for 20 million out
of 350 million people. We are talking about a North American Free
Trade Area in which the Mexicans would represent 85 million of
some 360 million people, almost 25 percent, with the Mexican GNP
less than 10 percent of the average in the rest of such a communi-
ty. -
yOur second concern, Mr. Chairman, is over the administration’s
strategy for obtaining approval of this agreement. The (()iperating
gzincipal seems to be the less debate the better, and no debate is

st of all. It is interesting to contrast that with the evolution of
the single market in Europe.

That process began some years ago, indeed, before 1958 in the
Treaty of Rome. But even if you date that development from the
Treaty of Rome you are talking about a 33-year period filled with
Parliamentary debate and give and take every step of the way.
When the single market begins in 1992 in the European Communi-
ty it will be a better creature because of the democratic process
which will be strikingly absent in the creation of a North Ameri-
can Free Trade Area. )

We are doing exactly the opposite here and the administration,
indeed, is trying to foreclose discussion of the agreement and ma-
neuver Congress out of the picture. They propose to negotiate it in
6 months and to ram it through the Congress on a simple yes or no
vote.

The economic upheaval of the sort that is envisaged in Mrs.
Hills’ testimony certainly deserves more consideration and exami-
nation before committees, more extensive debate in the Congress
and the nation than a yes or no vote will allow.

The incredible requests before this body is to give the administra-
tion a blank check to negotiate either a free trade agreement with
Mexico or a North American Free Trade Area. Mrs. Hills describes
that as “unprecedented in our history, creating the world’s largest
free trade area with 360 million consumers in a $6 trillion econo-
my”’—all of that to be accomplished in 6 months. Assumedly in the
seventh month Mrs. Hills will rest. [Laughter.]

Mr. Chairman, we urge that you not give the administration that
blank check. We believe very deeply that under your leadership
and the leadership of this committee implementing legislation re-
sulting from negotiations can be developed under normal legisla-
tive procedures so that the Congress and the nation has a chance



34

to discuss these ideas, to evaluate a trade agreement and to modify
it as necessary.

We would also hope, Mr. Chairman, that the United States
would begin to do what it ought to do to improve our relationship
with Mexico and to raise Mexican living standards. That means in
our view a plan for significant debt relief, more humanitarian as-
sistance, greater cooperation on environmental questions. It means
real programs to stem capital flight in Mexico and expanded for-
eign aid and development assistance.

These latter are programs that all Americans would support
through their tax dollars. The current scheme of the administra-
tion to provide development assistance to Mexico by exporting U.S.
jobs will leave U.S. workers unemployed and Mexican workers ex-
ploited. It is a scheme that asks only our workers to pay the price
for Mexican development.

There is no equality of sacrifice in that idea. There is no sharing
of the burden of assisting our neighbor nation. Mr. Chairman, the
American worker cannot afford to bear that burden alone.

Thank you. Mr. Chairman, I would be happy to try to address
questions.

d ['Iihe prepared statement of Mr. Donahue appears in the appen-

ix.

The CHAIRMAN. Mr. Donahue, in addressing the concerns that
you speak to of—environmental concerns, safety of the work place,
those types of things—how would you structure it as a part of the
negotiations?

Mr. DoNAHUE. How would I structure the negotiation?

The CHAIRMAN. Do you think that should be an integral part of
the negotiations with Mexico? Is that what you are saying?

Mr. DoNAHUE. Mrs. Hills is offering two different models. In the
GATT negotiations we are including agriculture and she said earli-
er that no such agreement could be made unless you do it in an all-
inclulsive fashion, unless you include intellectual property, for ex-
ample.

Yet in Mexico we will do something different. We are prepared
to accept, apparently, an intellectual property law enacted by the
Mexican Senate. That is a different approach than is true in the
GATT approach.

I submit the approach in Mexico is entirely wrong or the Mexi-
can-Canadian approach is entirely wrong. It leaves out all of the
things that need to be included. It leaves out precisely environmen-
tal, safety and health, child labor. It leaves out all of the social con-
cerns that this Nation ought to have about Mexico. And it leaves
out the issues which will make it so profitable for American em-
ployers to move to Mexico and to abandon U.S. employment as
they have done consistently in the maquiladoras.

The CHAIRMAN. I heard her comment about the tariff on the im-
portation of automobiles and parts from Mexico being 2Y2 percent;
and the argument being that if all of these advantages were avail-
able now and all you are doing is lowering it by 2% percent, why
would it have such a major impact.

Now I think I am stating her point. I would like to hear you re-
spond to that.
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Mr. DoNAHUE. I would respond, Senator, by offering you the ob-
verse question. Why then do we need it?

We are talking about a major economic restructuring of the
North American Continent. We are not talking about a common
market. Mrs. Hills says we are not because we are not going to
deal with the very issues you have just raised.

We are dealing with a common market without social protec-
tions. The fact is that the administration arguments for proceeding
are that we need to lower tariffs which they can do without a free
trade agreement negotiation, without an all encompassing free
trade agreement. The reasons for proceeding are to encourage the
Mexicans to change their laws in order to make it easier for Amer-
ican employers to invest in Mexico. I submit the Mexican Govern-
ment can do that without a free trade agreement negotiation.

What we are doing in a free trade agreement negotiation is first
insisting that we set aside all of the social concerns and then doing
that which will provide the greatest incentive and excitement
about rushing to Mexico to employ workers there at 80 cents and
hour. That is precisely the psychology that is created by a free
trade agreement.

The CHAIRMAN. Senator Packwood?

Senator PaAckwoob. Let me follow up on the Chairman’s question
though, Tom. If automobiles are only a 22 percent tariff why don't
the auto companies just go there now if they can get 80 cent labor
and manufacture all their cars there?

Mr. DoNAHUE. Senator, I think the 22 percent applies to the
auto parts and they have gone.

The CHAIRMAN. If I may interrupt, then what is it on automo-
biles? Do you know?

Mr. DoNARUE. I really do not know.

Mark, do you know?

Mr. ANDERSON. It is 2'2 percent on automobiles.

Mr. DoNAHUE. Okay. It is 22 percent on automobiles Mr. Ander-
son tells me, and slightly higiier on parts. .

The answer is that they are going there, Senator. Ford is pump-
ing out 200,000 Tracers in Mexico and shipping them here for sale.
The Mexicans do not allow them to sell them in Mexico so they
will ship them here for sale.

In the auto parts industry, 38 percent of what comes in from the
maquiladoras is auto parts. That is where they are. They have
taken advantage of this. They will continue to do that and they
will do it with ever increasing alacrity.

Senator PaAckwoob. So you think absent any change of law, and
this agreement does not go through you are going to see the auto
industry in some significance move south of the border?

Mr. DonaHUE. I think that we have already seen a significant
move south of the border of parts of the auto industry and the auto
garts industry. I think we will continue to see that movement, yes,

enator, irrespective of the development of a free trade agreement.
We will see a continuing loss of U.S. jobs under current conditions.

If we as a nation wanted to address the question of Section 807,
or the other sections of law which make possible the establishment
of the maquiladora and the ability of American companies to get 80
or 90 cent labor there, then we might change the dynamic of that.
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But barring any change in the current situation, we will continue
to lose jobs, yes, sir.

Senator PAckwoop. Have you had a chance yet to read the Inter-
natiogal Trade Commission’s assessment of a free trade agree-
ment’

Mr. DoNAHUE. | read the summary extensively last night, Sena-
tor, and glanced through the rest of the report. As you know, it is a
rather thick document. These things are coming very quickly. I be-
lieved that we were goinz to testify and the committee was going to
discuss this morning a United States-Mexico Free Trade Agree-
ment.

The day before yesterday it became a United States-Mexico Free
Trade Agreement. Yesterday it became, in the President’s words,
the first step in an 2gieement reaching from Point Barrow to
Tierra Del Fuego. I do not know whether that includes the Mal-
venas or the Falklands or not. But we ought to alert the British
about that problem.

The ITC report, as I read a summary of the report at least, Sena-
tor, is filled with: it is likely that, it is possible that, we may
assume that, and there is the apology in the introduction that
notes that they were not asked for details but they were asked for
conclusions. So they are offering what are generalized conclusions.

One of which is particularly interesting to me. On the section on
services they say with reference to the provision of services in the
United States by Mexican firms they say the free movement of
labor, if permitted under and FTA, could benefit both United
States and Mexican firms by lower labor costs.

I think they should have put that on the cover. That is what this
report is about, that is what this proposal is about. We can manage
to lower labor costs by the free movement of labor back and forth
across the border. Mrs. Hills notes that Minister Serra was the
Chair of the Services Committee in the GATT negotiations.

The Mexican Ambassador has told us straightforwardly that
their aim in the services negotiations is to arrange for the mobility
of labor because they have lots of people, and they do not have
product, and they regard people as their most important product
and they can export them. That is what the movement of labor
issue is about. -

The ITC says that would be wonderful because that could benefit
both United States and Mexican firms by lowering labor costs. I
submit it will destroy the American economy, but that did not get
mentioned in the report. -

Senator PAckwoob. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Tom, that is not going to happen.

Mr. DoNaHUE. I firmly hope you are right, Senator.

The CHAIRMAN. All right.

Senator Breaux?

Senator BREAUX. Thank you, Mr. Chairman; thank you, Mr. Don-
ahue, for your statement.

Let me ask the question: Some would make the argument that
you lose a few jobs in the beginning, but one of the things that is
going to happen is you are going to increase the economy and the
economic strength of Mexico. Thereby they are going to be able to
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start affording more goods from the United States and the long-
term impact of this agreement will be that U.S. companies that
cannot sell into the Mexican economy because the economy is so

r will ultimately be able to do so, thereby creating more jobs in
the United States.

What are your thoughts about that?

Mr. DoNAHUE. I think I would agree with the analysis, Senator.
But I think we are going about it in the wrong way. [ mean I think
we will indeed increase and improve the economy of Mexico by
giving them U.S. jobs.

I think in the long run, you know, things would be better as
their economy gets better. I note that their economy functions at a
level 10 percent of our own. So it would have to get better. But I
submit that is putting the cart before the horse. We ought to do
those things which are appropriately done as matters of public
policy to help that nation develop its own economy, to bring it up
somewhere within the range of a U.S. level, and then we ought to
talk about free trade. ) .

But we should not be talking about it now. We ought to first give
the developmental aid, the debt relief, and the developmental as-
sistance out of Treasury funds, out of taxpayer dollars, not out of
our workers’ jobs.

The only question here is who is going to finance the develop-
ment of Mexico. Will it be tax dollars-or will it be U.S. jobs? The
answer that is being given is, it ought to be U.S. jobs.

Senator BREAUX. On the point about the wages, I was reading in
the testimony of someone that if wages were a sole determining
factor of where industries and businesses located are even perhaps
the biggest determining factor of where they are located, a country
like Haiti, for example, would be an industrial power. Because they
have almost no minimum wage at all.

How do you respond to that thought? I mean the follow-up to
that is they are not going to locate in Mexico if they do not have
trained, skilled workers, et cetera. The low wages are not going to
bring an automobile manufacturing plant to Mexico even if they
have low wages if they do not have skilled labor that can do the
job.

Mr. DoNAHUE. Well, I would respond by looking at the examples
that we have. The ITC report is filled with speculation about what
may happen. Take a look at the examples that exist. The Ford
Motor Company is producing 200,000 tracers in Mexico in Hermo-
silla. They are shipping them back to this country for sale. So ap-
parently they are able to do that.

The auto parts industry is not an industry of low wage workers.
This is on industry that has paid very good wages in the United
States. I+ is down along the border in those maquiladoras at 80
cents ait hour. We did not lose low-wage jobs; we lost high-wage
jobs. We lost jobs from Michigan, Indiana, Ohio. We lost jobs from
the industrial heartland of America.

Our com¥anies have proven that they can go to a lot of places
and work. They have gone to Taiwan until wages got too high and
the{ moved out. They have gone to Singapore. They have gone now
to Indonesia, to Malaysia, because they can get cheap wages there.
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Senator BREAUX. What about adjustment assistance? Is there a
role for adjustment assistance, picking up the slack of relocating
workers or lost jobs or wage differentials?

Mr. DONAHUE. Senator, the labor movement argued that proposi-
tion from 1972 until 1991. We have lived through' successive admin-
istrations and successive Congress’ assurances that there would be
adequate adjustment assistance for workers. That everybody under-
stands in the long run things would be good; in the short run this
may hurt a bit and so we will provide adjustment assistance.

The administration budget that has just been submitted to the
Congress has zeroed out adjustment assistance. But that is not
much of a loss. It was at very low levels in the last two budgets.

Senator BREAUX. The check is in the mail, right?

Mr. DoNAHUE. Yes. There is no money available for adjustment
assistance just as apparently there is no money available for devel-
opmental aid to Mexico.

Senator BREAUX. One final thought, Mrs. Hills’' testimony talked
about the fast track handling of the treaty. She says that the prac-
tical impediments to negotiating an agreement without the fast
track process would be all but insurmountable.

Mr. DoNAHUE. I can only say to you that the successful example
that is being cited to us is the European Community, which has ne-
gotiated in the open for 33 years to bring about the kind of econom-
ic integration that Mrs. Hills says she will bring about in 6
months. That frightens me to death, sir.

Senator BREAUX. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman.

VM= Donahue, on page 5 of your statement which you read you
say, ‘‘There have been all sorts of headaches because of the differ-
ences between us and Canada.” I was wondering what you were re-
ferring to there.

Mr. DoNAHUE. Well, Senator, I was interested in your question
earlier as to whether or not there was any evidence of what has
happened on the Canadian agreement, and I do not know that
there is. I think that Mrs. Hills noted that she does not either, that
there have been no hard studies done.

We had a meeting 2 weeks ago, a month ago, with the Canadian
Labor Congress. Their estimates are that they have lost 120,000 to
160,000 jobs to plants which have gone to the southern lower wage
areas of the United States. The Canadian-American Free Trade
Agreement provided for an enlargement of the numbers of people
who could come in from Canada to work in the United States.

While Mrs. Hills noted that in response, I think, to a question
from Senator Grassley, she said that immigration matters have
been dealt with in the Immigration Act of 1986 and they would not
be dealt with in the Mexican Free Trade Agreement. I tell you
they were dealt with in the Canadian Free Trade Agreement.

And specifically, there are provisions in the immigration law
with reference to nurses. Those provisions are changed by the Ca-
nadian Free Trade Agreement and we enlarged the ability of Cana-
dian nurses to come to the United States to work. Now that may or
may not be desirable, but we amended the immigration law when
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the Congress accepted the Canadian Free Trade Agreement. And
the same possibilities are inherent here.

Senator CHAFEE. Well, I do not want to belabor this, but if you
have an example of the sorts of headaches, all sorts of headaches
as you mentioned, if you could submit it for the record, I would ap-
preciate that.

Mr. DonaHUE. We would be happy to, Senator. There is some an-
ecdotal information available from my union on the specific dis-
placement of workers.

Senator CHAFEE. | appreciate that. I can understand that. Be-
cause as you mentioned there has been no definitive studies.

The information agpears in the appendix.]

nator CHAFEE. Shifting gears now, the points you have raised
this morning, is not every single one of those points applicable to
the Uruguay Round and the tendancy toward freer trade that the
United States has supported throughout the world?

In other words, what is the difference? Yes, a free trade agree-
ment between us and Mexico is as the word implies, free trade.
Over the course of 10 years we would reach that. But certainly the
Uruguay Round, GATT, all those efforts, are directed toward re-
ducing and in many instances eliminating tariffs. So what is the
difference? Would you not be just as firmly opposed to the Uruguay
Round ratification’

Mr. DoNAHUE. | am much more interested, Senator, in the Uru-
guay Round and in success in that round—success as this Senate
has defined it and success as the AFL-CIO would define it in terms
of the 15 negotiating objectives that were set out in the original au-
thorization for the GATT Round.

Senator, I think frée trade is like free lunch; it does not exist.
The GATT Round might enable us to do something about the ex-
clusion of U.S. products from markets all over the world. The prob-
lem of our inability to sell cars in Japan, the problem of our inabil-
ity to sell cars in the European Community, the exclusion of our
agricultural products from major nations which have the capacity
tomorrow to be consumers.

The Mexican Free Trade Agreement is not of that order. It is
not—the major problem with the agreement is not achieving a
greater ability to sell cars in Mexico. The major problem is the dis-
parity in income levels and the ability of the Mexican nation to be
a consuming nation. We are told it is a market of 85 million
people—85 million very poor people. They are not going to buy
much of our product. ~

Senator CHAFEE. Except we are already reaching a free trade
agreement, if you would, with Mexico through various other meas-
ures absent the title free trade agreement with Mexico through the
GATT and other. And as you, yourself, point out, the existence of
all these companies, American companies, with plants just south of
the border is evidence that the tariffs on those goods coming into
the United States is modest if not minimal.

So that is there and I do not suppose you are advocating rolling
back the clock on that; are you?

Mr. DoNAHUE. I would. I would, Senator. I think that we have

iven away our jobs. We have given away a half a million jobs. And
certainly would not advocate enlarging that system.
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Senator CHAFEE. But do we not get to the old question which is—
well, we might not get to the old question. [Laughter.]

I will make it brief. I guess I will not. The red light is on.

Thank you, Mr. Chairman.

The CHAIRMAN. All right.

Senator CHAFEE. I hope you admire that restraint.

The CHAinMAN. That I do.

Senator Riegle?

Senator RieGLE. I think the debate that was going on though is a
very important debate, in the sense we will need to continue, if not
now, at some point. I must say, and this was not discussed when I
was in the room earlier, I think one of the reasons, Mr. Chairman,
that Mexico was pushing so hard for this agreement is that their
debt relief program, which there was so much fanfare about, really
is not working and it really cannot work, in my view, the way it is
put together.

They have got to have an infusion of new capital investment.
This free trade agreement guarantees that. You will have a lot of
money pouring in to Mexico to gear up and to, in a sense, create
for the large part manufacturing capability down there. So this is
another agenda item that is driving this discussion.

But the thing that concerns me is that I see this having the po-
tential to really work against high-value-added jobs in this country.
That is a pervasive, substantial problem. It is not just a problem in
Michigan. It is a problem in Texas. It is a problem in Rhode Island.
It is a problem across this country, if you look at the trend lines in
terms of the steady shrinking down of high-value-added manufac-
turing type jobs.

Now we are a nation that consumes a lot. But we are a nation
that is producing less and less of what it is we consume. That is
right at the heart of the dilemma when you go to a country so
vastly different in terms of its wage structure and its labor laws
and its environmental laws and everything else.

Now I would like just a very crisp yes or no on this, if you can
give it to us. The organized labor movement in this country did not
mount an all out effort against the United States-Canadian Trade
Agreement. I know you had serious reservations about it. Is the
labor movement prepared to organize an all out effort against a
United States-Mexican Free Trade Agreement if it falls outside the
kinds of parameters-that you have been talking about here? Is that
what we can anticipate in this instance?

B Mr. DoNAHUE. I will give you the yes if you insist, Senator. Yes.
ut—— .

Senator RIEGLE. Well, I need to know and I want everybody to be
on notice.

Mr. DoNaHUE. Okay.

Senator RIEGLE. Because this is a different debate, different cir-
cumstances, different times. And I do not want anybody to get
fooled about the table stakes.

Mr. DoNAHUE. Senator, my “but” refers only to the words you
used to describe “labor mounting the campaign.” I think we would
not be alone in such a campaign.

Senator RIEGLE. I understand you would not be alone.
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Mr. DoNAHUE. I think there is a substantial portion of the Amer-
ican population that is frightened to death about the prospect of a
Mexican-American Free Trade Agreement, the flight of American
jobs, and the low labor mobility issue, and the environmental
issues. So I think that there would be a very substantial grouping
of the population of the nation quite beyond the labor movement,
which would express its all out opposition to a free trade agree-
ment.

Senator RIEGLE. This is a chart that I keep in as updated a form
as [ can. We are about a quarter behind on the data right now. But
this is che debtor nation position of the United States at the
present time. It is really a stunning reversal in our circumstances
that occurred about the mid-1980°s where we left the creditor
nation status, became a debtor nation for the first time since 1914.
But the plunge into the debtor nation status has continued really
unabated right up to the present time and it is going on now.

We are going to owe the rest of the world roughly $1 trillion
within probably a year, a year and a half, 2 years, in terms of our
net debtor nation status.

But I have not heard one word said today as to how a United
- States-Mexican Trade Agreement slows down our trade deficit
problem. I mean the entire economic logic is that it is going to in-
crease our trade deficit problem. Now you can say this does not
matter. Some people thin{: it does not matter, that this is an irrele-
vancy, sort of like Federal deficits are an irrelevancy. I do not be-
lieve that.

I think our problem here 1s that we are getting a piece of a
debate but it is not focused on the issue that we really need to dis-
cuss—that is, do we really want to maintain a state of the art,
high-value-added manufacturing industrial base in this country
within the boundaries of the 50 States of the United States of
America; and if so, what do we do to make sure that happens?

Because that is not happening today. I mean I could talk for a
half an hour about all the statistics that show that that is deterio-
rating and there is the flight of jobs abroad, whether it is down
into Mexico or other parts of the world and so forth.

Now if it does not matter or all we need to worry about are sort
of the profit and loss statements of multi-national corporations,
then we can just forget about it. But if it does matter; and especial-
ly if we are going to have a new world order where the Americans
fight the world wars and pay for most of them, then we had better
be producing something here at home other than what we do at
McDonalds or down at the dry cleaning establishment.

We had better be producing high-value-added goods and we had
better be producing a lot of them. Not in Mexico or not some other
place, but right here in the good old U.S.A. We are not debatin
that and I am very troubled about it because we are drifting o
into sort of - never-never land and we keep envisioning sort of
these broader kinds of trade agreements and so forth while we are
going right down the drain in terms of our ability to be able to sus-
tain ourself in this international economy.

So I hope that we will not be over&y seduced by what look like
attractive concepts. I can understand how the border States on
Mexico could maybe look at this in a way that would seem attrac-
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tive. You know, we have gone through that as a border State with
the Canadians in terms of the United States-Canadian eement.
But I would just say to this panel, and I would say to the Chairman
and to the committee here as well, we are going to have to broaden
this debate out into the question of how America is doing in terms
9fbits basic capacity to provide high-value-added output and decent
obs.

! We cannot just have the middle class disappearing and reappear-
ing in terms of growth in economic strength in Mexico or some
other place. That does not really help the United States very much.

So I think you have said in effect, and you do not speak for all of
the interest groups that have an interest in this, but speaking for
labor, which you clearly do, you are prepared to become actively
involved in this debate far beyond what we saw in the United
States-Canadian Trade Agreement; is that correct?

Mr. DoNAHUE. Absolutely, Senator.

Senator RIEGLE. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Let me say to the Senator from Michigan, I have very much con-
cerned myself with what has happened to the manufacturing base
of this country in spite of some recent resurgence there. And there
is no question but that we have lost hundreds of thousands of high
pawng jobs in manufacturing.

e have the creative genius in this country, but we have not
been able to take those inventions and transfer that technology to
the commercial product. There is something missing in what we
are doing in our economy. It is critical that we direct our attention
to it.

I must also say that if I am not convinced that when we get all
through with this agreement that we do not finally have a net in-
crease inljobs. then I will not be supporting this agreement. I look
at it and I tend to believe we will.

But that is the reason for these kinds of hearings and that is
why [ wanted Mr. Donahue and his organization testifying on this,
to talk to us about their concerns. But I share very much that con-
cern with you.

Senator Breaux, do you have any further comments?

Senator BREAUX. No, Mr. Chairman.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Well, I just wanted to say I noted and share the
concerns of the Senator from Michigan. I just hope he is 2qually
enthusiastic about other steps that we undertake in this co.nmittee
and elsewhere to make this country more competitive, whether it is
the extension of the R&D tax credit, to make it permanent, or
whether it is doing something about our banking system, or wheth-
er it is doing something about our anti-trust laws that are geared
to another era.

There are a whole series of measures that will come before us in
this committee or before other committees, many of which he is
deeply involved with. I just hope we can do everything we can to
make this country more competitive in a host of ways.

The CHAIRMAN. Well, you really open it up to the Senator from
Michigan when you talk about banking. But you have a 5-minute
limit here if you——
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Senator RieGLE. I can safely say that I agree with Senator
Chafee that we need to take this debate and broaden it out and get
into the areas where we have got to really increase our perform-
ance. We have to have a surge in the U.S. economy, the U.S.-based
economy. Part of it is in research and development.

I fully agree with you. I am a co-sponsor of extending that and
making it permanent. I think we need to do other things. I think
we need to probably, if we had the wearwithal right now, reduce
depreciation schedules on investments in this country so we get
more modern equipment down here.

But I will tell you this, every factory that an American company
builds in Mexico instead of one of the 50 States is not going to help
America and we ought not to have any illusions about that.

One thing you and I can work on is the health care system, be-
cause we are on that subcommittee and that is one of the things
that is making us uncompetitive. We are spending so much and yet
we do not have even coverage across the country. That is one-area
where we can work together on an overhaul.

Senator CHAFEE. Well, let me just say, this can be carried out.
But I just want to make one point. I come from a State that in-
cludes the largest toy manufacturer in the world. That toy manu-
facturer could not survive compctitively against its European and
other competitors, if every single part that it manufactured, that it
sold in its toys, were made in the United States of America. That is
a fact.

It survives because some of its parts are made abroad in Taiwan
and even in mainland China. They are able to import those parts;
they assemble. They are one of the largest employers in our State
and they provide jobs for hundreds of Rhode Islanders. And if they
did not have that access to those parts, if there was some require-
ment that every single one of those parts be made in the United
States of America they would be blown away, and so would all
those jobs in Rhode Island.

So I think we have got to understand that it is not the United
States alone that is trying to produce. We are in competition,
whether we like it or not, with the European Community and with
the Asian countries and I do not think any of us envision going
back to building a fortress America as an economic island.

I am not going to get into the Mexican factories, but I just am
particularly familiar with this area | mentioned.

Thank you, Mr. Chairman.

Senator RIEGLE. Mr. Chairman, if I could just add one other
point. I know you are anxious to close.

The CHAIRMAN. No, we have other witnesses.

Senator RIEGLE. | want to maintain that toy making company in
Rhode Island very much. But with the average manufacturing
wage in Mexico being 57 cents an hour, I think the risk is created
by a free trade situation such as being envisioned here where that
whole plant could move lock, stock and barrel down there.

I cannot believe the Mexicans cannot make toys at 57 ceats and
hour just as well as they can make cars, as they are now doing. So
I think the risk here is to whether it is a plant in your State or a
plant in my State, we had better think a little bit about whether or
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not we are tilting the table in such a way that we are in effect in-
ducing a movement of not just parts, some parts, but entire plants.

Do not think it is not happening because I am here as living tes-
tament to the fact that it is happening. It is not any tougher to
n}ove a toy factory down to Mexico than it is to move an auto
plant.

The CHAIRMAN. Are there further comments?

[No response.]

The CHAIRMAN. If not, thank you very much, Mr. Donahue, for
your testimony.

Mr. DoNAHUE. Senator, I thank you for the opportunity to
appear. I would like to just note that the debate that has gone on is
a good example of what we think ought to go on in this country for
another 6 months, 1 year or 2, to figure out what the goals of this
Nation ought to be and what kind of manufacturing we ought to be
doing and what is possible if something is necessary to solve the
problems that Senator Chafee cites.

What are the things we ought to do about that? Maybe we ought
to build a fence around one State, and do away with our environ-
mental regulations, and do away with child labor laws, and do
away with the other things, and make it possible to produce in that
State at wage rates and conditions that are comparable to Mexico.
Because then we would keep the jobs in the United States at least.

No one is suggesting that we waive our environmental regula-
tions, that we do other things to make ourselves more competitive.
What is being suggested to make us more competitive is that we
export some of our jobs so that the total product can be sold more
cheaply in a world market. That predicts a very bad future for
American workers.

We will become competitive in the world market on the basis of
low wages. That is not the kind of economy that we seek to build. I
would hope, Senator, that you devote yourself and the committee
devotes itself to analyzing the question of whether you allow the
administration to go forward on these negotiations on the basis of
ensuring a net increase in good jobs in the United States.

How do we ensure a net increase in good jobs and the mainte-
nance of a standard of living here that might 1 day be able to help
peoples in other nations raise their standards of living without sac-
rificing ourselves to do it?

Thank you.

The CHAIRMAN. I share that concern. Thank you very much, Mr.
Donahue. .

Our next witnesses are a panel that will have Mr. Kay Whit-
more, the chairman and chief executive officer and president of
Eastman Kodak Co., testifying on behalf of The Business Roundta-
ble; and Mr. James K. Baker, who is chairman of the board of the
U.S. Chamber of Commerce and chairman and chief executive offi-
cer of Arvin Industries, testifying on behalf of the U.S. Chamber of
Commerce. .

Gentlemen, we are very pleased to have you. Mr. Whitmore,
would you proceed, please?
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STATEMENT OF KAY R. WHITMORE, CHAIRMAN, CHIEF EXECU-
TIVE OFFICER, AND PRESIDENT, EASTMAN KODAK CO., ROCH-
ESTER, NY

Mr. WHiTMORE. Thank you, Senator Bentsen. We are pleased to
be here to speak from our individual positions and from the organi-
zations that we are from. )

I guess I would say, based on what we have just heard, I think
what we are talking about is the ability for us to produce in this
country and to export. I think a key to the chart that Senator
Riegle showed was exports from this country. That is what we are
here to talk about.

I am here as the chair of the working group of The Business
Roundtable on this Mexico-United States Free Trade Agreement
and have just a few points. We have submitted a document which
is available to be read.

We are in ‘ipport of this for a number of reasons. Obviously,
trade between the United States and Mexico as you said in your
opening statement, Senator, is significant and growing; and we
would like to see it continue to grow, and we believe it can grow
based on a free trade agreement. We think we ought to get on with
creating that agreement.

We think there will be strong benefits to the United States, that
this will be in the commercial interest of the United States, and
that the agreement can be made to come out that way and assume
that Ambassador Hills, the people who will negotiate it, and those
of you in Congress, will see t¢ it that it comes out that way.

We think this is a so-called win-win opportunity to enhance both
the economic viability of the United States and also enhance that
economic viability in Mexico. We think it is in our interest to have
a stronger Mexico, a place to which we can export more products
by having more open trade and also by having a stronger economy
in Mexico which creates consumers who will buy products like
those from the company that I lead and we would have that oppor-
tunity in other companies.

So we are enthusiastic about that. We think it is in the interest
of both the capital goods producers, those of us in manufacturing,
as well as the service industry to have this come out in that way.

We have seen, I believe, in the last few years a dramatic change
in Mexico. We think the current leadership of Mexico is taking a
far more enlightened view of their economic future. We have had -
the opportunity to meet with President Salinas and others in
Mexico. We are impressed with the things they have done.

We would not be here today in support of this agreement were
the kinds of changes that are currently taking place in Mexico
were not in fact happening to demonstrate Mexico's willingness to
participate more actively in a more full economic development—
thei;‘1 joining with GATT, other things, privatization that have gone
on there.

We think there is also a change in the thinking of people in
Mexico about their relationships with the United States; and we
think that is very positive.

For those reasons The Business Roundtable, as an organization,
is prepared to support this. We have been actively working on



46

these positions. The Business Roundtable has surveyed its members
to determine what types of things we think should be included in
those negotiations. We are finalizing those papers and are prepared
to share them with the U.S. Trade Representative, with the admin-
istration and with the Congress to indicate the types of things that
we believe must be in those negotiations.

Many of the things that have been talked about we take as a
given that they will be built into those negotiations. Or we, as well
as you, Senator, would not support such an agreement if it did not
contribute to our economic benefit and meet many of the require-
ments that the business community feels are important.

There are many economic studies which are currently underway
to look at this. The Business Roundtable, specifically, is reviewing
many of those and determining whether there is anything more we
can add by us commissioning still another report. There may be. If
there is, we will certainly be willing to do that.

We are actively anxious to consult as a group and as companies
with the administration, with the Congress, on how these things
might be worked out.

We believe a key step in this is getting started with the negotia-
tions. We think key to getting those negotiations started is the ap-
proval of fast track. We would support the fast track negotiations
as the only way in which to get an agreement, which we can then
actively debate, discuss and agree to or improve.

In support of that, we have shared with you a letter which has
gone out today with 433 signatures on it, primarily from compa-
nies, a few trade associations, saying that that budy of companies—
large companies, midsize, small companies, and trade associa-
tions—are in fact in favor of the fast track process for going for-
ward with this negotiation.

We feel good about that statement of importance. The key points
in that are that we support comprehensive trade negotiations with
everything on the table so that it can be negotiated broadly. We
believe, as I said, in supporting fast track.

And finally, I think that letter says or clearly states, that The
Business Roundtable is prepared to support an effective agreement,
but only if in fact we have an effective agreement. In other words,
we do not give it unconditioned support without knowing what it
is.

Now let me conclude with just a brief personal statement.
Twenty years ago I was part of a small group of people who were
sent by my company to Mexico to buy a corn field and build a fac-
tory; and we did one of these building a factory that the Senator
talks about.

That was a very satisfying experience to me. I went there, lived
in Mexico and participated in that. We built a factory in Mexico; it
created Mexican jobs. It also created jobs in Rochester, NY—more
jobs. It was a win-win for both countries and to our company. We
think that can be replicated many times over and a trade agree-
ment would help facilitate that.

Thank you.

The CrairMAN. Thank you.

Mr. Baker?
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[The prepared statement of Mr. Whitmore appears in the appen-
dix.]

STATEMENT OF JAMES K. BAKER, CHAIRMAN OF THE BOARD.
U.S. CHAMBER OF COMMERCE AND CHAIRMAN AND CHIEF EX-
ECUTIVE OFFICER, ARVIN INDUSTRIES, INC., COLUMBUS, IN

Mr. BAKER. Good morning, Mr. Chairman, or good afternoon, I
guess it is. | am Jim Baker and I am chairman of the board of di-
rectors of the U.S. Chamber of Commerce and chairman of Arvin
Industries, a Fortune 500 manufacturing company, making auto
parts in Columbus, IN, and around the world.

On behalf of the Chamber I am pleased to testify in support of
the free trade agreement. The Chamber believes that it will benefit
a broad-based group of our 185,000 members which range from
very large companies, but of course the majority of our members
are small and medium sized firms.

Mr. Chairman, before discussing the Chamber’s position on FTA
negotiations I would like to give you a little bit of our company’s
experience in Mexico. Arvin has 12 plants in the United States and
26 plants around the world, three of which are in Mexico.

I think it is very typical that when an American company de-
cides to open a new market, and in this case Mexico, the first step
is the establishment of a small operation in the new market, sup-
plemented by imports from their U.S. operations.

At this time our company is producing over $24 million worth of
product in our three full-scale factories in Mexico, of which $1 mil-
lion is exported to the United States. But we are exporting almost
$15 million from U.S. plants to Mexico to permit them to have a
complete product line. That $15 million translates into 150 new
jobs in the United States.

It is also interesting to note——

The CHAIRMAN. Give us those numbers again. They are very im-
pressive.

Mr. BAKER. I'm sorry?

The CHAIRMAN. Give us those numbers again.

Mr. BAKer. We are exporting $15 million from our U.S. plants to
Mexico, because our Mexican plants can only produce a portion of
what is required there. That $15 million translates into 150 new
jobs in the United States in our company.

The CHAIRMAN. And you are exporting how much to the United
States from your plants down there? )

Mr. BAker. We are exporting $1 million from Mexico to the
United States

The CHAIRMAN. The rest of that is being sold in Mexico?

Mr. BAKER. That is right. We are selling $23 million in Mexico.
We have 487 employees in Mexico, all Mexican. I think it is also
interesting to note, on a broader scale, but still within our compa-
ny, we began our international expansion in 1986, or only § years
ago. At that time we have 5,000 U.S. employees. Today we have
9,000 U.S. employees.

An FTA will put more competitive pressure on our Mexican
plants than on our U.S. facilities because an FTA will encourage
economic growth early on in Mexico, simply as a result of the re-
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duced risk of investment there. And that investment will come
from all over the world.

But within a few short years the economic results of this integra-
tion will be that North America will be a more viable force and an
everlxdmore attractive market compared with other regions of the
world.

The fact of the matter is that jobs in America and jobs in Mexico
are increasingly interdependent. The key to maintaining high-wage
jobs in the United States is to maintain technological leadership,
develop a well-educated work force and invest internationally to
remain competitive. Our customers have told us to do so.

Workers earning $1 per hour or less in Mexico will not replace
U.S. workers making $8 in the United States. Mexican labor will
replace Indonesian labor, Malaysian labor, Thai and Korean labor.
I think the facts will bear me out, as investors learn that Mexican
labor is equal in quality, productivity and other respects. Having
ISVIexico as a full partner in this region will benefit the. United

tates.

The argument that Mexican wage levels will be kept artificially
low to attract U.S. investment and thus depress wage levels, U.S.
wage levels, is not valid. When Spain acceded to the European
Community there were similar concerns. Not on!y did this not
occur, but wage levels in Spain had been rising. Today wages in
our Spanish plants are nearly equal to the wages in our U.K.
plants. And it should be noted that wage rates are continuing to
rise in Germany, the U.K,, and in France.

So, gentlemen, I would say the economic viability of any country
is based upon its economic strengths and weaknesses. The United
States has excellent management and labor skil's, excellent tech-
nology, a huge domestic market and a good infrastructure of high-
ways, communications and supporting industries.

However, we do not have a pool of low-cost labor, but Mexico
does—in this hemisphere. Utilizing Mexico’s labor pool will permit
more production in this region, raising the economic tide for all of
North America. Some U.S. companies have already benefited from
the lower assembly costs in the maquiladoras in Mexico, rather
than shipping products from the Far East.

And under the FTA a broader range of U.S. companies will real-
ize new economic vigor by bringing Mexico's labor force into the
economic factors in this region, allowing U.S. business to cultivate
the high-skill, high-wage work force we need to compete in the
coming decade and in the next century.

[The prepared statement of Mr. Baker appears in the appendix.]

The CHAIRMAN. That is very interesting, Mr. Baker.

I had a group in from San Antonio earlier in the week on the
Mexican Free Trade Agreement. One of the things that surprised
me was that one of the people there was an automobile parts man-
ufacturer, a small one. He was enthusiastic about this agreement
and felt that he would have more access to the market because the
Mexican law as I understand it requires an excess of exports to im-
ports insofar as automobile manufacturing.

Mr. BAKER. Correct.
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The CHAIRMAN. Mr. Whitmore, you talk about a net increase in
jobs resulting from your putting a plant in Mexico: in the United
States a net increase.

Mr. WHITMORE. Right.

The CHAIRMAN. Explain that to me. You gave me the flat state-
ment. But tell me why it does. -

Mr. WHiTMORE. This plant was put there, Senator, about 20 years
ago at a time when Mexico and the rest of Latin America were par-
ticularly closed markets.

The CHAIRMAN. Mexico was one of the most protectionist of coun-
tries for years.

Mr. WHITMORE. We went in there to get inside that closed
market at the time and produce products. We built a plant that is
now a state-of-the-art plant and is exporting out of Mexico to other
locations, Latin America and in other locations around the world.

That plant does a piece of the work. It is a high technology plant.
But the things that supply it were all done in the United States.
The technology, the basic technology, needs to be created, the R&D,
the development work, the {)roduct development and the infra-
structure that supplies it is all done in Rochester or Kingsport, TN,
other places where we manufacture and flow to that.

The net balance of that is more jobs in the United States than
there were in Mexico. The alternative for us at the time was to not
go there and have a Japanese company put that plant in there. We
would have lots market share in Mexico and Latin America and
the opportunity to export from the United States to Mexico. That is
what the outcome of that would be.

Those were the two alternatives we had—for us to go in there
and produce it and then supply; or to let a company from another
part of the world supply, take that market away and prevent our
export. That is why I would say it was a net positive to Mexico and
the United States, and our company, obviously.

The CHAIRMAN. It seems to me that management of a big compa-
ny has to cross this line when they are in a protectionist environ-
ment down there—where they do not have the competition from
the United States to then decide: well we are ready to take that
kind of competition.

That is what you are talking about doing because Mexico has
been so protectionist. If you talk to Mexican businessmen down
there, and when I talked to them 3 or 4 or 5 years ago, they were
not about to have the competition of the United States. Time and
time again what you see is enormous smuggling operations, taking
things into Mexico, smuggling them in. Time and time again you
see payoffs to get things into Mexico. There is quite a change in
the attitude.

Mr. WHiTMORE. If I might, Senator, the thing that our company
is interested in, what I think the business community is interested
in, is opening Mexico up, the Mexican Government opening that up
to allow more opportunity for us to import into Mexico, create a
stronger economy in Mexico so there are more consumers to buy
the products and services which we supply, and we think that is
positive.

I think, at least in the industries that I know something about,
the idea that we are going to fly to Mexico as a place to produce
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because the border is open, I think in general is not true. There
will be some. And again, there will be some cases in which the al-
ternatives are, move that job, as Mr. Baker suggested, to Mexico or
to Indonesia or to Malaysia or Taiwan or Thailand or some place.
Those jobs will not stay here and we are not going to protect them
here by not having an expanding open trade environment with
Mexico and broader.

The CHAIRMAN. One of the things that has impressed me too is
the enormous move toward privatizing business in Mexico and the
number of heavily subsidized State-controlled companies that have
been moved to the private sector.

When you meet with President Salinas and he says, you know,
the Government can build me a road to Acapulco from Mexico City
in 10 years and I can do it through the private sector in 3, I am
going through the private sector. When we see the sale of the
Mexican Telephone Company, and then to have President Salinas
say, you know, that I am not going to put that in the budget, that
amount of money that I get from that sale, I am going to put it on
paying the debt. We ought to be doing more of that here.

nator Breaux?

Senator BrReaux. Thank you, Mr. Chairman; and thank the gen-
tlemen for your presentations.

Take me, if you will, through a scenario or a possible scenario of
the type of businesses that you would represent in your two organi-
zations when they are making a decision to locate and build a
plant or a facility in Mexico.

Suppose a company that makes widgets, for instance, gets a pro-
&(;sal from the Mexico Chamber of Commerce to locate in Mexico.

hat steps would that Board and their CEO possibly take in
coming to a decision on whether to accept their offer and relocate
their plant in Mexico? What items would they be considering in
making that determination? :

Mr. WHITMORE. In our company, and I think most of the compa-
nies that I know anything about, those kind of decisions are made
based on an economic justification. For many of us who try to be
global companies, who look at those things on a global basis, we
would make those decisions on what would make our company the
most competitive globally.

Senator BREAUX. Oka}\;. Let me ask you a couple of items then.
Would wages be one of the considerations?

Mr. WHITMORE. In the kinds of industries I am associated with,
wages are a minor part of the issue, not a major part of the issue.
The market availability issues are higher and availability of a
work force.

Senator Breaux. How about environmental laws and rules and
regulations? '

r. WHITMORE. Environmental laws are a significent issue. They
vary a lot sector to sector. Some places they are more important
than others. We are concerned about the global environment and
making environmental rules more uniform worldwide, raising the
ste_z;ngdards of places like Mexico where I think they need to be
raised.

At least the companies I am associated with are not moving ca-
pacity around to look for low environmental impact areas. We are
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lo:el:iing for areas in which we can produce our products to serve
needs.

Senator BREAUX. I am trying not to be too specific just with your
company, but from The Business Roundtable, from the Chamber,
because you represent probably collectively almost all of the busi-
nesses. What other considerations would you look at—health insur-
ance, workmen'’s compensation, those matters? Is any one of these,
something a company would look at in making a determination?

Mr. BAKER. Let me answer that this way, Senator. This is in a
broader sense. But I think every consumer and industrial pruduct
in the world has been internationalized. By that I mean, every
component or subassembly of that product has found a home based
upon a very complex set of economic factors; and these factors in-
clude the indigenous people skills in the regulations, the regulatory
environment, the raw materials supply, the capital investment, the
transportation and on and on.

I think if you would ask someone to invest in Mexico they imme-
diately go to these complex set of economic factors. You find that
groups of products typically go to certain kinds of countries; and
the United States has found its home with high investment, capital
intensive, high skilled labor, high technology and that is where we
ought to be.

Wages have been internationalized. And make no mistake about
it, we cannot bring a product like television assembly back from
Mexico. When it left here it did not go to Mexico. We did not lose
jobs to Mexico when TVs moved out. We lost them to Japan. Japan
lost them to Hong Kong. Hong Kong lost them to Malaysia and
Malaysia lost them to Mexico.

That is the internationalization of wages in my view. That proc-
ess is a very competitive process and will get even more intense in
the decade ahead.

Senator BREAUX. I agree with this being a decade of intense com-
petition. I am concerned about what happens in the next 10 years
though because of the difference of 58 cents an hour as opposed to
the scale in the United States.

Is there any item that a company would have to end up paying

more for in Mexico if they were to take their company across the
border than they would in the United States?
_ Mr. WHiTMORE. We pay, for example, substantially more for
packaging materials in Mexico. That is a scale issue. There is just
not enough scale there for them to be able to produce in a protect-
ed environment to be world class.

Senator BREAUX. Any other areas?

Mr. WHITMORE. Excuse me?

Senator BREAUX. Packaging. Any other areas that would cost you
more in Mexico? B

Mr. WHiTMORE. Especially materials are not available in a coun-
try like Mexico, in an undeveloped country. Supporting industries,
you might have to bring in tooling, let's say, from the United
States from a more advanced country.

There are a lot of factors that determine whether or not it makes
sense to manufacture in Mexico.

Senator BREAauUX. I guess a general concern I have, if I were on a
board of directors and, you know, say in a company in Louisiana,
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they tell me that the wages are substantially less, the property is
substantially less, you don’t have to worry about the corps of engi-
neers and fighting for years to get a permit, you don’t have worry
about OSHA, and you don't have to worry about the best available
control technology from the clean air bill, you don’t have to worry
about the clean water discharge permits.

I mean I think that they should sue me if I would not move my
company across the border and just export the products back to
Louisiana.

Mr. BAKER. Let me give you an example. You may be aware that
the Mexican Government required the auto industry to move out of
Mexico City and gave them 2 years to do it. So if you are sitting on
the board of a chemical company, that is one of the risks that you
have when you go into a country like that, that they may require
you to move your facility, and that is pretty expensive.

But because it was a community of nearly 20 million people they
wanted to reduce the congestion and the pollution. Rather than
taking the American-style regulations into that environment and
changing the laws, they asked that industry to move out of Mexico
City. We were there. We had to move our factory. We did not have
to move it to a particular location, but we moved it to Querétaro
and are environmentally clean and abiding by U.S. standards.

Senator BREaux. Thank you, Mr. Chairman.

Mr. WRiTMORE. Might I add just one more word?

The CHAIRMAN. Yes.

Mr. WHiTMORE. I think the world has seen a very powerful state-
ment about what happens to the environment in a closed societ
versus an open society—Eastern Europe, that is the most closed.
That is a very powerful statement.

What is it going to take to open that up? What is it going to im-
prove? An open society, with open trade, with reduced trade bar-
riers, we are going to raise standards of living and raise issues like
environment, and they will improve over time.

How? I am not a politician. I am not a government official. I
think that will happen and I think we have seen a clear statement,
I believe Mexico in a more open society will be by its population
forced to improve those things. We do not go there for those rea-
sons.

The CHAIRMAN. Thank you. -

Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman.

Gentlemen, you heard the testimony of Mr. Donahue. You per-
haps heard his statement: “I have here a pay stub of a worker at a
Zenith plant for a 48 hour week, gross rate wages were equivalent
to 61 cents an hour; 400,000 to 500,000 people in Juarez have no
running water, sewers or electricity. Workers live in shacks made
of packing materials. Their drinking water is contained in large 50
gallon drums that used to contain toxic materials.” 3

In other words it sounds like a disaster area. Mr. Donahue ex-

ressed his concerns that under a free trade agreement with

exico—Ford, General Motors, maybe Kodak, maybe Arvin would
all pick up and move across the border to Mexico. Was he right or
wrong? And if he was not right, why?

Mr. Whitmore? _ -
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Mr. WHITMORE. As you suggest, Senator, we listened to that. I
think he is wrong. I think he is fundamentally wrong as was sug-
gested by one of the lines of questioning. If people were going to
run to Mexico for those purposes, they would have already been
there. I mean there is nothing preventing companies from going
there now. The issues in general are not being able to produce in
Mexico and export them out of Mexico, they are being able to
export into Mexico.

I think our interest is to improve the economic viability of
Mexico by participating with them in economic development, to
help those people who are living in the standards he talks about,
which are true. Everything he said, I am sure is true. We would
like to raise the standard of living of those people so they can in
fact buy Kodak film or buy automobiles produced in the United
States, which they cannot do today, or other things so that we can
export to Mexico as a more economically viable country.

I think his analysis is simply wrong. I think there are undoubt-
edly some companies who go to Mexico to get low-labor rates.
Others of us have gone there, not to get low-labor rates, but to get
access to the market.

Senator CHAFEE. Mr. Baker?

Mr. BakeRr. I think Mr. Whitmore has given the essence of it. We
went there because we wanted access to their market. Obviously,
from our figures that I gave you we are not exporting very much
material back here. We are still exporting from this country to
that. We are developing that market.

I think earlier the reference was made to Haiti. It would be an
industrial powerhouse if low wages was the only determinative of
where jobs would go. I think also that there is no way to keep jobs
in America unless we have the kind of capital investment in this
country that will keep them here.

Capital investment is the forerunner of the creation of jobs. The
investment climate in the United States does not improve with a
certain amount of our regulations and tax of capital. We tax divi-
dends twice, as you know; ar.d most countries do not. And the cost
of capital is an important ingredient in all of this. So we have to
watch that if we want the capital intensive jobs in this country we
had better watch the cost of capital here.

Senator CHAFEE. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Riegle?

Senator RIEGLE. I very much agree with what you just said with
respect to capital investment in this country. I know that is a keen
interest to the Chairman as well. We have not done very well in
that area. I mean we have a whole host of things that bear on that
and we have not been able to address and solve that problem as to
how we jack up the savings rate and the reinvestment rate so that-
we keep those jobs here.

I think it is fair to say, however, that if we do not do anything to
improve our capital investment situation here in this country, but
we do improve the capital investment attractiveness of Mexico by
virtue of more certainty in a free trade agreement, if we stay
where we are and we make them more attractive, there is probably
going to be more run-off of capital investment to Mexico.
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Now it may not be true in your individual cases, and there are
very specialized cases. I appreciate and admire greatly the success
of Kodak and of Arvin as well. But I have to note at the same time
that General Motors announced yesterday they are going to
layoff—not layoff, but eliminate—more jobs over the next 2 years
than the entire size of your company by far.

So, you know, we are gaining here some on the margin. We are
also losing big in the very business that you are in. I am talking
about the high-value-added manufacturing activity here in the
automobile industry and the automobile sector.

So we are having all of these cross currents working here. You
know, Kodak has a long history in Rochester. You are not about to
pull up stakes, one hopes or one assumes, and leave. But is it not
fair to say that if you extend these arguments out, just the theories
that you are advancing here—let us go out 5 years, 10 years or 15
years—and there is a comparative advantage to move more and
more of your operations is to take them somewhere else, not just
Mexico, but anywhere around the globe, and you had a better envi-
ronment for the kind of advanced engineering work or the scientif-
ic}:] d%velopment or what have you, what is to keep you from doing
that?

I mean is that not the game we are in now? Could we not over a
period of time see Kodak piece by piece, if the comparative advan-
tage calls for it, to literally reposition itself to some other place on
the map, even though it remains as an American corporation and
so forth? I mean might that not happen?

Mr. WHiTMORE. I would expect the Eastman Kodak Co., along
with most of the companies that are involved in The Business
Roundtable, all U.S.-based companies, will continue to be U.S.-
based companies. I would think all of them, however, will want to
talk about participating in the global market.

Senator RIEGLE. Right.

Mr. WHiTMORE. And they will want to be able to produce their
products and services wherever they need to in the world to serve
markets on a worldwide basis.

Senator RIEGLE. Yes.

But let me ask you this, is there any requirement to even
produce the part of your output that you consume in the United
States to actually produce it in the United States? Are we not find-
ing more and more companies that are based here that are produc-
ing an enlarging share of what they sell here, they are actually
producing it somewhere else?

Mr. WHITMORE. I think the key issues for the companies that I
am associated with and know anything about is market availabil-
ity—being able to participate in that market. We find that in those
markets in which we produce, manufacture, we are able to do
better than in those markets which we simply serve from outside.

Senator RIEGLE. Yes, I understand that. I mean that is why you
went there 20 years ago.

Mr. WHITMORE. Right.

Senator RIEGLE. You made that very clear, but I am making a
different point. That was 20 years ago and I am not even just
taking today. I am looking ahead.
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It seems to me what I see happening,_and tell me if you do not
agree with this, I see a trend where more and more of what Ameri-
can companies are selling here at home is being produced abroad.
Not just produced abroad to sell abroad, but is being produced
abroad to sell at home.

Now am I seeing a mirage or—I just do not want the example of
your two companies.

Mr. WHITMORE. I understand.

Senator RIEGLE. Because your companies fit the case you are
making. I am interested in something that is more a broader state-
ment than that.

Mr. WHITMORE. It is at least my opinion that the U.S. economic
future is going to be dependent on high-value-added, high-skill,
high-technology efforts; and that we ought to be optimizing on that
and we should not be competing for low-skill, low-value-added jobs,
that they are going to go some place else.

And if we optimize on that, provide the economic environment in
which we can invest, create an educational system that will pro-
vide us the population of pecple who can do those kind of jobs, we
will maintain and grow the economic viability of the United States
as a differential location to produce certain types of things and not
things that will be better produced some other place.

That is how I think most of the companies who are trying to par-
ticipate on a worldwide basis look at that.

Senator RiEGLE. Well that is wonderful and I would agree with
that. But if we are not succeeding in that, if we are having a high
school dropnut rate of 26 percent and we are falling short in other
areas, is there not an out migration to jobs and do we not find a
situation where an increasing share of what we consume here pro-
duced under the label of an American company is in fact being pro-
duced overseas in some other place?

Mr. Baker. I think .hat is true, Senator. I think the proposition
you make is true. The problem I have with it is that if we do not
open up Mexico that product is going to be made somewhere else.

Let us take white shirts, white men’s shirts, for example, they
are not made in the United States. If we opened up Mexico, they
may be made in Mexico. Today they are made in China, and
Taiwan, and Korea. S

Do we want to open up Mexico and have that a part of our
region, have that one of the advantages of investing in this total
market that we have a pool of low cost labor that shares this
market with us? I think that is of great advantage.

Senator RIEGLE. Well, I will just finish by saying that I am con-
cerned with what is going on in America. Now that may be an old-
fashioned view in a global economy; and I am quite prepared to
look at it in the context of a global economy. But if you have a situ-
ation where jobs that pay a middle class income are disappearing
or are being reduced in number in this country and in creating all
kinds of affects that go with that because either white shirts are
produced in China or they are produced in Mexico, but they are
not produced here, if you get that going in enough different indus-
tries at one time, you can have successful companies, but an unsuc-
cessful country.
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I think we are getting ourselves caught now in some of those
cross currents and we do not have a good way to talk about it be-
cause we either take it sector by sector, company by company, asso-
ciation by association, Chamber of Commerce here, labor there,
what have you.

I do not think we have an American strategy. I think we ought
to have one. I can see how you are betwixt and between because
you cannot just think in those terms. Because, in effect, you are
driven by the actual realities of managing your business and your
obligations to your shareholders that you cannot think about
America first. You literally cannot. Because it runs up against
other competing objectives that you are being measured against
a}rlmd being asked to perform against. So you cannot think about
that.

Well somebody needs to think about it. I think the President
ought to think about it. We ought to think about it. You ought to
help us think about it. We spend very little time doing that. That
is why that chart I had in here shows us headed for a $1 trillion
international debt.

We have a 33 billion trade deficit with Mexico right now, today.
Now I am not convinced it is going to disappear like magic if we
have a free trade agreement.

Mr. BAkeR. But the recent evidence shows that our exports are
growing very rapidly with Mexico and that we have a favorable
balance.

Senator RIEGLE. Absent a free trade agreement.

Mr. BAKER. I know.

Senator RieGLE. If you give a free trade agreement, are you not
going to find that you are going to have an awful lot of capital in-
vestment moving to Mexico?

Mr. BAker. Well, we are moving more and more in these past 2
or 3 years toward free trade with Mexico, even though we do not
have an agreement in place. The experience of those 2 years or
what I am pointing out is it has been positive. It has been positive
for the United States.

. Senator RieGLE. Well, we are upside down $3 billion. You can

add that to the rest of the world and it adds up to something just
under $100 billion on an annual basis. We are going down the
drain and you are saying we are going down the drain a little more
slowly than we were going down the drain before.

I mean, you know, if you can explain away the numbers in our
debtor nation status then I am going to feel a lot more relieved
walking out of this room. But you know very well from the indus-
try that you are in—and the General Motors example I think is a
relevant example—you have to take a look at how the whole manu-
facturing base is doing in this country.

And frankly, it is not doing all that well, precisely for the rea-
sons that Mr. Whitmore talks about. We do not have a strategy to
drive and accelerate a surge in high-value-added manufacturing in
this country, and we need to unless we want to stop consuming. We
do not have it. And we are not talking about it.

I admire the job you do because you have a very difficult job to
do out there and you do it exceptionally well in your respective
companies. But America needs a strategy that it does not have.
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And somehow we have to get that debate going and not consider
. these little disconnected items such as free trade agreements here
and there in isolation from this general difficulty in our basic eco-
nomic system.

If we do not talk about it here, I do not know where we are going
to talk about it.

Mr. Baker. I could not agree with you more. Sometimes it is said
that we do not want an industrial policy in this country, but we do
have one whether we want one or not. We have one by default and
it is not a very good one.

Senator RiEGLE. | thank the Chairman for his indulgence.

The CHAIRMAN. Well, I sure share that statement. I must say
that you are seeing much more cooperation in many of the coun-
tries amongst government and business and labor, with an export
driven philosophy; and this country has to come to that. There is
no question about that.

I think there have been very interesting hearings thus far and
we will have our next one on February 20. You fellows made a con-
tribution. We thank you very much.

{Whereupon, the hearing was recessed until February 20, 1991,
at 10:00 a.m.]
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UNITED STATES-MEXICO FREE TRADE
AGREEMENT

WEDNESDAY, FEBRUARY 20, 1991

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to recess, at 10:03 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding. :

Also present: Senators Moynihan, Baucus, Bradley, Rockefeller,
Daschle, Breaux, Packwood, Chafee, Symms, and Grassley.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order. This is the
second of a set of hearings on the United States-Mexican Free
Trade Agreement.

The first hearing showed, as we had anticipated, that you are
oin% to have winners and losers in any kind of agreement that we
inally bring forth. But what we have tried to do here in these
hearings and with tiie witnesses that we have called on to testify is
to give you a broad spectrum of opinion and people with expertise
in the areas which they address concerning this agreement.

There has been no attempt to stack the hearings or present one
side or one view, but to let you hear from the various interest
groups on what they think they have at stake.

The first hearing pointed out that one of those groups that has
serious problems is the group that has fruits and vegetables, that

ows them on this side. They are concerned about the competition
rom across the river, an area with a much lower wage scale. A
question too that was raised during the hearings was what ha;:f)ens
insofar as cross border pollution, the firms between Mexico and the
United States with the maquiladora and some of the concerns that
arise therefrom.

I can give you a specific example at Laredo. Nuevo Laredo
pumps 26 million gallons of raw sewage into the Rio Grande every-
day, one of those things that we are trying to address together and
trying to change, the two Governments, the United States and

exico, working to bring about that kind of a change.

The other problem you have is one of infrastructure and having
access to one another, the problem of bridges and railroads. To go
down to Matamoros, Brownsville, to look at the situation there and
the traffic that is stacked up trying to come across, to have it
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where you have to wait 45 minutes to cross that bridge and that'’s
at 11:00 at night, to see the long line of trucks stacked up and how
much time it takes for them to cross and for them to be cleared,
and to know that is an impediment to trade and that is added to
the cost of trying to do business between the two countries—that is
another area that we have to address. And there will be witnesses
to discuss that and what has to be done.

We have a great deal to cover this morning. But before hearing
from the witnesses I would like to ask other members if they have
any comments.

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A
U.S. SENATOR FROM NEW YORK

Senator MoYNIHAN. Mr. Chairman, I have just one line of query
which I would like to pursue with different witnesses, and that is
that the problem I sense in this whole relationship is that this
would be the first time we entered into a trade agreement of this
kind with a country which was not really a political democracy, did
not have a legislative process with an integrity of its own, and it is
subject to all the ills that one-party governments have. Although it
is not a one-party state.

Mexico was, I guess, the most unstable country in the Western
Hemisphere during the second decade of this century and suddenly
it became a stable society. It was one of those phenomenons. I
mean revolution is easy; stability is hard. But it was the stability of
a one-party government, for a long time a one-party state.

Although it is not strictly speaking an economic issue it is an
issue of how agreements are worked out and kept. I would just like
to hear from witnesses what they think the relevance of that issue
might be to such an agreement and such an agreement might be to
that issue. That is just a theme I will be asking questions about.

Thank you.

The CHAIRMAN. Certainly.

Senator Baucus?

Senator Baucus. I have no statement.

The CHAIRMAN. Senator Rockefeller?

Senator ROCKEFELLER. | have no statement.

The CHAIRMAN. Senator Packwood?

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

Senator Packwoob. Thank you, Mr. Chairman.

I know as we discuss this issue we are inclined to think in terms
of macro economics and macro issues. But I can bring it right home
to Oregon where we have had some success with trade with Mexico
in the last few years and it is growing.

In 1987 Oregon exported only $19 million worth of products to
Mexico. That had doubled in 2 years. And particularly where
Oregon is doing well and can do better is in machinery, electronics,
timber, lumber and agricultural products. At the moment, Oregon'’s
agricultural, timber and horticultural industries are facing high
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tariffs and exclusions in Mexico, which if this agreement is agreed
to will go down.

And because of the counter cyclical era to growing, we do not
expect any great problem in most of our agricultural industry from
competition with Mexico at the time of our growing season and
conversely we will be able to supply them at a time when they are
not growing.

So from one small State standpoint, my State, in two of our big-
gest areas—timber and agriculture—we are convinced that this
agreement would be a good agreement for the State.

Thank you, Mr. Chairman.

The CHAIRMAN. Yes.

Senator Symms?

OPENING STATEMENT OF HON. STEVE SYMMS, A U.S. SENATOR
FROM IDAHO

Senator SymMMs. Mr. Chairman, I will be very brief. I just want to
apologize for the witnesses, especially my friend Jim Kolbe. But I
have another committee meeting that will require my presence this
morning. So I will follow what happens here very closely and I am
very glad to see this process moving forward.

Because I think as Senator Packwood stated for Oregon, I think
it is true for most of our States that this has the potential of being
a very good thing for the country and I would like to see it moved
forward.

The CHAIRMAN. Thank you.

['I;il}e ]prepared statement of Senator Symms appears in the ap-
pendix.

The CHAIRMAN. Senator Breaux?

Senator BREAUX. No statement, Mr. Chairman.

The CHAIRMAN. Congressman Kolbe, we are very pleased to have -
you. If you would come forward.

STATEMENT OF HON. JIM KOLBE, A U.S. REPRESENTATIVE FROM
ARIZONA

Congressman KoLBE. Mr. Chairman and members of the Commit-

tee, thank you for allowing me this opportunity to appear before
ou today to comment on the prospects of a free trade agreement

getween the United States, Mexico, and Canada. I would ask that
my complete statement be entered into the record as if read.

The CHAIRMAN. Without objection that will be done.

Congressman KoLsBE. First, let me just express that it is my hope
that free trade between the United States and Mexico will someday
be realized. We have clearly passed the conceptual stage. It is now
a solid proposal with solid backing. ’

The President recently endorsed a Free Trade Agreement in his
State of the Union Address.

The Canadians are expressing their consent to join the trade alli-
ance, and their desire to be a part of a broader, more prosperous
North American trade community. ‘

The Mexicans have tailored their economy, their responses to en-
vironmental concerns, their treatment of the GATT talks and their
entire foreign policy on the success of free trade negotiations.
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These hearings today, both in the Senate Finance Committee and
the House Ways and Means Trade Subcommittee, demonstrate
Congress’ interest in exploring this issue.

There are those nations in Asia that seem to be going down the
same path as well. I think it is obvious that regardless of what hap-
pens to GATT—and I do firmly believe that multilateral negotia-
tions are very important—these kinds of trading arrangements, re-
gional trading arrangements, are going to go forward.

I think the United States ought not to put itself in a position of
comparative—disadvantage simply because we did not take what I
think is the very obvious next natural step for North America, and
that is the North America Free Trade Agreement. So let us focus
for a moment on North America.

We are looking at a trading community that encompasses more
than 360 million people, a GNP of close to $6 billion, trade flows—
north-south trade flows-—that total more than $225 billion. I think
those are impressive numbers on which we can build the case for
freer trade between the countries of this region.

Let us take a look though at how the United States would stand
to gain from this. After all, none of us on this committee, in the
Senate or in the House of Representatives is going to support an
agreement that does not benefit U.S. industry and its work force. I
certainly would not do that.

But the International Trade Commission’s recent report, I think,
gives us a starting place for reviewing benefits for the United

tates. The ITC said that a free trade agreement with Mexico “will
benefit the U.S. economy overall by expanding trade opportunities,
lowering prices, increasing competition, and improving the ability
of U.S. firms to exploit economies of scale.” Keep in mind that this
was prior to the inclusion of Canada in comprehensive North
American free trade talks.

Well what does that mean? The North America Free Trade
Agreement boils down to this, U.S. industries and specific firms are
going to be able to offer a wider array of products to a lot larger
number of people at reduced prices, and American exports are
going to increase substantially.

Exports I think many of us now realize will be the best medicine
for the coming decade—to avoid a prolonged recession, to get a new
expansion, to stimulate a new expansior and to help reduce the
budget deficits we have in this country.

Mexican consumers are hungry for U.S. exports. Senator Bent-
sen, i'ou know very well from being along the border the number of
people that come across the border and shop in the United States.
They do have a propensity to buy American products and use
American services.

Right now only Canada and Japan exceed Mexico’s consumption
of U.S. goods and services. Two-thirds of current Mexican imports
come from the United States. These are not coming just from
border States. Just a couple of figures—New York, 357({0 million
worth of goods to Mexico in 1989; Pennsylvania was $4?4 million;
Colorado had $89 million in exports; Georgia exported $213 million
of goods and services to NMiexico.

hen you translate that roughly $50,000 in exports equate one
job, you get some idea of the magnitude of jobs in the United
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States that are directly related to the trade we currently do with
fI_\*Iexico, not to mention what we might be doing potentially in the
uture.

With an agreement that is structured to reduce trade barriers, I
think we can see a market which is going to be much greater, that
will benefit tractor producers in Illinois, apple growers in Washing-
ton, grain producers in Kansas, Nebraska and Iowa, and auto man-
ufacturers in States such as Michigan and Ohio.

Now the argument is often raised that an FTA is only going to
exploit the Mexican work force. I am further puzziled by opponents
who claim that an FTA will not benefit either the United States or
Mexico because Mexican workers cannot afford to buy American
products. I think we ought to give more credit to the Mexican Gov-
ernment than this.

President Salinas is not going to endorse an FTA if he knew it
would result in the exploitation of Mexican workers or if he be-
lieved it was not going to increase the standard of living for his
country. I think that was made very clear in the International
Trade Cominission’s report that it will benefit his country, but it
will also benefit ours.

You will be very shortly seeing a new Peat Marwick study that
will describe the overall wage bill and it will suggest that the wage
bill for the United States is also going to rise with the long-term
implementation of an FTA with Mexico and Canada. In other
words, it will increase wages in this country as well.

We are going to be hearing a lot of other issues that are going to
be addressed during these free trade negotiations. We are going to
be hearing about immigration; we are going to be hearing about in-
frastructure problems; we are certainly going to be hearing about
drugs. I would suggest to you, those issues are important. They
need to be addressed. But they should be addressed collaterally on
the same category as the other issues, but not inside of a free trade
agreement.

If I might, Mr. Chairman, let me just take one moment to ad-
dress the question that Senator Moynihan raised, and that is the
difference in the political systems in our two countries. There is no
question they are different. There is no question that Mexico does
not have the same level of democracy that we have in this country.

But I think it is instructive to note that Mexico has appruachad
this issue differently than Eastern Europe or the Soviet Unisn,
where they tried to go to the political changes first and have had
difficulty making the economic changes.

President Salinas has clearly decided that if he makes the eco-
nomic changes, the political changes will follow. And we are seeing
that with a much broader opening of the political system in
Mexico. I think you will continue to see that in Mexico as the eco-
nomic system opens up and more people are able to participate
more fully in the economic system.

In conclusion, Mr. Chairman, let me just say that I am commit-
ted, as I think all of us are, to improving the standard of living in
the United States to improving relations with Mexico. The Mexican
Government has clearly made more progress on the economic front
in the last 5 years than they have in the last 50 years. The continu-
ance of this progress depends on a-North American Free Trade
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Agreement between the United States, Mexico, and Canada which
will benefit all of our countries.

Thank you, Mr. Chairman.

The CHAIRMAN. Congressman, thank you very much for a very
forthright statement and obviously a very deep feeling concerning
this issue.

I have no questions.

Are there members that would like to ask questions? Yes, Sena-
tor Moynihan? ]

Senator MOYNIHAN. Mr. Chairman, I would like to thank Repre-
sentative Kolbe for a very thoughtful and responsive statement. I
think that characterization of President Salinas is a very subtle
and very important one. I certainly hope it proceeds as ci’early it
would be his wish.

I made the point about the previous 50 years and I do accept the
point about the past 5. I thank you, sir.

Congressman KoLBE. Thank you, Senator.

The CHAIRMAN. Thank you very much for your testimony. it has
been very helpful.

Congressman KoLBE. Thank you.

[The prepared statement of Congressman Kolbe appears in the
appendix.)

The CHAIRMAN. Next we will have a panel consisting of Mr.
Lornbusch, who is Ford International Professor of Eccinomics and
Mr. Jeff Faux, who is president of the Economic Policy Institute,
Washington, DC.

If I have mispronounced that, please correct me.

Mr. Faux. That is just right. Thank you.

The CHAIRMAN. Thank you.

Mr. Dornbusch, if you would proceed.

STATEMENT OF RUDIGER DORNBUSCH, FORD INTERNATIONAL
PROFESSOR OF ECONOMICS, MASSACHUSETTS INSTITUTE OF
TECHNOLOGY, CAMBRIDGE, MA

Professor DorNBUscH. Thank you, Mr. Chairman, for the oppor-
tunity to present to this committee my views on the United States-
Mexico Free Trade Agreement. I would urge the Congress to sus-
tain the fast track authority without which an agreement cannot
be meaningful and negotiated, and to support the ultimate out-
come.

I believe a Free Trade Agreement will create in the United
States more jobs and better jobs, that it will rapidly advance de-
mocratization and economic progress in Mexico, that it will be an
important means to stabilize Central America, and lastly, that by
now it is too late to turn back without major damage. I want to
briefly comment on ea h of these points.

The United States is already a wide open economy. Mexico has
special access under the general system of preferences and as a
result of the Maquiladora program. Competitive effects of a free
trade agreement with Mexico would be extremely limitcd on the
import side to very few areas very strongly protected. The ITC has
identified inexpensive household glassware and goes down very,
very narrowly when one looks for damage.
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On the other wide, of course, are areas like automobiles, chemi:
cals, where Mexican quotas stop U.S. exports tuday and that. iist is
very significant. We will get better jobs as a result of an opening
with Mexico. An opening has to be a two-way street, of course, be-
cause in some form Mexico will have to pay for the increased im-
ports from us.

I also believe—and that is perhaps the far more significant part
of a trade agreement—that it will reinforce confidence in Mexico’s
reforms; and as a result speed up the return of flight capital. I esti-
mate some $100 billion of Mexican capital abroad, that capital will
allow Mexico to invest, to grow, to import and in the normal course
of the 1990’s run trade deficits of 2 to 3 percent of GNP.

That would mean an extra 150,000 jobs in the United States. We
focus too much on the jobs lost in glassware and we do not focus on
the jobs created as Mexico stabilizes and grows. I also want to em-
phasize in the context of jobs that we paid too much attention to
the Mexican wage.

Numbers are quoted of 51 cents per hour that have absolutely no
basis in any source you will find, United States or Mexican. The
U.S. Labor Department reports hourly compensation of $2.32.
Mexican statistics support that at very disaggregated levels and
even at the firm level.

We also do not pay attention to the experience we have had al-
ready in textiles, where when Mexico opened up U.S. textile ex-
ports to Mexico boomed because the quality was so far superior to
what is available in Mexico. Quality is an important dimension, be-
cause we are to Mexico what Japan is to the United States. That
means we have a very privileged trade position.

On the side of democracy, worker’s rights, safety standards and
the environment, an enormous amount of work has to be done. But
we have to ask what is the better way of making headway, to send
Mexico back where it was 10 years ago or to have Mexico sustain
the reforms and move ahead. All the experience we have is that
open economies are democratic economies. And the more open they
are, the faster we have democracy.

We do not apply in trade policy a rule that our tariffs are propor-
tional to their democracy. Because Japan surely would deserve a
100-percent tariff and China a 1,000-percent tariff. We really want
to ask: What is the best way of promoting democracy, sustaining
the modernization underway, will it raise Mexican wages back to
where they were in 1980 and it will decentralize the economy as is
already obvious; and that is the basis for democratization.

I do believe the environment is an important issue. It calls for
borderline commissions where there are specific local issues and it
needs a North Atlantic Environment Treaty parallel, but apart
from the free trade agreement. We cannot overemphasize the need
for it, but surely we will not want to put it in a free trade agree-
ment.

I want to make two more points. Central America, after the dis-
appearance of Communism, has disappeared from U.S. interest and
is in terrible trouble. Mexico has started stabilizing Nicaragua di-
rectly with money and with expertise. If we have a prosperous
Mexico, Central America will be looked after by Mexico. Migration
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will stop there. We do have an interest that Mexico gets ahead as a
buffer for the migration pressure and the instability in the south.

Finally, I want to say that today, going back on the free trade
agreement, the talk of it, the prospect of it, the fact that it is a cor-
nerstone of Mexican modernization, would send a very dangerous
signal to Latin America, that trade opening and modernization is
the wrong strategy. For the United States that would be far, far
;rzxoredsigniﬁcant a failure than the recent failure of the Uruguay

ound.

Thank you, Mr. Chairman.

[The prepared statement of Professor Dornbusch appears in the
appendix.]

The CHAIRMAN. Very interesting.

Mr. Faux?

STATEMENT OF JEFF FAUX, PRESIDENT, ECONOMIC POLICY
INSTITUTE, WASHINGTON, DC

Mr. Faux. Thank you, Mr. Chairman. I, too, would like to sum-
marize my statement.

I believe that North American economic integration is a worthy
goal, but the version that is being proposed by the administration
willkdo more harm than good, especially if we put it on the fast
track.

The basic economic case for the free trade agreement with
Mexico is that while some workers will lose from imports, others
will gain from exports. That is the core argument in favor of this
proposition.

But if you look at it carefully, and particularly if you look care-
fully at the ITC study, International Trade Commission, you will
see that this argument has a number of major economic holes.

First, the potential losses have been clearly understated in the
debate. Even the authors of the ITC study, who begin by favoring a
free trade agreement, tell us that there will be a liss of real
income among 73 percent of American workers. They divide the
work force into unskilled and skilled workers and then tell us that
there will be real income losses for those they define as unskilled,
which works out to about three-quarters of all U.S. wrorkers.

The benefits of this agreement, we are told, will come chiefly in
the form of cheaper consumer goods for upper income earners and
for shareholders in certain financial corporations. So the ITC
report tells us that the FTA will result in a shift of income from
one section of the American population to another.

But I would submit, sir, that this still understates the potential
losses. The report makes the unrealistic assumption that there will
be no significant increase in investment by U.S. manufacturers to
Mexico. Therefore, there will be no shift of jobs.

Given the wage differentials—and we could spend hours arguing
exactly what they are—it strains credibility to think that, for ex-
ample, the big threc automakers, would not move production to
Mexico as relocation decisions come up.

The ITC study also tells us that the wage gap between the
United States and Mexico will not appreciably narrow. So if you
_look at the study carefully you find that it provides a damaging
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case against the administration’s proposal, which clearly puts at
risk the standards of living of large sections of the American work
force whose real wages have already been declining steadily.

Unlike Western Europe, Mr. Chairman, where workers who are
displaced by trade impact receive generous retraining and reloca-
tion and other adjustment benefits, and where communities are
given economic development assistance, the United States at this
point has no real economic safety net for affected workers and com-
munities.

Indeed, the administration has signaled its intentions by elimi-
nating the already meager trade adjustment assistance in this
year’s budget request.

The ITC report also tells us that claims that rapid growth in the
Mexican economy will create many new jobs here are unrealistic.

The ITC report tell us repeatedly that growth in U.S. exports are
going to be relatively smalf over the next 20 years—a tiny propor-
tion of our gross domestic product. It is clear that for most Ameri-
can corporations the question is not access to the Mexican market.
What is at stake here is access to cheap labor and to the lack of
environmental regulation. Thus, this proposal in the long term is
goin% to encourage American firms to resolve their competitiveness
problems not through innovation and more investment, but-
through low wages and by avoiding the cost of environmental pro-
tection.

Why would any rational manager, when a relocation decision
comes up, think twice about moving to Mexico when those goods
produced in Mexico with cheap labor could come right back into
the United States. It is %uife clear that this will open up an invest-
ment opportunity for U.S. manufacturers to go south.

Finally, I would say that the fast track makes sense when we are
negotiating a minimum-risk GATT agreement with 100 countries.
But it is a different case when we have just two neighboring coun-
tries to deal with, and the risk of making a major economic mis-
take. This risk outweighs any discomfort involved in putting the
agreement on a normal track for approval by the Congress.

Thank you.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Faux appears in the appendix.)

The CHAIRMAN. Well, Mr. Faux, one of my very main concerns is
that whatever agreement we have results in the net increase in
good jobs in this country—net increase. And that is a concern in
Mexico too. Unless we can put it together where it results in that,
we should not have such an agreement. I happen to believe that we
can bring about that result with appropriate negotiations.

You posed the question of why wouldn’t a U.S. company go to
Mexico under those kinds of conditions. Some of them will. There
is no question about that. But there are other problems. And while
we get concerned about the infrastructure on the border, the infra-
structure in Mexico does not compare with what it is in this coun-
try. That is one of the big liabilities for companies moving down
there; and it will not change for a long time.

And then you get some of these actions—I was talking to a com-
pany down there that had a chemical plant. They were telling me
that the Mexican Government issued an edict, told them they had
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to move and move out of Mexico City in 2 years. And they put
multi-millions into their plants. So those are the kinds of problems
that they run into there.

When you look at Mexico City, where I am told that living there
is the equivalent of smoking 2%z packs of cigarettes a day with the
}'ncrediﬁe pollution that is taking place and some of their prob-
ems.

But let me ask you, Mr. Dornbusch, because I have been told
that the wages down there are one-seventh of what they are in this
country on the average; and then I have had the AFL-CIO testify-
ing it was even more of a difference than that. And I think I heard
you come up with, was it a figure of $2.40 an hour?

Where do you get that number? I have never heard a number
that high.

Professor DorNBuUscH. Well, 1 quote the U.S. Department of
Labor, report number 794, which is available to everybody, pub-
lished in the ““Bureau of Labor Handbook of Labor Statistics.” It is
the source that you would expect anyone who quotes numbers to go
to first. But you can also get numbers from the Mexican statistics.

There is absolutely no question that labor compensation in
Mexico is the thing that starts with a one at the front and then
depending on what the industry is. And it mirrors what happens
here, that automobiles are in Mexico, just as here, a high-wage in-
dustry, in part because they are unionized.

The CHalRMAN. What do you think would be the big winners in
this country with FTA?

Professor DORNBUSCH. Automobiles, chemicals, certainly air-
planes. You make a long list of the things—capital goods. Mexico
has not-invested for 10 years. Business services.

The CHAIRMAN. Well, anything that is capital intensive, I sup-
pose, we would be a winner on. But then those things that are
labor intensive, I assume, then a lot of those we would be losers.

Let me ask you——

Professor DorNBUSCH. It would be a very good thing if we could
have some co-production with Mexico so that some very labor in-
tensive tasks that do not need specialized equipment can be per-
formed there, saving costs that allow you to pay higher wages here.

The CHAIRMAN. All vight.

Professor DorRNBUSCH. If we do not have that, the job will go to
Thailand. That has been the experience of the last ten years.

The CHAIRMAN. All right.

Let me ask Mr. Faux one. Because when you talk about the
major increase in imports from Mexico, why do vou think that
when as I understand it, with the Maquiladora program and with
GPS you have approximately half the goods coming in here tax
free. Why do you think we would run into that kind of a problem?

Mr. Faux. Several reasons, Mr. Chairman.

First, if you look at the experience of Maquiladora, which started
20 years ago primarily as a garment manufacturing operation, you
will see that over the last 20 years an increasing proportion of
their production has been in higher skilled output. Less than 10
percent of the production from the Maquiladora is now in apparel.

So the first point is that the loss of jobs will not be gmited
simply to a few garment manufacturers and a few firms in foot-
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wear. What we have seen in this experience is that the lure of low
wages extends way up the value-added ladder.

The CHAIRMAN. Now I think that is right. But I am looking at
the exports from the United States. We did about $60 billion worth
of trade with Mexico last year and imports were around $31 billion
and we exported about $2g billion. That is a pretty close, even deal.
And a very substantial amount of the articles we exported to
Mexico were manufactured products. My own State exported $10
billion to Mexico.

Mr. Faux. But what the ITC study tells us is that most of the
gains from trade liberalization have already been captured. We
have been experiencing the positive effects of trade liberalization
that occurred in 1985 and 1986. The ITC study tell us that the
gains from now on will be very, very slender. I think that is one of
the most important things that the report has to tell us.

We cannot assume that the growth of expor‘s over the last §
years will continue.

The CHAIRMAN. Thank you.

I see my time has expired and I call on the Ranking Member,
Senator Packwood, for any comments he may have.

Seonator Packwoobp. Mr. Faux, what is the Economic Policy Insti-
tute?

Mr. Faux. It is a non-profit economic research institute. We have
been in business for about 5 years here in Washington.

Senator Packwoobp. Out of curiosity, -what is your principal
method of funding?

Mr. Faux. Our principal donor is the Ford Foundation. We have
money from foundations, fiom labor unions and from business asso-
ciations.

Senator Packwoobp. Now you said in your statement it would be
particularly dangerous to do this under the fast track authority.
Whg}t is the particular danger or unique danger of doing it that
way’

Mr. Faux. This is a complex issue which has already made for a
confusing debate. The particular agreement that you have in mind,
that Senator Bentsen has in mind, or Senator Moynihan has in
mind is different, than the agreement that I have in mind or Pro-
fessor Dornbusch has in mind.

Number two, the administration has, I think, demonstrated a
lack of concern for some of the important issues that many people
are concerned about, such as labor standards and the environment,
or exactly what happens when third countries try to use Mexicu as
a basis for getting their goods into the United States.

The fast track process will not allow thorough analysis and
debate of the administration’s proposal. We had a great deal of dif-
ficulty, trying to get the numbers that underlie the ITC study last
week. We called them up and said, “Well, how did you reach these
conclusions?” And they told us they were not giving us any num-
bers, that we would have to file under t'1e Freedom of Information
Act in order to get them.

On the fast track, every day is importunt and this is too compli-
cated a question, I believe, for such a shoit period of debate. -

Senator PAckwoob. The fast track is not a short period of debate.
We will have a whale of a debate on this by the time we finish. But
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how would this country, let alone another country, agree to enter
into a trade agreement where there is going to be a lot of give on
both sides and a lot of political down sides on both sides if at the
end of it you are reasonably convinced without the fast track au-
thority one or the other of the countries is going to turn it down.

Mr. Faux. Well, I think what is going on to some degree is public
bargaining. If the fast track was turned down it is not clear to me
that that would be the end of the discussion.

I personally believe that North American economic integration is
in our future; and I think that the Mexicans and the Canadians
and we here have a responsibility to fulfill that destiny. But I
think the fast track for this proposal negotiated by an administra-
tion who is clearly indifferent to some important problems is just
not the process.

If fast track was denied we would be back in another year talk-
ing about another better agreement; and we would get it through.
Most things go through the Congress without fast tracks.

Senator Packwoob. Professor Dornbusch, you said in your state-
ment ‘‘bringing Greece or Portugal into the common market is no
different than a free trade agreement with Mexico.” Has there
been a flight of industry to Greece to Portugal—the lower wage
countries—in the European community?

Professor DornBUSCH. It is certainly true that Greece, Portugal
and Spain have industrialized and that industries like textiles
moved. But those industries have left now, and have gone to
Turkey. What has happened in those countries is a radical up-scal-
ing of valuc-added to quality products. But the significant part is
that those countries now, as a result of being in the common
market and having access to financing, having political stability,
run large trade deficits year after year. That Spain’s imports in-
creased by 30 percent per year and the exports only rose by 20 per-
cent. That is the difference that translates into jobs.

In the last 2 years Mexico’s non-oil manufacturing balance shift-
ed by $3 billion in our favor. That means 100,000 jobs here. We
cannot accept that we have a caricature of a free trade agreement
where it does a tiny little bit to our GNP on the export side and
devastates us on the import side. That means Mexico has a $50 bil-
lion trade surplus that will become like the oil producers in the
1970’s. That is just nonsense.

Senator Packwoobp. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

X A‘x;d now let me return to the order of arrival. Senator Moyni-
an?

Senator MoyNIHAN. Mr. Chairman, I am not going to persist ex-
clusively in this theme. But it just interests me and if I can discuss
it for a minute.

Professor Dornbusch and Mr. Faux, I just wonder about the
terms of adjudication, if I could introduce that into the language of
trade agreements. I am looking at the Freedom House Survey for
the current year. I guess it is for 1989-90. And the world looks up.
It is the most cheerful one I have seen and read in 20 years. It puts
Mexico down as a partly free country.



71

But then you have this passage, for example, it says, ‘‘Although
it is nominally independent, and the Supreme Court is empowered
to rule on certain constitutional issues, the judicial system is weak.
In many rural areas, security forces ignore the rule of law. Lower
courts and law enforcement in general are undermined by wide-
spread bribery, as is the State bureaucracy. Drug related corrup-
tion remains evident within the military, police and security forces,
as well as in a number of state governments, despiie Federa! ef-
forts to improve it.”

I am talking about torture. You know, we have a lot of problems
in our countrg. By in large torture is not one of them. I just ask

ou, this is a better condition, God knows, than a century ago. The
RI is conceding the right of opposition, but the great event in
Mexico was the discovery that you could produce in a Latin culture
the willingness to step down after having held power. And then
they developed this council of ex-Presidents and so forth. It was a
great .avention, the onset of stability. That is the unusual event in
the world; upheaval, revolution is the routine.
But it came at the cost of a one-party State and a judiciary sub-
servient to that one party. Now if you {ook at the Canadian agree-
ment, we are doing very well, but it is full of daily discussions
about whether that potato came from Prince Edward Island where
there is a virus and so forth; and, you know, we work it out.
I will ask you first, sir, and then you sir, will we not have that
problem of adjudication? Would you not foresee it?
Professor DorNBUsCH. I would think that if we have a free trade
agreement it becomes impossible in Mexico to maintain the institu-
tions that are there now. They will have to do business the Ameri-
can way—in business, in administration and in politics. And it will
hasten the opening very dramatically.
That was the experience in Greece where democratic govern-
ments——
Senator MoyNIHAN. In the EC.
Professor DoRNBUSCH. Alternated in the EC with dictators, it was
the experience in Spain and will be exactly the same in Mexico. It
is totally clear that in business it is already happening and in poli-
tics it is happening. For the first time Mexico will have a ballot in
the primaries in one of the States.
Senator MoyYNIHAN. | am not disagreeing with you.
Professor DorNBUsCH. Adjudication will be very easy. In fact, it
may be easier now than it will be in 2 years when Mexico is more
democratic.
Senator MoYNIHAN. Sir.
- Mr. Faux. I think this is a very important point. The first point

that I would make, Senator, is that the issues that we are con-
cerned with—labor standards, environmental standards, et
cetera—in the United States are not secured for us simply because
the government decrees it.

What maintains environmental standards here, what keeps child
labor laws from being violated, is the existence of independent in-
stitutions—institutions that are independent of government. With-
out a strong environmental movement in the United States——

Senator MoyNIHAN. Independent of the Executive. They are part
of government.
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Mr. Faux. Yes.

Senator MOYNIHAN. Be clear.

Mr. Faux. Without a strong environmental movement in the
United States we would not have the environmental protections
that we have.

Now I would hope that Mexico evolves into a country where
there are strong independent environmental groups; where labor
unions are independent and can blow the whistle.

Senator MoyNIHAN. The most powerful labor unions in the world
are in Mexico and they are also the most corrupt.

Mr. Faux. Yes.

Senator MoyNIHAN. I am talking, sir, about the Judiciary; I am
not talking about civic movements.

Mr. Faux. But I think, Senator, that they are related. That is, in
order to pressure the Judiciary, in order to bring the suits, in order
to be independent, you need this kind of political culture. And I
think it does not exist in Mexico. The analogy (o the European
Community I think is too glib.

It took awhile for the Europeans to accept the changes that went
on iﬁ Greece and Spain. They were very careful. There was no fast
track.

Senator MoyNiHAN. Thank you very much, sir.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Rockefeller?

Senator RockerFeLLER. I have no questions.

The CHAIRMAN. Senator Breaux?

Senator BREaux. Thank you, Mr. Chairman. I thank the wit-
nesses for their testimony.

Mr. Faux first, and then I guess Mr. Dornbusch, if you have a
comment about it. One of the things that the Federal Trade Com-
mission’s report got into, the ITC rather got into, was a question of
energy between the two countries and trade in that area.

One of the things they pointed out was the major deterrent on
energy products being traded back and forth is Mexico’s constitu-
tional ban on the United States and any other foreign investment
gl. their energy sector, operated solely by the national oil company,

imex.

It is my understanding that this is one of the areas that the
Mexico negotiators have said we are not going to negotiate on. I
guess what I am trying to find out is: What does this mean? Does
this mean if a Free Trade Agreement were to be adopted that
Pimex folks would be able to invest in joint ventures or do energy
type of investments in the United States, but that we would not
have the right to do that in their country if they do not negotiate
on the energy question?

Mr. Faux. That would certainly seem to be one possibility. We do
not really know what is going to be in this agreement. If the Mexi-
cans refuse to put the oil industry on the table, then clearly the
notion that the United States will gain access to development of
the Mexican energy industry becomes a non-argument in the dis-
cussion.

Senator BREAUX. Mr. Dornbusch, do you have a comment?
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Professor DorNBuUsCH. There are two issues that are probably
prudently kept out of an agreement. One is unrestricted migration
which the Mexicans would insist on; and the other is unrestricted
exploitation of Mexican oil that we might want.

nator BREAUX. But under a free trade agreement, is it not a
one-way street if we have a free trade agreement which would
allow them to invest in the U.S. energy?

Professor DorNBUSCH. Goods and services. Migration is a labor
service. So take both off and ask where in energy do we cut off and
say, ‘“‘Your constitution does not allow it.”’ That may mean that we
only have leasing of oil drilling. We certainly should have down-
stream chemicals totally liberalized in trade.

Senator BREAUX. Back to my basic point, under your understand-
ing, if they continue in the same position of not wanting to negoti-
ate on energy, would our companies be able to invest in their
energy sectors in Mexico?

Professor DorRNBUSCH. I think that they have not said that they
will not negotiate on energy. It is open where they cut off. I am
sure that drilling holes will not be negotiated.

Senator BReaux. Well, right now, as I understand it, according to
ITC, there is a constitutional ban on foreign investment in any
energy sector in Mexico; is that correct?

Professor DORNBUSCH. But the energy sector is undefined. That
means that a substantial amount of progress can be made. And our
insistence that anything that is downstream after the oil comes out
of the well should be open to trade. That leaves separate whether
oil drilling will be negotiable or not. )

Senator BREAUX. You are saying we might be able to sell them
gasoline?

Professor DorRNBUSCH. Well, certainly. Certainly.

Senator BREAUX. But no investment in any other energy sectors?

Professor DORNBUSCH. Even that is open under leasing arrange-
ments.

Senator BREaux. Okay.

Professor DOrRNBUSCH. The ownership of oil wells by American
petroleum companies in Mexico I would not try before the democ-
racy has happened. But it is literally at thst far end where the
issue is hot.

Senator BrReaux. Mr. Faux, you pointed out in your testimony
that the ITC says that unskilled workers in the United States
would suffer a slight decline in real income. But that skilled work-
ers and owners of capital services would benefit from the lower
prices and thus enjoy increased real income.

From your understanding and the ITC's use of the word ‘“un-
skilled workers,” what percentage of the work force of the United
States are we talking about?

Mr. Faux. The numbers we got from the ITC add up to 73 per-
cent of the work force. So this represents a decline in income and
we do not know what they mean by “slight decline.” They have not
give us those nuinbers. -

But even under their most optimistic assumptions, there will be
a shift in income from three-quarters of the labor force to the one-
quarter at the top. And the benefits at the top are primarily in
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terms of cheaper consumer goods. So we are talking about a large
chuck of the American labor force here. ~

Senator BREaAUX. The one thing I am trying to get a handle on,
Mr. Dornbusch, and you've talked about it as a matter of too much
emphasis being placed on the wage differentials between the two
countries. It is difficult to get a handle on the wage differential
question when you have two-handed economists saying on the one
hand this, and on the other hand that. You are saying that the
w?}ge differential is not that large; other statistics show that the
differential is as much as 10 percent of the U.S. wage level, and the
Commerce Department is saying that it is probably going to be a
wider gap by 1994.

I mean, how are we supposed to decipher all of this and come up
with the real answer as to the differences in the wages, and what
the importance of that happens to be?

Professor DorNBUSCH. I would like to say three things. First, the
statistics are routinely reported on a comparable basis for 20 to 30
countries, including Mexico. They are reported and have been for
years by the Labor Department. So that is the first place to look.

Second, do a survey of what U.S. corporations pay in Mexico.
Surprisingly, it is exactly the same as the Labor Department comes
up with. So I assume it is around there. Compensation includes
overhead, Mexico’s social fund. The firm asks not what the man
takcs home, but rather what it costs. Overhead is very substantial
in Mexico.

Second, we have survived Puerto Rico. Puerto Rico is a low-wage
region—§5.70 an hour on those basis. Right? It is not true that all
of industry has gone to Puerto Rico.

Third, the view that Mexico is a situation where a 13-year-old
girl works the night shift to her ankle in toxic waste at 50 cents an
hour is just not a reality. It is also true that if they do not have
trade access to the United States then it could become the case be-
cause they would be far, far poorer and the environment would be
rvorse, the wage would be worse, and we would have a real prob-
em.

In 1980 Mexican wages were $3 an hour. Today, they are much
less. They were $3, and they will be $5 at the end of the 1990’s with
a trade agreement. Without, I think we will have a serious grief.

1Se?nator Breaux. Mr. Chairman, could I get Mr. Faux to respond
also?

The CHAIRMAN. | beg your pardon?

Senator BREAUX. Can I get Mr. Faux to respond also?

The CHAIRMAN. Yes.

Senator BrReaux. You had pointed out the wages you thought
were on the order of a 10 to 1 difference.

Mr. Faux. Yes.

Senator BREAUX. What is your comment?

Mr. Faux. I think that there are so many different estimates
here. But it is clear that somewhere around Tto1,8to 1,9to 1, is
a realistic estimate of the wage differentials. It is also instructive
to again look at the innards of the ITC report which tells us that at
best the gap will narrow about 18 percent.

So even if it is roughly 7 to 1, or something like that, we know
there will be only a minimal reduction in the gap as far into the
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future as the ITC can see. This is because of the huge labor force
that exists in Mexico.

Senator BREAUX. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.

Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman.

Mr. Dornbusch, I would like to follow up a little bit on this line
of questioning, particularly Mr. Faux’s point that 73 percent of the
labor work force in the United States will suffer a decline in real
income and correspondingly that 27 percent will experience an in-
crease in real income.

What about that? I mean are we talking generally about aver-
ages here or that on average there is a net gain for some, but for
7 rcent of the American work force there is a net decline?

rofessor DORNBUSCH. I do not believe for a minute—and I think
Mr. Faux also would not quote it as his favorable number—that 73
percent of American labor are unskilled. He quotes the ITC on
that. He does not quote studies of his own.

Free trade with Mexico means that in certain protected areas we
are going to get cheaper goods. Inexpensive household glass is not
consumed primarily by corporate executives. Inexpensive textiles
are not primarily consumed by executives. So the consumption
effect is totally at the bottom end. We will be better off. We will
lose some jobs. ‘

If we look at a 10-year period. that is the transition before we
even have the full effect of an agreement, surely if we get a lot of
good jobs at the top end the problem is not to protect the bad ones
so we keep and keep them and get immigrants to come into them,
but xiather to get some goods jobs and then think of how to move
people.

Senator Baucus. I am asking you to address the ITC report. Do
you disagree?

Professor DorRNBUSCH. Yes. I think the 73 percent unskilled labor

-number is totally unreasonable for the United States.

Senator Baucus. Why is that totally unreasonable in your view?

Professor DORNBUSCH. If you will have a look at Table 2 in my
- prepared statement it shows the industries that the ITC singles
out. You will have electronic equipment, for example. It will be
;relx)'y hard pressed to argue that that is predominantly unskilled
abor.

Automobiles, for example. If you look at the textile sector, there
is unskilled labor. But the text:le sector is an export industry. We
have already seen it in the last 3 years. We run with Mexico a sur-
plus in textiles and garments. We do not have a deficit; we have a
surplus.

Senator Baucus. Let me let Mr. Faux address that.

Mr. Faux. Yes.

Senator Baucus. You hear Mr. Dornbusch saying that automo-
bile, and particularly, I guess, consumer electronics, are really not
u}?Sli'iIl‘gd’ more skilled labor. He is disagreeing with the analysis of
the .

Mr. Faux. He is disagreeing with the term. You see, the ITC, the
language of the ITC report, says that unskilled workers in the
United States will have their real income reduced. Now the impor-
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tant here is that category of workers. They could have called them
semi-skilled. They could have called them anything. But it is a cat-
?gory of workers that represent 73 percent of the American labor
orce.

The issue is not whether those people are skilled or unskilled at
anybody’s judgment.

nator BaAucus. What about Mr. Dornbusch, the statement that
the issue is not category but where they lose income.

Professor DorRNBUSCH. We can say that anyone except the top 80
percent are in the group where jobs will be lost. And I do not know
where we can cut off the axe.

But if you look at my handout you have the hourly compensation
of the people.

Senator Baucus. Let me ask this question: In your view, if it is
not 73 percent of the workers, will more Americans experience real
wage income increase or will more Americans experience real wage
income decrease as a consequence of this?

Professor DorNBUSCH. Of a 10-year period, which is the phase-in
period for any reasonable trade agreement, we will have a very sig-
nificant gain in real wages as a result of the agreement. There is
absolutely no question about that.

Senator Baucus. Okay. Another question quickly. Which sectors
of thg American economy win, which ones lose under this agree-
ment?

Professor DorNBUSCH. If you will have a look in Table 2 of my
statement.

Senator Baucus. Very briefly.

Professor DorRNBUSCH. I have pluses and minus. Automobiles, big
gains; textiles, big gains; chemicals, big gains.

The problem areas: fruits, vegetables, people consume them even
at the low wage end; inexpensive glass; garments. The garments be-
cause we will export the textiles but make it possible to do the gar-
ments there.

Senator Baucus. Okay. Mr. Faux, your winners and losers?

Mr. Faux. Certainly, garments, fruits and vegetables are losers. |
believe that automobiles will be losers; I believe that textiles will
be losers. I think that 10 years from now you are going to see a
large part of the production of the big three shifted to Mexico. I
think that is the clear implication of the ITC report.

I think it is just completely unrealistic to assume that this huge
wage gap between ourselves and the Mexicans will not induce in-
vestment down there by U.S. manufacturers.

Senator Baucus. Mr. Dornbusch, why not include environmental
matters in the free trade agreement? After all, they do have eco-
nomic consequences and there is no national environmental frame
work and we cannot wait 10 years “ur one to come into existence.
Why ?not include environmental matters in the free trade agree-
ment?

Professor DorNBUSCH. Environmental matters should be settled
in a North Atlantic Environmental Treaty that deals with it on a
much broader issue, including municipalities, not only corpora-
tions, all the set of issues, first the technical conference, then an
agreement, separate free trade, which just means all barriers come
down. Which is a totally separate issue.

RN
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Senator Baucus. You have not addressed my question. My ques-
tion is: Because environmental matters do have economic conse-
quences, why not address them in the free trade agreement?

Professor DORNBUSCH. But democracy also has economic conse-
quences. We do not include rights to go to church that have eco-
nomic consequences. It really is an effort to make Mexican——

Senator BAaucus. What do economic consequences have to do
with the right to go to church?

Professor DorNBUSCH. If you look at how it is handled in Europe,
where we have a political union, even there environment and
worker standards are handled parallel, but separately from Europe
1992. So I would draw attention to that experience. It probably
allows you to make more rapid progress on the environment.

Senator Baucus. My time is up, but it is my view that these
issues are converging much more quickly than a lot of us would
like to have them converge. That is, we may not have the luxury to

~wait as long as you and others may want to wait.

Professor DorNBUSCH. I want it faster. That is why I want it ini-
tiated separately. It is easier, politically, in the United States to do
the environment, than to do the free trade.

Senator Baucus. I do not know what leverage we have in other
countries if not in terms of trade.

Professor DorNBUSCH. If you do it first, you will have a lot of le-
verage.

The CHAIRMAN. Senator Grassley?

Senator GrassLEY. Thank you, Mr. Chairman.

Do either of you have any views on the free trade agreement
with Mexico as it interacts with the present GATT negotiations?
For instance, should GATT be completed before we start on the
free trade agreement with Mexico; or do you think it will make
any difference. I would like to hear your point of view.

Professor DorNBUSCH. | believe that the GATT agreement is too
difficult to bring about in the near future and does not address pri-
marily the manufacturing issues that are very, very important in
the context of Mexico; and that in services it may be much, much
less sweeping than what we want from Mexico.

So with Mexico the agreement must be much more far reaching
and therefore should be set ahead rather than become a GATT
style agreement of a few items left over. I would like to see Mexico
g}cl) ahead as we pursue GATT with whatever success we may have
there.

Mr. Faux. I think they are basically separate questions. The
issue with Mexico is as much a development issue for the North
American Continent as it is a trade issue. The considerations that
need to be included in such an agreement are much broader than
an&hing we could have in a GATT treaty.

nator GrassLey. Okay. I thank you for your answers, but I
would note for the record that The Business Roundtable, in a June
1990 report they published, very definitely felt that GATT/Uru-
guay Round ought to be completed before the Mexico free trade ne-
gotiations, other than the framework, be started. -

I would also like to ask both of you how you feel the Mexico-
United States agreements would interact with the present general-
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ized system of preferences, since we already have substantially re-
duced rates under the Maquiladora production agreements.

My question is: What are the potential benefits of the United
States entering the free trade agreements as opposed to the present
situation?

Mr. Faux. I think that the issue here is not so much trade. I
think you are absolutely right; most of the barriers in trade be-
tween the United States and Mexico have come down. We are lib-
eralizing week by week. The issue is not so much trade, it is invest-
ment.

American manufacturers resist making massive shifts in produc-
tion to Mexico right now because Mexican laws are hostile to for-
eign investment. I do not think that you are going to see much
of a trade benefit to the United States to Mexico. I think that the
ITC is right, that you are going to have marginal gains, small even
over the next 20 years.

The real danger here for the U.S. worker and the U.S. small
business person is that access to low-wage Mexican labor becomes
an option for U.S. manufacturers. It allows them to solve their
competitiveness problems by going to Mexico and bringing their
goods back into the United States.

I think it is the investment side that is critical, not so much the
trade side. ,

Senator GrRAssLEY. Mr. Dornbusch, do you have a response to Mr.
Faux’s views?

Professor DornBUSCH. Yes, I disagree somewhat. The important
areas where Mexico continues to restrict trade—the Maquiladora
program, the general system of preferences are one-way streets
into the U.S. economy. They are not market opening measures.

A free trade agreement in business services would have wide
sweeping affects in Mexico—in automobiles, in chemicals, in a
number of industrics where Mexico has quotas and high tariffs, 12,
15, 20 percent rates, we will get market access.

We also would make it possible for the Mexican reforms to take
hold for capital to go there and for Mexico to return to trade defi-
cits of 2 to 3 percent of GNP; and that means they will grow. Now
Mexico is not huge. It will not change the United States, but it will
mean 150,000 to 200,000 extra jobs. If jobs do not grow on trees,
look after those because they are good jobs.

Senator GRAssLEY. What are your views on the inclusion of
Cangda in the negotiations as opposed to just a bilateral negotia-
tion? ‘

Professor DORNBUSCH. I would hope that bringing Canada in will
not restrict the scope of our market access that it will not be used
to reverse some of the agreemenis with Canada. But I would note
that the agreement with Canada has not had devastating trade ef-
fects. It shows that the United States is already substantially open.

Of course, the wages are more nearly the same so it is not the
test case. The Israel Free Trade Agreement is more a test case;
Puerto Rico is more a test case that we have not been devastated.

Senator GRASSLEY. I believe this free time agreement is a long-
term development issue and I think the inclusion of Canada in the
discussions are correct. I believe the net benefit of the Canadian
Free Trade Agreement has probably been good for the United
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States. We have benefited because the United States is the lower
wage producer in many of the tradeable goods.

Yet, as Professor Dornbusch said, our wage differences with
Canada are minimal, so this agreement is a much different proposi-
tion.

The CHAIRMAN. Thank you very much.

Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman. Mr. Chairman, a
couple of points I might make. One, textiles seems to be discussed
here as an unskilled, low-capital industry. I just do not think that
is so. I challenge anybody to go through a modern textile mill. It
may be relatively unskilled, but there is tremendous capital invest-
ment. Indeed, the amount of labor employed in a modern textile
mill has decreased constantly over the years.

So I would just be cautious about tossing around the idea that
textiles is just a low-wage, low-capital investment business.

Secondly, the business about low wages attracting industry as
though industry just picks up and moves around, regrettably my
State is the second lowest manufacturing wage State in the nation.
Good old Mississippi is there at the bottom. But oddly enough our
State has the second lowest manufacturing wage in the Nation.

And yet both Mississippi and Rhode Island are not besieged by
manufacturers pouring in there because we are a low wage rate
State. So I would be awfully careful about the suggestion that busi-
nesses just pick up and move around wherever there are low wages
in the world, never mind within the United States itself.

I think the point that you made, Professor Dornbusch—and I
might say, Mr. Chairman, it is the first time I have heard it raised
here—about the effect on the Mexican politics if we go back now is
an interesting one. I think Professor Dornbusch said that this free
trade agreement is the cornerstone of Mexican economic modern-
ization. Maybe someone else has raised it; I haven’t heard it raised
since I have been listening to the testimony.

So I think you entitle that particular section of your remarks,
“There is No Turning Back,” and I think it is well for us to re-
member this.

I would like to ask you both, there is a lot of talk about wages. |
would like to ask about the differences in productivity and the dif-
ferences in quality. Professor Dornbusch has stressed the quality of
the goods. What do you say to that, Mr. Faux, about the differences
in productivity and quality production?

Mr. Faux. Well, we have looked at the differences between wages
and productivity in a number of countries. One economic policy in-
stitute is coming out with a report this week on it. It is quite clear
to us that the economic theory that says a wage gap will be made
up by a productivity gap does not really hold in the real world.

If you look at the Maquiladora you will find industry after indus-
try with productivity rates approximating our own, but with wage
rates that are vastly lower. One case comes to mind of the produc-
tion of an automobile engine where you have productivity rates
that are about 80 percent of Detroit productivity rates. But workers
are being paid 6 percent of what workers in Detroit earn.

Senator CHAFEE. | must say, we have a whale of a difference here
in the presentation of the differences in the wage rates. You are
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suggesting that an automobile worker in Mevico gets 6 percent of
his Detroit counterpart? '

Mr. Faux. I am sa‘klring it for the case I am citing.

Senator CHAFEE. Well, what about the figures cited by Professor
Dornbusch on page 3 of his testimony? I mean, if they are nonsense
I would like to know it. Now these figures are not automobile
wages and I think in his testimony he said the automobile wages
are closer than the average wages. He shows $2.32 versus $14.00, so
there is a 6 to 1 difference. You are making it a 90 percent differ-
ence.

Mr. Faux. I will accept a 7 to 1 ratio. My point is that that is a
large ratio. And that the ITC study itself says that that ratio will
not appreciably narrow as far as its own projections can take it.

So that whether it is 6 to 1 or 7 to 1 or 10 to 1 these are large
differences and they dwarf anything between the United States
and Canada.

Senator CHAFEE. Now what about his point about overhead? As 1
understood what you were saying, Professor, was that there are
some additional taxes that each manufacturer has to pay the State.
Is that what you were taking about overhead?

Professor DorRNBUSCH. Yes. The social fund, profit sharing, taxes.
So the number I give is hourly compensation and that is reported
by the Labor Department on an internationally comparable basis
so we know what we look at.

Senator CHAFEE. So this $2.32 you show here includes that?

Professor DORNBUSCH. Yes. Yes, indeed.

Senator CHAFEE. So when we conclude, it is a little over six
times—the American wa%i over the Mexican wage. Right? ~

Professor DORNBUSCH. Something like that, yes.

Senator CHAFEE. Well, that is pretty significant. What do you say
to what Mr. Faux says to that?

Professor DorNBuUscH. If I look at China I can get even bigger
multiples. Ninety-eight percent of the people in the world work
under $1.00 an hour. If we are going to take all of them and stop
them from working, and get all of the bad jobs in America, then we
will have a problem.

We cannot become obsessed with keeping every poor job in
America at any price. Because then all the migrants in the world
are going to come here to get those poor jobs. We really have to ask
where do we get good jobs; and then, how do we cope with the
hardship. But we cannot say, let us keep all those bad jobs because
that way we can get people to work for $6.00 an hour.

The trade policy that says, imports are terrible is gettin%‘ us
more and more into that. If we say, where are export markets, how
can we get market access, how do we sciueeze Japan so that we can,
in fact, get in when the{ get in here, I think it is a far more bal-
ancedfx,ii?w than to say let us protect bad jobs because that-is our
way of life.

‘%age differences are there. In Puerto Rico the walge if $5.70. We
have not seen all of industry migrating there. Israel has not
swamped us with manufacturers. Their wage is $7.00. You were
right when you said that firms do not just go and pick up to find a
low wage place. Neither in Mexico, nor in Brazil, nor today in Hun-

gary where the wage is 50 cents an hour. ‘



81

Senator CHAFEE. I will conclude. I think you make a lot of good

ints. But I think your analogy to China or Israel is not so good

ause there are 4,000 miles distance on one side and about 5,500

or 6,000 miles difference on the other side. So I am not sure it is a
good analogy compared to somebody who is on our border.

The CHAIRMAN. All right.

Now, Mr. Dornbusch, this time you do not get the last word.

Senator Bradley?

Senator BRADLEY. Thank you very much, Mr. Chairman.

Let me ask each of you, what do you think are the two major
advantages and disadvantages of this free trade agreement? This is
covering similar territory, but I would like to have it stated that
clearly. Economic advantages or economic disadvantages.

Mr. Faux. Let me first say it is not a question of a trade agree-
ment with Mexico or no trade agreement with Mexico. It is not a
question of free trade or protection. My view is that this is too com-
plex and delicate a question to put on the fast tradk.

But to answer {our question, Senator, I think the administra-
tion’s proposal will provide over time an incentive for American
manufacturers to take the low wage option when confronted with
competitiveness problems.

If the{ have the option to go to Mexico in order to compete in
the world, American manufacturers are not going to be investing
in labor saving equipment. They are nct going to be investing in
innovation. They are not going to be striving in order to get a
better product. They are going to go and solve their problem with
cheaper labor.

So I think that is the most important.

Senator BrRaDLEY. That is a disadvantage?

Mr. Faux. That is the most important disadvantage.

The second disadvantage is the dislocation of a large number of
Americans who do work in these industries. We have no safety net.
We have no retraining programs. We have no way of upgrading
these people. The notion that the Mexicans will take the bad jobs
and we will take the good jobs, presumes that there is a ladder
here for American workers.

The fact is that unlike Western Europe there is no ladder. So
that a treaty without a ladder means a lot of suffering for Ameri-
cans, some of whom constitute a third world in the United States.
There are probably some advantages to the administration’s pro-
posal for some industries, particularly the financial services who
want access to Mexico.

And people who are associated with those industries will get
major benefits. But for me the costs way outweigh the benefits of
this proposal.

Senator BRaDLEY. Do you have an estimate as to total job loss as
a result of this?

Mr. Faux. No. It depends on how much you assume that invest-
ment will flow south of the border. The ITC study assumes that no
investment will. But we do not have an estimate of it.

Senator BrabLEY. Do you have any hard data that challenges the
conclusions of the ITC study, any analysis?

Mr. Faux. The conclusions of the ITC study are quite general
and based on an acceptance of the abstract economic theory that if
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you have more trade you are going to have more benefits. But what

is interesting about the ITC study is that the numbers and the

gnalysis inside shows a potential loss of many jobs in the United
tates.

Senator BRADLEY. But other than what you find in the study, do
you have any new information for the committee with regard to
the ITC study?

Mr. Faux. No.

Senator BRADLEY. Okay.

Mr. Dornbusch?

Professor DorRNBUSCH. I agree with Mr. Faux that the principal

roblem is the lack of an adjustment mechanism in the United
gtates for those people who inevitably will suffer dislocation to get
into the large number of jobs relatively that will be created. It has
always been the problem that labor argues against import liberal-
ization, loses on that issue, but has failed to get an adjustment as-
sistance. :

We ought to have, he is totally right, like Europe, a serious way
of upgrading people’s skills so that we can then have a more export
oriented policy. The principal advantage is that the modernization
in Mexico is sustained. That means democracy. It means normal-
ization. It means that they can run deficits year after year as ade-
veloping country should and that means we will export a lot—a lot
relative to the Mexican economy, a lot relative to the other sources
of good jobs that we can look to as Europe integrates with Eastern
Europe and closes relatively, as Asia does their thing.

Where our good jobs come from, mostly, unfortunately, from
propositions like free trade with Mexico. That is not big, but it is
the best we have.

Senator BRADLEY. Could you tell me what is your sense about job
creation in the export sector because of the increased demand in
Mexico versus job loss in America because of the low-wage competi-
tion in Mexico?

Professor DoRNBUSCH. I would think that the job loses would be
of the order of perhaps 20,000. But that is not a hard number and I
will happily send you one when I have a better one. That net job
creation, my estimate is 150,000 net. So the 20,000 I will offset with
20,000 to 30,000 of export growth. I add to that the dynamic effects
of Mexican growth, some 150,000.

So I see substantial job creation with all confidence and without
at all trying to make up a rosy scenario.

Senator BRADLEY. Could I just ask, what kind of jobs?

Professor DorRNBUSCH. I would focus on the capital goods industry
as the most immediate. Mexico has not invested for 10 years. The
moment the economy turns around, as it is now doing, enormous
demands line up for American capital goods. A shift in the trade
balance in the last 2 years of $3.2 billion, that is 100,000 jobs using
the benchmark numbers of Mr. Faux’s institute, that we have al-
ready had before the story even starts.

Mexico for the United States is a job creator. There is no ques-
tion about that. Even with the maquila in, net job creation in at
least 100,000 in the last 3 years.

The CHAIRMAN. Thank you.
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Let me say, unless there is a strong feeling for a second round,
which I would like to have, frankly, but we have two more panels,
sorme of the people who have come long distances and I would like
to move on.

Senator Baucus?

Senator Baucus. Just very briefly, Mr. Chairman. I would just
like to ask Mr. Faux: What if there were a ladder?

Mr. Faux. I'm sorry? ‘

Senator Baucus. If there were a ladder would you still oppose
the agreement? That is if the agreement includes some provision to
deal with the job retraining and adjustment question that so con-
cerns you would you, still opposéthis agreement?

Mr. Faux. In any case we need that ladder. But I think that this

eement is too complex to put on a fast track, even with a
ladder. The ladder is not the only problem. -

Senator Baucus. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Let me say, gentlemen that we have obviously
had two witnesses that are very knowledgeable on the subject. I
congratulate you on the quality of the answers and the members
on the quality of the questions. We have had practically all of the
members of this committee here at one time or another because of
the very deep interest in this issue. You have been most helpful.
We appreciate that.

Thank you very much.

Professor DorNBUSCH. Thank you.

Mr. Faux. Thank you.

The CHAIRMAN. We will reverse the order of the panels since one
of the witnesses in the previously scheduled panel is late in arriv-
ipg because of a snowstorm problem, as I understand, in Minneapo-

is. -

The next panel is Mr. Jason Berman, who is the president of the
Recording Industry Association of America; Mr. Frank Bouis, presi-
dent of the Florida Fruit & Vegetable Association from Leesburg,
FL; and Ms. Mary Kelly, the executive director of the Texas Center
for Policy Studies, testifying on behalf of the Texas Center for
Policy Studies in Austin, TX, and the National Wildlife Federation.
If you would please come forward. '

Mr. Berman, we are pleased to have you once again. If you would
testify, please. ,

STATEMENT OY' JASON S. BERMAN, PRESIDENT, RECORDING
INDUSTRY ASSOCIATION OF AMERICA, WASHINGTON, DC

Mr. BERMAN. My name is Jay Berman. I am president of Record-
ing Industry Association of America. On behalf of the Association
and its more than 50 members I express my appreciation to the
committee for the opportunitl).: to appear before you today.

We represent the copyright owners of over 90 percent of the
prerecorded music sold in the United States with worldwide sales
of approximately $12 billion a year. Our membership includes the
majors—familiar companies such as Motown, Warner Brothers,
Capitol and RCA, as well as small companies, like Sparrow and
Jamie Records.
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The common thread among all of these companies is a fragile ex-
istence, based not only upon adequate and effective statutory pro-
tection of sound recordings around the world, but on the erforce-
ment of these laws as well.

This thought conveniently brings me to the topic before us today,
the Mexican FTA. I appear here as a man caught between a sponge
and a soft place. I say this because everyone that I speak to on the
ism;le of the need to protect U.S. sound recordings seems to agree
with me.

The Salinas Government calls the adequate and effective protec-
tion of intellectual property, including sound recordings, a priority
of the highest order. The Bush administration informs us and has
informed this committee that they expect legislation overhauling
Mexico’s inadequate intellectual property laws to be enacted in
April or May of this year, resulting in express protection for U.S.
sound recording copyright owners.

You and the Congress, and this committee in particular, have
made your intentions with respect to intellectual property very
clear. Beginning with the CBI initiative, to GSP, to the 1988 Omni-
bus Trade and Competitiveness Act, to your oversight over the
Uruguay Round, you have forcefully commanded that countries
that do not afford adequate and effective intellectual property pro-
tection may not be permitted access to the U.S. market.

So if everyone agrees with me—and it does not make much sense
to preach to the converted—why am I here? The answer is simple,
to borrow a sports analogy, I have not heard the fat lady sing.

Mr. Chairman, I cannot overemphasize the importance of ade-
quate and effective copyright protection in foreign markets. U.S.
record companies claim about 50 percent of the world’s $22 billion
a year trade in sound recordings. Nearly 40 percent of our total
sales presently occur outside of the United States. And the percent-
age of these sales will only increase as newly industrialized and
lesser developed nations move further into the mainstream of
world commerce.

The development of new technologies permitting rapid dissemi-
nation of information and entertainment will further ensure that
U.S. sound recordings will reach an ever wider audience. It is our
responsibility to ensure that the listener pays for that right.

Some of you must be wondering what all this has to do with the
issue before us in terms of Mexico. Well, allow me to make that
connection. Mexico today offers no protection to sound recordings—
none to U.S. recordings, none to Mexican recordings, and inciden-
tally I should point out that there is an indigenous recording indus-
try in Mexico.

We estimate that annual sales of pirated product in recordings in
Mexico today exceed $250 million a year. About $75 million of that
is lost to U.S. record companies. United States and Mexican record
companies, performers, musicians, studio engineers, songwriters
and publishers are being devastated by rampant piracy.

There are reports of over 4,000 vendors of pirate recordings in
Mexico City alone. I am hopeful that this fundamental and gaping
inadequacy in Mexican legislation will be resolved in April or R‘lay
of this year when the Mexican Parliament is due to reconvene.
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In my view, Mr. Chairman, the issue of copyright protection for
sound recordings and other U.S. works is not an appropriate sub-
ject to be left to the FTA negotiation. We cannot afford to wait.
Given existing market conditions and current losses it needs to be
rﬁsolved before the FTA; and the Mexicans have acknowledged
this.

If it is not, I hope to be back here again prior to the final vote on
the extension of negotiating authority. Let me say, however, 1
assume it will be resolved. But seeing is believing.

Now let me turn to a fundamental issue which I think under-
lines the question of the free trade agreement with Mexico. Be-
cause as you know, free trade has no fixed meaning in its particu-
lars and is subject to ever changing criteria by who evaluates it.
Free trade without meaningful intellectual property protection is
an oxymoron. Free trade, permitting entire sectors to be excluded
from national treatment and nondiscrimination on the basis of so-
called cultural exemptions is unacceptable and must be resisted.

In this regard, Mr. Chairman, I want to make it clear that the
concept by which the Canadians have been permitted into the proc-
ess of a Mexican FTA poses enormous problems, not only for the
U.S. recording industry, but for the U.S. motion picture industry as
well. For there is in the Canadian FTA this terrible provision
called a cultural exemption.

I think what we need to guard against is grafting onto the Mexi-
can FTA the infirmities that were built into the Canadian FTA.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much.
d.['Iihe prepared statement of Mr. Berman appears in the appen-

ix.

The CHAIRMAN. Mr. Bouis, the President of the Florida Fruit &

Vegetable Association. We are pleased to have you.

STATEMENT OF FRANK BOUIS, PRESIDENT, FLORIDA FRUIT &
VEGETABLE ASSOCIATION, LEESBURG, FL

Mr. Bouis. Mr. Chairman and members of the committee, I am
Frank Bouis and I live in the rural town of Leesburg, FL. I am the
President of the Florida Fruit and Vegetable Association and we
represent most of the people who bring you your winter vegetables
and citrus fruits. But I am going to try to talk on behalf of all of
the fruit and vegetable growers of all of the United States.

Let me digress to say that in real life the Florida Fruit and Veg-
etable Association does not pay me to be their President. I am a
citrus grower. I know all of the difficulties that are involved in
growing, harvesting, preparing for sale and selling citrus fruits;
and I know the importance of those activities to our people, to our
communities and to the rest of our country.

Mr. Chairman, we are not opposed to a trade agreement with
Mexico. We are opposed to a free trade agreement with Mexico. In
fa::é v;e believe that a trade agreement with Mexico is desperately
needed.

However, a poorly considered agreement will have a tremendous
effect on the American food supply and it will have a terrible effect
on the people who grow the fruits and vegetables, the people who
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supply them, their associates and even their neighbors, and no less
an authority than the ITC has said so.

It is unfortunate that fruits and vegetables do not get the official
attention that they deserve, but they do not. Fruits and vegetables
are not subsidized. They are not program crops. They do not pro-
vide surpluses. They are only minimally supported in export mar-
kets. They are not counted twice. They are only minimally fed to
{;\ﬁastock Until very recently they were not included in any farm

ill.

Gentlemen, these are very serious handicaps for getting any offi-
cial attention in Washington. And yet I say to you that fruits and_
vegetables are a very important thing. They represent 25 percent
of the cost of your food. Their farm gate value out strips that of
any other agricultural group except meats ¢ :d possibly dairy prod-
ucts. They are grown commercially in every State of the union and
they are the Surgeon General’s number one prescription for a good
national health.

Gentlemen, our country’s dietary patterns are shifting. We are
eating more and more fruits and vegetables and especially more
and more fresh and fresh frozen ones.

Because of the distribution of labor and climate in this country,
the production of these commodities is shifting predominantly to
the warm weather States, especially California, Florida, and Texas.
And, indeed, this trend is so great that California and Florida
today are the number 1 and number 2 agricultural crop processing
States in the country, surpassing those in the so-called farm and
grain belt.

But it is this very segment of fresh and fresh frozen fruits and
vegetables that is most threatened by a poorly drawn trade agree-
ment with Mexico. To grow fruits and vegetables that are accepta-
ble to the American public requires a benign climate, requires a lot
of labor. And I point out to you that these become extremely high
value agricultural commodities.

Mexico has the labor. Mexico has the climate. And Mexico has
the desire to change their high value fruits and vegetable for our
low value subsidized drains. The rapid agricultural trade group
that has been pointed to with so much pride is in fact one of in-
creasing movement of grains and oil seeds southward and fruits
and vegetables northward. The parts of our country that are most
effected are California, Florida, and Texas.

Gentlemen, producing, harvesting and handling fruits and vege-
tables takes place in an entirely different setting in Mexico than it
does from the United States. The food programs, the labor pro-
grams, the environmental programs are entirely different.

Food production in the United States grows out of all of the
social history and background of a great industrialized nation. Food
production in Mexico, insofar as it is affected by their exports to
this country, comes out of the production of crops for export.

Fruit and vegetable %i'rowers are predominantly free traders by
nature and in reality. We are accustomed to dealing in a market
economy. And consequently, a trade agreement has a lot of appeal
to us. But there must be grovisions in the agreement that will
bring about a more level and not a less level playing field.
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Fruit and vegetable growers in this country work hard to reach
the highest level of food security. We work harder at it than do our
counterparts in Mexico and we are more successful. With that
extra effort those extra burdens that are imposed upon us are ex-
pensive. They are a burden that our Mexican counterparts do not
bear. We ask that Congress decide if they would prefer to have a
Mexican level of food security in this country or a U.S. level of food
security in this country.

If you choose the latter then let the Mexican grower that is ex-
porting to this country be expected to raise his standards to those
of this country; and let the phasing out of the tariff protection take
place in step with the phasing in of U.S. level food security.

There must be adequate standards. There must be transparency.
But this should impose no problem, because the American farmer
is expected to do the same and has done it for years. Labor and
services are always spoken of. Labor and services must also be ad-
dressed. :

Farm labor is a service just as much as movie stars are and farm
labor is skilled labor. The fact is that our society needs Mexican
farm workers just as much as Mexican farm workers need our jobs.
We pay Mexican farm workers in this country as much in an hour
as Mexican farmers pay them in a day. We export billions of dol-
lars of American money to Mexico in exchange for labor that
comes back as part of the balance of trade payments.

The CHAIRMAN. I will have to ask you to summarize, Mr. Bouis.

Mr. Bouis. Mr. Chairman, no matter what theories lie behind
these proposals, the fact is that they must produce an acceptable
relationship between our countries, a relationship that the consum-
ers, the workers, the entrepreneurs and the communities, both 4in
the United States and Mexico can live with. And if that is not ac-
complished, then we will have an agreement that we will wish that
we did not have.

Thank you.

The CHAIRMAN. Thank you very much.

[The prepared statement of Mr. Bouis appears in the appendix.]

The CHAIRMAN. Ms. Kelly?

STATEMENT OF MARY E. KELLY, EXECUTIVE DIRECTOR, TEXAS
CENTER FOR POLICY STUDIES, AUSTIN, TX

Ms. KerLLy. Mr. Chairman and distinguished members of the
committee, good morning and thank you for the opportunity to ad-
dress the committee on the issue of environment and the free trade
agreement. -

My name is Mary Kelly. I am the executive director of the Texas
Center for Policy Studies based in Austin, TX. The testimony I will
give today is also being provided on behalf of number of other envi-
ronmental organizations.

The Texas Center for Policy Studies has several on-going re-
search and technical assistance efforts dealing with environmental
problems in the Texas and northern Mexico border area.

As a result of this border area and binational work, we have
come to understand that economic integration, which has been oc-
curring even with a free trade agreement, can have significant ad-
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verse environmental effects if not accompanied by proper controls.
We believe the proposed free trade agreement between the United
States, Mexico and now, very likely, Canada, will set the course for
the future of the environment in the United States-Mexico border
region for many years to come. This belief is shared by many of
our counterparts in the Mexican environmental communities.

I want to make it clear at the outset that neither the center nor
the endorsees of this statement are opposed in principal to a com-
prehensive trade agreement between the United States and
Mexico. We are, however, concerned about the potentially disas-
trous consequences of a trace agreement that does not include ex-

_plicit measures to protect tie environment and foster sustainable
development in both countr:es.

It must be recognized a: the outset that a trade agreement is_
more than just an agreerient on the rules for trading goods and
services. While setting tle rules is one function of such an agree-
ment, it is clearly not :he only function or consequence. As we
have heard earlier, a trade agreement will also promote increased
U.S. investment and irdustrial production in Mexico and increased
production in both cointries, possibly to serve export markets. A
trade agreement thus begins to set a pattern of industrial and re-
source development.

As you have all no ioubt heard by now the Maquiladora program
along the border has resulted in several serious environmental
problems. A few specific examples are cited in my written remarks.

The reason, however, that these problems have developed is that
neither the United States or Mexican Governments considered the
restrictions necessary to ensure that the !Jfaquiladora program
would result in sustainable and environmentally sound develop-
ment.

The Maquiladora program did not require U.S. industries trans-
ferring their operations to Mexico, to invest in adequate sewer,
water or housing infrastructure for the vast surrounding communi-
ties of workers drawn to the plants. It did not require that the Fed-
eral and State Government agencies plan for reasoned and sustain-
able use of scarce water resources, nor did it establish an environ-
mental regulatory structure to monitor Maquiladora operations,
test for pollution {evels or enforce environmental laws.

The result of failing to address these issues simultaneously with
institution of the Maquiladora program has resulted in a mess that
“{e can no longer ign{ore and that will be extremely expensive to
clean up.

Including environmental concerns in a trade agreement itself is
the most direct way for the two governments to address the issues
and to demonstrate to Congress exactly how the potential problems
will be addressed. '

It must also be acknowledged that we are facing a unique situa-
tion with Mexico due to the disparities in regulatory structures,
available resources for funding those structures, the great need for
employment in Mexico, and the shared geographical border, and
the direct impacts on U.S. citizens of pollution in the border area.

All these factors combine to make the need for consideration of
environmental issues in any trade agreement between the United
States and Mexico undeniable and urgent.
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The Environmental Agenda that is attached to my statement
sets out several specific mechanisms that environmental groups
have discussed for addressing these issues. Given the limited time,
I will not discuss all of those. Let me touch on just a few, however.

The CHAIRMAN. Those all will be included in the record.

Ms. KEeLLY. Yes, sir; thank you.

First, the need for an environmental assessment. An environ-
mental assessment of a potential trade agreement, following the
guidelines of the national environmental policy act will provide
necessary information for the public and Congress to evaluate the
potential environmental impacts of a trade agreement with Mexico.

Second, the agreement should include specific measures for bina-
tional cooperation in pursuing sustainable development policies.
The trade agreement must also specifically recognize and preserve
the rights of Federal, State, and local governments in each country
;o elnﬁct measures protecting the environment, public and worker

ealth.

Third, the agreement must include specific funding measures to
aid Mexico in strengthening environmental planning and regula-
tory efforts. Possible funding sources are listed in the remarks.
Also, the agreement should include explicit provisions for actions
by Mexican ¢itizens in U.S. courts against U.S. companies that
cause property damage or personal injury in Mexico.

Fourth, the agreement should include specific funding measures
to improve physical infrastructure strained by increased U.S. in-
vestment in industrial development.

In conclusion, we believe that Congress must take a proactive
role in assuring that environmental considerations are explicitly
addressed in any trade agreement between the United States,
Mexico and Canada.

Thank you for your time; and I will be happy to answer any
questions.

K'll‘}ue CHAIRMAN. Thank you. We are pleased to have you, Ms.
elly.

[The prepared statement of Ms. Kelly appears in the appendix.]

The CHAIRMAN. Mr. Berman, in meeting with President Salinas
in Mexico late last year he assured me that they are going to legis-
late on this and do that this spring. They have by executive decree,
as I understand, tried to protect some copyrights and some sound
recordings, but obviously have much further to go. '

I must agree with you about the cultural exemption. Because as
far as I am concerned, that one with Canada is really economic
protectionism. In spite of what my Canadian friends say, I do not
think there is that much difference in the cultures of the two coun-
tries, but you have that concern, obviously, with Mexico.

Mr. BErRMAN. Well, very often, Mr. Chairman, as you know, and
particularly in the case of Canada, Commerce has often been
masked as culture and that was, in fact, the issue in Canada. It
had nothing to do with Canadian culture, which I am hard pressed
to distinguish from the culture here in the United States.

It had to do with who had the right to exploit the exhibition of
U.S. copyrighted works. And having fallen into this trap in regard
to the Canadians, it is our hope that we will not be forced to do so
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again in regard to Canada by opening up the Mexican FTA to the
Canadians as well.

As far as the Salinas administration’s performance in this
regard, yes, there have been a number of promises and bills were
actually introduced over the course of the last session of the Parlia-
ment providing copyright protection, not only for U.S. sound re-
cordings, but for intellectual property rights involving patents and
trade marks as well, which is another serious issue.

Unfortunately, none of those were enacted.

The CHAIRMAN. I must say I met with some of the members of
the legislature too who have also assured me that is going to
happen. )

Mr. BERMAN. I believe it is going to happen, Mr. Chairman. And
because I believe it is going to happen we are supporting the notion
that the Congress ought to grant fast track negotiating authority
in this regard. If it does not happen, I think it will be a precursor
of the way negotiations will go and I think it would set an awfully
bad environment. )

The CHAIRMAN. That would concern me too.

Mr. Bouis, let me say that I spent my summer months as a kid
working in orchards and I was in the citrus business, in a substan-
tial way, until the 1983 freeze in South Texas, but I am still con-
cerned and interested. The ITC study shows that fruit and vegeta-
bles is an industry that does take a serious hit.

It concerns me as a south Texan who is very much seeing his
neighbors involved in that and for what we see for Florida and
California and Arizona and others who are in that business, that it
is going to be a difficult one to address and to negotiate on, wheth-
er it is a question of longer transition periods or trying to see that
the insecticides, pesticides used in Mexico are acceptable here for
protecting our health standards.

But I for one will be concerned about it, trying to see what we
can do to address it.

Mr. Bouis. Mr. Chairman, could I respond to that a moment,
please, sir?

The CHAIRMAN. Yes.

Mr. Bouis. The seriousness, there are two seriousness’ of it. One
of them is that the parts of the country and the people that do
these things are not to be used for other things. The second is that
it is the food supply of the country that is being talked about. And
the third thing 1s that it is the Mexican workers that work in
American agriculture.

Now we suggested that it is not necessary that it all be bad. We
suggest that if, in fact, Mexican food production methods are raised
to those of this country or contrarilized that U.S. food production
methods be reduced to that of Mexico, that would be one thing.

We suggest secondly that Mexican workers, as they are needed
for competitive purposes, to continue to come to this country, to
maintain the competitiveness of American agriculture and all of
the other jobs that are associated with it, plus the earning the ca-
pacity of the Mexican workers.

And thirdly, we suggest that there should be a provision whereby
the Mexican agriculture can be harmonized with the American ag-
riculture. That is going to lead to a better way for all of us.
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The CHAIRMAN. Mr. Bouis, let me say as one born and reared on
that border, the integrity of our borders is important to a country.
I feel very strongly about that in spite of the fact that it is for the
poorest. And the Mexican workers here, as far as I am concerned,
ought to be here only legally.

Ms. Kelly, I appreciate your concern and I share your concern
with the environmental problems there. But I look at the Presiden-
tial Summit meeting in Monterrey in November, as I recall, where
they announced the formation of a joint effort on the part of the
United States and Mexico to develop an overall plan for that pur-
pose, to try to assist in the environmental concerns.

Are you encouraged by that or not?

Ms. KeLLy. I am certain encouraged by that, sir. But I do not
think it is a replacement for putting the environmental issues on
the table in trade negotiations.

The CHAIRMAN. Well we really have some tough problems on the
border as far as environmental concerns.

Senator Packwood?

Senator PAcKkwoobp. Jay, I agree with you also on the cultural ex-
emption. It was a mistake in the Canadian agreement. We are
always on the fringes of it with Europe. We are never quite sure
what they are going to do. But I think you and I know what they
would like to do if they had their druthers in the name of cultural
purity. I hope we do not go down that road.

Mr. Bouis, do any of the fruits and vegetables that you grow or
any of the growers you have, do any of them have marketing
orders? -~

Mr. Bouis. Yes, sir.

Senator PAckwoop. Is it common in the industry?

Mr. Bouis. Marketing orders are more used in California than
they are in Florida. In Florida they are used on tomatoes and some
on grapefruit and celery. For various reasons, marketing orders are
less important in Florida than they are in California.

Senator Packwoop. Now do you see any opportunities for the
fruits and vegetables that you grow or that you represent—and the
reason I ask this is because I have had a number of growers in
Oregon who think they see an opportunity for what they are grow-
ing in Oregon in the Mexican market. I almost sense from you that
you do not see any upside at all for any crops.

Mr. Bouss. You didn't give me enough time to get all the way
down to that. The Mexican economy is growing more rapidly than
the U.S. economy is. Their population grows more rapid. There is a
market there. In fact, some strata of Mexican society would rather
have U.S. fruits and vegetables than Mexican because they are
better. And I could say more about that than I would like to.

However, repeatedly stumbling blocks are placed in our way by
the Mexican bureaucracy so we cannot get there. Part of a trade
agreement should be to do away with those obstacles.

Mr. Senator, we are not opposed to a trade agreement. We think
in the long run it probably, almost certainly, will be a good thing.
We are opposed to a bad one. We have got a bad relationship wit
Mexico now—vis-a-vis trade practices, labor practices, illegal work-
ers, all kinds of things—let us not make it worse.

42-960 0 - 91 -~ 4
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Senator PAcCKwooD. Let me say it is a pleasure to have you come
testify. It is worthwhile to hear testimony from somebody who is in
the business and actually has a hands-on knowledge of it. You are
a good witness. -

Ms. Kelly, let me ask you, in any of these trade agreements we
may enter into in the future—and I think there is going to be
others, should environmental equality be a sine qua non of most
agreements?

Ms. KeLry. To make sure that I understand your question, sir, by
environmental equality you mean the same standards apply?

Senator PAckwoob. Yes.

Ms. KeLLy. I think that should be our ultimate goal as long as
those are set at the higher level. Now take for example the differ-
ence between Mexico and United States. There are many small in-
dustries in Mexico that would have extreme difficulty meeting cur-
rent 1J.S. environmental standards. So there needs to be an appro-
priate process for phasing in harmonization and I think the envi-
ronmental community would support harmonization as long as it is
at the higher level and countries are not forced to lower their own
standards.

Senator Packwoobp. And to the extent that we would enter into
agreements with countries that have higher standards than we do,
we siould have to adhere to their standards then?

Ms. KELLY. Yes, sir.

Senator Packwoop. And you would have the same feeling—be-
cause I think within 5 to 10 years we are going to be negotiating
trade agreements with Asian countries on free trade agreements—
you would have the same strictures there.

Ms. KeLLy. I think the environmental community is coming to
realize very strongly that economic integration and environmental
issues are not separate issues, that they are entwined very closely.
I think interestingly enough some of the trade people are coming
to realize that as well.

Senator PaAckwoobp. Thafk you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. One of the concerns I have in the trade agree-
ment with Mexico is where they have gone to a 20-percent maxi-
mum tariff and an average of under 10 percent; but when it comes
to horticulture products they still use a lot of licensing. And licens-
ing can be maneuvered in effect to be quotas. I think we are seeing
a lot of that in Mexico today. That is a real concern to me.

Then we are seeing insofar as certain health standards, I think
we are seeing that manipulated too; and that, too, is of concern to
me.

Let me say I can understand why you are president of your asso-
ciation. You effectively argue your point of view.

Mr. Bouis. It is serious and it is going to get worse. We get more
than half of our fresh produce from Mexico at certain times of the
year.

The CHAIRMAN. Yes.

Mr. Bouis. They do not meet the same standards as American
production, which is not to say that it is rot safe. They are, but I
am saying it is different. I am saying that an ill-considered trade
agreement with Mexico that has no other programs in it will move



93

more of that production south of the border so that the United
States is going to be fed its fresh fruits and vegetables from foreign
sources, not in the mainstream of the American philosophy; and 1
do not think anybody wants that, and I do not think it is necessary.
The CHAIRMAN. Thank you. That has been very helpful testimo-
- ny. We appreciate that.

Our next panel is James Piatt, who is the Regional Commission-
er of the U.S. Customs Service, Houston, TX; Mrs. Suzanne Azar,
who is the mayor of the city of El Paso, TX; and Ed Pastor, who is
the county supervisor of Maricapa County, Phoenix, AZ.

Mayor Azar, we are pleased to have you and I would like for you
to proceed as the first witness.

STATEMENT OE-SUZANNE 8. AZAR, MAYOR, CITY OF EL PASO, EL
PASO, TX

Mayor Azar. Thank you. My name is Suzanne Azar. I am the
mayor of El Paso, TX. I would like to talk about the free trade
agreement between the United States and the Republic of Mexico.

I have a number of charts. First, I would like to show you the
border along the United States and Mexico and you can see that
from San Diego to Brownsville is about a 1,600 mile stretch of land
with about 7.8 million people. Millions of Americans and Mexicans
commute to and from the United States and Mexico evuryday to
attend social and cultural events, to conduct business along both
sides of the border.

El Paso, which sits in the very center of the United States/Mexi-
can border is the 22nd largest city in the United States. I would
like to say that the new census shows that we are larger than
Denver, larger than New Orleans—a really major city, although we
are so far from the center of government.

Chart No. 2 will show you a little bit about that population. As
you can see, the figures for 1990, the city of El Paso has over
530,000, but the city of Juarez, which is immediately adjacent to El
Paso, with 1.2 million; and projections for the year 2010 in the El
Paso/Juarez Metroplex would be over 3.5 million people.

Physically, socially and economically, the two cities are one. If
you will show the next chart, please. We have fo'ir international
bridges that are the arteries that feed the internaiional life blood
of these two vibrant communities, creating one of the largest port
of entries in the world. Students, shoppers, tourists, maquila em-
ployees and commuter workers cross daily in both directions; and
to the west—you can see two orange dots on this chart—are two
new ports of entry that have been proposed for Anapra and Santa
Teresa, New Mexico, and that will be seven ports serving our area.

The changes of policy in Mexico City and Washington, DC, are
immediately felt at the border city level. Unprecedented growth
now in the maquila industry ensued on Juarez, Mexico created
over 135,000 jobs for Mexican workers in 320 large plants. We have
seen a 25 percent contribution to.our job growth directly related to
magquilas in El Paso during the last decade.

I believe the free trade agreement will be good for El Paso and
the United States because business will grow. Investment opportu-
nities will develop, industrial land values will go up, new and
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better materials will be available in both countries, employment
opportunities will increase, and the flow of materials and ideas will
increase.

There is no doubt that the scale of these economies and the
movement of goods and services between the border communities
has great impact on existing infrastructure, job transformation and
support distribution systems.

A major change, such as free trade between the two countries, is
certain to have profound short and long-term effects; and I have
specific concerns that relate to the need to plan for this change and
to anticipate both problems and opportunities resulting from the
free trade agreement.

‘As mayor, my biggest concern, of course, is population growth,
environmental problems, increased vehicular and pedestrian cross-
ings and additional manpower needs—Mr. Piatt can talk more
about that—needs at the ports of entry, and increased commercial
and domestic traffic on our streets and highways.

El Paso will need additional housing and urban development
funds for low and moderate income housing construction as compe-
tition for affordable housing increases due to worker migration to
the U.S. border cities. CDBG funds will also be needed to provide
community facilities that revenue poor cities with small tax bases
will be unable to afford.

El Paso’s air pollution is a serious threat to the public health.
We are the eleventh in the nation as far as serious air pollution
problems. The problem is aggravated by the burning of tires, wood,
paper and kerosene by the residents in Juarez, Mexico to satisfy
some of their basic cooking and heating needs.

In addition, their automobiies and our automobiles contribute ap-
proximately 56 percent of the ambient air contamination. We have
many of these vehicles forming long lines waiting for the Federal
inspection process in crossing those bridges.

There is no sewage treatment in Ciudad Juarez. All raw sewage
is collected by a network of sewer trunk lines and is discharged
five miles downstream into a sewage canal that parallels the Rio
Grande River, which is the international boundary. It flows adja-
cent to the river for about 50 miles until it dissipates into the
ground or is used for agricultural purposes.

This sewage canal parallels the El Paso city limits and is a mere
300 feet from our city limits line. The threat of disease and ground
and surface water contamination is real. Governments at all levels
need to plan for joint use of treatment plants at once to effectively
eliminate this massive public health threat.

Chart No. 4 will give you some of the statistics as far as vehicle
traffic. You can see that over 11 million vehicles crossed north-
bound only, passenger vehicles, in 1976; and that number grew to
over 15 million in 1990.

But in particular, take note of the commercial vehicles. The
northbound motor freight crossings jumped from 85,500 in 1976,
ghelr;) 91(;19,029 in 1985, and over half a million commercial vehicles
in .

We have a number of real needs that are going to be affected b
the growth of that kind of transportation with free trade, whic
means highways; and particularly, it means a lot more manpower
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for those Federal inspection stations that clog that traffic up and
back it up for miles. And right now if today you asked me how
many inspectors I needed, I need 150 additional Immigration and
Naturalization inspectors; 200 additional U.S. Customs inspectors;
and 100 Agriculture inspectors, with more staffing needed as free
trade increases border traffic.

The CHAIRMAN. Thank you.

Mayor AzaRr. I would just like to close with a tomment that
Mexico is making extraordinary efforts to privatize and open its
door to free trade and competition. A free trade agreement could
mean economic viability in Mexico. Mexico’s economic crisis has
forced many of its citizens to seek a better life by immigrating
across the border.

Our response over many decades has been to build walls. In some
areas of El Paso along the border we have four rows of barbed wire
fences known as the ‘“Tortilla Curtain.” Let us build bridges, solve
our associated infrastructure problems instead of building walls.

Thank you.

The CHAIRMAN. Thank you very much, Mayor.

[The prepared statement of Mayor Azar appears in the appen-
dix.]

The CHAIRMAN. Now, Commissioner, you heard how many she
needs. [Laughter.)

Mr. PiaTT. The check is in the mail.

The CHAIRMAN. Mr. Piatt, I am delighted to see you again and
enjoyed our visit down in Brownsville. We look forward to your tes-
timony.

STATEMENT OF JAMES C. PIATT, REGIONAL COMMISSIONER, U.S.
CUSTOMS SERVICE, HOUSTON, TX

Mr. Piatr. Thank you. Mr. Chairman, members of the commit-
tee, I appreciate the ocpportunity to appear before you today to talk
about the topic of a free trade agreement with Mexico. I will be dis-
cussing the impact of such an agreement on U.S. Customs oper-
ations at the Southwest border locations. My area of responsibility
is for the Mexican border, except for the California part of it.

Before answering this committee’s questions, I would like .to
make a brief statement which summarizes our Agency’s response
to the potential impact of a free trade agreement with Mexico. I
have provided the committee with a comprehensive statement for
the record.

We are making two basic assumptions in constructing plans for
the short and medium term for a possible free trade agreement
with Mexico. First, trade will increase. Second, it will be gradual
instead of being an immediate major change.

There are three areas of Customs operations that will be espe-
cially impacted by a free trade agreement. They are facilities, staff-
ing and implementation of the agreement.

Congress recognized the importance of facilities in 1988 when it
appropriated funds for a major capital improvement program for
the inspectional facilities at the southern border crossings. In the
Southwest region alone, which includes the States of Texas, New
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Mexico, Arizona, and Oklahoma, we have 36 improvement projects
in varying stages of completion.

These include renovations and expansions recently completed at
eight crossings; construction in progress to renovate and expand
- eleven crossings; work to completely replace three existing stations;
the building of one new bridge; and the replacements or additions
of 13 other sites.

These efforts, some of which we began planning 5 to 10 years
ago, are calculated to provide adequate space for increased com-
mercial and noncommercial vehicle traffic for at least the next 5 to
10 years. Additionally, the designs of the newer facilities are such
that they can be easily expanded to handle expected increases.

New bridges and new facilities require additional manpower. We
anticipate hiring more inspectors. These are the individuals who
perform the actual screening of passengers and examination at the
various crossings. By the end of this September I plan to hire 275
inspectors for the bordering crossings in the southwest region—155
of these have already been selected.

In addition to the inspectional force, there are two other groups
of employees involved in Customs commercial operations—that is,
import specialists and regulatory auditors. There are presently 83
import specialists throughout the southwest region. We intend to
add seven more by September. One of the things we are doing, Mr.
Chairman, is adding a new office in Harlingen to service the Rio
Grande Valley, which we believe will give better service.

Our 1992 budget also requests additional auditor positions. We
believe that certain new features of automated processing system
will help the Customs Service cope with increases in commercial
cargo and documentation. One of the elements of our 5-year plan is
to come up with increased usage of high technology, one of which
will be the use of x-rays—to try to x-ray large conveyances coming
across the border. We think that that makes very good sense.

Our final area of planning for a Mexican Free Trade Agreement
involves the actual steps for implementation. We will have two
parallel training programs—one for our employees, and one for the
trade that we deal with.

As a final point, I would like to add that the U.S. Customs Serv-
ice has begun establishing a close working relationship with Mexi-
can Customs. As you may be aware, that was not always the case.
Our new Commissioner has done wonders in improving the rela-
tionships with Mexico.

In summation, I would like to say that the U.S. Customs Service
will be ready to handle the increased workload involved in the for-
eign trade agreement if one should happen.

Thank you.

The CHAIRMAN. Thank you, Commissioner.

[The prepared statement of Mr. Piatt appears in the appendix.]

The CHAIRMAN. Yes, I must say I think there has been quite a
change in attitude on our side insofar as the Commissioner.

Mr. PiaTt. Yes, definitely.

The CHAIRMAN. Mr. Pastor, we are pleased to have you. If you
would go ahead.
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STATEMENT OF ED PASTOR, COUNTY SUPERVISOR, MARICOPA
COUNTY BOARD OF SUPERVISORS, PHOENIX, AZ

Mr. Pastor. Thank you, Mr. Chairman. Mr. Chairman and mem-
bers of the committee, I am Ed Pastor.

The CHAIRMAN. How long did you spend in Minneapolis?

Mr. Pasrtor. Too long.

The CHAIRMAN. I'm sorry about your travel problems.

Mr. Pastor. Thank you, Mr. Chairman.

I am a member of the board of supervisors in Maricopa County,
AZ. 1 appreciate the opportunity to appear before you today.

Let me go on record at the outset as stating that I support the
actions to date of the Governments of Mexico and the United
States, with respect to the Free Trade negotiations. I further sup-
port the addition of Canada to the discussions and believe that
when this is brought about to a successful conclusion, the North
American Continent will represent the largest and most powerful
economic zone in the world.

As you know, trade has increased between Mexico and the
United States. As a native of Arizona I am aware of the trade
impact on my home State. During 1989 at the Mexico/Arizona
border we had crossings of 26 million people, 7.8 million vehicles,
200,000 commercial trucks and 200,000 cargo containers. A study
completed for the U.S. Customs Service indicates that by 1994
cargo container crossings will be up by 50 percent; and people and
vehicle crossings will increase by 20 percent.

Further, by the end of the decade it is estimated that the vehicle
crossings will increase by 40 percent. We can predict that the free
trade agreement, the percentages, will increase dramatically and
we need to be ready.

While techmcally a separate issue, I believe the matter of ade-
quate infrastructure needs to be addressed, perhaps in parallel to
assure success in the implementation of the free trade agreement.
There are both short- and long-term infrastructure issues.

Due to the increase in pedestrian traffic, vehicles and cargo Cus-
toms facilities must either be expanded or established at key
border crossings. The U.S.-Customs Service must be able to process
the traffic in a more efficient, effective manner and still protect
the interest of the United States.

The Federal Government must make the commitment to provide
the necessary facilities to enhance the success of any accord. Obvi-
ously, the trained personnel required to staff these facilities must
also be provided to meet the increased demand for services.

Of equal 1mportance is the automation of Customs services for
both countries. It is very important that the telecommunications
and the computerization of both countries be compatible and up to
date. If they are not, they could serve to thwart the implementa-
tion of the free trade agreement and mitigate its benefits.

A slightly longer term issue with respect to the free trade agree-
ment is the infrastructure required to successfully address the en-
vironmental implications of expanded trade between the two coun-
tries. The industrial expansion of the past decade along our border
has demonstrated that both-the United States and Mexican ecolo-
gies are directly affected. Because of the geographical and ecologi-
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cal characteristics of the border region, communities along both
sides share common air and water supplies. -

Due to the terrain characteristics, contamination of natural re-
sources on one side results in pollution on the other. While infra-
structure issues have historically been the responsibility and the
province of local governments I would suggest that the rapid
growth of the border areas has created a situation where many po-
litical subdivisions find themselves unable to fulfill the legitimate
needs of the population.

As a result, I would suggest that both Federal Governments must
realize that they need to assist local authorities with reasonable
amounts of technical assistance and financial aid to ensure that
the infrastructure required to protect the public health and envi-
ronment is in place as the expanded and industrialization occurs.

Free trade, Mr. Chairman, is a national issue. The benefits to the
United States will be felt nationwide, not just the border. Accord-
ingly, it is responsible to share some of the costs. The infrastruc-
ture issues, while not glamorous, are important and must be ad-
dressed in order to ensure that the full benefits of any free trade
agreement are reached.

I urge your careful consideration of them during this process.

The CHAIRMAN. Thank you very much, Mr. Pastor.

Mr. Pastor. Thank you.

[The prepared statement of Mr. Pastor apr.ears in the appendix..

The CHAIRMAN. Mayor, with your intimate knowledge of the
problem and your deep concern for it, last year the Congress appro-
priated $14 million for additional Customs stations in El Paso. Now
when that is all completed, do you think that is going to take care
of the problem or are you going to be back talking to us about
more because of a free trade agreement?

Mayor AzAr. You have to know with the number of crossings
that we alreadv have we still have long lines backed up at the
bridges. Facilities are very important and I think we are getting
caught up.

The money that was appropriated for the Zaragoza Bridge is
being utilized right now. We are still in construction phase. We
have temporary facilities set up there. But we still have some real
problems with long, long lines. Because at the Cordova Bridge,
which is our central bridge, there are only eight stations. We have
talked to the District Director, Mike Mack, and said, “How can you
pass people through more rapidly?”

Those eight stations take 20 to 30 seconds per car. We are look-
ing for drugs. We are looking for illegal goods. We are looking for
lots of things, immigration inspections as well. So that inspection
process pushes that traffic back in long, long lines. So, yes, the fa-
cilities expanding to more numbers of booths and also increased
numbers of manpower at all of those facilities.

Right now we need an expansion at the Cordova Bridge, as well
as the new facility that is under construction.

The CHAIRMAN. There you are, Mayor. We have tough competi-
tion for funds, tight budgetary restraints. I would guess if I went to
mayors along that border that virtually every one of them would
say they need more Customs peopie, they need more Immigration
people and they need more infrastructure, more bridges.
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Now in that competition for priorities how do we single you out?
What makes you different?

Mayor Azar. I might just say that we at the local level—and my
budget is not in the top 50 cities, even though I am the 22nd larg-
est city. We have taken municipal responsibility for a lot of the in-
frastructure like highways and roads; and I think we have a very
good system on our side of the border. We approved a half cent
sales tax for mass transit. We have a very good municipal transit
system; and we are doing our share to make that work, to make
those populations move back and forth.

The problem that is imposed on us by, in fact, having a border
there is all Federal policy—Federal rules on immigration, Federal
rules on goods and services. And so this causes a great deal of con-
gestion on what might otherwise be a very good free-tflow of trade
and economic viability. -

I would say that the Federal Government, since they impose the
rules on us, ought to enforce those rules and make it work in a
viable way. And that we will serve our community. We are going to
provide as many other services—the police services, the fire serv-
ices, everything else for our community.

We are only asking the Federal Government to really respond to
those things that are out of our control, those laws and policies and
]%rc(:)cedures of inspection that are determined here in Washington,

The CHAIRMAN. Mr. Pastor?

Mr. Pastor. Yes, sir, Mr. Chairman.

The CHAIRMAN. We have this enormous competition for tunds
and we have a real budget crunch. How do we pick Arizona out or
Phoenix and say that it has any higher priority than one of these
other border cities? .

Mr. PasTtor. As we indicated, I think all border cities will be im-
pacted. It is my understanding-—and I may be corrected—that the
budget for Custom Services around $1.5 to $2 million, but yet they

generate over $20 million of revenues. Possibly, rather than put- --

ting those $20 million in the general fund, maybe some of those
monies could be dedicated for the implementation of the fair tracde
act, especially in helping the border communities as the trade act
is implemented to gradually develop that infrastructure that is
available.

So I would think that you would give higher priority to border
towns due to the fact that the Nation will benefit. The impact, if
there is an adverse impact; as well as some positive impact, will be
at the border town. Maybe looking at the revenues generated
versus monies expended might be a way of addressing it.

The CHAIRMAN. Commissioner Piatt, you were talking about
working on better cooperation with the Mexican side. That is criti-
cal. There is no question about that. The cooreration has not been
particularly good and it has not been all the fault of Mexico.

But when we talk about coordination there, do we not have some
things to do in getting our own house in order insofar as coopera-
tion between Customs and Immigration and DEA and the rest of
it? Now they have been able to do it, I understand, in the Persien
Gulf. How about you fellows?
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Mr. PiaTT. Essentially along the border we do have very good co-
operation. We do have good relationships with INS. INS and agri-
culture would be probably the two main players that Customs
would interface with on as far as traffic coming across the border.
With DEA, we work with them on drug investigations and we have
generally very good relations with them too.

Some of the things that we are doing with the Mexicans right
now are the agreement. We are working on interchanging data. So
they would very much like our import data. We would very much
like their export data. So we are trying to somehow come up with
some kind of an automated interchange to do that. There are some
issues that have to be worked out there, as far as they would like
our export documents which are Commerce documents and census
documents, and there are some details that have to be worked out
there.

But it is, I think, a step in the right direction. We have been
highly automated in our entry processing, probably for the last 5
years; and have been working at various stages on that for the last
20 years. Mexico has just really started getting into automating the
Customs entry process in the last year or two. So we are working
with them on offering any advice that we can; and we have offered
them basically our entire software that they can use if they would
like to.

The CHAIRMAN. Has there been an exchange of information inso-
far as harmonizing and so far as classifications of things by Cus-
toms and how they evaluate them and we evaluate them?

Mr. PiaTt. Yes. We have committees that are working on that
type of a topic.

The CHAIRMAN. With the Mexicans?

Mr. PiaTT. With Mexican Customs.

The CHAIRMAN. All right.

Mr. PiaTT. In fact, there was just a meeting in San Diego last, I
think it was last January or December when we met. Some of our
auditors met with their auditors trying to work up some exchanges
of information.

The CH